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COVID-19 - ECB publishes speech to Economic and Monetary Affairs Committee
1July 2021 - The Chair of the Supervisory Board of the European Central Bank (ECB), Andrea
Enria, has delivered a speech at the European Parliament’s Economic and Monetary Affairs

Committee on the ECB’s response to the COVID-19 crisis. Key takeaways include:

. creditrisk continues to be a priority, as it has been since the start of the pandemic in early
2020;

« banks have proved to be resilient so far. They have robust capital positions and their
profitability recovered in the second half of 2020 and the first quarter of 2021,

+ thereisstill some uncertainty about how the pandemic will evolve. The recovery, and
thus the economic impact of the pandemic, may be uneven across sectors and countries,
and this could have consequences for bank balance sheets;

« while most banks’ positions are fully or broadly in line with the ECB’s expectations,
certain banks, including some that now have fairly low levels of credit risk, need to
address significant gaps in their risk control frameworks. These frameworks are the most
important safeguard against a significant deterioration in asset quality in the future.

The main areas for attention are the classification of loans, particularly when there is a
significant increase in credit risk; adequate forbearance measures; and the timely and
adequate assessment of borrowers’ unlikeliness to pay;

« some banks started to reduce provisions in the first quarter of 2021 and take on more
risks by increasing their leveraged lending activities. Very low credit quality leaves the
market vulnerable to further shocks, including sudden asset repricing. These are areas of
potential concern and the ECB is considering possible supervisory measures to ensure
that banks take a prudent approach;

+ inthe absence of materially adverse developments, the ECB plans to repeal its
recommendation on dividends as of the end of Q3 2021 and return to reviewing dividends
and share buybacks as part of its normal supervisory process, based on a careful forward-
looking assessment of each bank’s individual capital planning (see item below in this

section); and
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« as previously communicated, the ECB will allow banks to operate below Pillar 2 Guidance

and the combined buffer requirement until at least the end of 2022.

The ECB has also continued to harmonise the supervisory approach at the European level in

three other key areas:

« ithas published a consultation on supervisory options and discretions available under EU
law and how these are exercised by European supervisors;

+ the ECB has launched a consultation on its draft revised guide to fit and proper
assessments and the new fit and proper questionnaire; and

« the ECBIs currently benchmarking banks’ self-assessments against its supervisory
expectations on climate-related and environmental risks. A full supervisory review, as well

as a specific stress tests focusing on climate risk, will then follow in 2022.

Finally, Mr Enria stressed the importance of completing the banking union as a necessary

condition for reaping the maximum benefits of a fully integrated banking market.

Climate-related risk and financial stability - ECB and ERSB publish joint report
1July 2021 - The ECB and the European Systemic Risk Board (ESRB) have published a
joint report on climate-related risk and financial stability that takes a closer look at how a
broadened set of climate change drivers affects millions of global firms and thousands of

financial firms in the EU.

The report maps out prospective financial stability risks and develops the analytical basis for
more targeted and effective policy action. It establishes a detailed topology of physical and
transition risks arising from climate change across regions, sectors and firms. It also applies
a scenario analysis with long-dated financial risk horizons to capture prospective financial

losses resulting from untimely and ineffective climate policies and technologies.


https://www.bankingsupervision.europa.eu/press/speeches/date/2021/html/ssm.sp210701~3f0230c51f.en.html
https://www.ecb.europa.eu/pub/pdf/other/en_con_2021_20_f_sign~357848ea4c..pdf
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Three climate scenarios drawn from the Network for Greening the Financial System are
explored in the report, examining both physical and transition risk drivers as well as
assumptions on climate technologies. The report’s granular mapping of financial exposures

to climate change drivers identifies the following forms of risk concentration:

« exposures to physical climate hazards are concentrated at the regional level. Around 30%
of the euro area banking sector’s credit exposures to non-financial companies are to firms
subject to a combination of physical hazards such as flooding, wildfires, heat and water
stress;

« exposures to emission-intensive firms are concentrated across and within economic
sectors. For example, exposures to highly emitting firms represent 14% of collective euro
area banking sector balance sheets; and

« exposures to climate risk drivers are concentrated in specific European financial
intermediaries. Approximately 70% of banking system credit exposures are to firms
subject to high, orincreasing, physical risk over the coming decades and are expected to

be concentrated in the portfolios of only 25 banks.

The ECB and ESRB highlight the consistent finding that credit and market risk losses for
EU banks, insurers and investment funds could arise from untimely or ineffective climate
transition. In addition, where there has been notable progress in measuring and modelling
climate related risk, much remains to be done, particularly in relation to the adequacy of
reported data. The variability of climate-related disclosures among financial institutions
suggests refinements will be needed as progress is made to address data gaps and obtain
more complete data. Ultimately, the transmission of risks to the financial system and its

prospective timing must be better understood.


https://www.ecb.europa.eu/pub/pdf/other/ecb.climateriskfinancialstability202107~87822fae81.en.pdf
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32021D1074&from=EN
https://www.ecb.europa.eu/pub/pdf/other/ecb.climateriskfinancialstability202107_annex~4bfc2dbc5e.en.pdf
https://www.bankingsupervision.europa.eu/press/pr/date/2021/html/ssm.pr210618~6cae096a27.en.html
https://www.ecb.europa.eu/press/pr/date/2021/html/ecb.pr210701~8fe34bbe8e.en.html
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Climate-related risk and financial stability - ECB presents action plan to include climate
change considerations in its monetary policy strategy

8July 2021 - The Governing Council of the ECB has decided on an all-embracing action plan,
with a roadmap to systematically reflect environmental sustainability considerations in its
monetary policy. The ECB will further incorporate climate change considerations into its
policy framework and increase its contribution to addressing climate change by this action

plan, in line with its obligations under the EU Treaties.

The recently established ECB climate change centre will coordinate the activities that are
relevant for the purpose of the action plan within the ECB, in close cooperation with the

Eurosystem. These activities will focus on the following areas:

+  Macroeconomic modelling and assessment of implications for monetary policy
transmission;

« Statistical data for climate change risk analyses;

+ Disclosures as a requirement for eligibility as collateral and asset purchases;

« Enhancement of risk assessment capabilities;

« Collateral framework; and

« Corporate sector asset purchases.

The decision follows the conclusion of the 2020-21 strategy review, in which the reflections

on climate change and environmental sustainability were of central importance.


https://www.ecb.europa.eu/press/pr/date/2021/html/ecb.pr210708_1~f104919225.en.html
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:52021AB0015&from=EN
https://www.ecb.europa.eu/press/pr/date/2021/html/ecb.pr210708_1_annex~f84ab35968.en.pdf
https://www.ecb.europa.eu/pub/pdf/other/en_con_2021_15_f_sign~2c8a54eaa2..pdf

EUROPEAN
BANKING
NEWSLETTER

AUGUST 2021

QUICK LINKS

PAGE 5

BONELLIEREDE
BREDIN PRAT

DE BRAUW
HENGELER MUELLER
SLAUGHTER AND MAY
URIA MENENDEZ

A digital euro - The ECB decides to launch the investigation phase of a digital euro
project

14 July 2021 - The Governing Council of the ECB has decided to launch the investigation
phase of its digital euro project, following the publication of its report in late 2020 and
input from a number of stakeholders. The investigation phase will last 24 months and aims
to address key issues regarding the design and distribution of a digital euro. During the
investigation phase, the Eurosystem will focus on a possible functional design that is based
on users’ needs and prioritise the use cases that are a matter of priority, namely a riskless,
accessible and efficient form of digital central bank money. The investigation will also assess
the possible impact of a digital euro on financial markets, financial stability and monetary
policy and identify the design options that will ensure privacy and avoid risks for euro area
citizens, intermediaries and the overall economy. Furthermore, it will define a business

model for supervised intermediaries within the digital euro ecosystem.

COVID-19 - ECB returns to a bank-by-bank assessment of capital and distribution plans
23 and 29 July 2021 - A recommendation by the ECB (ECB/2021/31) repealing its earlier
recommendation (ECB/2020/35) on dividend distributions by banks during COVID-19 has
been published in the Official Journal of the EU and will take effect from 30 September 2021.

In an accompanying press release, the ECB notes that the latest macroeconomic projections
suggest an improvement in the reliability of banks’ capital trajectories. It adds that
“supervisors are well prepared to go back to the previous supervisory practice of discussing
capital trajectories and dividend or share buy-back plans with each bank in the context of the
normal supervisory cycle”. Supervisors will take a forward-looking view in their assessment
of banks’ capital trajectory and distribution plans, taking into account the results of the 2021
stress test and credit risk practices. The ECB is asking banks to adopt a prudent and forward-

looking approach when deciding on remuneration policies.


https://www.ecb.europa.eu/press/pr/date/2021/html/ecb.pr210714~d99198ea23.en.html
https://www.bankingsupervision.europa.eu/legalframework/publiccons/pdf/ond/ssm.ond_policies_faq.en.pdf
https://www.ecb.europa.eu/pub/pdf/other/Report_on_a_digital_euro~4d7268b458.en.pdf
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has taken in response to the COVID-19 pandemic.

TARGET Services - Eurosystem accepts conclusions of independent review and will
implement recommendations

28 July 2021 - The ECB has published a response from the Eurosystem to an independent
review of incidents affecting TARGET Services (particularly TARGET2 and TARGET2 Securities)
between May and November 2020.

The ECB has also released an abridged and redacted excerpt from the independent review’s
report. Several weaknesses have been identified, including in relation to business continuity
management, recovery testing and communication protocols in crisis situations. Based on

these findings, a number of recommendations have been made.

The Eurosystem has accepted the recommendations as well as the report’s general
conclusions. The ECB has also published an accompanying letter to the European
Parliament’s Economic and Monetary Affairs Committee in which it commits to keeping
the Parliament and the wider public informed about progress in the implementation of the
recommendations.
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https://www.bankingsupervision.europa.eu/ecb/pub/pdf/EN_SSM_2021_31_f_sign~74fb552000..pdf
https://www.bankingsupervision.europa.eu/legalframework/publiccons/pdf/ond/ssm.ond_policies_faq.en.pdf
https://www.bankingsupervision.europa.eu/press/publications/html/ssm.faq_ECB_supervisory_measures_in_reaction_to_the_coronavirus~8a631697a4.en.html#_Section_4_%E2%80%93
https://www.bankingsupervision.europa.eu/legalframework/publiccons/pdf/ond/ssm.ond_comments_form.en.xlsx
https://www.bankingsupervision.europa.eu/press/pr/date/2021/html/ssm.pr210723~7ef2cdf6b7.en.html
https://www.ecb.europa.eu/pub/pdf/other/ecb.mepletter210728_Tinagli~9e681c3e31.en.pdf
https://www.ecb.europa.eu/press/pr/date/2021/html/Report_external_review_TARGET_Services_incidents_2020.en.pdf
https://www.ecb.europa.eu/press/pr/date/2021/html/Report_external_review_TARGET_Services_incidents_2020.en.pdf
https://www.ecb.europa.eu/press/pr/date/2021/html/Report_external_review_TARGET_Services_incidents_2020.en.pdf
https://www.ecb.europa.eu/pub/pdf/other/Eurosystem_response_MIB_report_TARGET_Services_incidents_2020~7bb669032b.en.pdf
https://www.ecb.europa.eu/pub/pdf/other/Eurosystem_response_MIB_report_TARGET_Services_incidents_2020~7bb669032b.en.pdf
https://www.ecb.europa.eu/press/pr/date/2021/html/ecb.pr210728~cb0848ee42.en.html
https://www.bankingsupervision.europa.eu/legalframework/publiccons/pdf/ond/ssm.ond_comments_form.en.xlsx
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EU-side stress test - EBA and ECB publish results

30 July 2021 - The European Banking Authority (EBA) and the ECB have published the results
of their respective 2021 EU-wide stress tests for banks. These sought to compare and assess
the resilience of EU banks and the EU banking system to shocks, and to challenge the capital

position of EU banks.

The EBA, drawing on data from 50 banks from 15 EU and EEA countries, found that under a
very severe scenario the EU banking sector would stay above a common equity tier 1 (CET1)
ratio of 10% with a capital depletion of EUR 265 billion against a starting CET1 ratio of 15%.
The stress test was characterised by an adverse scenario that assumed a prolonged COVID-19

scenario in a “lower for longer” interest rate environment

The ECB, looking at data from 38 banks in the EBA sample, and a further 51 medium-sized
ECB-supervised banks, found that the average final CET1 ratio for the 89 banks under a three-
year adverse scenario is 9.9%, down 5.2 percentage points from a starting point of 15.1%.
From this, the ECB concludes that the supervised euro area banking system is resilient to
adverse economic developments, and found that the main drivers of capital depletion are

credit risk, market risk and income-generation capacity.


https://www.eba.europa.eu/sites/default/documents/files/document_library/Risk%20Analysis%20and%20Data/EU-wide%20Stress%20Testing/2021/ST%20results/1017864/2021-EU-wide-stress-test-Results.pdf
https://www.eba.europa.eu/eba-publishes-results-its-2021-eu-wide-stress-test
https://www.eba.europa.eu/sites/default/documents/files/document_library/Risk%20Analysis%20and%20Data/EU-wide%20Stress%20Testing/2021/ST%20results/1017863/2021-EU-wide-stress-test-Presentation-to-analysts.pdf
https://www.eba.europa.eu/sites/default/documents/files/document_library/Risk%20Analysis%20and%20Data/EU-wide%20Stress%20Testing/2021/ST%20results/1017862/2021-EU-wide-stress-test-FAQ.pdf
https://www.bankingsupervision.europa.eu/press/pr/date/2021/html/ssm.pr210730_aggregate_results~5a1c5fb6bd.en.pdf
https://www.bankingsupervision.europa.eu/press/pr/date/2021/html/ssm.pr210730~3d4d31f8e8.en.html
https://www.bankingsupervision.europa.eu/press/pr/date/2021/html/ssm.pr210730_FAQ~d24c9d71b8.en.html
https://www.bankingsupervision.europa.eu/press/pr/date/2021/html/ssm.pr210730_individual_results~7aadaace0e.en.xlsx
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CRR - SRB publishes guidance on approach to permissions for reduction of eligible
liabilities

28 July 2021 - The Single Resolution Board (SRB) has published guidance on its approach
to prior permissions for eligible liabilities under the Capital Requirements Regulation
(575/2013/EU) (CRR). The SRB has, to date, applied a provisional procedure to assess and
approve banks’ applications for the redemption of eligible liabilities. It intends to amend
that process in line with the relevant draft RTS, published by the EBA on 26 May 2021, for all
permissions effective as of 1 January 2022 (that being the deadline for firms to comply with
the intermediate minimum requirement for own funds and eligible liabilities (MREL) targets
set under the Single Resolution Mechanism Regulation (806/2014/EU) (SRM Regulation)).

An additional communication on the new regime will be published in early September. The
European Commission will finalise the draft RTS by adopting them in the form of a delegated
regulation in due course, although for procedural reasons this is unlikely to be achieved by
January 2022.
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https://www.srb.europa.eu/system/files/media/document/20210728%20SRB%20Information%20requirements%20for%20applications%20for%20permission%20in%20line%20with%20the%20draft%20RTS%20on%20own%20funds%20and%20eligible%20liabilities%202.pdf
https://www.srb.europa.eu/system/files/media/document/20210728%20SRB%20Information%20requirements%20for%20applications%20for%20permission%20in%20line%20with%20the%20draft%20RTS%20on%20own%20funds%20and%20eligible%20liabilities%202.pdf
https://www.srb.europa.eu/system/files/media/document/20210728%20SRB%20Information%20requirements%20for%20applications%20for%20permission%20in%20line%20with%20the%20draft%20RTS%20on%20own%20funds%20and%20eligible%20liabilities%202.pdf
https://www.srb.europa.eu/en/content/srb-approach-prior-permissions-regime
https://www.srb.europa.eu/en/content/srb-approach-prior-permissions-regime-0
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MREL - SRB publishes its MREL dashboard covering the reporting period Q1.2021

26 July 2021 - The Single Resolution Board (SRB) has published its minimum requirement for
own funds and eligible liabilities (MREL) dashboard which covers the reporting period of the
first quarter of 2021.

The main findings of the dashboard were:

+ In percentage of the total risk exposure amount (TREA), the average BRRD2 MREL target
including the combined buffer requirement (CBR) stood at 26.1% of the TREA,

« The average MREL shortfall, including the CBR, reached 0.60% TREA which equals EUR
42.2 billion. It remained stable with respect to the fourth quarter of 2020 (+0.01% TREA),
while it increased in absolute values by EUR 2.2 billion;

« Inthefirst quarter of 2021, the MREL issuances amounted to EUR 76.3 billion, which is
equalto 1.1% TREA, increasing by EUR 31.8 billion with respect to the previous quarter.
However, it remains 17% below the level registered over the same period of the previous
year; and

+ Inthe second quarter of 2021, the funding costs remained stable around pre-pandemic

levels.

European Commission v Landesbank Baden-Wiirttemberg (Joined Cases C-584/20 P
and C-621/20 P) (EU:C:2021:601)

Single Resolution Fund - 2017 ex-ante contributions — authentication of a decision of the
Single Resolution Board - obligation to state reasons - confidential data - The European
Court of Justice (ECJ) has considered an appeal brought by the European Commission
and the SRB against a decision of the General Court concerning the calculation of the 2017
ex-ante contributions to the Single Resolution Fund (SRF), and the legality of provisions in
Commission Delegated Regulation (EU) 2015/63.


https://www.srb.europa.eu/en/content/single-resolution-board-publishes-mrel-dashboard-q12021
https://www.srb.europa.eu/system/files/media/document/2021-07-26%20SRB%20MREL%20dashboard%20Q1%202021_0.pdf
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Landesbank Baden-Wirttemberg, a German credit institution, brought an action to annul
the SRB’s decision concerning these contributions. In September 2020, the General Court
annulled the SRB’s decision, concluding that provisions in Articles 4 to 7.and 9 and in Annex
| of the Commission Delegated Regulation were illegal, on the grounds that the method of
calculation specified in them meant that the SRB was not in a position to give verifiable and

reviewable reasons for the individual burdens imposed on an institution.

The ECJ has set aside the General Court’s judgment. It has annulled the SRB’s decision on
the ground that the SRB’s statement of reasons was inadequate, although it has taken a
different approach from that of the General Court concerning the scope of the requirement
to state the reasons for the decision. It has concluded that the obligation to state reasons

is fulfilled where the institution concerned by a decision fixing ex ante contributions to the
SRF has been provided with: (i) the method of calculation used by the SRB; and (ii) sufficient
information to understand, in essence, how their individual situation has been taken into
account for the purposes of the calculation. That is the case even if the institution has not

been provided with confidential data relied on by the SRB in making the calculation.

However, the ECJ has not upheld the General Court’s finding on the illegality of the provisions
in the Commission Delegated Regulation. Instead, it has concluded that the provisions do not
prevent the SRB from disclosing, in collective and anonymised form, sufficient information to
enable an institution to understand how its individual situation has been taken into account

in making the calculation.


https://curia.europa.eu/juris/document/document.jsf?text=&docid=244197&pageIndex=0&doclang=EN&mode=lst&dir=&occ=first&part=1&cid=1789044
https://curia.europa.eu/juris/document/document.jsf?text=&docid=244197&pageIndex=0&doclang=EN&mode=lst&dir=&occ=first&part=1&cid=1789044
https://curia.europa.eu/jcms/upload/docs/application/pdf/2021-07/cp210135en.pdf
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Our European Financial Institutions Group, consisting of ‘Best Friends’ BonelliErede, Bredin
Prat, De Brauw Blackstone Westbroek, Hengeler Mueller, Slaughter and May and Uria
Menéndez, brings together market-leading lawyers with corporate and financing experience

and financial regulatory skills.

We have unrivalled coverage of regulatory developments in the EU, which enables us to
provide pure regulatory advice on the interpretation and application of EU directives and
regulations. We also have strong connections with the best financial institutions lawyers in
the United States, Asia and South America.

Our many years of experience of advising a diverse range of major financial institutions

allows us to offer the most incisive advice available.

If you would like to discuss any of the developments in this update, or any other financial

regulatory matter, please contact one of the following or your usual EFIG contact.
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