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ECB Banking Supervision went back to a full SREP cycle in 2021, having adopted a pragmatic approach to its SREP assessment in 2020 in

response to the extraordinary circumstances at the onset of the coronavirus (COVID-19) pandemic.

That pragmatic assessment in 2020 had focused on banks’ handling of the challenges stemming from the pandemic and had kept Pillar

2 requirements (P2Rs) and Pillar 2 guidance (P2G) unchanged at 2019 levels.

The 2021 SREP cycle was conducted in the context of projections anticipating that output would return to pre-pandemic levels by mid-

2022.

▪ However, there is still uncertainty regarding the future evolution of the pandemic, and supply chain disruption is currently weighing

on trade and overall economic activity.

▪ There are also other risks on the horizon stemming from a broad range of uncertainties, including:

i. the possibility of cyberattacks,

ii. climate-related and environmental risks,

iii. the potential for a disruptive end to the low interest rate environment.

iv. several challenges are continuing to weigh on the profitability of Europe’s banking sector.

The ECB’s NPE coverage expectations became applicable as of end-2020. A considerable number of SIs took action to reduce their

shortfalls in the course of 2021.

▪ The aggregate shortfall in NPE provisions decreased by over 75% during the year.

▪ CET1 deductions were the main means of adjustment used by banks in the course of 2021.
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Overall capital requirements and guidance increased
slightly in 2021, averaging around 15.1% of RWAs,
compared with 14.9% in the pragmatic 2020 SREP
assessment.

▪ Total Pillar 2 requirements increased from 2.1% in
2020 to 2.3% in 2021, mostly on account of the
introduction of new NPE provisioning shortfall add-
ons.

▪ Pillar 2 guidance also increased by 20 basis points
on average (rising from 1.4% in 2020 to 1.6% in 2021)
in relation to the increased capital depletion
signaled by the 2021 stress test.

▪ The increase in average Pillar 2 requirements and
Pillar 2 guidance was partly offset by a decline in
the average countercyclical capital buffer, which
was negligible in 2021, having stood at 0.2% of
RWAs in 2020.

▪ The average amount of overall capital
requirements and guidance in CET1 increased to
around 10.6% of RWAs in SREP 2021, up from 10.5%.
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The SREP 2021 scores are broadly stable relative to the 2019 ones. 

These results are a sign of the banking system’s resilience and the success of the unprecedented support 
measures deployed by national and European authorities, since banks’ overall scores might well have 
deteriorated significantly during the pandemic. 

Concerns about risks on the horizon are reflected in qualitative findings and measures, primarily in the 
areas of risk management and internal governance.

Supervisors focused on the adequacy of credit risk processes in order to prevent any excess build-up of 
non-performing loans (NPLs) on banks’ balance sheets. 

Although banks’ risk profiles did not deteriorate significantly overall, supervisors downgraded several credit 
risk scores in relation to concerns about the adequacy of provisioning and other credit risk processes.

Notwithstanding positive anecdotal evidence of cost restructuring, refocusing of business models and 
consolidation initiatives in recent years, persistent weaknesses in banks’ business models led to a slight 
deterioration in business model-specific scores.



Copyright © 2022 – Iason Consulting Ltd. All rights reserved

7

Evolution of Scores 2/2

Introduction 4/4

7

The graph shows that the average overall SREP score for 2021 remained broadly stable relative to those of previous cycles,
with only a minor decline relative to 2019 in the percentage of banks scoring 2 and, accordingly, a minor increase in the
percentage of banks scoring 3.
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Significant institutions’ business models continue to be challenged by cyclical and structural factors.

Significant institutions’ profitability recovered in 2021 but it remains structurally low overall.

▪ Despite the progress achieved over the last few years, most significant institutions’ ROE is below the cost of
capital, which impairs the capacity to issue more capital in case of need.

ROE averaged 7.2% in Q3 2021 thanks to a reversal of the
cyclical challenges arising from the COVID-19 crisis, as banks
booked much lower impairments in the first three quarters of
2021 than they had in 2020.
The graph shows how higher Net Fee and Commission
Income (NFCI) and higher Net Trading Income (NTI)
contributed to banks’ increased profitability.
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Supervisory concerns regarding banks’ business models were associated with issues that predated COVID, such as
unsatisfactory transformation/strategic plans or problems with their execution.

▪ Several shortcomings persist as regards business models despite cost-reduction efforts and increased merger
and acquisition activity in pursuit of synergies.

▪ Supervisors’ attention has focused on banks’ future resilience and the sustainability of their business models.

▪ Banks’ slow progress on overhauling their business models has prompted supervisors to review their supervisory
toolkit.

The graph shows that the concerns about unsatisfactory
transformation/strategic plans or problems with their
execution were the primary driver of the overall
deterioration seen in supervisors’ assessment of the
sustainability of banks’ business models.
Scores deteriorated for almost 20% of banks. Score increases
were associated with material progress against strategic
transformation plans or the resolution of previous supervisory
issues.
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ECB Banking Supervision highlighted the following concerns regarding significant institutions’ management bodies:

ineffective supervisory functions on the part of the 

management body with absence of a strong 

challenging culture and weak decision making

insufficient attention to risk and compliance functions 

(hampering operational functionality and persistent 

qualitative and quantitative staff shortages)2

inadequate management of actual and potential 

conflicts of interest among members of management 

bodies3 concerns regarding the effectiveness of 

management bodies (gender and expertise diversity)4

Fragmented and non-harmonised IT landscapes5

1

Banks’ slow progress in remedying observed shortcomings raises concerns about the effectiveness of their boards and
their strategic steering capabilities.

There is a clear link between the detrimental impact of inappropriate internal control functions and issues relating to
the management of credit risk.
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Management bodies often lack an adequate policy on diversity with targets for the under-represented gender
and/or fail to do enough to promote diversity.

▪ These issues often go hand in hand with inadequate succession planning. Succession policies should target the
gender that is under-represented in the management body, while remuneration policies should be gender
neutral and information should be available on the gender pay gap.

▪ The collective suitability and diversity of management bodies is a major issue, as it is a key driver of their
effectiveness.

Supervisors are continuing to follow up on the findings of the on data aggregation and risk reporting.

▪ Supervisory assessments have improved for quite a few banks, thanks to the remediation of deficiencies
relating to governance infrastructure and reporting tools, data quality, digitalisation, compliance with the
Basel Committee on Banking Supervision’s principles (BCBS 239) and the staffing of dedicated units.

▪ Shortcomings include difficulties addressing standard and ad hoc information needs in a timely manner, a low
capacity for aggregating data at group level on account of differing systems at subsidiary level, and weak IT
infrastructure and risk data architecture. Data aggregation problems seem to be sustained and structural.

▪ Supervisors will continue to engage with banks in order to seek progress in this regard.

JSTs will follow up on the implementation of those measures in the form of regular supervisory dialogue in the next
SREP cycle. Furthermore, Banks’ ability to tackle structural weaknesses in their governance will be one area of
focus for the SSM in the forthcoming 2022-24 cycle.
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ECB Banking Supervision continues to report many concerns regarding internal governance. Banks’ slow progress in remedying

observed shortcomings raises concerns about the effectiveness of their boards and their strategic steering capabilities.

The graph shows that these issues are reflected in internal governance and risk management scores. As in previous years, no bank had

a score of 1 in 2021, whereas 77% of institutions had a score in the region of 3.
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So far, COVID-related credit risk concerns in the form of an increase in NPLs have not yet materialised, with
high-level measures of credit risk showing improvement

▪ Loans covered by the EBA guidelines on loan moratoria declined further throughout 2021.

▪ NPLs also continued to decline in 2021.

▪ Supervisors remain conscious that the real impact of the crisis may be masked by support measures.
Supervisors remain conscious that the real impact of the crisis may be masked by support measures, noting

increases in forbearance ratios and the growing proportion of loans in Stage 2.

▪ Supervisors have not been passive to the continuing increase in exposure to leveraged lending, with the
associated credit standards continuing to loosen.

In this regard, with SREP assessments focusing on the quality of risk controls.

▪ SREP 2021 provided further evidence indicating that some banks did not have sufficiently strong

credit risk practices.
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Asset quality improved in 2021.

▪ The introduction of a dedicated Pillar 2 requirement add-on for banks that have not booked sufficient
provisions in line with the ECB’s coverage expectations is expected to support the continued decline in legacy
NPLs.

▪ The improvement in asset quality was supported by initiatives by national and European authorities, which
sought to avoid an excessively procyclical response to the emerging crisis.

▪ The various forms of state support cushioned the impact of the economic downturn on borrowers, and the EBA
guidelines on loan moratoria helped banks with the prudential treatment of those measures.

The proportion of forborne exposures increased only modestly in the first half of 2021.

▪ The continuation of state support in its various guises means that identifying underlying distress can be a
challenge.

▪ NFC defaults declined year on year in 2021, showing that support measures are, to some extent, delaying or
masking the underlying issues.

▪ It is therefore important that banks look beyond support measures and consider the underlying profiles of
exposures, taking appropriate action at the earliest possible juncture.
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Variable practices continue to be observed in the
classification of exposures, often with inadequate

reclassification across IFRS9 stages, inadequate
identification of forborne exposures and delayed
assessments of the likeliness of repayment.

▪ Supervisors have put significant pressure on banks
with a view to bringing them into line with the credit
quality is correctly reflected in banks’ balance
sheets and distressed exposures are both identified
and addressed in a timely manner.

▪ Directly supervised entities were requested to submit

information on contractual modifications that were
undertaken without reclassifying the facility as
forborne.

▪ Weaker practices were often identified at banks that
had not previously been regarded as problematic
from a credit risk perspective, with universal banks,
small diversified lenders and G-SIBs being impacted
more heavily.
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SREP 2021 provided evidence that some banks did not have sufficiently strong credit risk practices. In fact, changes to credit
risk scores were almost always downgrades only 4% of SIs achieved a better score than in 2019, whereas 64% of SIs had the
same score and 32% had a worse score.
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Banks’ capital positions have strengthened significantly during the pandemic, but their scores remained broadly
stable in 2021 given the extent of public support measures.

▪ Enhanced supervisory dialogue was conducted with a few banks with weak forward-looking capital positions
and insufficiently prudent dividend plans.

▪ Banks have been given the flexibility to dip into their capital conservation buffer or their Pillar 2 guidance until
the end of 2022.

▪ ECB does not expect to extend its prudential relief measures regarding banks’ use of capital buffers beyond
that time frame.

In several cases, JSTs expressed concerns about the reliability of banks’ capital planning frameworks as part of
their ICAAP assessments. Several banks were subject to requirements and recommendations aimed at enhancing

their capital planning.

As mentioned in the ECB report on banks’ ICAAP practices, banks are expected to continuously improve their

internal processes.

▪ Sound ICAAPs are key success factors for effective risk management.

https://www.bankingsupervision.europa.eu/press/pr/date/2022/html/ssm.pr220210_1~ea3dd0cd51.en.html
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The graph shows that Banks’ capital positions have strengthened significantly during the course of the pandemic, but their
scores remained broadly stable in 2021 given the extent of public support measures.
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Market RiskMR

Supervisors focused on the assessment of valuation risks, with the low interest rate environment, the extraordinary
fiscal and monetary policy support measures and the search for yield leading to stretched valuations in several
financial market segments.

▪ Several banks were subject to measures requiring them to revise their methodologies for quantifying valuation
risks and their broader market risk control frameworks.

▪ Banks’ variable risk management practices for counterparty credit risk are a specific source of concern in this
regard, as recent market episodes involving non-bank financial institutions have shown that vulnerabilities
stemming from the interplay between credit, market and counterparty risks can be exacerbated by sudden
market movements.

▪ The vulnerabilities that were identified in the context of SREP 2021 contributed to the decision to make market
risk one of the key priorities for ECB Banking Supervision in the period 2022-24.
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Operational ResilienceOR

Banks’ reliance on IT systems is increasing as they continue to digitalise. That trend predated the COVID-19
pandemic and has been accelerated by it.

▪ IT and cyber security risk is a key area of focus for ECB Banking Supervision

▪ With sound digital transformation strategies seen as a catalyst for the fostering of efficiency, banks’ digitalisation
efforts are starting to be reflected in slight increases in IT spending.

Tackling Money Laundering and the Financing of Terrorism
AML

CTF
Concerns about money laundering and the financing of terrorism can have an impact on an institution’s safety and
soundness, in some cases compromising its viability.

▪ Shortcomings in terms of controls on money laundering and the financing of terrorism may also raise red flags in
relation to broader prudential issues that are in the ECB’s purview, such as a bank’s governance and risk
management framework, business model, operational risk, credit risk and risks to liquidity.
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ECB Banking Supervision is designing targeted and staggered supervisory responses to ensure that

vulnerabilities relating to these emerging risks are tackled

SREP scores are broadly stable, with significant institutions maintaining solid capital and liquidity
positions and beyond the levels dictated by capital requirements and guidance.
▪ Concerns about risks on the horizon are reflected in qualitative findings and measures relating to

the broader quality of banks’ internal risk control frameworks and the effectiveness and diversity of
banks’ management bodies, with banks being asked to enhance both risk management and
governance structures.
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Conclusions and Future Outlook 2/2

ECB Banking Supervision has assessed the main risks and vulnerabilities faced by significant
institutions and established 3 supervisory priorities for the period 2022-24:

▪ Make sure that banks emerge healthy from the pandemic. Supervisors will continue their
efforts to address shortcomings in:

i. Banks’ credit risk management practices;

ii. Banks’ exposure to sectors that are more sensitive to the impact of the pandemic;

iii. Leveraged finance;

iv. Risks posed by an excessive search for yield and banks’ ability to withstand potential
shocks affecting interest rates and credit spreads.

▪ Address structural weaknesses via effective digitalisation strategies and enhanced
governance. Supervisors will assess banks’ digitalisation strategies to make sure that:

i. Institutions have adequate arrangements in place to make them sustainable in the
long term;

ii. Banks effectively address deficiencies in the functioning and composition of their
management bodies.

▪ Tackle emerging risks. Banks are exposed to a number of emerging and evolving risks in the
short term and in the longer term (climate-related and environmental risks, increases in
counterparty credit risk, and operational and IT resilience risks).

▪ ECB Banking Supervision is designing targeted and staggered supervisory responses to
ensure that vulnerabilities relating to these emerging risks are tackled
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