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This briefing has been prepared for the public hearing with the Chair of the Single Supervisory Mechanism (SSM), 
Andrea Enria, scheduled for 7 November 2023.  

This briefing addresses: 

• The change at the helm of the Supervisory Board 
• Internal models supervision: where does the ECB stand? 
• Does TLAC work? 
• Latest supervisory banking statistics 
• Economy-wide climate stress tests 

• NPL reduction: Success at risk? 
• Significant risk transfer securitisations 
• Unrealised losses from debt securities 
• 2023 bank stress test results 
• ESG regulatory developments 

Please also note a new external expertise: “Overly reliant on central bank funding?” by Andrea Resti  

Andrea Enria’s last hearing in ECON Committee 
Andrea Enria was appointed to chair the ECB’s Supervisory Board from 1 January 2019 for a 5-year 
term, succeeding Danièle Nouy. When his term ends by the end of this year, Claudia Buch (see Box 1) is 
designated to succeed him. Before taking up duty at the ECB, Andrea Enria was the first chairperson of the 
European Banking Authority (EBA), set up in the aftermath of the financial crisis.  

Under his chairmanship, the Single Supervisory Mechanism (SSM) played an important role in the 
continuous improvement of the situation of banks in the Banking Union and of their international standing. 
As documented in the different sections of this briefing (latest supervisory data, NPLs, unrealised losses, 
stress tests etc.), euro area banks are overall in a solid position today and also the weaker banks in the 
spectrum have improved their position, regarding NPL ratios in particular. This was highlighted by Enria 
himself in the opening speech at LSE’s Financial Markets Group: “As I approach the end of my five years as 

https://www.europarl.europa.eu/RegData/etudes/IDAN/2023/747873/IPOL_IDA(2023)747873_EN.pdf
https://www.bankingsupervision.europa.eu/press/speeches/date/2023/html/ssm.sp231030%7E5bda5cf516.en.html
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Supervisory Board Chair, I leave a European banking sector that is better capitalised, with much-improved asset 
quality, ample liquidity and rising profitability. A banking sector that proved resilient to the exogenous shocks 
hitting the European Union.” 

Figure 1 highlights how core capital ratios - as the 
most watched indicator - have improved for the 
sector overall, notably through higher capital 
amounts (blue dotted line), not through reduced 
lending (green dotted line). 

The position that euro area banks are in today is all 
the more noteworthy since the last years were not 
without challenges. Euro area banks overall 
maintained their solid financial position and were 
able to retain the confidence of capital markets, while 
the wider economy suffered from the pandemic and 
the Russian assault on Ukraine and while there was a 
brief episode of banking failures outside the EU.  

Nevertheless, room for improvement remains. In a recent presentation, Enria himself has highlighted the 
following areas:  

First, despite much improved market confidence, depressed market valuations of banks’ equity still hint 
at a lack of profitability; this makes raising capital and retaining earnings to support new lending to the 
economy difficult. While the higher interest environment currently helps profitability, a lasting 
improvement can probably only result from better cost structures, accompanied by sound governance that 
keeps tabs on risk.  

Second, and related to that, market integration in the Banking Union has made little progress, while 
the creation of SSM, SRB and the single rule book was certainly linked to the hope that banks would start 
treating the union as a single home market. For parent-subsidiary structures, regulatory requirements to 
preserve capital and liquidity within Member States’ borders are a challenge - but banking groups are also 
little inclined to free themselves from such constraints, which they could by turning subsidiaries into 
branches.  

Third, the SSM sees space for reinforcing governance in banks, for instance when it comes to expertise, 
succession planning, independence and diversity in banks’ boards or regarding banks capability to 

Figure 1: Core Capital (CET1) over time 

 
Source: ECB 

Box 1: Appointment of Claudia Buch 
On 19 October, the Council appointed Claudia Buch as successor to Andrea Enria, Chair of the ECB Supervisory 
Board, following the ECB's initial proposal and the EP’s subsequent approval on 3 October (MEPs voted 357 to 195, 
with 42 abstentions; see vote). Ms Buch will hold the non-renewable position at the ECB for five years, starting from 
1 January 2024. 

Claudia Buch worked for Deutsche Bundesbank since 2014, at that time appointed to the position of vice-president. 
Prior to joining Bundesbank, she was the President of the Institute for Economic Research (IWH) in Halle (2013-2014), 
Professor of Economics at the University of Magdeburg (2013-2014), and Professor of Economics at the University of 
Tübingen (2004-2013). 

At Bundesbank, Ms Buch was inter alia responsible for the Financial Stability Department, the Statistics Department 
and the Audit Department. She became only recently responsible for the department for Banking and Financial 
Supervision, in April 2023. For a more detailed CV of Claudia Buch, as presented on the websites of Deutsche 
Bundesbank, see here. 

https://www.bankingsupervision.europa.eu/press/speeches/date/2023/html/ssm.sp230927%7E24544a942d.en.pdf
https://www.bankingsupervision.europa.eu/ecb/pub/pdf/ssm.supervisorybankingstatistics_second_quarter_2023_202310%7Ef41e7f2373.en.pdf
https://www.europarl.europa.eu/doceo/document/PV-9-2023-10-03-VOT_EN.html
https://www.bundesbank.de/en/bundesbank/organisation/executive-board/claudia-buch
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aggregate risks across groups’ entities and businesses. And fourth, supervision itself can still gain 
efficiency. In this context, note the different external reviews, by the European Court of Auditors in 
particular, of the SSM as we have documented in a previous briefing (“three critical reviews of the ECB’s work”).  

NPL reduction: success at risk? 

In a recent blog post, the SSM ominously 
warned that recent legislative proposals 
could undermine the effective 
resolution of Non-Performing Loans 
(NPLs)1. More specifically, it is concerned 
that certain measures may create undue 
delays in legal proceedings and affect the 
recoverability and value of assets. However, 
the blog does not pinpoint which specific 
legislative changes pose such risk. The 
hearing might be an opportunity to seek 
explanation from the SSM what specific 
changes they are concerned about and 
what solutions they suggest. 

At European level, there is a pending legislative proposal for a limited harmonisation of insolvency law. 
With provisions on the recovery of assets, procedural efficiency and the distribution of liquidation proceeds, 
it addresses issues that are relevant for working out NPLs. In Italy, there is a pending legislative proposal that 
seeks to allow non-performing borrowers to buy back the loans in order to clean their credit record, 
including when the loans have been sold onwards by the lending bank. Press reports concerns that this 
possibility might scare away investors from NPLs. 

The Commission’s Financial Stability and Integration Review 2023 indicates that while more than half of 
the Member States reformed their relevant laws and processes relating to addressing NPLs, the direct 
impact of the reforms was modest and hard to assess given ad-hoc interventions during the pandemic.  

Nevertheless, the Banking Union has overall successfully dealt with the NPLs that had accumulated in 
and after the financial crisis in particular. Until 2017 still, a number of Member States (AT, CY, GR, IT, PT) still 
showed an upward trend in NPL stocks. By now, however, and despite a recent uptick, the NPL ratio for the 
ECB’s directly supervised banks has decreased impressively (Figure 2). The ratio stands now at 2.3% on 
average and the ECB reports ratios above 3% only for the significant Greek, Portuguese and Spanish banks.2 

The ECA’s special report on the SSM’s supervision of credit risk also questioned whether the ECB’s 
supervisory approach was operationally efficient in addressing legacy NPLs. That report criticised that the 
ECB did not systematically use specific powers to address legacy NPLs, and that the ECB gave banks with 
more NPLs additional time for reductions. The ECB, however, defended its approach, arguing that it has 

                                                             
1 The accumulation of large stocks of NPLs on banks’ balance sheets is a problem for the economy since it risks blocking banks capacity to 

grant fresh loans. NPLs tie up administrative capacity and capital in often unproductive uses. The lingering valuation risks of NPLs also impinge 
on market sentiment and thus market access for the banks particularly exposed. While some NPLs are the result of the normal course of business 
for banks, an excessive accumulation can result from individual banks’ inability and unwillingness to restructure loans or to start legal 
proceedings in order to obtain cash from collateral or insolvent estates. At the level of member states, structural factors that slow down legal 
proceeding have also led to NPL accumulation. 

2 No ratio is published for Cypriote, Bulgarian and Maltese significant institutions. 

Figure 2: NPL reduction (blue line) 

 

Source: ECB 

https://www.europarl.europa.eu/RegData/etudes/BRIE/2023/741519/IPOL_BRI(2023)741519_EN.pdf
https://www.bankingsupervision.europa.eu/press/blog/2023/html/ssm.blog231010%7E28ede429ea.en.html
https://oeil.secure.europarl.europa.eu/oeil/popups/ficheprocedure.do?reference=2022/0408(COD)&l=en
https://www.senato.it/leg/19/BGT/Schede/FascicoloSchedeDDL/ebook/56328.pdf
https://www.ft.com/content/fad09e7f-650a-40c3-a5b0-2095fd6a3e5c?segmentId=114a04fe-353d-37db-f705-204c9a0a157b
https://finance.ec.europa.eu/system/files/2023-06/european-financial-stability-and-integration-review-2023_en_0.pdf
https://www.eca.europa.eu/ECAPublications/SR-2023-12/SR-2023-12_EN.pdf
https://www.bankingsupervision.europa.eu/ecb/pub/pdf/ssm.supervisorybankingstatistics_second_quarter_2023_202310%7Ef41e7f2373.en.pdf
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induced more active management of NPLs and that any differences in the treatment across banks were 
justified by their individually different situation. 

Internal models supervision: where does the ECB stand? 

The ECB concluded its Targeted Review of Internal Models (TRIM) in April 2021; it recently wrote about the 
current status of supervising banks’ internal models in the Supervision Newsletter.  

The ECB notably finds that challenges still persist and “strongly encourages banks to make use of the 
available supervisory framework to obtain permission to use less sophisticated approaches when the models 
apply to small portfolios or rely on limited representative data or require high operational efforts and are 
expensive to maintain.” Using less sophisticated approaches in this context means to revert to either the 
standardised approach or the “foundation IRB approach”.  

However, although the ECB generally encourages banks to revert to less sophisticated approaches 
(where specific high maintenance models apply only to small portfolios), it also needs to pay particular 
attention to prevent any cherry-picking in the selection of portfolios concerned, a point specifically 
mentioned in the ECB’s revised Guide to internal models (the publication of its final version is still pending; 
see here for the related public consultation). 

In any case, over the past two years, nearly all related model investigations have actually been triggered 
by the banks themselves. They asked the ECB to assess model changes to comply with regulatory 
requirements (two thirds thereof triggered by EBA’s review of the internal ratings-based approach, the “IRB 
repair programme”), or to rectify weaknesses identified during TRIM. 

Among the challenges that the ECB explicitly mentions are the “poor quality of the applications submitted 
and documentation provided by institutions”, which often significantly hamper the efficiency of the ECB’s 
assessment process, leading to postponements or even withdrawal of applications during ongoing 
investigations (the article does not exactly quantify how many applications are affected by their poor 
quality). While the ECB finds that the banks’ internal models have generally improved following TRIM, 
its recent investigations also show a need for continued attentive supervision; regardless of the type of risk 
model investigated, the "model description" for example will on average be very often subject to findings 
(with varying impact; see Figure 3). Against that backdrop, the ECB asks banks’ senior management to 
ensure a higher quality of applications and compliance with agreed timelines. 

Figure 3: Share of total number of findings by category and risk type (in percentages) 

Source: ECB, Supervisory Examination Programmes 2021-2023. This figure shows all findings, not differentiated by severity, which the ECB 
usually ranks on a four-tier scale. 

  

https://www.bankingsupervision.europa.eu/press/publications/newsletter/2023/html/ssm.nl230816_4.en.html
https://www.bankingsupervision.europa.eu/legalframework/publiccons/html/internal_models_202306.en.html
https://www.bankingsupervision.europa.eu/press/publications/newsletter/2023/html/ssm.nl230816_4.en.html
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Securitisations: recent developments 

The ECB published another article in the most recent Supervision Newsletter about the new high for 
significant risk transfer securitisations (the same subject is also dealt with in more detail in a paper that 
the European Systemic Risk Board published in October 2023). 

The European securitisation market had significantly lost importance after the global financial crisis, 
as flawed securitisations were at the origin of the global financial crisis, coined by opaque products and 
reckless conduct. In reaction thereto, a framework for simple, transparent and standardised (STS) 
securitisation was implemented in Union law through the Securitisation Regulation (EU 2017/2401) and 
complemented by a preferential capital requirements treatment.  

However, a review of that framework, carried out by the European Supervisory Authorities four years after 
it entered into force, came to a sceptical conclusion; the EBA concluded in its report at the end of 2022 
that “[...] the prudential framework is not, in itself, the key obstacle to the revival of the securitisation market. 
A holistic assessment shows that the current subdued status of the securitisation market is the result of an 
interplay of a series of factors, including the interplay between low supply and low demand, due to a lack of 
inherent interest from both sides.” 

Against that backdrop, one may be surprised to read that the ECB observed some positive developments 
over the last years in the EU securitisation market, specifically as regards the segment of significant risk 
transfers (SRT). SRT essentially means that considerable parts of the credit risk, though not in its entirety, are 
transferred to other investors (usually specialised credit funds and asset managers). Only when SRT is 
achieved, the bank is not anymore subject to capital requirements for the assets it has securitised; SRT is 
thus necessary to free up lending capacity. SRT is typically not achieved when the bank retains a large part 
of the securitisation bonds, for instance to use them as collateral for getting liquidity from the ECB. A revival 
of the EU SRT securitisation market is promoted to free up lending capacity on the one hand, and to 

transfer credit risk to external investors on the 
other, for example remove non-performing 
loans from banks’ balance sheets.  

The ECB reports that 2022 was, overall, a 
positive year for SRT securitisations: more 
than 30 banks issued 118 SRT securitisations, 
worth a total notional amount of more than EUR 
170 billion, a volume significantly higher than in 
previous years (see Figure 4). However, in the 
same year the volume of NPL securitisations 
declined to EUR 13 billion, much less than in 
2021 (EUR 60 billion). 

Securitisations usually free up capital, but they 
do not come for free, the investors to whom 
credit risk is transferred will require to receive 
some or all of the interest payments of the 
securitised loans. In order to assess the 

economic viability of the transaction, the saving in capital requirements (as compared to holding a portfolio 
on the balance sheet without risk transfer) has to be weighed against the cost over the life of the transaction. 

Figure 4: SRT transactions with performing resp. 
non-performing loans (notional volumes EUR bn) 

https://www.bankingsupervision.europa.eu/press/publications/newsletter/2023/html/ssm.nl230816_1.en.html
https://www.esrb.europa.eu/pub/pdf/occasional/esrb.op23%7E07d5c3eef2.en.pdf?cb310722a7f90a87e0b4639ee0c20485
https://www.eba.europa.eu/sites/default/documents/files/document_library/Publications/Other%20publications/2022/Joint%20advice%20to%20the%20EU%20Commission%20on%20the%20review%20of%20the%20securitisation%20prudential%20framework/1045321/JC%202022%2066%20-%20JC%20Advice%20on%20the%20review%20of%20the%20securitisation%20prudential%20framework%20%20-%20Banking.pdf
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Moreover, achieving a significant risk transfer does not mean that a bank is no longer exposed at all to 
the credit performance of the underlying pool after the SRT transaction. Banks are actually required to 
retain some exposure (“skin in the game”) to their securitisations, and may voluntarily retain more. For 
instance, if the bank also retains the senior (unprotected) tranche, the bank will take a hit if the portfolio 
suffers a very large, unexpected credit deterioration. For that reason, the ECB and other supervisors need to 
carefully check the likelihood of unexpected hits to the senior tranche when assessing SRTs, to minimise the 
risk of a sudden call for additional capital. The ECB in any case asks banks that wish to originate SRT 
securitisations to consult ECB Banking Supervision beforehand. 

As a side note, one may also note a discussion paper published by the Deutsche Bundesbank in 2021, which 
looked into the portfolio replenishment process that some securitisations require. The researchers found 
evidence that (some) banks exploited information advantages by deliberately adding low-quality loans in 
the course of the portfolio replenishment, and hence recommend, among other aspects, to enforce 
regulatory oversight on that matter. 

FSB on “Does TLAC work?” 

The Financial Stability Board, which designed the G20-endorsed approach for resolving failed banks, has 
adopted a report on the recent bank failures, namely that of Credit Suisse, Silicon Valley, First Republic and 
Signature Bank. The report discusses authorities’ approaches to those banks and implications for the FSB 
Key Attributes’ framework for resolving Globally Systemically Important Banks (G-SIBs) and other 
systemically important banks. 

While the three US banks did not classify as G-SIBs, the case of Credit Suisse - at the time the second largest 
bank in Switzerland and a designated G-SIB - raised the question whether the resolution framework in 
general, and in particular whether the idea works in practice that GSIBs must hold a certain amount of capital 
and debt that can be bailed in to cover the cost of resolution (Total Loss Absorption Capacity, or TLAC). In 
fact, Swiss authorities did not apply the resolution framework for this bank and made only partial use of 
the bank’s loss absorption capacity. Afterwards, the Swiss finance minister declared that rules for 
winding up big banks do not work and that applying them would have triggered an international financial 
crisis. 

The Financial Stability Board’s report by contrast comes to a very different conclusion, writing that 
“recent events demonstrate the soundness of the international resolution framework in that it provided the Swiss 
authorities with an executable alternative to the solution that they deemed preferable in this particular case”. 

Nevertheless, the report identifies several areas for further analysis and improvements in the resolution 
framework. Among them is one that also concerns supervisory rather than only resolution authorities and 
that may be worthwhile to raise with the SSM. Namely, the requirement for Total Loss Absorption Capacity 
is set in the CRR and the SSM is hence competent for its enforcement. The report raises a risk of legal 
challenges when TLAC is used in practice: US securities laws apply to any TLAC instruments held by US 
investors and requires a registration or an exemption from registration every time new shares are sold. The 
conversion of debt (qualifying as TLAC) into equity may consequentially also require a registration. The 
report suggests that it is possible to comply with US requirements with sufficient preparation of such a 
registration in advance of resolution. The report, however, also hints at challenges that the securities laws 
of other jurisdictions could pose. It would be interesting to understand from the SSM to what extent EU 
GSIBs face such challenges in this area and whether that constitutes a challenge for supervisory 
recognition of existing instruments as TLAC. 

https://www.bundesbank.de/resource/blob/875196/6b9223bf777a7e37b67c828bb850e6a8/mL/2021-09-10-dkp-30-data.pdf
https://www.fsb.org/2023/10/2023-bank-failures-preliminary-lessons-learnt-for-resolution/
https://www.ft.com/content/2cfaaf47-101c-4695-92e5-b66b6abe777e
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Unrealised losses from debt securities 

In our March 2023 SSM hearing briefing we discussed inter alia how unrealised losses in bank’s securities 
portfolios precipitated the episode of US bank failures of spring 2023. Unrealised losses on fixed-
income security holdings built up as interest rates increased; in tendency, rates have increased further since. 
We also considered the situation of EU banks, pointing out that EU liquidity requirements may imply that 
EU banks are less likely to come under pressure to the same extent as the US banks in question, which 
had sudden liquidity outflows from flighty deposits, requiring them to liquidate bond portfolios with 
unrealised losses. Nevertheless, we also pointed out that the EU liquidity requirements might not clearly 
reflect to what extent a bank should actually be able, in terms of stable funding, to hold bonds with 
unrealised losses to their final maturity. At final maturity, those losses typically vanish when bonds are repaid 
at par. 

In this context, it is interesting that the ECB produced an analysis of unrealised losses. We understand 
that this required an ad-hoc survey, generating data for February 2023. The results were published end of 
July. As of February 2023, aggregate unrealised losses, for significant institutions directly supervised 
by the ECB, totalled €73 billion, net of certain hedges. Figure 5 shows the evolution over time as interest 
rates changed, and also the sensitivity of banks’ portfolios to further interest rate changes (we understand: 
at the time of February 2023, and DV01 refers to an approximation of the resulting change in portfolio level 
when interest rates increase by 1% for the relevant maturity of 3 months to 15 years, respectively). On this 
basis, the ECB concludes that aggregate losses are “contained”, and that the further exposure of 
banks’ bond holdings to interest changes is “relatively contained, albeit negative”. As the chart show, 
it is more pronounced for some banks and consistently more marked for interest rate changes in the 
medium-maturity band.  

 

The ECB considers that even in distress, banks are unlikely to sell their debt securities outright, thus realising 
the unrealised losses, but would rather raise liquidity via, for instance, repo transactions with other banks or 
a central bank. In this context, the ECB emphasises that more than 70% of the securities are government 
bonds, which benefit from relatively higher liquidity in repo markets. One may note, though, that troubled 

Figure 5: Unrealised losses (left; EUR bn) and sensitivity to interest changes (right, basis points) 

 
Source:  ECB 

https://www.europarl.europa.eu/RegData/etudes/IDAN/2023/741502/IPOL_IDA(2023)741502_EN.pdf
https://www.bankingsupervision.europa.eu/ecb/pub/pdf/ssm.Report_unrealised_losses%7E445dcf8a99.en.pdf
https://www.bankingsupervision.europa.eu/ecb/pub/pdf/ssm.Report_unrealised_losses%7E445dcf8a99.en.pdf
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US banks had not been able to solve their problems in the repo market and were not able, at least 
initially, to use their bond holdings as collateral to obtain sufficient liquidity from the central bank. Here, the 
ECB does not further elaborate to what extent the SSM’s directly supervised banks would be in a different 
situation; they might enjoy better access to liquidity than mid-sized US lenders. As a final observation rather 
specific to the EU context, unrealised losses, including on government bonds, can result from general 
interest rate changes and the widening of spreads that individual securities issuers pay above general 
market rates. This issue is considered in the European stress tests (see below), where the unrealised losses 
would be substantially aggravated in the adverse scenario, which is an unlikely hypothetical outcome as the 
ECB points out. 

Latest supervisory banking statistics 

The ECB published the latest supervisory data for the currently 110 directly supervised Significant 
Institutions (“SIs”) on October 9. The data refers to the second quarter of 2023.  

Core capital ratios (“CET1”) exhibit a slight increase across the whole distribution of banks as shown in 
Figure 6. The aggregate core capital ratio is currently at 15.7%, and that of the largest globally systemic 
banks at 14.5%. 12 months earlier, the same numbers stood at 15.0% and 14.1%, respectively. The aggregate 
increase is the result of a slight increase of total risk exposure amounts (i.e., risk-weighted assets) on the one  

 
 

hand and a more pronounced increase of core capital. The latter corresponds to a marked increase in 
profitability. Significant Institutions’ annualised Return-on-Equity (RoE) increased to 10.0% from 7.6% one 
year earlier. This mainly results from an increase in net interest income and a decrease of credit impairment 
and provisions. 

Profitability is not evenly distributed across banks as shown in Figure 7. Nevertheless, over the past 12 
months, the least profitable banks also achieved improvements and in any case stopped making losses. 

Figure 6: Distribution of core capital ratios  
(shows the average, the highest and lowest values and the 1st and 
3rd quartiles across 110 Significant Institutions’ CET1 ratios) 

 

Source: ECB 

Figure 7: Distribution of profitability  
(shows the average, the highest and lowest values and the 1st and 
3rd quartiles across 110 Significant Institutions’ return on equity)  

 

https://www.bankingsupervision.europa.eu/press/pr/date/2023/html/ssm.pr231009%7E925a6f0b0b.en.html
https://www.bankingsupervision.europa.eu/ecb/pub/pdf/ssm.supervisorybankingstatistics_second_quarter_2023_202310%7Ef41e7f2373.en.pdf
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The state of Significant Institutions’ loan books continued on a positive trend. The share of so-called 
“Stage 2” loans − those that have experienced a significant increase in risk since they were granted and 
require particular provisions − had peaked in the third quarter of 2022 at 9.8% and have since receded to 
9.2%, while the coverage rate by provisions remained roughly steady. Non-performing loans slightly 
increased by EUR 4 billion in aggregate, while the NPL ratio (as share of total loans) remained broadly stable 
during the year. The more detailed figures suggest that some (unnamed) banks that had particularly high 
ratios in excess of 6% managed to reduce them to around 5%. 

For the first time, the statistics also contain a breakdown of debt securities by type of borrower. In 
particular, there is a table that in principle shows a country’s banks’ exposures to each government, although 
numerous values are omitted reclaiming confidentiality. Across all Significant Institutions, exposure to the 
French government is accordingly highest and accounts for around 21.6%. The exposure of Significant 
Institutions in each Member State to the government of the same Member State (“home sovereign 
exposures”) ranges from 21% to 88%, as summarised in Table 1. 

Table 1: The Significant Institutions’ Home Sovereign Exposures (in %) 

Source: ECB, own calculations. 

2023 stress test results  

The ECB released the results of its 2023 stress test of euro area banks, assessing the resilience of the 
euro area's banking system in the face of a severe economic downturn scenario.  

The Significant Institutions that were subject to the 2023 stress test either formed part of the “EBA sample”3, 
or part of the “ECB sample”. The following focusses on the ECB’s stress test features and results. 

The ECB’s 2023 adverse scenario introduced new features, including increased geopolitical tensions 
leading to stagflation and increasing interest rates. While the baseline scenario relied on the 
December 2022 BMPE (Broad Macroeconomic Projection Exercise) inputs, the adverse scenario is a 
hypothetical scenario based on the materialization of risks affecting the EU banking sector (Figure 8). 
Some of the features of this scenario are slow economic growth and elevated inflation, leading to financial 
strain in both corporate and household sectors. Sudden price corrections and an increase in interest rates 
are also included. Compared to the 2021 adverse scenario, which was characterized by low and declining 
interest rates, this represents a significant shift. By looking at Figure 8 and comparing the actual 
developments in the past to the assumptions made in various stress test exercises, one can conclude that 
the ECB has in the past underestimated the (peak) worsening of some key factors, namely GDP and inflation 
developments. That comparison between actual developments and stress test assumptions should be a 

                                                             
3 The EBA runs a bi-annual EU-wide stress test, not limited to the euro area, which focusses on the largest banks. This year, the exercise involved 

70 banks from 16 EU/EEA countries, covering 75% of the EU banking sector assets. 57 of those banks (“Significant Institutions”) in any case fall 
under the direct supervision of the ECB. The adverse scenario in the EBA exercise uses a number of negative shocks to economic growth, higher 
unemployment and higher interest rates/credit spreads, applying the most severe hypothetical GDP decline so far, if compared to previous 
exercises. The capital of the worst performer in that exercise, for example, La Banque Postale, was in the hypothetical adverse scenario 
completely wiped out, its fully loaded CET1 capital ratio went over the time span down to 0%. One should highlight in this context that the EBA 
publishes granular bank results, including detailed information at the starting and end-point of the exercise, under both the baseline and the 
adverse scenarios. The EBA considers the dissemination of data to be an integral element of the stress test exercise, which helps to foster market 
discipline. See here for the detailed results of the 2023 EU-wide stress test exercise. 

BE BG DE EE IE GR ES FR IT CY LV LT LU MT NL AT PT SL SK FI 

45 n/a 53 n/a 30 67 54 60 59 n/a 52 88 58 n/a 44 21 40 26 n/a 48 

https://www.bankingsupervision.europa.eu/ecb/pub/pdf/ssm.supervisorybankingstatistics_second_quarter_2023_202310%7Ef41e7f2373.en.pdf
https://www.bankingsupervision.europa.eu/ecb/pub/pdf/ssm.Report_2023_Stress_Test%7E96bb5a3af8.en.pdf
https://www.eba.europa.eu/risk-analysis-and-data/eu-wide-stress-testing
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reminder that stress tests are a pure hypothetical exercise. As Breuer highlighted in a paper that was 
already written for ECON in 2014, stress test results need to be seen with caution, as “... the restriction of 
attention to one adverse scenario might foster an illusion of safety. Banks faring well in this one scenario are not 
necessarily safe in other scenarios.” 

Keeping Breuer’s caveat in mind, one 
may take note that in the adverse 
scenario, CET1 ratio at the system 
level declines by approximately 4.8 
percentage points under the fully 
loaded approach or 5.0 percentage 
points under the transitional 
approach. By the end of the 
projection horizon, the system-wide 
CET1 ratio stands at 10.4% in the 
adverse scenario and 16.4% in the 
baseline scenario. The impact varies 
significantly across banks, mirroring 
different business models and 
balance sheet structures. 

In the adverse scenario, 53 banks found themselves needing to restrict dividend payments for at least 
one year due to surpassing the risk-based MDA trigger. In contrast, only 9 banks face challenges in 
meeting their legally mandated total SREP capital requirements and/or leverage ratio requirements. It 
should be noted that banks with a larger share of variable-rate loans benefit more from increasing 
interest rates, emphasizing the importance of interest rate risk management for banks. 

A sensitivity analysis has been 
conducted for the real estate markets in 
an environment of rising interest rates. 
In the adverse scenario, real estate sector is 
under a significant price correction, driven 
by a severe tightening of financing 
conditions and a slowdown in economic 
activity. It's expected that commercial real 
estate will experience substantial 
downward adjustments, with over 25% 
cumulative price decline in 21 out of 27 
EU countries. In addition, residential real 
estate prices are projected to decrease 
by an average of 21% across the EU in 
period 2022-2025.  

In exploring the sensitivity of banks' capital 
positions to further shocks on the real 

estate markets, scenario paths for both residential and commercial properties are considered too. ECB 
simulations indicate that in the event of a deterioration of financial conditions, a cumulative decline of 
16% in residential real estate and 11% in commercial real estate prices is envisaged (Figure 9), as 

Figure 8: Selected adverse scenario variables for banks in 
full stress test sample (in percentage points)  

  
Source: ECB. 

Figure 9: Additional shocks on house prices per 
quantile 

  
Source: ECB. 

https://www.europarl.europa.eu/document/activities/cont/201410/20141015ATT91182/20141015ATT91182EN.pdf
https://www.bankingsupervision.europa.eu/ecb/pub/pdf/ssm.Report_2023_Stress_Test%7E96bb5a3af8.en.pdf
https://www.bankingsupervision.europa.eu/ecb/pub/pdf/ssm.Report_2023_Stress_Test%7E96bb5a3af8.en.pdf
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deviations from the adverse scenario. Under these tail scenarios for house prices, bank losses would range 
between EUR 70 and EUR 110 billion.  

The quantitative impact of the adverse scenario is a key input to determine Pillar 2 guidance (P2G). In 
the 2023 SREP, the ECB will introduce a new methodology to calculate the leverage ratio P2G for the 
first time, addressing excessive leverage risk. Looking it on a system level, the adverse scenario caused the 
euro area banks' leverage ratio to drop by 1.1 percentage points, reaching 4.4% by the end of the projection 
horizon, which is however still in excess of the legally mandated 3% minimum.  

Economy-wide climate stress tests 

The ECB published the results of its second economy-wide climate stress test. This second climate stress 
test builds upon the outcomes of the initial economy-wide stress test that was released two years ago (in 
September 2021) and in that way complements the ECB Banking Supervision’s climate stress test which has, 
in July 2022, analysed risks for individual institutions. In this round, a broader approach is taken by analysing 
households, companies and a banking sector from a top-down perspective. 

The results are said to show that the most effective path toward achieving a net-zero economy for 
companies, households, and banks in the euro area is the acceleration of the transition to green initiatives 
beyond current policies. In this exercise, households and companies benefitted the most. Profits and 
purchasing power are less adversely affected due to the upfront investment in renewable energy. In this 
accelerated transition scenario, green investments by companies are projected to reach EUR 2 trillion by 
2025, in contrast to the EUR 0.5 trillion seen in the other two scenarios. By 2030, the late-push transition 
aligns with the accelerated transition, with both reaching a cumulative EUR 3 trillion, while green 
investment remains lower in the delayed transition. Still, while catching up of green investments is 
desirable, there are risks for companies, especially those in energy-intensive sectors (e.g., manufacturing, 
mining, and electricity) which can have a further impact on higher debt levels and substantial profit 
reductions, approx. double the average euro area company. 

ESG regulatory developments 

A number of global banking and financial stability organizations are currently reviewing their 
reporting and capital frameworks, although none have moved as swiftly as the EU in establishing 
stringent requirements. EBA has been one of the first authority to offer specific recommendations on how 
to practically integrate environmental and social risk (ESG) considerations into the prudential 
framework (Box 2). In his appearance before the ECON Committee on 23 October, EBA Chairman Jose 
Manuel Campa stated: “Another challenge is to fulfil our climate targets. On our way to a net zero economy, large 
banks began reporting on key ESG risks under the EBA Pillar 3 disclosures. Further EBA guidance on how to better 
identify, manage and report ESG risks will help banks address ESG risks.” Under the new regulations, banks will 
need to reassess the probabilities of defaults and losses, along with the risk weights used to 
determine the capital reserves allocated for each client. This development could have significant 
implications, particularly for industries with high emissions. 

https://www.bankingsupervision.europa.eu/banking/srep/html/lrp2g.en.html
https://www.ecb.europa.eu/pub/pdf/scpops/ecb.op328%7E2c44ee718e.en.pdf?7793485730460e4e0b4e170237eb7429
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In addition, the Basel Committee is expected to release a proposed framework for reporting climate-
related financial risks by the end of the year, providing guidance to regulators worldwide. The ECB has 
been active in addressing climate and environmental-related risks (a detailed guide on supervisory 
expectations relating to risk management and disclosure has been published in 2020 as well as observations 
from the 2022 thematic review) and anticipates that banks will need to comply with all of the supervisory 
expectations by the end of 2024 (see Frank Elderson’s speech). 

 

 

Box 2: EBA’s recommendation on a Pillar 1 framework to capture ESG risks 
Environmental and social (ESG) risks are reshaping the risk landscape within the banking sector, and their 
significance is expected to grow in the future. European banks must adapt their client risk assessments to align with 
the newly mandated ESG criteria. EBA has been the first authority to announce on 12 October 2023 that is 
revising the framework governing applicable capital requirements for financial institutions (commonly referred 
to as Pillar 1) to include considerations of environmental and social risks. Set of obligations will take immediate 
effect, while others will be introduced gradually, potentially resulting in new legislation.  

EBA recommends the following: 

• Incorporating environmental risks into stress testing exercises, including internal ratings-based (IRB) and 
internal model approaches (IMA) under the Fundamental Review of the Trading Book (FRTB); 

• Encouraging the inclusion of environmental and social factors in external credit assessments conducted by 
credit rating agencies; 

• Encouraging financial institutions to consider environmental and social factors in due diligence 
requirements and the valuation of collateral of real estate; 

• Requiring institutions to identify whether environmental and social factors can trigger operational risk 
losses; 

• Progressively developing metrics related to environmental concentration risk as part of supervisory 
reporting. 

The report, which builds on the principles presented in the previous discussion paper published in May 2022 (the 
role of environmental risks in the prudential framework), also explores the potential application of 
macroprudential tools and clarifies the EBA's current stance against the introduction of a green supporting or 
brown penalizing factors. The use of such factors presents complex challenges related to their design, calibration 
and current interaction with the existing Pillar 1 framework. The recommendations for immediate actions are put 
forward by EBA for actions to be taken over the next three years as part of the implementation of the revised CRR 
III and CRD VI. 

mailto:egov@ep.europa.eu
http://www.europarl.europa.eu/supporting-analyses
https://www.bankingsupervision.europa.eu/ecb/pub/pdf/ssm.202011finalguideonclimate-relatedandenvironmentalrisks%7E58213f6564.en.pdf
https://www.bankingsupervision.europa.eu/ecb/pub/pdf/ssm.202011finalguideonclimate-relatedandenvironmentalrisks%7E58213f6564.en.pdf
https://www.bankingsupervision.europa.eu/ecb/pub/pdf/ssm.thematicreviewcercompendiumgoodpractices112022%7Eb474fb8ed0.en.pdf
https://www.bankingsupervision.europa.eu/ecb/pub/pdf/ssm.thematicreviewcercompendiumgoodpractices112022%7Eb474fb8ed0.en.pdf
https://www.bankingsupervision.europa.eu/press/speeches/date/2023/html/ssm.sp230623%7E6731c533c7.en.html
https://www.eba.europa.eu/eba-recommends-enhancements-pillar-1-framework-capture-environmental-and-social-risks
https://www.eba.europa.eu/sites/default/documents/files/document_library/Calendar/EBA%20Management%20Speeches/2023/Introductory%20statement%20by%20the%20EBA%20Chairperson%20Jos%C3%A9%20Manuel%20Campa%20at%20the%20annual%20hearing%20of%20the%20Committee%20on%20Economic%20and%20Monetary%20Affairs%20%28ECON%29%20of%20the%20European%20Parliament/1063142/EBA%20introductory%20statement%20ECON%20Hearing.pdf
https://www.eba.europa.eu/eba-launches-discussion-role-environmental-risks-prudential-framework
https://www.eba.europa.eu/eba-launches-discussion-role-environmental-risks-prudential-framework

	Public hearing with Andrea Enria, Chair of the ECB / SSM Supervisory Board
	Banking Union Scrutiny

	 NPL reduction: Success at risk?
	 The change at the helm of the Supervisory Board
	 Significant risk transfer securitisations
	 Internal models supervision: where does the ECB stand?
	 Unrealised losses from debt securities
	 Does TLAC work?
	 2023 bank stress test results
	 Latest supervisory banking statistics
	 ESG regulatory developments
	 Economy-wide climate stress tests
	Andrea Enria’s last hearing in ECON Committee
	NPL reduction: success at risk?
	Internal models supervision: where does the ECB stand?
	Securitisations: recent developments
	FSB on “Does TLAC work?”
	Unrealised losses from debt securities
	Latest supervisory banking statistics
	2023 stress test results
	Figure 2: Distribution of profitability  (shows the average, the highest and lowest values and the 1st and 3rd quartiles across 110 Significant Institutions’ returns on equity)
	Economy-wide climate stress tests
	ESG regulatory developments
	Disclaimer and Copyright

