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This briefing has been prepared for the public hearing with the Chair of the Single Supervisory Mechanism (SSM), 
Claudia Buch, scheduled for 21 March 2024.  

This briefing addresses: 

• SSM priorities in the transition between chairpersons 
• Overly reliant on central bank funding?  
• SREP results 2023 
• Latest supervisory banking statistics 
• Stress-testing banks’ ability to recover from a cyberattack 
• Updated guide to internal models 
• Significant banks’ exposures to Commercial Real Estate 

SSM priorities in the transition between chairpersons 

We recall that when the previous chairperson, Andrea Enria, was still in office last year, he highlighted 
the following challenges for the SSM and its directly supervised banks, going forward:  

First, despite improvements in 2023, market valuations for bank shares remained depressed an average 
euro area bank still struggling to earn its cost of equity; Enria felt Banks needed to stabilise profitability on a 
higher level and to enhance the sustainability of business models. He also emphasised a need for legal and 
regulatory stability in this context. In an interview, separately, he raised the question when banks would 
start investing into their growth and development instead of trying to improve valuations through 
dividends and share buy-backs. 

https://www.bankingsupervision.europa.eu/press/speeches/date/2023/html/ssm.sp230927%7E24544a942d.en.pdf
https://www.ebf.eu/ebf-media-centre/interview-with-andrea-enria-chair-of-the-supervisory-board-of-the-ecb-conducted-by-wim-mijs-ceo-of-the-european-banking-federation/
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Second, and related to that, market integration in the Banking Union has made little progress, while 
the creation of the SSM, SRB and 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. Somewhat surprisingly, 
banking groups seem not 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 
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 (ECA) in particular, of the SSM, as documented in an earlier briefing (“three 
critical reviews of the ECB’s work”). ECA criticised for instance too much emphasis on capital relative to tackle 
weaknesses in governance and risk models. ECA also called for a streamlining of the supervisory process 
(SREP) and a more extensive use of the full range of existing supervisory powers. Enria himself called for 
addressing supervisory findings more swiftly and escalating measures more quickly, but leaving the current 
level of capital requirements unchanged. 

These points may be contrasted with the priorities set out in a first speech by the new chairperson, 
Claudia Buch, that comes with the programmatic titel “European banking supervision a decade on”. Buch 
emphasises two trends that the SSMs priorities need to reflect: 

First, this concerns heightenened macroeconomic and geopolitical risks. Buch stresses the potential for 
increased credit risk and the difficulties to appropriately quantify present uncertainties, for which 
supervision needs to rely more on scenario analysis and a holistic approach to bank-level and macro-level 
analysis. Moreover, she notes that in credit risk supervision, the ECB recently focused on vulnerabilities such 
as commercial real state loans and weak SME borrowers. Furthermore, she is concerned that banks 
insufficiently integrate new risks into their risk management; banks’ approaches to quantification are 
often overly reliant on past data, insufficiently risk-sensitive, and their ability to aggregate risks across 
different portfolios has gaps; the latter point was also noted by Enria as part of the governance aspects that 
require reinforcement. 

Second, Buch highlights digitalisation and the competitive landscape for banks. She mentions diverse 
facets: competition from non-banks, which have reached 27% of market share in lending to businesses, 
competition from digital innovation and disruptions of value chains, higher risk taking in the face of 
competitive pressures on margins, deposits that have become more volatile, vulnerability to “IT and cyber 
risk”, dependency on third-party services, and market concentration in IT services. As a response, she 
envisages “to ensure that negative side effects [of competition] are mitigated and that banks are 
resilient”. She also wants to focus on liquidity and funding plans in the new environment and she mentions, 
regarding cyber risk, an ongoing stress test. 

Third, coming back to the particular relevance of risk management in the above-mentioned more uncertain 
environment, she emphasises that the SSM pays “close attention to banks’ internal governance 
mechanisms”,. However, she does not mention more specific govenance priorities. 

Fourth, she confirms her intention to see through the renovation of the SREP supervisory process that Enria 
has launched, looking for increased efficiency and effectiveness. Moreover, she also mentions the need “to 
use the full range of [supervisory] tools to foster the necessary improvements in banks”. 

https://www.europarl.europa.eu/RegData/etudes/BRIE/2023/741519/IPOL_BRI(2023)741519_EN.pdf
https://www.bankingsupervision.europa.eu/press/speeches/date/2024/html/ssm.sp240212%7E8b11e7f6c7.en.html
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Notably, she does not mention depressed market valuations and sluggish market integration, which 
Enria had pointed out as challenges. It would be interesting to know if she shares these concerns 
nevertheless and if she sees a way forward and any constructive role for the SSM. 

Overly reliant on central bank funding? 

The following section builds on two external studies commissioned by the ECON Committee, intended to assess 
vulnerabilities related to the expiry of TLTRO refinancing. 

The targeted longer-term refinancing 
operations (TLTROs) are Eurosystem central 
banks’ operations that provide financing to 
credit institutions and seek to incentivise 
lending to the economy. They are “targeted”, in 
that the amount that banks can borrow is linked 
to their loans to non-financial corporations and 
households. Moreover, the interest rates banks 
pay is linked to the banks’ lending patterns: the 
more loans participating banks issue to non-
financial corporations and households (except 
loans to households for house purchases), the 
more attractive the interest rate on their TLTRO 
borrowings becomes. A first series was launched 
in 2014, a second one in 2016 and the third one 
(known as “TLTRO III”) in 2019. TLTRO III included 
ten refinancing operations, each one with a 
maturity of three years, starting in September 
2019 at a quarterly frequency.  

In line with scheduled maturities and voluntary 
early repayments, the volume of outstanding TLTRO has already been materially reduced by now, as 
illustrated in Figure 1. However, the repayment will not have taken place evenly across banks. The figure 
also shows the differences across Member States; among banks within Member States, there are likely to be 
important differences, too. By December 2024, all current TLTRO funding is set to expire: ING bank reports 
that some 454 bn euro are still outstanding, of which 258 expire by end of March. This raises the question 
how reliant banks - and, since the TLTRO were meant to incentivise loans to the economy - how reliant 
the economy still is on TLTRO at this point. The ECON Committee has commissioned two external studies 
on this question and also the SREP report of the ECB provides some hints. We would conclude from the two 
external studies and the ECB’s remarks that there are no immediate risks to the stability of banks, but 
that the cost of funding and the conditions of loan availability are likely to be affected. Such impact 
will be felt more in some Member States than in others. We would also think that within Member States, 
particular banks and regions will be more impacted than others. 

New monetary policy operational framework  

On March 13, the ECB has announced changes to how 
it gives liquidity to banks. 

The salient feature is that the basic approach, which 
was defined in reaction to the great financial crisis, will 
be maintained. Thus, banks can continue to borrow 
unlimited amounts at fixed rates from the 
Eurosystem for a day, a week or three months, using a 
single broad set of collateral. 

Meanwhile, the rate at which banks can borrow will 
become cheaper: it will be 0,15% to 0,40% instead of 
0,50% to 0,75% above the rate for deposits at the ECB. 
At the same time, and while continuing to reduce its 
balance sheet for now, the ECB also announces that it 
will at some point maintain a “structural” investment 
in debt securities and add a new longer term 
refinancing offer for banks; details of the latter two 
elements remain open at this point. 

https://think.ing.com/articles/life-after-tltros-comes-with-challenges-for-both-bank-liquidity-and-funding-in-2024/
https://www.ecb.europa.eu/press/pr/date/2024/html/ecb.pr240313%7E807e240020.en.html#:%7E:text=The%20purpose%20of%20the%20operational,the%20Eurosystem%20balance%20sheet%20normalises.
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Andrea Resti found in October 2023 that the banking sector as a whole does not appear overly reliant 
on Central bank funding. He observed nevertheless that banks in Cyprus, Greece, Italy and Slovakia 
remained highly reliant on TLTRO, accounting for 4% of their total assets. For Eurozone banks in aggregate, 
excess liquidity with the ECB remains abundant and banks enjoy a large cushion of unencumbered 
government bonds to be used in secured borrowing. They have also increased outstanding debt securities, 
although at a cost that has hugely increased since early 2022. In particular in Finland, Slovenia and 
Austria, banks had been faster in resuming bond issuance. Private-sector deposits, after returning to pre-
Covid levels, remained roughly stable, as banks prioritised short-term profitability and hence hesitated to 
use them to shore up funding. Deposits could, however, provide lenders with a source of additional funding 
to offset future liquidity constraints; Resti observed that banks in Greece, Cyprus and Portugal had shown a 
somewhat stronger increase in deposits, possibly at the expense of higher funding cost. In concluding, Resti 
recommended that the monetary policy side of the ECB should restore incentives to route excess 
liquidity through interbank markets to cash-strapped banks, including across borders, while avoiding 
liquidity squeezes caused by overly radical measures. 

The study by Florian Heider and Jonas Schlegel of SAFE, published in March 2024, also emphasises the 
importance of the interbank market going forward. They find that thanks to the Eurosystem’s outright 
asset purchases, the banking system still has plenty of reserves with the central banks even with a full 
exit from the TLTROs. For the authors, this explains why voluntary and mandatory repayments of TLTRO III 
borrowing went smoothly so far. Nevertheless, the more liquidity is drained from the banking system, 
the more important becomes interbank market borrowing and lending, ideally between euro area 
member states. Right now, the authors see what they call the “usual fault lines of the euro area show up”: 
the German banking system has plenty of reserves while there are first signs of aggregate scarcity in the 
Italian banking system. To them, this does not need to be a source of concern if the interbank market can 
be sufficiently reactivated. Moreover, the ECB has several tools to address possible future liquidity 
shortages. 

In this context, we note the recent changes to the ECB’s operational framework outlined in the box 
above. Currently, main interbank market rates are very close to the rate of deposits with the ECB. By bringing 
the rates for borrowing from the ECB down in relative terms, it appears that, considering the potential trade-
off highlighted by Resti, the ECB prioritises the need for avoiding liquidity squeezes over reactivating 

Figure 1: LTRO volumes and excess bank liquidity; LTRO over total bank assets by Member State 

 

Source: Andrea Resti; computations using ECB data 

https://www.europarl.europa.eu/RegData/etudes/IDAN/2023/747873/IPOL_IDA(2023)747873_EN.pdf
https://www.europarl.europa.eu/RegData/etudes/IDAN/2024/755739/IPOL_IDA(2024)755739_EN.pdf
https://safe-frankfurt.de/
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money markets. At the same time, the interest in accessing the interbank market, in particular for those 
banks that may not find it easy to borrow at the benchmark market rates, may rather be reduced. Also the 
ECB itself finds that it “remains to be seen whether the chosen spread [between deposit and borrowing 
rates] is sufficient to meaningfully revive money market activity”. 

The SREP report 2023 mentions that the ECB conducted a targeted review focused on TLTRO III exit 
strategies across a sample of banks identified as the most vulnerable (the sample selection is not further 
explained). The results showed that: (i) the sampled banks all had a TLTRO III exit strategy in place; (ii) none 
of them was likely to breach the liquidity coverage ratio or net stable funding ratio; and (iii) many banks in 
the sample held enough cash reserves to repay their TLTRO III borrowings in full. However, some banks 
needed to generate alternative resources to repay TLTRO III borrowing. The review also identified 
issues for closer monitoring: “(i) some banks may be recommended to focus more strongly on alternative 
funding sources (market funding, deposits) to replace TLTRO III funding; (ii) some banks have a high 
proportion of non-high quality liquid assets (non-HQLA) collateral (i.e. additional credit claims) in the 
Eurosystem collateral pool; and (iii) some of banks’ assumptions on increases in deposits may be too 
optimistic” (our emphasis; there is no further explanation of the latter concern). The JSTs have incorporated 
the recommendations from the targeted review into their 2023 SREP assessments, as appropriate. 

SREP results 2023 

This time, the SSM has been able to publish the results of the Supervisory Review and Evaluation Process 
(SREP) already in December, two months earlier than last time. The SSM’s key takeaways read largely similar 
to those of last year, namely that the SSM assigned (microprudential) SREP scores remain broadly 
unchanged, while overall (common equity) capital requirements including non-binding capital 
guidance have increased to 11.1%, from 10.7% one year and 10.4% two years ago. However, this increase 
was not driven by the ECB’s SREP exercise but the result of higher macroprudential requirements by national 
authorities. Last year, the SSM emphasised that supervisory action focussed on credit risk and internal 
governance. This year, it highlights broader priorities on internal governance, risk management and capital 
planning, and it cautions against a deteriorating risk outlook.  

Figure 2: Transition matrix for the overall SREP scores  
(only banks assessed in the 2022 and 2023 SREP) 

 

Source: ECB 

https://www.ecb.europa.eu/press/key/date/2024/html/ecb.sp240314%7E8b609de772.en.html
https://www.bankingsupervision.europa.eu/banking/srep/2023/html/ssm.srep202312_aggregatedresults2023.en.html
https://www.bankingsupervision.europa.eu/banking/srep/2023/html/ssm.srep202312_aggregatedresults2023.en.html
https://www.bankingsupervision.europa.eu/press/pr/date/2023/html/ssm.pr231219%7Ee35067c504.en.html#:%7E:text=ECB%20keeps%20capital%20requirements%20steady%20in%202024%2C%20refocuses%20supervisory%20priorities,-19%20December%202023&text=The%20European%20Central%20Bank%20(ECB,for%20the%20years%202024%2D26.
https://www.bankingsupervision.europa.eu/press/pr/date/2023/html/ssm.pr230208%7E8971619db2.en.html
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The SSM assigns SREP scores to banks ranging from 1 (low risk) to 4 (high risk). In practice, an overall score 
of 1 is however not assigned to any bank. Figure 2 exhibits the changes in SREP scores relative to the 
previous year. The top left to bottom right diagonal shows that indeed for the vast majority of banks the 
SREP scores did not change. This translates in the SSM’s overall assessment quoted above of broadly 
unchanged scores. On the other hand, there is a noticeable tendency to move to “the centre”, in the sense 
that lower risk banks saw their scores weaken while higher risk banks saw improvements. On the one hand, 
for instance, a full 50% of the banks with a 2+ score in 2022 were downgraded to a flat 2. This tendency, 
which is to a lesser extent also visible in the other “good” grades, is not explained by the SSM. On the other 
hand, more than half of the high risk banks were upgraded by a notch year-on-year, which is certainly a 
positive development; however, the SSM’s documentation does not offer an explanation for this part of the 
distribution range either. A possible reason for the downgrades among the lower-risk banks might lie in the 
“broader priorities” regarding governance, risk management etc. that the SSM mentions, which may have 
brought to light previously unassessed weaknesses. Alternatively, or in addition, the “deteriorating risk 
outlook” may have played a role. However, if this is the case, it would be interesting to know why that seems 
not to have affected the riskier banks much: not a single banks was downgraded to “high risk” this year. 
Finally, it is also noteworthy that the stability of the scores also results from the fact that no score has been 
changed by more than a single notch year-on-year, pointing to a preference for incremental changes. 

In Figure 3, the ECB shows how different business models have fared in the scoring. The ECB explains that 
better rated banks with scores up to 2- benefit from limited involvement in traditional loan lending 
and profitable business models. By contrast, retail / consumer lenders and diversified lenders show up 
more often among banks with scores of 3+ or worse. For the former of the two groups, the ECB explains this 
with weaknesses in management bodies, risk culture an internal control functions. Retail / consumer lenders 
and diversified lenders muster also all banks with a score of 4 and the ECB mentions asset quality as a reason. 

As mentioned above, the increase in average common equity capital requirements and non-binding 
guidance to 11.1% is driven by macroprudential requirements, not by the SREP. This is mirrored in the 
average total capital requirements, which increased to 15.5% from 15.1% one year earlier. Accordingly, the 
average bank-specific total capital requirement add-on remained unchanged, the distribution of these 

Figure 3: Breakdown of overall SREP scores by business model  

 
Source: ECB 
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requirements across banks in Figure 4 shows a tendency to move to “the centre” similar to that in the 
SREP scores. Namely, the range of the additional capital requirements got somewhat compressed overall. 
Meanwhile, it appears the SSM never goes below a minimum of 1.5% additional capital and the median bank 
actually experienced a slight increase. Non-binding common equity capital guidance issue by the SSM is not 

presented in the same way graphically, however, the ECB mentions that it remained on average stable at 
1.3%, while bank-individual numbers changed in line with 2023 stress-test results. 

The SSM imposed non-capital or qualitative measures to address supervisory finding on almost all of 
the banks, namely on 103 out of 109. The ECB’s report shows limited detail about the qualitative 
measures imposed, although they are often a more direct means to tackle weaknesses than scoring banks 
and imposing capital add-ons. This was also remarked in the independent review of the SREP, which among 
other things concluded that “the ECB’s supervisory approach appears to be too capital centric”. The SREP 
report shows the evolution of the number of qualitative measures 2021-2023 by type of measure, which 
suggests for instance that the number of measures on internal governance decreased over time while the 
number of measures on credit and liquidity risk increased, but there is limited insight into the concrete 
weaknesses of banks, the types of banks concerned and the progress addressing them over time. As to types 
of banks, the report does show the overall number of measures by business model, and by SREP score, 
exhibiting for instance that most measures concern, as far as business models are concerned, diversified 
lenders and, as far as scores are concerned, banks with an overall score of 4. 

  

Figure 4: Distribution of bank-specific total capital requirements from the SREP  
(shows the median, the 5th and 95th percentiles plus the 1st and 3rd quartiles of “P2R” requirements) 

 
Source: ECB 

https://www.bankingsupervision.europa.eu/press/pr/date/2023/html/ssm.pr230728%7Ea10851714c.en.html
https://www.bankingsupervision.europa.eu/banking/srep/2023/html/ssm.srep202312_aggregatedresults2023.en.html
https://www.bankingsupervision.europa.eu/press/pr/date/2023/html/ssm.pr230417%7E70c587f82f.en.html
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Latest supervisory banking statistics 

The ECB published the latest supervisory data for the currently 109 directly supervised Significant 
Institutions (“SIs”) on January 12. The data refers to the third quarter of 2023.  

 

 

Core capital ratios (“CET1”) remained broadly unchanged compared to the previous quarter and over 
the past 12 months across the whole distribution of banks, as shown in Figure 5. The aggregate core capital 
ratio is currently at 15.6%, and that of the largest globally systemic banks at 14.6%. 12 months earlier, the 
same numbers stood at 15.7% and 13.9%, respectively. The marked increase in profitability over the 
previous 12 months has not continued further during the third quarter of 2023; the average annualised 
Return-on-Equity (RoE) of significant institutions remained at about 10.0%. Meanwhile, as shown in as 
shown in Figure 6, the less profitable significant institutions appear to have been able to further improve 
their profitability over the last 3 months; the least profitable banks appear to have achieved some albeit low 
single-digit returns. 

Note however - and this is true for all boxplots taken from the ECB’s documentation - that the end of the lower 
“antenna” or whisker of the boxplot marks the 5th percentile, i.e among 109 banks in the sample, there may be 5 
or 6 banks substantially below that level. It is unfortunate that the SSM does not mark such outliers in the boxplots 
for the sake of transparency. 

The state of significant institutions’ loan books remains stable after showing a positive tendency over 
the course of the previous months. 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 had since receded to 9.2% and now stabilised at 9.3%. The coverage rate 
of these loans by provisions remained roughly steady. Non-performing loans in aggregate and the NPL ratio 
(as share of total loans) remained broadly stable since the previous quarter. It appears that the strong 
downward trend of NPLs of previous years has “bottomed out” at current levels. The more detailed 

Figure 6: Distribution of profitability  
(shows the median, the 5th and 95th percentiles plus the 1st and 3rd 
quartiles across 109 significant institutions’) 

 

Figure 5: Distribution of core capital ratios  
(shows the median, the 5th and 95th percentiles plus the 1st and 3rd 
quartiles across 109 significant institutions’) 

 

Source: ECB 

https://www.bankingsupervision.europa.eu/press/pr/date/2024/html/ssm.pr240112%7E7843aa75fa.en.html
https://www.bankingsupervision.europa.eu/ecb/pub/pdf/ssm.supervisorybankingstatistics_second_quarter_2023_202310%7Ef41e7f2373.en.pdf
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breakdown suggest however that there must be a certain single-digit number of banks that still exhibit NPL 
ratios around or above 5%. 

The statistics also contain a breakdown of sovereign debt securities held by SSM banks. Among total 
general government exposures held by SSM banks of EUR 2’804 bn, the largest aggregate exposures are to 
France (EUR 618 bn), followed by Italy (EUR 417 bn) and Spain (EUR 350 bn). These exposures are further 
broken down, showing how much of them can be found on the balance sheet of significant institutions of 
each SSM Member State (some values are omitted for confidentiality reasons). This can also give an idea 
about the exposures of significant institutions in each Member State to the government of the same 
Member State (“home sovereign exposures”); the percentages in Figure 7 should be read as a measure of 
concentration of home country sovereign debt (specifically, it shows the domestic general government 

exposures of a Member State’s banks as a percentage of their overall government exposures); these 
percentages range from 30% to 90%. 

The funding and liquidity positions remain broadly unchanged across the distribution of significant 
banks. Considering the net stable funding ratios (NSFRs) in Figure 8 and the liquidity coverage ratios in 
Figure 9, variation of funding and liquidity over time seems to have largely taken place among the better-
equipped banks, while the values for the banks closer to the NSFR and LCR regulatory minima of 100% 
appear stable. 

  

  

Figure 9: significant institutions’ exposures to their home general government, as percentage of 
their overall general government exposures 

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

46% n/a 53% 74% 30% 67% 54% 60% n/a 59% n/a 52% 88% 58% n/a 44% 21% 40% 26% n/a 49% 

Source: ECB, own calculations. 

Figure 8: Distribution of NSFRs  
(shows the median, the 5th and 95th percentiles plus the 1st and 3rd 
quartiles across 109 significant institutions’) 

 
 

 

Figure 7: Distribution of LCRs  
(shows the median, the 5th and 95th percentiles plus the 1st and 3rd 
quartiles across 109 significant institutions’) 

 

Source: ECB 
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Stress-testing banks’ ability to recover from a cyberattack 

The ECB plans a cyber resilience stress test on the directly supervised banks this year. The exercise will assess 
how banks respond to and recover from a cyberattack. All 109 banks will have to test how they can cope 
with a disruption of their business and the ECB announces that supervisors will assess the outcome. At the 
same time, the ECB says that only a sample of banks covering different business models and regions will 
have to submit additional information and undergo an “enhanced assessment”. The ECB announces that 
main findings will be communicated, presumably, to the public, this summer. 

Revised guide to internal models 

On February 24, the SSM has released a revised version of its “Guide to internal models”. Banks may 
calculate certain capital requirements using internal methodologies, or models, to quantify risk. In order to 
do so, they have to fulfil a number of requirements set out in the Capital Requirements Regulation and 
obtain an authorisation from the competent authority. The SSM as competent authority will grant the 
authorisation if it finds the conditions are fulfilled and will monitor, going forward, that they continue to be.  

Among other things because the legal requirements use vague legal concepts, they require banks and the 
SSM to take a view what permissible practices are when applying them. In the past, in particular absent a 
single supervisory mechanism, the divergence of banks practices regarding internal models used to be 
an important concern and may have led to unsound capital outcomes. Against this background, the SSM 
launched the “targeted review of internal models” in order to align internal model practices and outcomes 
across its banks.  

As part of this exercise, the SSM drew up a first Guide to internal models which set out how the SSM 
understands the legal requirements for internal models. By doing so, it explains its administrative practice 
for model approvals and ongoing monitoring and provides banks with guidance what they need to do so 
that they can expect the SSM to approve of their internal models. This provides some certainty to banks on 
the one hand and limits the diversity of practices and outcomes on the other. 

The present revision of the guide follows a public consultation to which the SSM received a total of 625 
responses (hence a multiple of the number of banks it supervises), and the section on credit risk attracted 
most commentary, reflecting the wide-spread use of models in this area. Selected notable new guidance 
concerns: 

• how climate-related and environmental risks should be included in all internal models, where these risks are 
deemed by institutions as both relevant and material - this is complemented with more specific guidance on these 
risks in the context of credit risk models. 

• reverting from internal models to standardised approaches, which the ECB sees as legitimate if it serves an 
overall objective of streamlining the number of small specialised models used by a bank; 

• ensuring compliance after merging with or acquiring another bank with its own internal models; 
• definition of default, which serves to measure the past behaviour of borrowers as a basis for estimating default 

risk - the SSM reassures on this point that bilaterally, it had already given guidance to banks in this area; 
• clarification as to how banks may mitigate the impact of “massive” sales of non-performing loans on their 

estimates of loan losses; 

https://www.bankingsupervision.europa.eu/press/pr/date/2024/html/ssm.pr240103%7Ea26e1930b0.en.html#:%7E:text=The%20European%20Central%20Bank%20(ECB,their%20ability%20to%20prevent%20it.
https://www.bankingsupervision.europa.eu/ecb/pub/pdf/ssm.supervisory_guides202402_internalmodels.en.pdf
https://www.google.com/url?sa=t&rct=j&q=&esrc=s&source=web&cd=&cad=rja&uact=8&ved=2ahUKEwi51e3Ln-KEAxWH_rsIHSzRAKoQFnoECBwQAQ&url=https%3A%2F%2Feur-lex.europa.eu%2Flegal-content%2FEN%2FTXT%2F%3Furi%3DCELEX%253A32013R0575&usg=AOvVaw0q-vNfTfT43JL3S9WdykTC&opi=89978449
https://www.bankingsupervision.europa.eu/ecb/pub/pdf/ssm.trim_project_report%7Eaa49bb624c.en.pdf
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EP resolution on the ECB, noting the importance of pluralism 

The European Parliament resolution of 27 February 2024 on the European Central Bank’s annual report 
“expresses grave concern at recent media reports of political bias within the ECB regarding the so-called greening 
of policies; recalls that an undeterred focus on the ECB’s mandate of price stability is of paramount importance 
for the integrity and public support of the institution; notes the importance of pluralism for the institutional 
culture of the ECB; calls on the ECB to investigate and swiftly address any suspicions of ideological bias” in point 
25. 

An article in Politico of 6 March suggests that the ECB “is refusing to back down in a row with staff over 
perceived “disrespect””. An article in the Financial Times of 11 March reports that the Vice-Chair of the ECB 
Supervisory Board, Frank Elderson, who has sparked the criticism, has in the meantime aimed to smooth the 
waters by expressing regret for how some staff had been hurt by his comments. 

Significant banks’ exposures to Commercial Real Estate 

In mid-March, Kerstin af Jochnick, Member of the Supervisory Board of the ECB, held a speech in which she 
pointed to developments in certain markets that warrant particular attention from a supervisory 
point of view: “One of them is real estate, because price corrections in this segment have been a major 
headache for banks in past crises, and, through the banking sector, a source of contagion to the real economy 
too”. 

Citing a more detailed analysis published in the Financial Stability Review of November 2023, Ms af Jochnick 
explains that residential real estate and commercial real estate markets are both in a downturn. While the 
former market segment is considerably larger in terms of size (residential mortgages account for almost 30% 
of euro area banks’ total loans, which is three times the loan volume exposed to commercial real estate), it’s 
the latter that gives borrowers, banks, and - in turn - supervisors a particular headache. In view of higher 
interest rates, firms and agents operating in the commercial real estate sector are facing challenges on both 
the financing and income side. On top, the value of commercial real estate properties shrinks in view of 
lower demand and structural changes reinforced by the pandemic. Banks that have exposures commercial 
real estate markets can be directly affected via increasing likelihoods of credit default, and indirectly via 
falling values of collateral.  

The risks are not just theoretical: End of November 2023, for example, the Austrian property development 
group Signa Holding filed for administration, marking the largest insolvency case ever registered in Austria 
(measured in terms of debt involved), and sparking several related insolvency procedures shortly after. 
Drawing a more general conclusion about the current developments in the commercial real estate sector, 
the Financial Times wrote in February that “Signs of stress in the commercial real estate sector are now coming 
thick and fast.” 

Ms af Jochnick in any case affirmed in her speech that the ECB is engaging closely with those banks under 
its supervision that are most exposed to commercial real estate risks, to ensure that they manage it 
appropriately. 

The European Banking Authority (EBA) regularly discloses aggregated information on banks’ exposures 
towards non-financial corporations under Real Estate activities (NACE code L); the objects held by those 
corporations could be (less risky) residential properties or (more risky) commercial properties. The 
underlying EBA sample is not identical with the group of significant banks directly supervised by the ECB, 
but the overlap is sufficiently large to draw useful conclusion. The table below (Figure 10) is based on EBA 

https://www.europarl.europa.eu/doceo/document/TA-9-2024-0094_EN.pdf
https://www.politico.eu/article/ecb-frank-elderson-climate-change-comments/
https://www.ft.com/content/02149f44-50ef-413a-8caa-defd4ef9b981
https://www.bankingsupervision.europa.eu/press/speeches/date/2024/html/ssm.sp240313%7E6d4a6c71a9.en.html
https://www.ecb.europa.eu/pub/financial-stability/fsr/special/html/ecb.fsrart202311_02%7E75cf0710b9.en.html
https://www.ft.com/content/55a375e5-5f6c-4099-bc7d-1dcfab2094b4
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data and shows the total exposures to Real Estate activities in terms of volume, trend, relevance, and NPL 
ratio for the significant banks in the Banking Union. Two aspects seem particularly worth mentioning: First, 
it turns out that in a few countries, some banks have already significantly reduced their exposures 
towards real estate activities, most drastically in the Netherlands, and strongly also in Finland, Italy, and 
Estonia. Secondly, the data indicates that the ratio of non-performing exposures to Real Estate activities 
(NPLs) varies considerably across countries; while the average is close to 2%, there are in two countries 
double digit NPL ratios, namely in Cyprus (18,1%) and in Bulgaria (11,8%), which as a non-euro area EU 
member state entered into close cooperation with the ECB in 2020. Unfortunately, there is no information 
on commercial real estate specifically and on the current development of risk in real estate loans, such as 
the volume of loans that the banks’ accounting recently re-classified as subject to significantly increased 
credit risk. 

Figure 10: Banks’ total exposures to Real Estate activities: Volume, trend, relevance, and NPL ratio 

 

Source: EBA Risk dashboard (published in January 2024; data for 3Q 2023; statistical annex and own calculations) 
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