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Banking Union (CRR-CRD IV, BRRD, Supervision, etc.) Back
ack to summary

September 15 - EBA publishes final guidance to assess breaches of the large exposure limits

The European Banking Authority (EBA) published on September 15 its final guidelines specifying the criteria to
assess the exceptional cases when institutions exceed the large exposure limits and the time and measures to
return to compliance.

The Guidelines aim to support competent authorities in their assessment of the breaches of the large exposure
limits set in the Capital Requirements Regulation (CRR), and ensure the Regulation is applied in a prudent and

harmonized manner.

In the exceptional case that an institution breaches the large exposure limits, the CRR requires the institution to
report the value of the exposure without delay to the competent authority. Where the circumstances warrant
it, the institution is granted a limited period of time to comply with such limits.

The purpose of these guidelines is thus to provide guiding principles based on pre-defined criteria to help
competent authorities decide on whether the exceptional circumstances leading to a breach of the large
exposure limits would justify the decision to grant a limited period of time to the institution in order to comply
with the limit.

Finally, the guidelines also provide criteria for competent authorities to determine the appropriate period of
time as well as the specific measures to be taken for an institution to return to compliance with the large
exposure limits.

Next steps :
=  The guidelines will apply from 1st January 2022.

September 8" - Secondary markets for non-performing loans: the European Banking Federation is skeptical
about the relevance of implementing a data hub for increased secondary markets’ efficiency

The European Banking Federation published on September 8 its answer to the targeted consultation on
improving transparency and efficiency in secondary markets for NPLs.

In the frame of the NPL Action Plan, the Commission has opened a targeted consultation on June, 16t aiming

at receiving stakeholders’ comments with the objective of improving transparency and efficiency of NPLs
secondary markets.

The EBF’s main recommendations to address NPLs secondary market lack of efficiency are the following:

= Mandatory NPL reporting should not represent a burdensome additional requirement for banks as
little benefits for secondary market’s efficiency is expected.

= The bid/ask spread is rightfully identified as one of the main reasons behind inefficient markets.
However, this is only limitedly impacted by transparency. The deeper causes of inefficiency should be
addressed instead such as the way banks treat NPL from a recovery perspective, the provisioning
treatment - which differs from the recovery expectations - the enforcement procedures and the legal
fragmentation of national insolvency regimes.

= The fact that each Member state has its own rules on insolvency, restructuring and recovery of
collateral are key factors in the definition of prices in the secondary market. The specificities of



https://www.eba.europa.eu/sites/default/documents/files/document_library/Publications/Guidelines/2021/EBA-GL-2021-09%20GL%20on%20large%20exposure%20breaches/1019615/Final%20Report%20on%20Guidelines%20on%20large%20exposures%20breaches%20and%20time%20and%20measures%20to%20return%20to%20compliance.pdf
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32013R0575&from=fr
https://www.ebf.eu/wp-content/uploads/2021/09/EBF_045300-EBF-Response-to-EC-Targeted-Consultation-on-Improving-Transparency-and-Efficiency-in-Secondary-Markets-for-NPLs.pdf
https://ec.europa.eu/info/consultations/finance-2021-non-performing-loans_en
https://ec.europa.eu/info/sites/default/files/business_economy_euro/banking_and_finance/documents/2021-non-performing-loans-consultation-document_en.pdf
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national legal frameworks are indeed important factors for the efficiency of secondary markets.
Therefore, an “average” price per each asset category at EU level, nor at national level could
misrepresent the NPL market creating expected target in terms of price and rate of return which can
be achieved only under several and specific conditions.

= Sellers of non-performing loans already publish a lot of data under the recently strengthened Pillar 3
disclosure requirements. They also provide all the information they have to the buyer in order to get
the best possible price at the time of sale. Consequently, the creation of a specific hub to gather data
on non-performing loans seems, according to the EBF, slightly redundant.

= The EBF calls for particular attention to competitiveness of EU banks and warns of a possible
asymmetry in transparency that would be in disfavor of European banks. On the one hand, European
sellers would publish a certain amount of customer data. On the other hand, buyers, mostly from third
countries, would not be obliged to publish their data on recovery. This asymmetrical model seems
unfavorable to European banks in terms of data sharing and negotiation stance.

=  Finally, the Commission's proposal should include similar obligations for all actors in the data hub,
particularly with regard to ex-ante and ex-post information for buyers, no matter their nationalities.
The most valuable data is about recovery procedures, since it determines the level of loss in case of
default, and should be equally accessible to sellers and buyers.

September 7t" - Final Basel lll norms: central bank governors, the ECB and the EBA mobilized for faithful
transposition

On September 7t, central banks governors published an open letter to commissioner McGuinness and Director-
general of DG FISMA John-Berrigan in which they call on the EU to transpose the final Basel Ill norms fully and
faithfully. All Member-States are among the signatories, except France.

The letter underlines:

= That output floors should be set in place precisely as required by the international norms without
further differentiation (as in the “parallel stacks” approach for instance);

=  That standardized credit risk approach should be implemented as it allows for a single and comparable
measure of risk level;

The ECB and the ECB, in their open letter, are in favour of the same aspects. The two institutions tasked with
banking supervision at EU level call on the European Commission not to delay further the proposal. According
to them, the costs attached to the finalization of Basel lll are transitory and will prove beneficial for growth and
resilience over the long-term.

Next steps:

The legislative proposal on the transposition of final Basel lll norms is expected on October 27t

September 6" - Bank funding sources: the EBA publishes a report according to which banks’ situation slowly
goes back to normal

On September 6%, the EBA published its annual report on banks’ funding plans. The report deals with the
funding sources of 160 banks and offers a prospective view over the next three years. Banks’ total assets
increased by 8% in 2020, mainly thanks to an increase in liquidities from central banks in response to the
COVID-19 pandemic.

Regarding ongoing credit, the pandemic caused a steep decrease in granted loans (non-financial companies
and households) but offer should now increase by 4% over the 2021-2023 timeframe.



https://www.bde.es/f/webbde/GAP/Secciones/SalaPrensa/Noticias%20Ultima%20Hora/Fich/carta_basilea.pdf
https://www.bankingsupervision.europa.eu/ecb/pub/pdf/ssm.ECB-EBA_letter_on_B3_implementation~88fdb33210.en.pdf
https://www.eba.europa.eu/sites/default/documents/files/document_library/Publications/Reports/2021/1018944/2021%20Report%20on%20Funding%20Plans.pdf
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The main conclusions of the report are:
= Banks should go back to a normal level of funding in the next three years;
=  Funding from central banks should be gradually replaced by market-based funding;
= (Client deposits have increased in 2020 et in the end of 2020 represented 73% of total bank funding;
= Banks’ reliance on public funding plans strongly increased in 2020 to reach 7% of total funding.

Next steps:
Data is updated each year with a new report

August 6 - Finalisation of Basel lll norms: the European Commission affirms proportionality of measures

will be ensured

On August 6th, 2021, the European Commission gave details on the transposition into European law of the
final Basel Il norms through an answer to a MEP’s question for written answer.

MEP Engin Eroglu brought to the European Commission’s attention the fact that although Basel Ill norms were
designed for internationally active institutions, they apply to small and mid-size establishments. According to
MEP, proportional measures are of the utmost necessity.

In the answer, Mairead McGuinness — on behalf of the European Commission — affirms the transposition into
EU law will be the opportunity to set more proportional rules. Such rules would be based on:
=  Adaptations to mandatory reporting and disclosures according to institutions’ size
=  Alternative and less complex calculation methods for own funds calculation for small and non-
complex institutions
= Reduction in compliance costs

Next steps:
The legislative proposal for the transposition of final Basel lll norms is expected for October 2021.

July 20t - Banking sector and SMEs’ representatives are looking for improvement in post-Covid financial
health’s monitoring

On July 20t, 2021, a joint statement calling for dialogue on the assessment of SMEs’ post-COVID financial health
at national level was published by six European associations, including Accountancy Europe, SMEunited and the
European Banking association (EBA).

The call for enhanced dialogue is based on the appreciation that concurring organisations, SMEs, accountants,
financial, credit guarantee organisations and other key actors in the SME ecosystem, need to further discuss
overall post-COVID business outlook.

Dialogue at national level could indeed enable better monitoring of businesses’ post-COVID health by improving
availability of data and assessment of viability.

The objectives of this dialogue would therefore be in priority:

=  To help developing a sectoral view of SME debtors at particular risk of financial problems in a post-
COVID environment

=  To help governments better target any additional post-COVID measures, such as national measures or
EU Recovery Fund allocations i.e., in support of businesses and sectors most in need and which have
the best chances of contributing to a sustainable recovery;

= To facilitate debt and loan restructuring for viable borrowers;



https://www.europarl.europa.eu/doceo/document/E-9-2021-002843-ASW_EN.pdf
https://www.europarl.europa.eu/doceo/document/E-9-2021-002843_EN.html
https://www.smeunited.eu/news/call-for-dialogue-assessment-of-smes-post-covid-financial-health
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= To help identify what additional measures are needed for SMEs i.e., businesses which might still need
additional temporary help to prevent them from going out of business.

July 15t The CJEU issues its ruling on the EBA guidance on governance and supervision of retail banking
products

On July 15t, 2021, the Court of Justice of the European Union issued its ruling (see the press release — the
documents are only available in French and German) on the European Banking Authority’s (EBA) guidelines on
the governance and supervision of retail banking products. The ruling of the CIEU takes place after a preliminary
reference procedure from the French Banking Federation (FBF), meaning the judicial case was brought to the
CJEU for it to define an interpretation.

Even though the Advocate-General Bobek, in his opinion, had taken the view that the Court should declare the
guidelines invalid, the CJEU stated that the guidelines were indeed valid: “it must be held that the guidelines
under dispute fall within the competence of the EBA as defined by the legislator (...) it appears that the
examination of the third question has revealed no element that would affect the validity of the guidelines under
dispute”.

The Court considers that the guidance fits within the scope of the EBA’s competence and that this guidance is
necessary to ensure the application of the CRD, the DPS Il and the directive on electronic money institutions.
According to the Court, these guidelines contribute to “a sound corporate governance framework” and to
consumer protection.

The EBA has issued a response to the ruling of the Court. The Authority underlined that, although its guidance
is not legally binding, supervisors and financial institutions must make every effort to comply with it, that
supervisors must give reasons for not intending to comply with it, and that national courts are expected to take
EBA’s guidance into account when resolving cases.

July 8th - Loans under moratoria and associated risks in Europe

OnJuly 8th 2021, the European Commission answered to a written question raised by three MEPs, Lidia Pereira
(PPE ; PT), José Manuel Fernandes (PPE ; ES), Maria da Graga Carvalho (PPE ; ES), on the specific matter of bank
loans under moratoria and the potential risk.
The above-mentioned MEPs raised serious concerns about the risk of seeing loans under moratoria converting
into Non-Performing Loans (NPL). Their questions were:

= How does the Commission assess the current state of loans under moratoria in Europe, their risk profile

and their impact on the banking sector?
= Does it anticipate any initiatives in this area in the context of macroeconomic policies?

In its written answer, the Commission reminds that although the implementation of moratoria has been diverse
among Member States, its use has been quite extensive to mitigate Covid’s crisis impact on the real economy.

The Commission approves the use of that specific instrument as an extraordinary measure to mitigate the
adverse impacts of bad loans and to counteract potential effect of the crisis on both companies and households.
The Commission is nevertheless aware that the main concern regarding the withdrawal of moratoria in a close
future is its potential impact on borrowers unable to repay their loans. This way, the Commission recommends
proceeding gradually and in synchronisation with the economic recovery. A gradual phase-out, coupled with
preventive restructuring where it is necessary, will give time to borrowers and ensure that viable businesses



https://curia.europa.eu/juris/document/document.jsf?docid=244189&text=&dir=&doclang=FR&part=1&occ=first&mode=DOC&pageIndex=0&cid=2478283
https://curia.europa.eu/jcms/upload/docs/application/pdf/2021-07/cp210132fr.pdf
https://www.eba.europa.eu/sites/default/documents/files/documents/10180/1141044/d84c9682-4f0b-493a-af45-acbb79c75bfa/EBA-GL-2015-18%20Final%20report%20on%20Guidelines%20on%20product%20oversight%20and%20governance.pdf
https://curia.europa.eu/juris/document/document_print.jsf?docid=239911&text=&dir=&doclang=EN&part=1&occ=first&mode=lst&pageIndex=0&cid=2478562
https://eur-lex.europa.eu/legal-content/FR/TXT/PDF/?uri=CELEX:32013L0036&from=EN
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32015L2366&from=EN
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32009L0110&qid=1626701508010&from=FR
https://www.eba.europa.eu/eba%E2%80%AFwelcomes%C2%A0european-court-justice-ruling%C2%A0supporting%C2%A0eba%C2%A0guidelines%C2%A0-product-oversight-and
https://www.europarl.europa.eu/doceo/document/E-9-2021-002334_EN.pdf
https://www.europarl.europa.eu/doceo/document/E-9-2021-002334-ASW_EN.pdf
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maintain afloat. Simultaneously, it will prevent any sudden worsening of the quality of banks’ balance sheets
while preserving financial stability in the EU.

July 8t — The Commission further details the entry into force of the standardized approach for counterparty
credit risk (SA-CCR)

On July 8th, the European Commission published its answer to the matter previously raised by MEP José Manuel

Garcia-Margallo y Marfil (PPE; ES) on the expected review and modalities of entry into force of the standardized
approach for counterparty credit risk, regarding more especially the context of the economic recovery from the
COVID-19 crisis :
=  What is the Commission doing to review the calibration of the SA-CCR? Will that exercise be finished
by 30 June 20217
= How will the Commission make sure that corporates can benefit from the SA-CCR review during the
economic recovery, and not only once the third Capital Requirements Regulation (CRR3) applies, which
would be too late?

The answer given by Commissioner McGuinness on behalf of the European Commission underlines that the
standardized approach for counterparty credit risk has been adopted in the European Union in line with
international standards to improve the calculation of the exposure value of derivative transactions.

In response to concerns raised by EU banks about the future impact of the SA-CCR, in particular in the future
calculation of the Basel Ill output floor, the European Commission declares that it will take into consideration in
its current review existing interactions between the SA-CCR and the output floor, notably to allow banks to
ensure the financing of the recovery.

The Commission also mentions that EU banks already benefits from lower capital requirements due to the EU-
specific exemptions from the own fund requirement for credit valuation adjustment risk. The ongoing review
will thus aim at examining if this is deemed insufficient to ensure the access to the derivative markets for
commercial end-users during the recovery phase.

July 6th - COVID-19: Basel Committee assesses the impact of implemented Basel reforms to face the pandemic

On July 6%, 2021, the Basel Committee on Banking Supervision (BCBS) published a report assessing the impact
of the implemented Basel reforms in light of the pandemic.

According to the Basel Committee, increased quality and higher levels of capital and liquidity held by banks have
helped them to face the impacts of the pandemic.

The Committee therefore concludes that the Basel reforms have achieved their objectives which were to
strengthen the resiliency of the banking system:
=  The banking system remained resilient during the pandemic thanks to substantial increases in capital
and liquidity held by banks since the adoption of the Basel lll reforms. None of the internationally active
banks have failed or required significant public sector funding since the start of the pandemic. The
report points out that based on market measures (credit default swaps - CDS) of resilience, some banks
have experienced strain early in the pandemic. The Committee also notes that banks with higher
Common Equity Tier 1 (CET1) capital ratios experienced smaller increases in CDS spreads.

= Usability of capital buffers and price movements of additional tier 1 (AT1) capital instruments: the
Committee reports that most banks managed to maintain capital ratios well above their minimum



https://www.europarl.europa.eu/doceo/document/P-9-2021-001617_EN.pdf
https://www.europarl.europa.eu/doceo/document/P-9-2021-001617-ASW_EN.pdf
https://www.bis.org/bcbs/publ/d521.pdf
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requirements and buffer and successfully imposed restrictions on capital distributions via dividend
payments and share buybacks.

The Committee did a study of loan data on the euro area which concluded that banks with less
headroom (amount of capital resources above minimum capital regulatory requirements and buffers)
tended to lend less during the pandemic than those with more headroom.

= Liquidity buffer: the report notes that some banks have faced pressure in the early phase of the
pandemic but banks with stable deposit franchises experienced negligible liquidity pressure even at
the peak of the stress.

= |mpact of the leverage ratio on financial intermediation: the report notes that bank positions in
government bonds and repurchase agreement markets remained stable or rose in response to the
rapid surge in client demand for liquidity during the crisis. The leverage ratio requirements seem to
have reduced banks’ incentives to mitigate the large imbalances that emerged in some markets.

July 15t: CEPS study on the finalization of Basel Il standards

On July 1%, 2021, the Centre for European Policy Studies (CEPS) published a study on the finalization of Basel IlI
standards. The authors used numbers from previous EBA impact studies to assess the impact of the finalization
of Basel Il standards on the banking sector.

The study focuses on the impact of the reforms on the “real economy” and argues that:
=  The shortfall (additional working capital to fund expenses such as lending) could range between 0
and 549 billion euros.

= Shortfalls would mostly impact northern European countries and retail and investment banks.

=  (Capital increases would induce discrepancies between countries: Sweden, Finland, Germany and the
Netherlands would experience the highest increase in capital due to the output floors.

=  Banks can adapt to the shortfalls by retaining a larger share of profits, issuing capital and deleveraging
their portfolio composition

= Supervisors and policymakers can mitigate the impact on the real economy (households and
corporates) by

o Applying a narrower definition of the output floors
o Reviewing existing supervisory buffers
o Closely monitoring the implementation process

The standards themselves would reduce the average total capital ratio of the banks from 19,4% to 16,4%. The
study thus considers alternative scenarios, such as retained earnings, which would allow banks to maintain their
agency over capital lending. The output floors would account for most of the impact of the standards (40%)
followed by adjustment to the operational risk (17%), IRB (14%), CVA (12%). Most banks would however be able
to absorb the full transposition of Basel Il finalization measures by using their excess capital.

July 15t Securitization : European Parliament briefing on changes to the regulatory framework after COVID-

19 crisis



https://www.ceps.eu/ceps-publications/basel-iii-finalisation/
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OnJuly 1%, the European Parliament Research Service (EPRS) published a study on amendments to securitization
requirements due to the impact of COVID-19 crisis. The document is a briefing on legislation in progress — it
provides the MEPs with the main aspects of a file undergoing the legislative process.

The study highlights the thinking behind the European Commission’s proposals that were adopted in April 2021
the European Parliament : the regulation on a general framework for securitisation and creating a specific
framework for simple, transparent, and standardised securitisation to help the recovery from the COVID-19
crisis and the regulation on adjustments to the securitisation framework to support the economic recovery in
response to the COVID-19 crisis. For the Commission, it is necessary to amend the regulatory framework to
preserve the ability of banks to maintain lending as securitisation may be a way to preserve the liquidity flow in
the banking sector.

The authors underline the positions of the Council of the EU and the European Parliament on the matter and
the compromise that was reached.

Among the main changes to be implemented, the following elements are present:
= Riskretention between servicer and investors is modified to ensure alignment of the servicers’ interests
with those of investors;

= (Criteria for balance-sheet synthetic securitisation are aligned as much as possible with those for
traditional STS securitisation

=  The current framework is updated to be adapted to on-balance-sheet synthetic securitisation in order
to facilitate lending to the real economy and the removal of regulatory obstacles to the securitisation
of non-performing exposures.

June 24th — ESAs get ready for the end of LIBOR

On June 24, the European Supervisory Authorities (ESA) published a public statement in which they encourage
market participants to start reducing their exposure to the LIBOR( USD LIBOR, GBP LIBOR, JOY LIBOR, CH LIBOR
and EUR LIBOR).

The ESAs also encourage participants to:
= |imit the use of any LIBOR settings published under a changed methodology only to contracts that are
particularly difficult to amend ahead of LIBOR's cessation;
= limit the use LIBOR settings as a reference rate in any new contracts by December 315t 2021,
= include robust fallback clauses nominating alternatives rates in all contracts referencing LIBOR.

June 24t The EBA updates on monitoring of Additional Tier 1 instruments and issues recommendations for

ESG-linked capital issuances

On June 24t , the European banking authority (EBA) published an update on the monitoring of Additional Tier
1 (AT1) instruments.

More specifically, this update concerns:
(i) the amendments to the Capital Requirements Regulation (CRR2),
(ii) the monitoring of the implementation of the EBA Opinion on the prudential treatment of legacy

instruments,



https://www.europarl.europa.eu/RegData/etudes/BRIE/2020/659418/EPRS_BRI(2020)659418_EN.pdf
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=uriserv:OJ.L_.2021.116.01.0001.01.ENG
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32021R0558&from=EN
https://www.eba.europa.eu/sites/default/documents/files/document_library/Risk%20Analysis%20and%20Data/Risk%20reports%20and%20other%20thematic%20work/1015652/2021-06-21%20Joint%20Public%20Statement%20USD%20LIBOR.pdf
EBA%20updates%20on%20monitoring%20of%20Additional%20Tier%201%20instruments%20and%20issues%20recommendations%20for%20ESG-linked%20capital%20issuances%20|%20European%20Banking%20Authority%20(europa.eu)
https://www.eba.europa.eu/sites/default/documents/files/document_library/Publications/Opinions/2020/934160/EBA-Op-2020-17%20Opinion%20on%20legacy%20instruments.pdf
https://www.eba.europa.eu/sites/default/documents/files/document_library/Publications/Opinions/2020/934160/EBA-Op-2020-17%20Opinion%20on%20legacy%20instruments.pdf
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(iii) observations on new market trends, such as ESG-linked capital instruments.

June 23": EBA publishes its report on management and supervision of ESG risks for credit institutions and
investment firms

On June 23", the European banking authority (EBA) released its report providing guidance on ESG management
and supervision for credit institutions and investment firms.

The EBA considers necessary to strengthen, in a proportionate and risk-based manner, the integration of ESG-
related risks in the business strategies of financial institutions, internal governance arrangements and risk
management frameworks.

Credit institutions are invited to extend the horizon of their strategic planning to ten years and should start
publishing their strategic objectives in terms of risks linked to ESG factors, including performance indicators.

In terms of risk management, the EBA notes the existence of three different methodological approaches
(“portfolio alignment method”, “risk framework method”, “exposure method”), seeing meritin a combined use
of these methods that are defined as such:

e  Portfolio alignment method: methodological approach for the assessment of ESG risk which focuses on
how aligned an institution’s portfolio is with global sustainability targets.

e Risk framework method: methodological approach for the assessment of ESG risk which focuses on
how sustainability-related issues affect the risk profile of a bank’s portfolio and its standard risk
indicators.

e  Exposure Method: How do individual exposures and counterparties perform on ESG factors?

Approach to the assessment of ESG risks:
IDENTIFICATION EVALUATION ACTION

Classification of
exposures according
to ESG characteristics

Estimation of ESG
risks based on
methodological tools

Incorporation of ESG
risks

e.g. .
= Portfolio alignment = Business strategy
= By asset class 8 = Internal Governance
= By sector method isk
7 -
= By counterparty - Rusk;radmework Fisk management
s Bygeograph method (including
o Yy geography climate change stress tests)

By maturity

Overview of the three methodological approaches:



https://www.eba.europa.eu/sites/default/documents/files/document_library/Publications/Reports/2021/1015656/EBA%20Report%20on%20ESG%20risks%20management%20and%20supervision.pdf

~ EUFederation

Monthly Monitoring Report September 2021

Factoring & Commercial Finance
Alignment method Risk framework method Exposure method
Global sustainability Climate change
targets (scenarios)

Sensitivity? Performance?

Exposures’
riskiness

Alignment?

June 18t: The ECB extents until March 2022 the exclusion of exposure to central banks in the calculation of
the leverage ratio

On June 18, the ECB released its decision to extend until March 31, 2022 the exclusion of certain exposures
to central banks from the total exposure measure in view of the COVID-19 pandemic.

Article 2 of the decision states these exposures concern “deposits held in the deposit facility or to balances held
on reserve accounts, including funds held in order to meet minimum reserve requirements”.

This measure, in force since September 2020 due to the exceptional macro-financial circumstances linked to the
Covid-19 pandemic, was due to expire at the end of June 2021.

June 9t": NPLs - The EESC releases its opinion on the European Commission’s strategy to tackle non-
performing loans

On June 9t the European Economic and Social Committee (EESC) released an opinion on the communication
from the Commission : « Tackling non-performing loans (NPLs) in the aftermath of the COVID-19 pandemic ».
The EESC judges that the Commission’s plan is not fit enough to tackle the current crisis as it mostly reiterates
existing measures to counter NPLs. The conjunctural nature of a potential NPLs rise in the current crisis would
call for specific measures as opposed to the structural factors that were prevalent in the last financial crisis in
2007.

The main recommendations from the EESC are the following ones:

= Ensuring differential treatment of pre- and post-Covid NPLs;

= Maintaining the EBA’s guidelines on credit moratoria;

=  Maintaining capital requirements including NPL backstop regulation to ensure banks can withstand
losses and reduce likelihood of intervention out of public funds;

= Being careful on relying on Asset Management Companies (AMCs, known as “bad banks”) as they
may require public money for their creation;

=  Avoiding “precautionary recapitalization” that would divert public money away from social and
economic aims.

Review of the definition of default

The EESC is firmly calling for a targeted, temporary review of the definition of default by the EBA. This review
would give business affected by the COVID-19 crisis a chance to recover before their loans become defined as
non-performing.



https://www.bankingsupervision.europa.eu/ecb/pub/pdf/en_ssm_2021_27_f_sign~5eea0a5feb..pdf
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:52020AE5865&from=FR
https://www.eba.europa.eu/sites/default/documents/files/document_library/Publications/Guidelines/2020/Guidelines%20on%20legislative%20and%20non-legislative%20moratoria%20on%20loan%20repayments%20applied%20in%20the%20light%20of%20the%20COVID-19%20crisis/Previous%20Files/886606/EBA-GL-2020-02%20Guidelines%20on%20payment%20moratoria.pdf
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As a reminder, the European Commission released its action plan on NPLs in December 2020 to prevent a rise
in NPLs in the EU after the COVID-19 crisis. Loans become non-performing when judged unlikely to be repaid,
or when the borrower is 90 days late on a payment. The likelihood of these situations is increasing with the
economic distress induced by the COVID-19 crisis.

Economic support measures at the centre of the projected scheme to protect financial stability

For the EESC, improving NPLs ratio also requires tackling the root cause of NPL: economic distress and precarious
situations. Relief calls for improving competitiveness, business continuity and economic recovery to avoid large
reliance on loans that would tend to build high volumes of NPLs.

Moreover, relief measures for credit institutions should be accompanied by governmental aid measures for
borrowers impacted by the pandemic. Aid measures in this context may include: deferrals with maturities of
one to three years, interest rate rebates, restructuring of debt to less expensive forms of credit and moratoria
on loan repayment.

In short, building a EU-wide NPL market should necessarily go together with protecting borrowers.

As a reminder, opinions from the EESC are non-binding but are to be considered by the co-legislators.

June 4" — NPL: The European Parliament and the Council of the EU reaches an agreement

On June 4%, the European Parliament and the Council of the European Union reached an inter-institutional
agreement on the European Commission’s proposal for a directive on credit managers and credit buyers.

The position of the European Parliament ECON committee and the position of the Council of the EU were
presented in a comparative table published in February 2021.

This directive should facilitate the acquisition of non-performing loans by credit purchasers. With balance sheets
lightened from non-performing loans, European banks should be able to lend more to the real economy.

Credit servicers will act on behalf of those financial companies that have acquired a non-performing loan to
manage repayments or to renegotiate loans terms with the debtor. The new directive provides that credit
servicers will have to obtain an authorization before operating in the EU. They will be listed in a national register
of credits managers and supervised by national authorities.

The interinstitutional agreement should ensure that borrowers are protected when their loan is transferred to
a third party. Among other things, the agreement provides that:
= after the transfer of the loan to a third party and before the first collection of payment by the credit
manager, the borrower will receive an official notification on the transfer of his/her loans with the
terms and conditions for the remaining payments.
= a credit manager will not be able to impose fees, penalties or additional costs that are higher than
those imposed by a banking institution.

Next steps

The text must be officially adopted by the co-legislators before its publication in the Official Journal of the
EU.

The European Parliament (ECON committee) is still working on the directive on the accelerated extrajudicial
collateral enforcement (AECE).



https://eur-lex.europa.eu/legal-content/FR/TXT/PDF/?uri=CELEX:52020DC0822&from=EN
https://data.consilium.europa.eu/doc/document/ST-9999-2021-ADD-1/en/pdf
http://www.europarl.europa.eu/RegData/docs_autres_institutions/commission_europeenne/com/2018/0135/COM_COM(2018)0135_FR.pdf
https://www.europarl.europa.eu/doceo/document/A-9-2021-0003_FR.pdf
https://data.consilium.europa.eu/doc/document/ST-7344-2019-ADD-1/en/pdf
https://data.consilium.europa.eu/doc/document/ST-6047-2021-INIT/en/pdf
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June 15t: SMEs: The ECB releases its latest Survey on the Access to Finance of Enterprises (SAFE) in the euro

area

On June 1%, the European Central Bank (ECB) released its latest SAFE report based on data from October 2020
to March 2021. The study deals with 11,000 businesses in the euro area, 91% being less than 250 employees
enterprises. Its aim is to provide evidence on changes in the financial situation of businesses and to document
trends in the need for external financing as well as its availability.

The main conclusions on the report are:
=  The main concern reported by 21% of euro area SMEs is the lack of skilled labour. Difficulties in finding
customers come second (20%).
= Concerns about access to finance remain low in the euro area as a whole (9%).
=  The turnover and profits of euro area SMEs deteriorated but less than in the first wave of the pandemic
(-29% for the period of study compared to -56% in the previous survey which focused on the period
from April to September 2020).

Demand for bank loans and credit line increased moderately and concurred with a slight increase in the
availability of bank loans. Access to public financial support decreased with only 4% of SMEs citing it as a factor
contribution to access to finance. In terms of sources of financing, bank-related products (including subsidized
loans) remain the most important source of financing for SMEs. A majority of businesses resorted to bank
overdrafts (see chart below).

Chart 10
Relevance of financing sources for euro area SMEs

(over the preceding six months; percentages of respondents)
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Q4. Are the following sources of financing relevant to your enterprise, that is, have you used them in the past or
considered using them in the future? If “yes”, have you obtained new financing of this type in the past six months?

According to the report, use of factoring remains at 8% which is similar to the previous survey. Use of market-
based instruments such as equity, debt securities and other is marginal. Profitable firms are more likely to turn
to factoring than vulnerable ones which rather choose bank loans or new credit lines.

May 2021: SMEs - The Technical Expert Stakeholder Group (TESG) on SMEs



https://www.ecb.europa.eu/stats/ecb_surveys/safe/html/ecb.safe202106~3746205830.en.html
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In late May 2021, the Technical Expert Group (TESG) on SMEs published a report entitled « Strengthening EU
Capital Markets for SMEs »

This report makes twelve recommendations to support listings for Small and Medium Capitalisation Companies
(SMCs) which include a recommendation on the need for a single definition of SMEs and specifically suggests
to:
= Define all companies listed on any type of market with a market capitalization of less than EUR 1 billion
as SMC;
= Align the definition of SMES by referring to SMC in the various pieces of financial services legislation;
= Align the definition of SMEs in the EU Risk Financing Guidelines with the definition of SMC.

May 21¢t - The EBA publishes the results of its EU-wide evaluation of climate risk

On May 21%, 2021, the European banking Authority (EBA) published the findings of its first EU-wide pilot exercise
on climate risk. The objective of the exercise was to evaluate European banks’ exposures to climate risk and give
a clear picture of their efforts to estimate their exposures to green and non-green assets. The 29 banks in the
sample cover about half of the EU banking sector’s asset.

Among the conclusions of the report, the following elements must be pointed out:
=  Banks display data gaps with regard to climate risk data that is to say data quantity varies from bank to
bank and creates difficulties in drawing up a consistent portrayal of green and non-green exposures;
=  Banks show differences in the application of the EU taxonomy;
= The green asset ratio (GAR) of the banking sector, aggregated EU level, is currently estimated at 7,9%.
The GAR is the key performance indicator recommended by the EBA to evaluate banks’ exposure to
green and non-green assets.

The EBA calls for more data, hence a need for more disclosures on transition strategies and greenhouse gas
emissions.

The GAR is a primary indicator to structure banks’ disclosures. The GAR is calculated for each bank by dividing
the green amount by the total of exposures. In March 2021, the EBA detailed the methodology to calculate the
GAR in a report to the European Commission.

Next steps:

According to the taxonomy regulation, banks will be required to disclose the alignment of their exposures
with taxonomy criteria starting from 2022.

Banks’ GAR will also have to be disclosed from 2022.

May 5t to May 27" - NPLs and securitization: latest developments

EPRS study on NPLs

On May 27, the European Parliament Research Service (EPRS) published a study on non-performing loans
(NPLs). The study was requested by the economic and monetary affairs (ECON) committee of the European
Parliament. It focuses on the emerging risks attached to the increase of the NPL ratio and potential policies in
the light of the COVID-19 crisis.



https://www.eba.europa.eu/sites/default/documents/files/document_library/Publications/Reports/2021/1001589/Mapping%20Climate%20Risk%20-%20Main%20findings%20from%20the%20EU-wide%20pilot%20exercise%20on%20climate%20risk.pdf
https://www.eba.europa.eu/sites/default/documents/files/document_library/About%20Us/Missions%20and%20tasks/Call%20for%20Advice/2021/CfA%20on%20KPIs%20and%20methodology%20for%20disclosures%20under%20Article%208%20of%20the%20Taxonomy%20Regulation/963616/Report%20-%20Advice%20to%20COM_Disclosure%20Article%208%20Taxonomy.pdf
https://www.europarl.europa.eu/RegData/etudes/STUD/2021/651390/IPOL_STU(2021)651390_EN.pdf
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According to the paper, strengthening the tools to face the issues caused by NPLs is of the utmost importance
as, after the COVID-19 crisis, signs point to an increase in bank NPLs. The study argues that asset management
companies ( aka “bad banks” - AMCs) can be a tool in managing the potential surge in NPLs. These actors can
reduce information asymmetries and foster the efficiency of the NPLs market.

ESAs report on the implementation and functioning of the securitization regulation.
On May 17, the joint committee of the ESAs (EBA, EIOPA, ESMA) published a report on the implementation
and the functioning of the EU Securitisation Regulation (SECR).
The report provides guidance to the European Commission as it looks to review the functioning of the SECR.
The context of the COVID-19 pandemic brought questions on the efficiency of the framework as securitisation
may play a role in the recovery.

=  Transparency;

=  Due diligence requirements;

=  Criteria for simple, transparent and standardized (STS) securitization;

= Supervision of securitization requirements

The European Commission details cooperation obligations between national and European authorities on
securitization

On May 5%, the European Commission issued a delegated regulation on the cooperation between national

competent authorities (NCA), European supervisory authorities (ESAs) in reference to the 2017 regulation on
simple, transparent and standardized (STS) securitization.

The delegated regulation sets a Standard methodology to address cooperation requests, to respond to
cooperation requests or to share relevant information that may be of use to other national authorities. The
delegated regulation also sets as a condition that non-public information should remained confidential when
shared with other national authorities under cooperation agreements, information exchange or notification
procedure. Securitization operations are complex, and many different actors are involved. These actors may be
supervised by different national authorities, hence the need to clarify the relations between these authorities.

April 19t , 2021 — The EP assesses ECB’s measures in support of the COVID-19

On April 19t, 2021, the European Parliament published its report assessing the ECB’s main measures in support
of the COVID-19 crisis.

As a reminder, the European Central Bank adopted several measures:
=  TLTRO Ill (Targeted Longer-Term Refinancing Operations)
=  PEPP (Pandemic emergency purchase programme)
=  PELTRO (Pandemic emergency longer-term refinancing operations)

The report concludes that the ECB’s monetary policy instruments have obtained limited but significant and
positive results and has avoided a severe deflation. Despite the measures adopted at the EU and national level,
European companies and households are experiencing difficulties due to the economic impacts of the sanitary
crisis.

The measures adopted by the ECB and the large liquidities pumped into to the economic system has helped
and allowed Member States to implement economic and fiscal policies to reduce the risk of general economic



https://www.eba.europa.eu/sites/default/documents/files/document_library/Publications/Reports/2021/1001427/JC%202021%2031%20%28JC%20Report%20on%20the%20implementation%20and%20functioning%20of%20the%20Securitisation%20Regulation%29%20%281%29.pdf
https://ec.europa.eu/transparency/documents-register/detail?ref=C(2021)3103&lang=EN
https://op.europa.eu/en/publication-detail/-/publication/5d5c866e-a181-11eb-b85c-01aa75ed71a1/language-en
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breakdowns and social collapse. These measures have indirectly created short-term fiscal capacity at the
national level and have incentivized bank’s lending to households and companies.

April 16t , 2021 — Basel Committee’s programme and priorities for 2021 and 2022

On April 16th, 2021, the Basel Committee published its work programme and priorities for 2021 and 2022.

=  COVID-19 resilience and recovery

The Basel Committee will keep monitoring and assessing risks and vulnerabilities to the global banking system.
The Committee will also monitor the implementation and unwinding of domestic measures taken by members
during the pandemic, with a view to a consistent implementation of the Basel Il framework.

=  Horizon scanning and mitigation of risks

The Committee will pursue its work to identify and mitigate risks and vulnerabilities to the banking system.

Th Committee will also assess:
o theimpact of the ongoing digitalization and disintermediation of finance on banks’ business
models and the banking system more generally;
o  Climate-related financial risks, supervisory and disclosure-related elements for the banking
system;
o theimpact of a low for long interest rate environment for bank business models.

= Strengthening supervisory coordination

The Committee will work on the coordination and practices on:
o the use of artificial intelligence/machine learning in banking and supervision;
o data and technology governance by banks;
o Insight and supervisory approaches on operational resilience with a focus on cyber security;

The Basel Committee will also pursue its work to promote the role of proportionality in bank regulation and
supervision.

= Basel lll implementation

The Basel Committee will focus on:
o monitoring the implementation of the Basel Ill framework by all members;
o completing an evidence-based evaluation of the effectiveness of the standards.

April 14t , 2021 — Delegated regulation on risk weights to specialized lending exposures published in the JOUE

On April 14, the delegated regulation supplementing CRR with regulatory standards technical standards for

assigning risk weights to specialized lending exposures was published in the Official journal of the EU.

As a reminder, the European Commission published a draft delegated regulation providing regulatory standards
to specify how financial institutions should take into account the factors of financial strength, political and legal
environment, transaction or asset characteristics, strength of the sponsor and developer, and security package
when assigning risk weights to specialized lending exposures in respect of an institution is not able to estimate
the probability of default as provided in CRR.



https://www.bis.org/bcbs/bcbs_work.pdf
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32021R0598&from=FR
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The delegated act specified that institutions must classify each specialized lending exposure into one of the 4
categories ( project finance, real estate, object finance and commodities finance).

For specialised lending exposures that are not in default, the delegated regulation provides that institutions
should apply the assessment criteria associated with the relevant class. For specialised lending exposures
identified as in default, institutions should assign the exposure to category 5.

The delegated act adds that institutions will have to specify for each type of exposure how the different factors
are combined in the final assignment of the specialised lending exposure to one of the categories.

The Commission also specifies that the final assignment to a category must be based on the weighted average
of the cardinal numbers of the categories to which the exposure has been assigned, for each factor. The weight

that institutions assign to each factor should not be lower than 5% and not be higher than 60%.

Next step

The regulation will enter into force 20 days after its publication in the Official Journal of the EU (May 4t")
and will apply from April 14t 2022,

April 15, 2021 — TLTRO llI: parliamentary questions

On April 1%, Sven Giegold (Greens/ALE; DE) has addressed two parliamentary questions to the European Central
Bank (ECB) on:

=  The impact of targeted longer-term refinancing operations on bank funding

The member of the Parliament points out that the ECB Banking Lending Survey from October 2020 identified
profitability as the strongest motive for banks’ participation TLTROs and asks the ECB the following questions:
= “Canyou say to what extent euro area banks have used TLTRO loans to replace other sources of funding
since 2014? What is your estimate of the net funding benefit realised by banks through such
replacements during the TLTRO I and Il programmes, ignoring second-round effects? “
=  “How have the funding costs (in particular the spread of covered and non-covered bonds) of euro area
banks with different credit ratings developed since 2014, and what aspects of this development, if any,
do you attribute to the TLTRO programmes?”
= “How have euro area banks’ profits from gross interest margins developed since 2014, and what aspects
of this development, if any, do you attribute to the TLTRO programmes?”

= the total profit of euro banks from TLTRO Il

Sven Giegold notes that conditions for TLTRO Il loans have become very favorable since they were revised by
the European Central Bank in March and April 2020 and extended in December 2020. The MEP asks the ECB:
= “What fraction of the TLTRO Il volumes and of the participating institutions do you expect to be eligible
for the most favourable interest conditions due to the participants equalling or exceeding their
benchmark net lending during the special or additional special reference period?”
= “Based on this estimate, how much aggregate profit do you estimate the eligible participants to
generate by fully depositing the allotted TLTRO lll volumes in the ECB’s deposit facility during these
periods?”
=  “How has the remuneration of top managers at single supervisory mechanism banks developed since
the start of the first TLTRO programme in 20147?”



https://www.europarl.europa.eu/doceo/document/ECON-QZ-691123_EN.pdf
Total%20profit%20of%20euro%20area%20banks%20from%20TLTRO%20III
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Next steps
The ECB has 6 weeks to answer to the questions. If it fails to do so, it will be included on the agenda for the
next meeting of the committee responsible with the President of the European Central Bank.

March 315, 2021 — ESAS’ joint risk assessment report

On March 31%t, 2021, the European Supervisory Authorities (ESAs) published their first joint risk assessment
report for 2021.

The report shows that macroeconomic conditions improved in the second half of 2020 thanks to fiscal and
monetary policy efforts. The second and third waves have however led to increasing economic uncertainty.

In the report, the ESAs advise national competent authorities (NCA), financial institutions and market
participants to take the following actions ahead of a possible deterioration of the economic context:
= to be prepared for an expected deterioration of asset quality: banks should adjust their provisioning
models to ensure they would be able to face the impact of the economic shocks of the pandemic;
= to continue developing further actions to accommodate a “low-for-long” interest rate environment
and its risks: the report underlines that while low interest rates are indeed important to support the
real economy they also impact negatively bank’s interest income. The report adds that it is also
important that the regulatory framework also reflects the steeps fall in interest rates experienced in
recent years and the existence of negative interest rates.
= to be able to ensure sound lending practices and adequate pricing risks: the ESAs ask banks to
continue to make thorough risk assessments to ensure that lending remains viable in the future.
= to keep conservative policies on dividends and share buy-backs.
= to enhance preparedness for investment funds to be able to face potential increases in redemptions
and valuation shocks.

March 315, 2021 — The EBA publishes its risk board

On March 31%t, 2021, the European banking Authority (EBA) published its risk dashboard for the last quarter of
2020.

The risk dashboard shows that :

= Capital ratio continued to improve during the last quarter: the CET1 reached 15.5% and the leverage
ratio increased to 5.8% from 5.5%;

= Non-performing ratio decreased to 2.6% for both households and non-financial corporates but the
stage 2 loans ( underperforming loans) increased and reached 9.1% in the last quarter of 2020;

=  Return on equity has declined from 2.5% in the third quarter to 2% in the fourth quarter;

=  Banks’ liquidity improved with a liquidity coverage ratio reaching 173.1% in fourth quarter;

=  Loans which are eligible to a moratoria have declined in the last quarter from € 590 billion in the third
quarter to € 320 billion in the fourth quarter. The declined is said to be more pronounced for non-
financial corporation than for households.

March 26, 2021 — The ESAs bring clarification on STS Securitisation Regulation



https://www.eba.europa.eu/sites/default/documents/files/document_library/Publications/Reports/2021/JC%20Report%20on%20risks%20and%20vulnerabilities/972150/JC%20Spring%202021%20Report%20on%20Risks%20and%20Vulnerabilities.pdf
https://www.eba.europa.eu/sites/default/documents/files/document_library/Risk%20Analysis%20and%20Data/Risk%20dashboard/Q4%202020/972092/EBA%20Dashboard%20-%20Q4%202020.pdf
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On March 26, 2021, the European Banking Authority (EBA) published:

= A joint opinion on the jurisdictional scope of the obligations of the non-EU parties to securitisations
under the Securitisation Regulation
With this joint opinion, the ESAs wish to ease the understanding of some of the provisions of the STS
securitisation in situations where third-country entities become parties to a securitisation.

= Q&A on cross-sectoral of the STS securitisation regulation.

March 23", 2021 — ECON Public hearing with Andrea Enria

On March 23, the ECON Committee held a public hearing with Andrea Enria, Chair of the Supervisory Board of
the European Central Bank in the framework of the Single Supervisory Mechanism (SSM).

Andrea Enria presented the ECB’s Annual Report on supervisory activities in 2020.

The President of the SSM declared that major banks within the eurozone would pay € 10 billion in dividends to
their shareholders in early 2021 as part of a gradual resumption of such payments after the ban imposed in
2020 due to the pandemic. Mr. Enria stressed that EU supervisors were stricter on the issue than their
counterparts in the UK and the US. He underlined that the € 10 billion in dividends that will be paid represents
a third of what European banks wanted to pay in September 2020. He also added that it was necessary to
differentiate the situations in which banking groups find themselves, even in a difficult macroeconomic scenario.
The right to pay dividends is essential for banks issuing securities on the market to attract investors.

Mr. Enria outlined the supervisory priorities of the SSM Board:
= to monitor the impact on credit portfolios of the lifting of emergency public support measures
(moratoria on loan repayments, public guarantee...);
=  to ensure that banks are prepared to deal with the expected increase in non-performing loans (NPL)
notably through adequate provisioning.

Mr. Enria warned that there will be an increase of NPL which would materialize with the phasing out of
government support in the second half of 2021. He also noted that a significant number of loans had already
been classified as underperforming loans (category 2) at the end of 2020.

On the possible creation of a network of “bad banks”, Mr.Enria called for regulatory harmonization. As a
supervisor he said that “it is essential that banks can use the same measures to clean up their balance sheets,
regardless of that flag that flies over their head office”, citing the issue of methodology in the pricing of NPL.

March 16, 2021: EBA sets methodology for selecting financial establishments for mandatory monitoring
exercise

On March 16, 2021, the European banking authority (EBA) published a declaration stating that the Basel IlI
monitoring exercise which is currently voluntary will become mandatory from December 2021.

The objective of the EBA is to expand the sample to more jurisdictions and credit institutions and to make it
more stable over time with a steady participation of financial institutions. This decision should also help the EBA
to represent the interest of EU financial institutions in the Basel Committee as well as to provide informed
opinions and technical advice to the European Commission, the European Parliament and the Council of the EU.



https://www.eba.europa.eu/sites/default/documents/files/document_library/Publications/Opinions/2021/964573/JC%202021%2016%20-%20ESAs%20Opinion%20on%20Jurisdictional%20Scope%20of%20Application%20of%20the%20Securitisation%20Regulation%20%28003%29.pdf
https://www.eba.europa.eu/sites/default/documents/files/document_library/About%20Us/Governance%20structure/JC/Q%26As/964576/JC%202021%2019%20JCSC%20QAs%20on%20Securitisation%20Regulation.pdf
https://www.bankingsupervision.europa.eu/press/publications/annual-report/pdf/ssm.ar2020~1a59f5757c.en.pdf
https://www.eba.europa.eu/sites/default/documents/files/document_library/Risk%20Analysis%20and%20Data/Quantitative%20impact%20study-Basel%20III%20monitoring/963964/EBA%20Decision%20on%20the%20mandatory%20exercise.pdf
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This declaration contains a clear, transparent and fair methodology on how institutions will be included in the
sample and the selection criteria for defining the country samples to be applied by each Member state. The
following financial institutions will be included in the sample:
= all global and other systemically important institutions (G-Slls and OSlIs), irrespective of their size and
at the highest level of EU consolidation;
= if 80% of the risk-weighted assets coverage is not exceeded and the sample is smaller than 30 banks,
additional large banks (with a CET1 above 3 billion or total assets above 30 million) that are not O-Slls
will be included until 80% of the risk-weighted asset is exceeded;
= if 80% the risk-weighted assets is still not exceeded, medium-sized and small banks (that are not O-Slls)
will be selected from the eligible population of three different broad business models according to
predefined percentages per business model.

March 15, 2021 — EBA publishes its liquidity coverage ratio report

On March 15t, 2021, the European Banking Authority (EBA) published a report on the monitoring on liquidity
coverage ratio (LCR) implementation in the EU.

This report should help foster a common understanding and harmonization of the application of the liquidity
standard across the EU.

This report provides guidance for:
= the identification of excess operational deposits that would follow the treatment for non-operational
deposits;
= the assessment of a material early withdrawable penalty in term for retail deposits maturing beyond
30 days that could allow them to be excluded from outflows;
= the clarification for some products and services that could trigger additional outflows not specified in
the liquidity coverage ratio delegated regulation.

The EBA also tackles other topics related to the COVID-19 crisis such as the use of liquidity buffers, guidance on
unwinding mechanism waivers, recourse to central banks support and additional outflows from derivatives.

March 2021 — Regulations amending CRR and STS Securitisation to be published

On March, 2021, the Presidents of the European Parliament and the Council of the EU signed the securitisation
package:

= The regulation amending the STS Securitisation regulation creating a general framework for
securitisation and creating a specific framework for simple, transparent and standardized securitisation
to help the recovery from the COVID-19 crisis.
This regulation introduces synthetic securitisations which involve transferring the credit risk of a set of
loans, typically large corporate loans or loans to small and medium-sized enterprises, by means of a
credit protection agreement where the originator buys credit protection from the investor.

The regulation was published in the Official Journal of the EU on April 6t and entered into force the
third day following that of its publication in the Official Journal of the European Union.



https://www.eba.europa.eu/sites/default/documents/files/document_library/Publications/Reports/2021/963932/Second%20EBA%20report%20on%20monitoring%20of%20LCR%20implementation%20in%20the%20EU.pdf
https://www.europarl.europa.eu/RegData/etudes/ATAG/2021/689353/EPRS_ATA(2021)689353_EN.pdf
https://www.europarl.europa.eu/RegData/etudes/ATAG/2021/689353/EPRS_ATA(2021)689353_EN.pdf
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CONSIL:PE_70_2020_REV_1&from=FR
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32021R0557&from=FR
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= The regulation amending the capital requirements regulation (CRR) as regard adjustments to the
securitisation framework to support the economic recovery in response to the COVID-19 crisis: this
regulation will introduce more risk-sensitive treatment for STS on-balance-sheet securitisation and will
remove the regulatory constraints to the securitisation of non-performing exposures.

The regulation was published in the Official Journal of the EU on April 6t and entered into force the
third day following that of its publication in the Official Journal of the European Union.

February 25 , 2021 — FSB's letter on its 2021 work programme

On February 25t 2021, the Financial Stability Board ( FSB) published a letter to G20 Ministers and Central Bank
Governors to outline the FSB’s work programme for 2021 which aims to address vulnerabilities directly related

to the COVID-19 pandemic and the need to increase the resilience of non-bank financial intermediation.

For its 2021 programme, the FSB intends to:

=  Address vulnerabilities related to the health crisis
The FSB will produce an assessment of the initial lessons learned from the health crisis for financial
stability. the FSB will report in April 2021 on the factors and conditions necessary for an orderly
unwinding of support measures, as part of its work to support international coordination of policy
responses to the COVID-19.
The FSB will also publish in April 2021 its final report assessing the reforms on “too-big-to-fail” banks.

=  Enhance the resilience of non-bank financial intermediaries
The FSB will conduct a review on addressing the specific risk factors that contributed to the
amplification of the market turmoil in March 2020 and improving the understanding of systemic risks
for non-bank financial intermediaries.
The FSB will also present its policy proposal to strengthen the resilience of money market funds in July
2021 and a public consultation will be launched.

=  Improve the efficiency and access to cross-border payments
In addition to a progress report due in October 2021 on the FSB’s roadmap for improving cross-border
payments, the FSB will provide a final set of quantitative targets for making cross-border payments
cheaper, faster, more transparent and more inclusive.

= |Improve the FSB’s understanding of climate-related risks
On the basis of its report on the financial stability implication of climate change, the FSB will assess the
availability of data to monitor climate-related risks to financial stability and possible data gaps.
The FSB will also coordinate with other jurisdictions to promote globally comparable, high quality and
verifiable disclosure standards and will examine regulatory and supervisory approaches to address
climate-related risks in financial institutions.
These initiatives will make a significant contributions as market participants and financial authorities
seek to ensure that financial market have the necessary information and tools to manage the risks and
opportunities arising from climate change.

February 18, 2021 — Late Payment directive : the European Commission pinpoints Slovakia, Greece and
Belgium



https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CONSIL:PE_73_2020_REV_1&from=FR
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32021R0558&from=FR
https://www.fsb.org/wp-content/uploads/P250221.pdf
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On February 18t, 2021, the European Commission launched a reasoned opinion to Slovakia and a letter of
formal notice to Greece and Belgium for not complying with the Late Payment Directive which should ensure
that SMEs are paid in a timely manner.

The letters remind that negative payments have negative effects on companies since it reduces their liquidity,
it can prevent them to operate normally and it can represent a threat to employment.

The European Commission has therefore sent:
= areasoned opinion to Slovakia for excessive payment delays in the public health sector;
= aletter of formal notice to Greece for excessive payment delays in the health sector;
= aletter for formal notice to Belgium for excessive payment delays in the public sector.

These Member states have 2 months to answer to the European Commission. If they fail to answer to the
European Commission with a (relevant) answer, the Commission might decide to refer Slovakia to the matter to
the Court of the Justice of the European Union and to send a reasoned opinion to Greece and Belgium.

February 2021 — Publication of the 2021 Report on World Supply Chain Finance

In February, a report on World supply chain finance was published gathering articles from experts on supply
chain finance and trade finance.

The report shows an increase in volumes with global volume up by 35% in 2020 from 2019 representing $
1.311 billion and an increase of the funds in use up by 42% representing $ 505 billion.

2015 2016 2017 2018 2019 2020 Increase

Volume Volume Volume Volume Volume Volume 2020 vs
(USD bn) (USD bn) (USD bn) (USD bn) (USD bn) (USD bn) 2019
Asia 55 71 g 128 168 227 35%
Africa 5 7 M 12 16 21 34%
Europe 100 135 162 203 257 337 31%
Americas 170 235 290 400 530 726 37%
TOTAL 330 448 562 743 971 1,311 35%

Increase
2020 vs
2019

2015 FIU 2016 FIU 2017 FIU 2018 FIU 2019 FIU 2020 FIU

(USD bn) (USD bn) (USD bn) (USD bn) (USD bn) (USD bn)

Asia 7 12 17 25 41 69 70%
Africa 2 3 5 7 9 11 29%
Europe 40 55 66 86 112 154 38%
Americas 68 98 123 150 195 271 39%

TOTAL 117 168 210 268 356 505 42%



https://bcrpub.com/world-supply-chain-finance-report-2021?utm_campaign=WFY%20&utm_medium=email&_hsmi=110624625&_hsenc=p2ANqtz-_hLX_I-yDSSJpfBZyHugxeVp1lhNTJqCNOMCzvJNlpHPx2ZHj812Wg26Zh6-SdK6D-gMvHkDJqHj0dHzyW6xB2ObvHriaqT0R8skY-pt93m1LXq48&utm_content=110624625&utm_source=hs_email
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January 29", 2021 — The EBA launches its EU-wide stress test

On January 29t, 2021, the European Banking Authority (EBA) launched its EU-wide stress exercise based on its
macroeconomic scenarios.

Originally scheduled for 2020, the test was postponed due to the COVID-19 pandemic to release the burden
on financial institutions.

The scenario used to test the solvency of EU banks was based on a narrative of a situation in which a
pandemic such as the COVID-19 would occur with a low interest rate.

As a reminder, this stress test aims at assessing if EU banks’ capital buffers are sufficient to face economics
shocks and keep supporting the economy. This test is also an opportunity to foster market discipline through
the publication of consistent and granular data at a bank-by-bank level.

The stress will be based on a sample of 50 banks from the European Union. 38 banks are under the jurisdiction
of the Single Supervisory Mechanism (SSM).

Next steps

The results of the test will be published in July 2021.

January 29", 2021 - EBA clarifies its COVID-19 guidelines

On January 29, 2021, the European banking authority (EBA) published some new clarifications on the
application of its guidelines on loan moratoria and on COVID-19 reporting and disclosure.

This report provides some explications on:

= The guidelines on payment moratoria which were reactivated in December 2" to June 2021 due to
the second wave of COVID-19

o Clarifications on the functioning of the 9 months cap limiting the period of times for which
payments on a certain loan can be suspended, postponed or reduced as a result of the application
or reapplication of a general payment moratoria;

o Clarifications for assessing forbearance classification and how to determine whether there is a
diminished financial obligation in relation to moratoria applied to loans exceeding the 9 months
cap.

=  The guidelines on COVID-19 reporting and disclosure

o Clarifications regarding the treatments of loans and advances subject to expired moratoria:
when a moratoria expires, the loans and advances subject to this expired measure should be
reported, regardless of whether they are subject to another measure.

January 20t,2021: 2021 FSB work programme

On January 20, 2021, the Financial Stability Board (FSB) published is 2021 work programme.
For this new year, the FSB intends to reinforce its monitoring of regulatory and economic developments in
order to be able to identify, assess and address existing and merging risks to financial stability.



https://www.eba.europa.eu/sites/default/documents/files/document_library/Publications/Reports/2021/962557/Report%20on%20the%20implementation%20of%20selected%20COVID-19%20policies.pdf
https://www.fsb.org/wp-content/uploads/P200121.pdf
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The FSB will focus on:

= International cooperation and coordination related to COVID-19 with a close monitoring of the global
financial system;

= Non-bank financial intermediation with a special focus on money market funds, open-ended funds,
margin calls, bond market liquidity and cross-border USD funding;

= CCPresilience, recovery and resolvability with the aim of strengthening the resilience and
resolvability;

=  Cross-border payments;

=  (Climate change and sustainable finance;

= Interest rate benchmarks and the transition from LIBOR;

= Cyber and operational resilience.

January 14", 2021 — NPL Directive : ECON committee adopts its position

On January 14t, 2021, the Economic and monetary affairs (ECON) committee discussed on the European
Commission directive proposal on credit services, credit purchasers and the recovery of collateral. Published in

2018, the text could not be adopted with the regulation on non-performing loans due to disagreement on the
secondary market for NPL among the members of the European Parliament. With the European election in
spring 2019 and the COVID-19 crisis in 2020, the work on this first directive has restarted only recently.

The text adopted by the members of the committee will set a European framework to foster the development
of professional secondary markets for credit agreements originally issued by banks that became non-
performing. Credit purchasers would be able to buy non-performing exposures within the European Union
according to a set of rules to protect debtors whom the loan is purchased.

Credit services and credit purchasers will have to seek authorization to enter the secondary market. They will
be supervised by national competent authorities. Credit purchasers will be register on a national register
accessible on supervisory authorities’ websites.

The text adopted also ensured a uniform level of protection for borrowers unable to reimburse their
loans (information before collection, data protection and protection from harassment). The framework
should also allow the debtor to repay the loan before it is repurchased with measures such as the
partial refinancing of a credit agreement, modification of terms of the agreement, extension of the
loan term or currency conversion in order to avoid long-term indebtedness. MEP also made sure that
debtors should not be left in a more difficult situation after the transfer of their credit agreement to a
new creditor. Moreover, fees and penalties charged by the credit purchaser cannot exceed the cost
related to the management of the debt.

The Council of the European Union adopted its position on this first part of the directive in march 2019.

Next steps

The ECON committee has adopted the mandate to negotiate with the Council and the table of negotiations
‘positions has been published on February 10,



http://www.europarl.europa.eu/RegData/docs_autres_institutions/commission_europeenne/com/2018/0135/COM_COM(2018)0135_EN.pdf
https://eur-lex.europa.eu/legal-content/FR/TXT/PDF/?uri=CELEX:32019R0630&from=EN
https://www.europarl.europa.eu/doceo/document/A-9-2021-0003_EN.pdf
https://data.consilium.europa.eu/doc/document/ST-7344-2019-ADD-1/en/pdf
https://data.consilium.europa.eu/doc/document/ST-6047-2021-INIT/en/pdf
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December 16", 2020 — NPL: the European Commission publishes a communication on tackling non-
performing loans after the COVID-19 crisis

On December 16%™, 2020, the European Commission published a communication on tackling non-performing
loans in the European Union in the context of the COVID-19 crisis.

After a gradual improvement in recent years, non-performing loans (NPL) ratios in the European Union have
seen some reversal due to the impact of the COVID-19 pandemic. The latest figures show that the gross non-
performing ratio of all EU banks has seen a first increase from 2.6% in the fourth quarter 2019 to 2.9% in the
first quarter 2020.

With this communication, the European Commission proposes a series of initiatives with four objectives:

1. Further developing secondary markets for distressed assets

The objective is to allow banks to move non-performing loans off their balance sheets, while ensuring debtors
protection.

To this end, the European Commission proposes:
= Tocomplete the adoption of its directive proposal on credit servicers and credit purchasers.

=  To develop guidance, by the third quarter of 2021, for sellers of NPLs. In cooperation with the EBA and
stakeholders, this guidance will include recommendations on what constitutes a best execution sales
process for the transactions on the secondary markets.

= To develop with the EBA in early 2021, an approach for the regulatory treatment of purchased
defaulted assets and the risk weights that banks need to apply to calculate capital requirements under
the standardized approach for credit risk.

= To improve the quality and comparability of data on NPLs to further develop secondary markets for
NPLs. The templates provided by the EBA in 2017 are not widely used by market participants due to
their voluntary nature and complexity. The European Commission therefore aim at mandating, in early
2021, the EBA to review these templates after consulting market participants in 2021.

=  To establish a central data hub at the EU level to increase market transparency at granular level. This
data hub would operate comprehensive electronic database, assess the information and provide access
to market participants, notably credit sellers, credit purchasers, credit servicers, NPL sellers and private
NPL platforms. The Commission will launched a public consultation during the first half of 2021 to
explore the alternatives for establishing a data hub at European level. One of the options could be to
extend the remit of the existing European DataWarehouse.

= The Commission will consult stakeholders within the first half of 2021 on the potential review of Pillar
3 disclosure requirements under CRR to improve access to information.

As a reminder, the European Commission had proposed amendments to the Securitisation STS and CRR

regulation in July 2020 introducing treatment for securitisation of non-performing loans and extending the
framework for simple, transparent and standardised (STS) securitisation to synthetic on-balance sheet
securitisations. These amendments have been approved by the co-legislators in early December 2020 and will
come into force shortly.

2. Reform the EU’s corporate insolvency and debt recovery legislation



https://ec.europa.eu/transparency/regdoc/rep/1/2020/EN/COM-2020-822-F1-EN-MAIN-PART-1.PDF
http://www.europarl.europa.eu/RegData/docs_autres_institutions/commission_europeenne/com/2018/0135/COM_COM(2018)0135_EN.pdf
https://ec.europa.eu/finance/docs/law/200724-securitisation-review-proposal_en.pdf
https://ec.europa.eu/finance/docs/law/200724-crr-review-proposal_en.pdf
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The objective of the European Commission is to bring the different insolvency frameworks in the European
Union together while maintaining high standards of consumer protection. Harmonisation of insolvency
procedures within the European Union would increase legal certainty and speed up the recovery of the value of
claims.

To this end, the Commission asks the co-legislators to reach an agreement on the 2018 legislative proposal on
the Accelerated extrajudicial collateral enforcement (AECE) mechanism.

3. Support the establishment and cooperation of national asset management companies (AMC)

These AMC could relieved distressed banks by recovering non-performing loans from their balance sheets.
European banks could then focus on lending to viable European business and households rather than managing
non-performing exposures.

The European Commission is ready to encourage and to support Member States in the creation of these
structures and will study how a European cooperation network could be set up. This AMC network will also be
able to use the central data hub to coordinate and share information on investors, debtors and service providers.

4. Precautionary measures

With the EU banking sector in a better position than in 2008, the European Commission reminds that national
authorities have the possibility to implement precautionary support measures to ensure the financing of the
real economy under the EU’s bank recovery and resolution directive (BRRD) and State aids frameworks.

Follow up of these initiatives

On the basis of the “Best practices” adopted by the European Commission in July 2020, the European
Commission intends to organize a new round table to take stock of the support measures implemented during
the first wave of the pandemic.

In order to ensure that the strategy presented in this communication is implemented effectively, the European
Commission will set up an NPL advisory panel consisting of relevant industry stakeholders and consumer
organisations. This panel will support the Commission in implementing the proposed actions and will advise the
Commission as regards future proposals.

December 2020 — EBA updates its studies on Basel Ill impacts on EU banks

In December 2020, the European Banking Authority (EBA) published two reports regarding the impacts of Basel
Il standards in the European Union.



http://www.europarl.europa.eu/RegData/docs_autres_institutions/commission_europeenne/com/2018/0135/COM_COM(2018)0135_EN.pdf
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32014L0059&from=FR
https://ec.europa.eu/info/sites/info/files/business_economy_euro/banking_and_finance/documents/200714-best-practices-mitigate-impact-pandemic_en.pdf
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These reports are based on 2019 December data and exclude some business models such as leasing and
factoring. The two reports are based on different sets of samples (composition and size) and on two key
methodological differences. .

= Report on Basel lll Monitoring exercise
The report is based on December 2019 data and does not take into account the first wave of the COVID-19. The
report assess the impact of Basel lll on:

Credit risk;

Operational risk;

Leverage ratio;

Output floor;

Market risk (the Fundamental review of the trading book );
Credit valuation adjustment;

0O O 0O O O O

The report, which does not include EU specific adjustments, concludes that the implementation of Basel i
standards will led to a 15.4% increase on minimum Tier 1 capital requirement at the full implementation in 2028.

Change in total T1 Minimum Required Capital, as percentage of the overall current Tier 1 MRC, due to the full implementation of Basel Il (2028)
(weighted averages, in %)

Bank group Other Total
Op Output
Credit risk MR CVA Pillar risk- LR Total
Risk floor
1 based

SA RB Securitisation

All banks 2.2 2.4 0.4 0.6 3.0 3.8 -0.3 6.2 18.3 -2.8 15.4
Group 1 1.9 2.2 0.4 0.7 3.2 4.1 -0.4 7.0 19.1 -2.9 16.2
Of which: G-Slls 2.1 3.5 0.6 0.5 3.1 6.2 -0.2 6.8 22.6 0.4 23.0
Group 2 4.4 3.3 0.0 0.4 1.5 2.3 0.0 1.9 13.8 -2.7 11.1

The report also assesses the impact of Basel Ill on the net stable funding ratio (NSFR) framework. In its reports
based on December 2019 data, the EBA estimates that € 24.3 billion of additional funding will be needed.

=  Revised impact study on Basel lll reforms
The new impact study follows the request from the European Commission of a new call for advice to update the
first impact study published in August 2019. The new report is based on data from December 2019 with a
reduced sample of 99 banks from 17 EU countries. These two impact studies are therefore not comparable.

The EBA confirms its 2019 impact study and recommends the full implementation of the Basel Ill standards at
the EU level.

Contrary to the 2019 impact study, the new impact study presents two scenarios:

=  The Basel lll scenario used in the first study: the EBA estimates that capital requirements for European
banks will increase by 18.5% (the 2019 Impact study’s estimation was 24.1%) which would represent a
capital requirement of € 52.2 billion (€109.5 billion in the 2019 Impact study).

= The second scenario takes into account EU-specificities as requested by the European Commission in
its call for advice. This scenario focuses, among others, on the SMEs supporting factor in addition to
the preferential treatment in terms of risk weighting. According to this scenario, the capital
requirement would increase by 13.1%, which would necessitate a capital requirement of € 33 billion.



https://www.eba.europa.eu/sites/default/documents/files/document_library/Publications/Reports/2020/960797/Basel%20III%20monitoring%20report%20-%20Dec%202020.pdf
https://www.eba.europa.eu/sites/default/documents/files/document_library/Publications/Reports/2020/961423/Basel%20III%20reforms%20-%202019Q4%20update%20and%20Covid%20impact.pdf
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December 14, 2020 - the European Commission adopts a delegated regulation on regulatory technical
standards for assigning risk weights to specialized lending exposures

On December 14, 2020, the European Commission adopted a delegated regulation completing the capital

requirements regulation (CRR) with regulatory technical standards for assigning risk weights to specialised
lending exposures.

This draft of regulatory technical standards specify how financial institutions should take into account the
factors of financial strength, political and legal environment, transaction or asset characteristics, strength of the
sponsor and developer, and security package when assigning risk weights to specialised lending exposures in
respect of which an institution is not able to estimate the probability of default as provided in CRR.

The delegated act specifies that institutions must classify each specialized lending exposure into one of the four
categories: project finance, real estate, object finance and commodities finance.

For specialised lending exposures that are not in default, the delegated regulation provides that institutions
should apply the assessment criteria associated with the relevant class. For specialised lending exposures
identified as in default, institutions should assign the exposure to category 5.

The delegated act adds that institutions will have to specify for each type of exposure how the different factors
are combined in the final assignment of the specialised lending exposure to one of the categories.

The Commission also specifies that the final assignment to a category must be based on the weighted average
of the cardinal numbers of the categories to which the exposure has been assigned, for each factor. The weight
that institutions assign to each factor should not be lower than 5% and not be higher than 60%.

Next steps

The delegated act has been submitted to the European Parliament and the Council of the European Union for
scrutiny for a period of 3 months during which they may object to the delegated act.

The delegated regulation will enter into force on the twentieth day following that of its publication in the
Official Journal of the European Union.

December 9", 2020 - Inter-institutional agreement on the STS Securitisation

On December 11th, 2020, the Council of the European Union and the European Parliament reached an
agreement on the European Commission ‘s proposal amending the STS securitisation regulation and the Capital

requirements regulation (CRR).

As a reminder, the legislative proposals are intended to facilitate the use of securitisation in the context of the
COVID-19 crisis.

The agreement maintains a proposal to introduce a specific treatment for securitisation of non-performing
loans, which would allow banks to lend more and lighten their balance sheet. It also maintains the extension of
the framework for simple, transparent and standardized securitisation (STS) to synthetic on balance sheet
securitisations.

Next steps



https://ec.europa.eu/transparency/regdoc/rep/3/2020/EN/C-2020-8242-F1-EN-MAIN-PART-1.PDF
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32013R0575&from=fr
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32017R2402&from=EN
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32013R0575&from=fr
https://data.consilium.europa.eu/doc/document/ST-14145-2020-ADD-4/en/pdf
https://data.consilium.europa.eu/doc/document/ST-14145-2020-ADD-3/en/pdf
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The texts will be officially approved by the co-legislators and published in the Official Journal of the European
Union.

December 2", 2020 - COVID-19 : EBA decides to reactivate its guidelines on loan moratoria

Due to the second COVID-19 wave, the European Banking Authority (EBA) has decided on December 2" to
reactivate its guidelines on legislative and non-legislative moratoria on loan repayment adopted in April 2020.
As a reminder, these guidelines ended in September 30t ,2020.

As part of the reactivation of these guidelines, the EBA ha decided to add two new conditions to ensure that the
support provided by the moratoria is limited to bridging liquidity shortages due to the lockdowns and that there
are no operational restraints on the continued availability of credit. These new constraints provide additional
safeguards against the risk of an undue increase in unrecognized losses on banks’ balance sheet:

1. “Onlyloans that are suspended, postponed or reduced under general payment moratoria not more than
9 months in total, including previously granted payment holidays, can benefit from the application of
the Guidelines”.

2. “Credit institutions are requested to document to their supervisor their plans for assessing that the
exposures subject to general payment moratoria do not become unlikely to pay. This requirement will
allow supervisors to take any appropriate action”.

Next step

These updated guidelines will apply until March 315, 2021.

November 30", 2020 — Basel Committee discusses COVID-19 and future work

On November 30, 2020, the Basel Committee endorsed a coordinated approach to mitigate the risks of the
pandemic to the global banking system.

Contrary to the 2008 financial crisis and thanks to the reforms undertaken since then, the global banking system
have entered the COVID-19 crisis with ample capital and liquidity.
The decision to postpone the application of Basel Ill standards at the start of the pandemic participated to
support banks’ resilience. In its statement, the Basel Committee reminds that the capital and liquidity buffers
help banks to absorb shocks and keep lending to creditworthy households and companies. The members of the
Committee repeated their support to a measured drawdown of these buffers during the crisis.
Once the crisis is behind us, banks will have to rebuild their buffers whilst taking account of economic, market
and bank-specific conditions.
In the context of the second wave, the group of Central Bank Governors and Head of supervisions (GHOS) asked
the Basel Committee to pursue a coordinated approach in responding to the crisis
The Basel Committee will be required to:
=  Keep monitoring and assessing the vulnerabilities and risks to the global banking system from COVID-
19 and sharing information on supervisory insights during the crisis.
=  Encourage the use of flexibility as provided in the Basel framework;
=  Monitor the implementation of temporary adjustments to mitigate current risks to the banking system,
to ensure they are consistent with the objectives of the Basel framework;
=  |f necessary, adopt additional global measure in a coordinated manner.



https://eba.europa.eu/sites/default/documents/files/document_library/Publications/Guidelines/2020/GL%20amending%20EBA-GL-2020-02%20on%20payment%20moratoria/960349/Final%20report%20on%20EBA-GL-2020-02%20Guidelines%20on%20payment%20moratoria%20-%20consolidated%20version.pdf
https://eba.europa.eu/sites/default/documents/files/document_library/Publications/Guidelines/2020/GL%20amending%20EBA-GL-2020-02%20on%20payment%20moratoria/960349/Final%20report%20on%20EBA-GL-2020-02%20Guidelines%20on%20payment%20moratoria%20-%20consolidated%20version.pdf
https://www.bis.org/press/p201130.htm
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The member of the Basel Committee also decided from now on that any further potential adjustments to Basel
Il will be limited in nature and consistent with the Committee’s evaluation work.
The Basel Committee will focus on:

=  Monitoring the implementation, timeliness and consistency of the standards;

= Completing an evidence-based evaluation of the effectiveness of the reforms.

The Basel Committee also decided to focus is policy and supervisory agenda on future risks to the global banking
system and its vulnerabilities.

November 25, 2020 — Risks and vulnerabilities for corporates and banks

On November 25t, 2020, the European Central Bank (ECB) published its latest Financial Stability Review (FSR)
which is a semi-annual publication mapping the sources of risk and vulnerabilities for the euro area financial

system.

In its review the ECB notes that the measures set up by the European and national institutions have helped
European companies and households but the ECB warns of the risks that could arise from a premature end of
these measures but also from a prolonged support. A premature withdrawal of these measures could set back
the economic recovery according to the ECB which could lead to solvency issues.

The ECB also warns that bank profitability could remain weak.

A premature end of the measures could also impact European banks and lead to an additional wave of loss even
though European banks have stronger balance sheets than in 2008. Banks’ capital buffers will however remain
comfortable and should remain available to absorb losses and support lending.

The ECB calls on national and European authorities to monitor the effectiveness of policies to support buffer
use and avert deleveraging.

November 24th, 2020 — The European Parliament approved the new member of the Executive board of the
ECB

On November 24t, 2020, the European Parliament approved with a narrow majority the appointment of Mr.
Frank Elderson (Netherlands) as a member of the Executive Board of the European Central Bank (ECB). The
European Parliament has however pointed out that the appointment procedure should be reviewed to ensure,
for instance, that the nomination list be gender-balanced with at least 2 candidates.

The Eurogroup has also approved this nomination which now needs to be formalized by the European Council.
Frank Elderson will take over from Yves Mersch on December 14th, 2020.

November 237, 2020 - Parliamentary question on non-performing loans and COVID-19 impact on the
economy
On November 23, 2020, a parliamentary question was addressed to the European Commission on the incoming

increase of non-performing loans.
Raffaele Fitto and Carlo Fidanza (ECR, IT) point out that due to the COVID-19 pandemic, there is (and will be) a
sharp drop in supply and demand, which will lead to substantial repercussions on the gross domestic product
and an increase of unemployment.



https://www.ecb.europa.eu/pub/financial-stability/fsr/html/ecb.fsr202011~b7be9ae1f1.en.html#toc3
https://www.europarl.europa.eu/doceo/document/P-9-2020-006362_EN.html
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In that context, the Member of the European Parliament draw the attention of the European Commission that
the new definition of default (90 days) will enter into effect in January 2021 which will create problems for
households and companies who are not able to repay their loans due to the economic crisis.
The Member of the Parliament therefore ask to the European Commission:
1. Whether it will propose changes to the 90 days rules, even on a temporary basis, to allow for greater
credit flexibility?
2.  Whether it agrees that the 90 days rules should be temporarily relaxed for the COVID-19 emergency in
order to avoid the negative social impact of this rule?

Next steps
According to the Rules of procedure of the European Parliament, the European Commission shall answer
within six weeks of being forwarded to it.

November 20th, 2020 — EBA examines the use of moratoria on loan repayment and public guarantees

On November 20, 2020, the European Banking Authority (EBA) published a note examining the use of
moratoria on loan repayment and on public guarantees in the European Union as part of the COVID-19 crisis.
The measures adopted by Member States and by private actors such as moratoria on loan repayment and public
guarantee schemes (PGSs) helped mitigating the impact of the lockdown, supporting new lending and provided
breathing space to borrowers.
In that context, the EBA provided a common prudential treatment for banks’ exposures under moratoria on
loan repayments with its guidelines on legislative and non-legislative moratoria adopted in April 2020.
This report examines the use of moratoria and public guarantees based on data up June 30t, 2020:
Moratoria
= A nominal loan volume of € 871 billion was granted under the EBA-compliant moratoria on loan
repayments, which represents 6% of banks’ total loans;
= €860 billion of loan moratoria were granted to households and non-financial corporations: € 495 billion
of loan moratoria were granted to households and € 365 billion to non-financial corporations;
= 16% of SMEs were granted moratoria, the highest share of moratoria granted
= 12% of commercial real estate loans and 7% of residential mortgage were granted moratoria;
= Within the EU, the use of moratoria was dispersed, some banks reported having granted moratoria for
40% of their loans to households and non-financial corporations.
= Cypriot, Hungarian and Portuguese banks reported the highest share of loans subject to moratoria;
= French, Spanish and Italian banks reported the highest volumes of loans subject to moratoria.

In June 2020, 50% of the moratoria were going to expire in September 2020 (the guidelines ended on
September 30%), but the EBA reactivated its guidelines on December 2" and some Member States had
announced an extension to the end of the year.
These measures have helped and will help the real economy reduce the impacts but the EBA warns European
banks to remain vigilant and continuously assess the asset quality of these loans.
Public guarantee scheme (PGS)
= New loans guaranteed by PGSs amounted to € 181 billion which represents 1.2% of banks’ total loans,
predominantly to non-financial corporations (95%);
= Banks in Spain had the highest share of new loans subject to PGSs relative to total loans and banks in
France, Italy and Portugal also reported high volume of loans;
= Loan maturity for these loan ranges from 6 months and 5 years

The EBA warns the European banks and Member States of the risks associated with the affected exposures
considering the second wave of COVID-19.



https://eba.europa.eu/sites/default/documents/files/document_library/Risk%20Analysis%20and%20Data/Risk%20Assessment%20Reports/2020/Thematic%20notes/Thematic%20note%20on%20moratoria%20and%20public%20guarantees/936761/For%20publication%20-%20Thematic%20note%20on%20moratoria%20and%20public%20guarantees.pdf
https://eba.europa.eu/sites/default/documents/files/document_library/Publications/Guidelines/2020/GL%20amending%20EBA-GL-2020-02%20on%20payment%20moratoria/960349/Final%20report%20on%20EBA-GL-2020-02%20Guidelines%20on%20payment%20moratoria%20-%20consolidated%20version.pdf
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November 13th, 2020 — 2021 EU wide stress methodology
On November 13t, 2020, the European Banking Authority (EBA) published the methodology and the timing for
the EU -wide stress test scheduled for 2021.
As a reminder, the EU-wide stress test was scheduled for 2020 but was postponed due to the pandemic. The
new test will be launched in January 2021 with the macroeconomics scenarios and the results will be released
by July 31, 2021.
This EU-wide stress will be a bottom-up exercise and will include a static balance sheet assumption. The
objective of this exercise is to assess the impact of adverse shocks on the solvency of banks: based on the
macroeconomic scenarios, banks will have to estimate the evolution of the credit market, counterparties,
operational risks and the main income sources.
The EBA also set the timeline for this stress test:

=  January 2021: Launch of the exercise

= April 2021: First submission of results to the EBA

=  May 2021: Second submission to the EBA

= June 2021: Third submission to the EBA

=  Mid-July 2021: Final submission to the EBA

=  End-July 2021: Publication of the results

November 10th, 2020 — STS Securitisations in the EU: European Parliament adopts report on Commission’ s
amendments

On November 10, 2020, the economic and monetary affairs committee (ECON) of the European Parliament
adopted its report on the European Commission’s proposals as part its package “Making capital markets work
for Europe’s recovery”. Amending the Securitisation STS regulation and CRR, the aim of these proposals was to

facilitate the use of securitisation, to free their balance sheets of non-performing loans and enabling them to
expand their lending
= Amendments to the Capital Requirement regulation: the European Commission proposed to remove
existing regulatory obstacles to the securitisation of non-performing exposures which could help banks
to offload non-performing exposures that can be expected to grow because of the coronavirus crisis.
The report presented by Othmar Karas (EPP, AT) supports the European Commission’s proposal. The
Council of the EU reached a political agreement in October 2020.

= Amendments to the Securitisation STS regulation: the Commission proposes to create a specific
framework for simple, transparent and standardized on-balance-sheet securitisation that would
benefit from a prudential treatment reflecting the actual riskiness of these instruments. The report
presented by Paul Tang (S&D, NL) adopted by the ECON committee supports the Commission’s
proposal. The Council of the EU adopted its political compromise in October 2020.

The European Central bank (ECB) also published its opinion on the European Commission’s proposals.
Regarding the amendments on the STS securitisation, the ECB notes that the European Commission’ proposal
introduces a specific framework for STS balance-sheet synthetic securitisation and a preferential risk weight
treatment for senior tranches of synthetic STS securitisation that are retained by the originator. The ECB notes
that this proposal is not in line with the Basel Committee on Banking Supervision (BCBS) standards who do not
foresee an STS framework for synthetic securitisations.



https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32017R2402&from=en
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32013R0575&from=fr
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:52020PC0283&from=EN
https://www.europarl.europa.eu/doceo/document/A-9-2020-0213_EN.pdf
https://data.consilium.europa.eu/doc/document/ST-11861-2020-ADD-4/en/pdf
https://www.europarl.europa.eu/RegData/docs_autres_institutions/commission_europeenne/com/2020/0282/COM_COM(2020)0282_EN.pdf
https://www.europarl.europa.eu/doceo/document/A-9-2020-0215_EN.pdf
https://data.consilium.europa.eu/doc/document/ST-11861-2020-ADD-3/en/pdf
https://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:52020AB0022&from=FR
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The ECB also recommends to the European Commission to closely monitor the STS synthetic securitisation
market. The institution warns that a “preferential risk weight treatment could be an incentive for credit
institutions to increase their reliance on synthetic securitisation for capital management. A future systemic shock
could potentially cause several synthetic securitisation structures to fail at the same time, putting pressure on
capital positions of credit institutions and reducing their ability to lend to the real economy”.

Regarding the securitisation of non-performing loans, the ECB has a more “negative opinion” and recommends
that the amendments should reflect the BCBS standards. The ECB points out that the “current rules for the
computation of risk weights for securitisation positions (...) can lead to excessively high-risk weights for positions
in NPE securitisation”. The ECB also draws the attention on the need to appropriately assess the risks weights:
“In order to facilitate the reduction of NPEs by credit institutions, one important element is to ensure that the
resulting securitisation positions are subject to appropriate risk weights. The draft BCBS standards strike a good
compromise between risk sensitivity and simplicity by defining a fixed 100 % risk weight for senior tranches of
qualifying NPE securitisations”.

On November 23, 2020, the European Banking Authority (EBA) also published its report on significant risk
transfer (SRT) in securitisation transactions.

Next steps
The European Parliament and the Council of the European Union reached an agreement on December 10th,

2020. The agreement must be formally approved by the co-legislators before publication in the Official
Journal of the European Union.

November 2020 — Non-performing loans increase and the emergence of bad banks

Caught in the middle of a second wave, the European and national supervisory banking authorities are ringing
the non-performing loans bell.

During a public hearing in front of the ECON committee, Andrea Enria, chair of the European Central Bank’s
Supervisory board called on lenders to identify borrowers who have fallen behind on their payments and
reclassify loans on a case-by-case basis.

The President of ECB’s supervisory Board also warned that quick action on bad loans can prevent a build up
from clogging up balance sheets and hampering lending as it did in past crises. According to the ECB, non-
performing loans at euro area banks could reach € 1.4 trillion, above the level of the 2008 financial crisis.

Andrea Enria is not the only one asking lenders to act now. According to Elke K&nig, chair of the Single Resolution
Board, we will see the impacts on banks of NPLs in a few quarters once the level of governments support has
decreased. She also called on banks to identify and deal with NPLs as soon as possible.

The European Commission will release on December 15t a new Action Plan on Non-performing loans. The
package should include framework for restructuring, insolvency and debt recovery but also for developing
markets for lenders to sell off loans from their books. The package will also suggest ways to tackle anomalies in
the bank capital regime for distressed assets. The objective behind this new action plan is to avoid the mistakes
made during the last financial crisis when banks and authorities failed to act quickly which impaired banks’
ability to bolster lending.



https://www.bis.org/bcbs/publ/d504.pdf
https://eba.europa.eu/sites/default/documents/files/document_library/News%20and%20Press/Press%20Room/Press%20Releases/2020/EBA%20calls%20on%20the%20EU%20Commission%20to%20harmonise%20practices%20and%20processes%20for%20significant%20risk%20transfer%20assessments%20in%20securitisation%20/936969/EBA%20Report%20on%20SRT.pdf
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The package could also include a network of governmental “bad banks” to hoover up failed loans.

Next steps
The European Commission’s action plan on non-performing loans will be published on December 15th.

November 2020 — The European Commission published its survey on the access to finance of enterprises

On November 2020, the European Commission published its Survey on the access to finance of enterprises
(SAFE).

The main findings of the survey are the followings:

= |n 2020, the most relevant sources of external financing are:

o (1) credit line or overdraft,

o (2) bankloans and

o (3) leasing;

= |n 2020:

o 31% of EU SMEs had applied for credit line, bank overdraft or credit card overdraft and 76%
of them were successful in the sense that these SMEs obtained at least 75% of the required
amount;

o 35% of EU SMEs applied for a bank loan and 77% of them were granted (at least 75% of the
amount);

o 31% of EU SMEs applied for trade credit and for 78% of these applications, at least 75% of the
amount required was obtained.

= Bank loans as a source of external financing have been decreasing since 2014 but increased slightly in
2020;

= Grants and subsidized loans are considered significantly more relevant than in previous years and their
use has increased significantly in 2020 compared to 2019.

= The interest rates charged to EU SMEs have been decreasing since 2014;

= Others private loans, equity, trade credit, factoring, debt securities are mentioned as relevant by a
smaller percentage of SMEs when compared to other types of finances and their relevance has
gradually decreased,;

Factoring (2014 - 2020)

The report notes that factoring is most prevalent in industry (used by 11% of the EU SMEs) compared to
trade (6%), construction (5%) and services (3,5%). with a slight decrease on 2019.

figure 29 Use of factoring during April to September for SMEs in the EU27, 2014-2020
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https://op.europa.eu/en/publication-detail/-/publication/27497f70-2ed2-11eb-b27b-01aa75ed71a1/language-en?WT.mc_id=Searchresult&WT.ria_c=41957&WT.ria_f=5702&WT.ria_ev=search
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The use of factoring has remained stable for enterprises of all sizes except for enterprises with 50 to 249

employees who recorded a slight decrease.

The reports shows that between April and September 2020, on average, only 5% of SMEs in the European
Union have used factoring (the highest rate is registered for SMEs in Finland and the slowest in Malta).

The proportion of SMEs using factoring between April and September 2020 raises with the size of the

enterprise.

Other interesting findings point out that high-growth enterprises, exporting SMEs and innovative SMEs

“more often used factoring than their non-innovative counterparts”.

B. by size-class
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Use of factoring during April to September 2020 for SMEs in the EU27, by country
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figure 31 Use of factoring during April to September 2020 for SMEs in the EU27, by enterprise
characteristic
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figure A2.10 Use of factoring in the past six months (April to September 2020) for SMEs in Albania, Bosnia
and Herzegovina, North Macedonia, Kosovo, Iceland, Montenegro, Serbia, Turkey and the
United Kingdom, by country.

Albania 31% 41%

| ———aa g Ee—
Bosnia and Herzegovina [IEEL. D 67% 16%
____26%

Iceland 97%
Kosovo 48% 14%
Montenegro 6% | 60% 29%
North Macedonia BIEECS 90%
serbia [IECHE 76% 7%
Turkey 6% | 87%
United Kingdom L] 88%
used in the past 6 months = did not use in the past 6 months not relevant to enterprise

relevant but do not know if used udk/na

Source: SAFE, (Q4r); edited by Panteia.

October 30th, 2020 — The EP Report on the relaxation of capital and liquidity buffers in the context of the
COVID-19 crisis

On October 30t; 2020, the economic and monetary affairs committee (ECON) of the European Parliament
published a report “Has the relaxation of capital and liquidity buffers worked in practice?”. This report was
commissioned by the ECON committee earlier this year.

In this report, the authors were asked to assess the consequences on the capital, level of liquidities and
shareholders’ remuneration following the policy actions undertaken by the European Central Bank (ECB) and
national authorities regarding the economic impacts of the pandemic.



https://www.europarl.europa.eu/RegData/etudes/IDAN/2020/651374/IPOL_IDA(2020)651374_EN.pdf
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As a reminder, the measures adopted by the ECB and national authorities aimed at releasing banks capital
buffers. They were also informed that they should make use of the capital requirements relaxation provisions
to extend their loan portfolios’ volume and satisfy the economy’s increased liquidity demand.

According to the ECB, during the second quarter 2020, the demand for short-term loan increased for non-
financial firms and small and medium-sized enterprises (SMEs) which requested these loans to fill the gap
between their revenues their everyday operations. Banks have therefore reduced the loan application rejection
rate and eased credit standards for short-term loans while tightening credit standards for long-term financing.
They also forecasted a substantial tightening of the credit standards after the government guarantee schemes
expire.

The report focuses on:

=  The temporary release of capital requirements of common equity tier 1 capital ratio;
= The liquidity buffer release;
=  The payout suspension.

The report notes that:

= (Capital release on the aggregate credit worth was between 2% and 2,6% during the first twelve
months after the policy decision;

=  The impact of capital availability is expected to expand further if the losses start to accumulate on the
banks’ balance sheets;

=  There is no credit crunch in the euro area on the aggregate level: the total loan volume grew during
the first half of the year;

= During the second quarter, the credit supply was driven by the government loan guarantee schemes
and loan portfolios reallocation towards safer borrowers and the significant institutions’ risk-
weighted assets remain at the start of the year level (2019).

=  The CET1 ratio of euro area significant institutions’ risk is also stable;

=  The dividend payout ban is contributing to the decrease in the banking sector market valuation and
the regulatory uncertainty. As a consequence, the bank might be reluctant to lend and prefer to keep
their pre-crisis target ratios in order to signal to their shareholders that their dividend income is not
jeopardized, but deferred.

The report suggests to introduce a clear regulation that would explicitly state the course of the supervisory
actions concerning pay-out restrictions for situations such as the one triggered by the COVID-19 pandemic.

According to the report:
= Banks should be allowed to distribute the financial year earning as scheduled (dividends or share

buybacks).
=  The share buybacks should be limited to the sum of the distributable earnings.

October 30t", 2020 - The EP published a report on the relaxation of bank capital and liquidity requirements
during the COVID-19 crisis
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On October 30%, 2020, the European Parliament published a report on “The relaxation of bank capital and
liquidity requirements in the wake of the coronavirus crisis” commissioned by the Economic and monetary
affairs committee (ECON).

The report assesses the efficiency of the measures adopted in response to the COVID-19 pandemic by European
and national authorities to support banks’ ability to provide credit to the real economy.

This report concludes that:
= “Macroprundential tools in the current banking regulation are clearly insufficient to deal with large

macroeconomic shocks;
=  The new framework for provisioning based on expected credit losses adds an additional layer of

procyclicality to the one derived from the risk-sensitive bank capital requlation;

= Given the procyclicality of the regulation , an institutional design in which micro-prudential supervision
is close to the central bank is highly desirable, so that micro prudential tools can be quickly deployed for
macroprudential purposes”.

The report gives the following recommendations:

= “The gap between revenues and credits should be abandoned as the common reference point for the
counter-cyclical capital buffer, because it tends to give wrong signals.

= Banking regulation should be rebalanced in order to increase macroprudential buffers. The upper bound
of the countercyclical capital buffer could be raised by 2.5% to 4% and, to partially compensate this
increase, the capital conservation buffer could be reduced from 2.5% to 2%.

= |t would be desirable to use a single statistical framework in the calculation of the through-the-cycle
(TTC) risk measures used to compute capital requirements and the point-in-time (PIT) measures used to
compute loan loss provisions.

= To mitigate the procyclical effects of the new accounting standards, it would be worth considering
expanding the current prudential filters that separate accounting from regulatory capital”.

October 29", 2020 — EBA publishes its first report on TLAC- MREL

On October 29th, 2020, the European Banking Authority (EBA) published the first monitoring report on minimum

requirement for own funds and eligible liabilities (MREL) and total loss absorbing capacity (TLAC) instruments.

The objective of this report is to inform stakeholders about the implementation review performed by the EBA
on TLAC and MREL instruments.

This report is based on the assessment of five main areas which are relevant to determine the quality of the
TLAC/MREL instruments:

= Availability

=  Subordination

= Capacity for loss absorption

= Maturity

= others aspects including governing law, tax and regulatory calls, tax gross-up clauses



https://www.europarl.europa.eu/RegData/etudes/IDAN/2020/651373/IPOL_IDA(2020)651373_EN.pdf
https://eba.europa.eu/sites/default/documents/files/document_library/Publications/Reports/2020/934726/TLAC%20MREL%20Monitoring%20Report%20EBA-REP-2020-27.pdf
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To perform this assessment, the EBA has analysed 27 transactions from 14 jurisdictions which amounted to a
total of € 22.75 billion The scope of the monitoring has been limited to two of issuance:

= Senior non-preferred (SNP) issuances (€ 21 billion)

= Senior holding company issuances (€ 1.75 billion)

The monitoring of new issuances will continue, with the objective of covering as many jurisdictions as possible.
The report also adds that the EBA will provide more guidance on the interaction between the clauses used for
environmental, social and governance (ESG) capital issuance and the eligibility criteria for eligible liabilities
instruments.

October 27th, 2020 — Andrea Enria suggests the creation of a bad bank to fight the consequences of non-
performing loans

After the publication of an article in the Financial Times on October 26, 2020, Andrea Enria, Chair of the
Supervisory Board of the European Central Bank (ECB) detailed in front of the Economic and monetary
committee (ECON) of the European Parliament, the advantages of setting up an regional “bad bank” which
would take the form of an asset management company (AMC). He argued that this AMC would not produce
losses of taxpayers and can enable the banking sector to clean up balances sheets much more quickly.

This “bad bank” or a “European network of AMC” would be open to banks whose model is deemed viable and
other financial institutions that would be subject to strict conditionality rules with regard to restructuring.
Following the first wave of COVID-19, the ECB estimated that in a severe but plausible scenario that non-
performing loans at euro area bank could reach € 1.4 trillion, which is above the level reached during the 2008
financial crisis.

The entity would be backed by a European body for its financing on the markets. A common valuation
methodology will be defined for the transfer of non-performing loans from the bank to the entity.

European banks would benefit from leaner balance sheets, would lend more to the economy and economic
players could invest more instead of trying to reconsolidate their financial position.

According to Elke Konig, chairwoman of the Single Resolution Board, bad banks could be part of the toolbox for
dealing with non-performing loan but “there are not the magic wand that makes losses disappear”. She also
called European banks to act as quickly as possible to identify NPLs and start provisioning.

Mr Enria also reassured that the creation of bad banks does not mean a mutualisation of possible losses between
Member States. He also stressed that this solution is not about helping banks that took excessive risks. The
objective is to enable European banks to support viable households and SMEs.

October 27th, 2020 — The ECB publishes the results of its lending for the third quarter 2020

On October 27t, 2020, the European Central Bank published the results of its Euro area bank lending survey
based on the third quarter 2020.



https://www.ft.com/content/cc3a9a51-4d9a-4c73-9ff0-9f623ecf4065
https://www.ecb.europa.eu/press/pr/date/2020/html/ecb.pr201027~da272988b3.en.html
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=  European banks have tightened credit standards for loans to companies and households

In the third quarter 2020, credit standards have tightened for loans to companies (19%), consumer credit (9%)
and house credits for households (20%).

Banks explained this tightening with the following factors:
= the general economic outlook;
= increased credit risk of borrowers;
=  alower risk tolerance.
For the last quarter of 2020, credit standards should continue to tighten for companies and households loans.
= Terms and conditions have tightened during the third quarter 2020
For new loans to companies and households, terms and conditions have tightened as well.

=  Demands for loans or drawing of credit lines

Demands for loans or credit lines from firms have declined during the third quarter 2020. This is explained with
the lower emergency liquidity needs related to the coronavirus.

However, banks are reporting an increase in demand for housing loans in the third quarter 2020 and a slight
increase of consumer loans.

For the last quarter, European banks expect an increase of the net demand for loans from companies, demand
for housing loans should decrease while demands for consumer credit should increase.

=  ECB’s measures support European banks lending
Thanks to the ECB’s monetary policy measures, banks’ access to retail and wholesale funding have improved.
The ECB notes that these measures and the negative deposit facility rate had an easing impact on bank lending

conditions and a positive impact on lending volumes. The TLTRO Ill measures have supported bank lending.

The ECB also points out that the ECB’s asset purchase and the negative deposit facility rate had a negative
impact on their profitability through a negative impact on their net interest income.

October 21%t, 2020 — the ESRB publishes its report on EU non-bank financial intermediation

On October 21, 2020, the European Systemic Risk Board (ESRB) published its European Non-bank financial
intermediation risk monitor 2020.

This 5t NBFI monitor is based on the 2019 data but also includes market developments at the onset of the
coronavirus in early 2020. This report contains the structural risks, vulnerabilities and the cyclical risks related
to non-bank financial intermediation; stemming among others from interconnectedness, liquidity and leverage.
The scope of this monitoring which is measured by assets under management, includes all investment funds



https://www.esrb.europa.eu/pub/pdf/reports/nbfi_monitor/esrb.202010_eunon-bankfinancialintermediationriskmonitor2020~89c25e1973.en.pdf?588be9e8391cfb17584d2a283dfe0abe
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and other financial institutions (OFls) and excludes the assets of banks, insurance corporation, pensions funds
and central counterparties who hold a banking license.

The scope of the monitoring represents € 45.5 trillion at the end of 2019 with a 6.7% increased from 2018.
The ESRB identify 4 key cyclical risks which require a close monitoring:

= Contraction of economic activity in the EU and globally and uncertainty on the global outlook;
= |ndebtedness rose, credit risk increased and rating downgrades rose as well;

= |ncreased share of negative yielding assets and interest rates;

= Subdued liquidity and increased volatility in some markets;

The ESRB has also identified several structural risks and vulnerabilities:

= Risk-taking, liquidity risk, pricing uncertainty and risks associated with the leverage among some types
of investment funds and other non-bank financial institutions;

= Domestic and cross-border interconnectedness and the risk of contagion across sectors and within the
non-bank financial system;

= Activities-related risks (procyclicality, leverage and liquidity risk) created through the use of derivatives
and securities financing transactions;

= Data gaps including the need to develop new and improved risk metrics as new datasets become
available.

October 9th, 2020 — AnaCredit and climate impact: Parliamentary question

On October 9t, 2020, the European Parliament published a parliamentary guestion lodged by Ernest Urtasun
(Green/ALE, ES) to the European Central Bank on the use of AnaCredit for climate neutral lending.

In his question, the Spanish deputy reminds that the ECB provided € 1.308 billions to European banks so they
could keep and extend credit to firms and households. He points out that the targeted longer-term refinancing
operations (TLTRO) funding depends on banks’ loans to companies and households but it does not take into
account the climate impact of bank loans.

He asks the ECB whether :

1. The ECB Governing Council can oblige banks to disclose the climate impact of their loans in AnaCredit?
The ECB will make its TLTRO dependent on the climate impact of bank loans?

3. The EB will expand the eligible assets for TLTRO to include loans for the purchase of climate-neutral
housing?

On November 18, 2020, the ECB published a letter answering to the parliamentary questions:

Obligation for banks to disclose the climate impact of their loans in Anacredit:

“To answer your specific question, any substantial amendment of the AnaCredit Regulation, including the
possible inclusion of a requirement for banks to disclose the environmental characteristics of their loans, would

require a careful impact assessment, including a merits and costs procedure. 4 The new requirements would
need to be translated into a draft update of the AnaCredit Regulation5 (or its future successor, the Integrated



https://www.europarl.europa.eu/doceo/document/ECON-QZ-658818_EN.pdf
https://www.ecb.europa.eu/pub/pdf/other/ecb.mepletter201119_Urtasun~e834423206.en.pdf?645931b1f6812a31a2543aa8eb54b97b
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Reporting Framework (IReF) Regulation6 ), which would then be subject to a public consultation prior to its
adoption by the ECB’s Governing Council. Moreover, any collection of additional data would require discussion
on whether this is necessary and appropriate to deliver the additional information required for monetary policy
and financial stability tasks. To date, the Governing Council has not yet discussed any amendment to the
AnaCredit Regulation”.

“More fundamentally, a key precondition for the collection of such data through AnaCredit is that banks are able
to collect the respective information from their customers. Banks would need to have access to detailed
information on the environmental characteristics of their counterparts’ underlying investments that are being
financed by their lending operations. In order to ensure information of sufficient detail and quality, a
standardised framework is needed to allow banks to determine the environmental impact of their credit
exposures on the basis of commonly agreed criteria. Establishing a reliable information basis would require close
cooperation among the European Union co-legislators, the European Commission, and the ECB, as well as
coordination with current and upcoming policy initiatives on sustainable finance and non-financial disclosures”.

Conditionality of TLRO to the climate impact of bank loans

The ECB answers that “ it will consider whether and how its monetary policy could take climate change
considerations into account in line with its competences and mandate in the context of the strategy review”.

Expansion of eligible assets to TLRO to include loans for the purchase of climate-neutral housing

“As in the first two series of TLTROs, eligible loans under the third series of TLTROs continue to be defined as
loans to euro area non-financial corporations and households (including non-profit institutions serving
households) excluding loans to households for house purchase. Loans for house purchase were considered to be
adequately served by the banking sector, and their exclusion was designed to avoid contributing to potential
financial imbalances in housing markets. In line with their treatment in the statistical framework, which is the
basis for TLTRO reporting, loans to households for house purchase include loans for refurbishment purposes in
all euro area countries”.

October 2", 2020 — The EBA publishes its guidelines on systemic risk buffers

On October 24, 2020, the European Banking Authority (EBA) published its guidelines on the appropriate subsets
of sectoral exposures to which a competent or designated authority may apply a systemic risk buffer. These
guidelines complete the Capital Requirements Directive.

According to CRD V, EBA is required to issue guidelines on the appropriate subsets of the four sectoral exposures
of the systemic risk buffer (SyRB). With these guidelines, the EBA sets a common framework harmonising the
design of the appropriate subsets of sectoral exposures to the application of an SyRB. The guidelines should
support national authorities in defining the specific subsets of sectoral exposures to which the SyRB can be
applied.

These guidelines provide for

= A common framework of dimensions and sub-dimensions from which the relevant authority can define
a subset of exposure:



https://eba.europa.eu/sites/default/documents/files/document_library/Publications/Guidelines/2020/Guidelines%20on%20the%20appropriate%20subsets%20of%20exposures%20in%20the%20application%20of%20the%20systemic%20risk%20buffer/932759/Final%20Report%20on%20EBA%20draft%20GL%20on%20the%20appropriate%20subsets%20of%20exposures%20in%20the%20application%20of%20SyRB.pdf
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For that purpose, three dimensions are used: type of debtor or counterparty sector, type of exposure
and type of collateral. National authorities can also supplement these three dimensions with three sub-
dimensions: economic activity, risk profile and geographical area.

=  Definitions of elements used in each dimensions and sub-dimension and examples of application

=  Set of criteria to be used by national authorities when they have to define a subset of sectoral
exposures as the systemic relevance of the risks stemming from the subset of sectoral exposures.

= Coordination and cooperation between the competent authority and the designated authority in order
to avoid the risk of overlaps, double counting of risk and inefficient risk targeting

Next steps

After translation into the official EU languages and publication, national authorities will have two months to
report whether or not they intend to comply with these guidelines.

The guidelines will apply from December 29, 2020.

September 28th, 2020 — IMCO commiittee publishes its opinion on the INI report on a New strategy for
European SMEs

On September 28t, 2020, the Committee on the Internal Market and Consumer Protection (IMCO) published
its opinion on the report on the “A new strategy for European SMEs” (INI report) prepared by the Committee
on Industry, Research and Energy (ITRE).

The ITRE Committee published its draft report in June 2020 in which the rapporteur: “Urges Member States to
implement the Directive on combating late payment in commercial transactions; recalls that liquidity must be
swiftly provided to SMEs, while measures for SME re-capitalisation should also be reinforced”.

In its opinion, the rapporteur Liesje Schreinemacher (RE, NL) supports this call for implementing the Directive
on late payment: “Underlines the fact that late payments account for a quarter of all SME bankruptcies in the
EU; urges the Commission to swiftly equip the Late Payment Directive with strong monitoring and enforcement
tools and to take appropriate binding measures to reinforce the current framework, so as to ensure and promote
prompt payments as a norm, in particular for government-to-business transactions, across the single market;
calls on authorities at European, national, regional and local level to set the right example by paying SMEs on
time; encourages in this context an active use of infringement procedures in cases where the directive is not
properly implemented”.

Next steps
The final report should be presented in plenary on January 18th, 2021.

September 30", 2020 — EBA publishes its 2021 work programme
On September 30, 2020, the European Banking Authority (EBA) published its 2021 work programme.
The 2021 EBA’s priorities are the following:

= Supporting the deployment of the risk reduction package and the implementation of resolution tools
The EBA will pursue its work on:

o its roadmap for the new market and counterparty credit risk approaches;



https://www.europarl.europa.eu/doceo/document/IMCO-AD-653798_EN.pdf
https://www.europarl.europa.eu/doceo/document/ITRE-PR-653858_EN.pdf
https://www.europarl.europa.eu/doceo/document/IMCO-AD-653798_EN.pdf
https://eba.europa.eu/sites/default/documents/files/document_library/About%20Us/Work%20Programme/2021/932669/EBA%202021%20Annual%20Work%20Programme.pdf
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o its roadmap on the risk reduction package which focuses on the areas of governance and
remuneration, large exposure, resolution, reporting and disclosure;

o technical standards, guidelines and report to support the timely implementation of the new
prudential regime for investments firms;

o theincrease of the loss absorbency capacity of the EU banking system: the EBA will deliver to
the European Commission a series of RTS to ensure an appropriate setting and reporting of
minimum requirements for own funds and eligible liabilities (MRELs).

=  Reviewing and upgrading the EU-wide EBA stress testing framework;
o The 2020 stress test will be conducted in 2021;
o For the 2023 stress test, the EBA intends to review the test methodology

= Becoming an integrated EU data hub by leveraging on the enhanced technical capability for
performing flexible and comprehensive analyses;

= Contributing to the sound development of financial innovation and operational resilience in the
financial sector;
The EBA will:
o Continue to ensure technological neutrality in regulation and supervisory approaches;
o Work on platformisation, regulatory and supervisory technologies as well as operational
resilience, crypto-assets, artificial intelligence and big data.

=  Building the infrastructure in the EU to lead, coordinate and monitor AML/CFT supervision
With its new power in anti-money laundering and counter financing terrorism, the EBA will continue
to lead policy development and promote effective and consistent policy implementation by NCAs. In
2021, the EBA intends to gather qualitative and quantitative information to build database to foster
exchange of information between the national competent authorities.

=  Providing the policies for factoring in and managing ESG risks:
In 2021, the EBA intends to:

o Publish a report on the incorporation of ESG into the risk management of institutions and
supervision: the report will set out policy direction, indications and methods of ESG related
governance, risk management and supervision.

o Prepare ITS on ESG disclosure in Pillar 3;

Support and monitor market efforts to improve approaches to scenarios analysis and stress
testing.

September 25, 2020 — The EBA launches its transparency test
On September 25, 2020, the European Banking Authority (EBA) launched its 7t" EU-wide transparency exercise.

This test aims at providing market participants with updated information on the financial conditions of EU banks
in June 2020. This test should allow the EBA to assess the preliminary impact of the ongoing crisis.

The results of this test are expected in June 2020.

September 25, 2020 — Valdis Dombrovskis calls EU legislators to complete the NPL package

On September 25, 2020, the roundtable on tackling non performant loans gathered to discuss non-performing
loans in the current crisis context.



https://eba.europa.eu/eba-launches-eu-wide-transparency-exercise
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In its introductory speech, Valdis Dombrovskis stated that, even though we can only see the crisis’s effects on
asset quality partially with the initial data from the first quarter, the Commissioner who was then still in charge
of financial services stated that we can already see signs of a “worsening situation regarding NPLs” .

The ECB data indicated that the NPL ratio for EU banks increased from 2.6% in the last quarter of 2019 to 2.9%
in the first quarter of 2020. The Commissioner declared that the crisis could create a sizeable amount of new
NPLs in the European Union even though the banking is considered as resilient overall.

The ECB’s bank lending survey already shows a net tightening impact of NPL ratios on banks’ credit standards
and on terms and conditions for loan across all categories in the first half of 2020. Moreover, Valdis Dombrovskis
stated that over the next six months, banks expect an increased net tightening impact for loans to business,
housing loans and consumers’ credit.

The former Commissioner for financial services warned of the consequences of an incomplete legislative
framework to control non-performing loans. He presented its strategy which focuses on two points:
=  The development of secondary markets through the completion of the NLP legislative package: The
Commissioner urges the European Parliament to reach an agreement on the two directives proposals
on credit services and credit purchases and on the Accelerated extrajudicial collateral enforcement
mechanism.
= The reform of the insolvency and debt recovery frameworks.

September 22", 2020 - the ESAs Joint Committee publishes its report on COVID-19 economic impacts

On September 22"4, 2020, the Joint Committee of the European Supervisory Authorities (ESAs) published a
report on the “ Risks and vulnerabilities in the EU financial system” in the context of the COVID-19 pandemic.
The report focuses on the economic impacts of the pandemic on financial services and presents a series of policy
actions to be applied by national competent authorities ( NCA), financial institutions and market participants.
The European Commission has forecasted a 8.3% contraction of the GDP with a 5.8% rebound for the last
quarter of 2021.

The report notes that valuation, liquidity, credit and solvency risks have increased due to the pandemic.
Whereas banks’ liquidity positions remain strong, the investment sector is most impacted with a significant
deterioration of asset liquidity and substantial outflows from investors. The crisis has amplif