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Executive Summary

• The ECB published the results of its Supervisory 
Review and Evaluation Process (SREP) for 2022. 

• This process provides an overall assessment of the 
challenges facing significant institutions, together 
with the corresponding capital requirements and 
other supervisory measures that banks are 
expected to comply with for the year ahead, in 
order to better face these challenges. 

• The SREP was conducted amid deteriorating 
economic conditions and financial market 
dynamics following Russia’s invasion of Ukraine.

https://www.bankingsupervision.europa.eu/banking/srep/2023/html/ssm.srep202302_aggregateresults2023.en.html
https://www.bankingsupervision.europa.eu/banking/srep/2023/html/ssm.srep202302_aggregateresults2023.en.html
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The geopolitical shock together with the immediate macrofinancial consequences has increased uncertainty and risks to

the European economy and financial system.

▪ The profitability of banks has so far benefited from rising interest rates.

▪ The combination of lower growth, higher prices and tighter financing conditions will challenge the debt servicing

capacity.

* For further details please refer to ECB: Aggregated Results of SREP 2021

Banks are facing several medium-term challenges and opportunities, such as advancing digitalisation across the financial 
system and the transition to the green economy, that require closer scrutiny from supervisors. 

A specific capital add-on was included in the P2R decision for a few institutions with very high exposure to the risks from

leveraged transactions or highly deficient risk controls in this line of business.

SREP scores remained broadly the same (see next slide for further details) overall compared to last year's exercise*.

▪ A marginal improvement was observed thanks to better key risk indicators while the overall assessment was

conservative.

▪ Banks maintain solid capital and liquidity positions.

▪ Liquidity coverage ratios continued to be high, thanks in part to the TLTRO programme and other central bank support

measures.

▪ Qualitative measures were issued primarily in the areas of credit risk and internal governance, where supervisors looked

at the broader quality of banks’ internal risk control frameworks and the effectiveness of banks’ management bodies.

▪ ECB Banking Supervision took concrete steps to tackle worrying developments in leveraged finance.

https://www.iasonltd.com/doc/jit/2022/ecb_aggregated_results_of_srep_2021.pdf
https://www.bankingsupervision.europa.eu/ecb/pub/pdf/Takeaways_horizontal_assessment~de65261ad0.en.pdf
https://www.ecb.europa.eu/pub/pdf/other/ecb.staffopinion_europeansustainabilityreportingstandards202302~fc42a81b30.en.pdf
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The average overall SREP scores for 2022 were broadly the same as in previous cycles, with only a minor increase in the share of banks

with a score of 3 and a parallel decrease in the share of banks with a score of 4.

▪ Supervisors have remained cautious in their assessments amid the exogenous shocks stemming from the lingering effects of the

covid pandemic and the war in Ukraine.

Note: 2019 SREP values based on 109 decisions; 2021 SREP values based on 108 decisions; 2022 SREP values based on 101 decisions. ECB Banking Supervision adopted a pragmatic approach to its SREP assessment in 
2020 in response to the extraordinary circumstances at the onset of the pandemic. The pragmatic assessment focused on banks’ handling of the challenges stemming from the pandemic and kept P2Rs and P2G 
unchanged at 2019 levels. ECB Banking Supervision went back to a full SREP cycle in 2021. There are no banks with an overall SREP score of 1. Rounding differences might apply throughout the document.

Source: ECB (SREP database)
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The weighted average of overall capital requirements and

guidance has remained largely stable over the last few years, with

a slight increase in the requirements applicable in 2023:

▪ The aggregate capital requirements in 2023 are estimated at

15% of RWA.

▪ Pillar 2 requirements (P2Rs) for total capital remain in line with

the requirements set out in previous years, incorporating NPE

P2R add-ons, and a new P2R add-on for leveraged finance

introduced during the 2022 SREP cycle.

▪ The CET1 P2Rs have also remained broadly the same as last

year.

During 2022 several national competent authorities announced

increases in the countercyclical capital buffers (CCyBs) and

systemic risk buffers (SRBs) applicable as of beginning of 2023.

The average of the overall capital requirements and P2G to be met

with CET1 capital increased slightly, as no SSM-wide stress test was

performed in 2022. Source: ECB and SREP Database.

Notes: Sample selection follows the Supervisory Banking Statistics (SBS) for 2020 (SBS sample based on 112 entities), 2021 (SBS sample based on 114 entities) and 2022 (SBS sample based on 112 entities). For 2023, the 
sample is based on 107 entities with applicable P2R in February 2023. The chart shows RWA-weighted data as at Q3 2022. “Overall capital requirements” means Pillar 1 + P2R + combined buffer requirement [capital 
conservation buffer + systemic buffers (G-SII, O-SII, SyRB) + CCyB]. The reference date for the combined buffer requirement is Q1 in each year. P2G is added on top of overall capital requirements. Under CRD V, P2R 
capital should have the same composition as Pillar 1, i.e. at least 56.25% should be CET1 and at least 75% Tier 1.



Copyright © 2023 – Iason Consulting Ltd. All rights reserved

8

Capital requirements and guidance 2/2

Introduction 4/5

8

The 2022 SREP cycle resulted in NPE P2R add-ons for

24 significant institutions where a shortfall was

identified relative to the ECB’s coverage

expectations, as the cover for risks arising from aged

nonperforming exposures (NPEs) was assessed to be

inadequate:

▪ The relevant institutions have been encouraged

to close these provisioning gaps by posting the

maximum level of provisions permitted under the

relevant accounting standards.

▪ If the accounting treatment does not match the

prudential provisioning expectations, institutions

also have the option of adjusting their CET1

capital at their own initiative.

▪ The Joint Supervisory Teams discussed the

implications of those expectations with institutions

as part of the annual supervisory dialogues.

▪ Individual NPE P2R add-ons may be lowered in

the course of 2023 in the event that further

provisioning gaps are closed.
Source: ECB internal calculation.
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Qualitative measures were issued to the vast majority of

significant institutions in the 2022 SREP cycle to address

supervisory findings.

▪ Compared with 2021, there was an increase of 14%

in the total number of measures issued.

▪ Most new SREP measures address deficiencies with

regard to internal governance (28%), credit risk

(18%) and capital adequacy (14%).

▪ Overall, the deficiencies identified in the assessment

of governance and risk management mainly relate

to the management body, risk management

framework, internal audit function, compliance

function, risk data aggregation and reporting.

▪ The lack of adequate progress in risk data

aggregation and reporting is putting pressure on

banks to step up efforts. Most measures address

inadequate data quality and completeness,

inefficient data aggregation capabilities and

reporting, delays in the execution of the undertaken

projects and remediation plans, as well as

inadequate oversight of the management bodies.
Source: ECB (SREP Database).

Note: 2020 SREP values based on 112 decisions; 2021 SREP values based on 108 decisions; 2022 SREP values based on 101 decisions. This chart does not include weaknesses addressed by supervisory actions outside of 
the SREP cycles.
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The business model scores have remained broadly the same in the

2022 SREP cycle.

▪ Supervisory concerns regarding bank business models are

primarily associated with long-standing issues tackling structural

inefficiencies and improving strategic steering capabilities.

▪ Score increases were associated with material progress against

strategic transformation plans or the resolution of previous

supervisory issues.

▪ M&A activity remain slow and domestic

Cost of risk returned to pre-pandemic levels while net interest

income continued to increase. NII growth was supported by volume

and margin effects in 2022:

▪ G-SIBs have enjoyed a rebound in revenues, an improvement in

cost efficiency attributable to rising operating income and a fall

in the cost of risk;

▪ the profitability of diversified lenders has continued to be

constrained by structural weaknesses and a high cost of risk;

▪ retail and small consumer lenders have shown some

improvement in profitability, albeit constrained by cost

inefficiencies.

Source: ECB (SREP Database).

Notes: 2019 SREP values based on 109 decisions; 2021 SREP values based on 108 decisions; 2022 SREP values based on 101 decisions. ECB Banking Supervision adopted a pragmatic approach to its SREP assessment in 
2020 in response to the extraordinary circumstances at the onset of the pandemic. The pragmatic assessment focused on banks’ handling of the challenges stemming from the pandemic and kept P2Rs and P2G 
unchanged at 2019 levels. ECB Banking Supervision went back to a full SREP cycle in 2021
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ROE has continued to grow in 2022 and reached 7.6% for the

first three quarters of the year.

▪ The improvement has largely been driven by increased net

interest income supported by both volume and margin

effects.

▪ The growth in net fee and commission income and fees

from securities issuance came to a halt in 2022 as asset

prices fell.

▪ Operating expenses rose slower than inflation as banks

continued down their path of digitalisation and parallel

branch closures.

▪ Impairments remained subdued in the first half of the year,

but banks with significant exposure to Russia increased loan

loss provisions.

Source: ECB and internal calculations.

Business models have proven relatively robust to the rapid

changes in business conditions but, in the light of future

challenges related to the bleak macroeconomic outlook,

banks cannot afford to become complacent and need to

focus on strategic steering in uncertain times, keep costs under

control and remain vigilant on their risk-taking.

Note: Weighted average. Sample selection follows the Supervisory Banking Statistics . Cost of equity as self-reported by SIs. Due to data availability constraints, the sample for cost of equity comprises a lower number 
of entities than the sample for return on equity. Average expected cost of equity 2022 based on 93 entities.
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The 2022 SREP findings on internal governance and risk management can be grouped together in the following areas:

Concerns on the effectiveness of management

bodies in terms of their composition, collective

suitability and oversight role, due to the absence of

a strong challenging culture and/or weak decision-

making

1
Issues related to the risk management framework,

mainly regarding the risk appetite and the practices

employed to manage C&E risks
2

Inadequate resources allocated to operational

functionality because of insufficient attention paid

by of the management body to compliance and

internal audit functions
3

The persistence of fragmented and non-harmonised

IT scenarios, with negative consequences on the

ability of banks to swiftly produce accurate non-

standardised reports
4

In the 2022 SREP cycle, the largest group of qualitative measures relating to internal governance and risk management focuses on the need to

improve the management body (32%), followed by measures relating to the risk management framework (17%), internal audit (12%), the

compliance function (11%) and risk data aggregation and reporting (9%).

▪ The number of measures addressing risk data aggregation and reporting remained somewhat limited in 2022, despite this being the worst rated

sub-category of internal governance.

▪ Heightened supervisory scrutiny is envisaged in this area, as reflected in the SSM supervisory priorities for 2023-25*.

▪ The lack of adequate progress in risk data aggregation and reporting is putting pressure on banks to step up efforts. Most measures address

inadequate data quality and completeness, inefficient data aggregation capabilities and reporting, delays in the execution of the

undertaken projects and remediation plans, as well as inadequate oversight of the management bodies.

* For further details please refer to ECB - SSM Supervisory Priorities 2023-2025

https://www.iasonltd.com/doc/jit/2023/ecb_ssm_supervisory_priorities_2023_2025.pdf
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Graph to the side shows how these issues are reflected in

internal governance and risk management scores. No bank

achieved a score of 1 in 2022, while 73% of institutions

achieved a score of 3. For 62.5% of SIs, the scores remained

unchanged compared to 2021.

Source: ECB (SREP Database)

Supervisors have highlighted different concerns regarding

significant institutions’ management bodies:

(i) for their suboptimal compositions that compromise the

management body’s oversight

(ii) for inadequate succession planning and its practical

implementation.

However, progress has been made, most significant institutions

still have weaknesses regarding diversity at board level, mainly

in terms of aspects other than gender, such as age and

geographical provenance.

Notes: 2019 SREP values based on 109 decisions; 2021 SREP values based on 108 decisions; 2022 SREP values based on 101 decisions. ECB Banking Supervision adopted a pragmatic approach to its SREP assessment in 
2020 in response to the extraordinary circumstances at the onset of the pandemic. The pragmatic assessment focused on banks’ handling of the challenges stemming from the pandemic and kept P2Rs and P2G 
unchanged at 2019 levels. ECB Banking Supervision went back to a full SREP cycle in 2021. There are no banks with an Internal Governance score of 1.
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Positive credit quality developments contributed to marginal

improvements in average credit risk scores.

▪ The scores remained the same for more than half of the

significant institutions due to the uncertain macroeconomic

outlook and signs of latent credit risk.

▪ Exposures to leveraged finance saw limited scores

improvements. Capital add-ons were implemented for

leveraged finance in 2022.

Source: ECB (SREP Database)

Supervisors’ efforts to ensure that credit risk is adequately

assessed, classified and measured on banks’ balance sheets
were emphasised with the letters sent to CEOs in 2020 (“Dear

CEO letters”) and also in the EBA Guidelines on Loan

Origination and Monitoring*.

▪ In 2022 credit risk scores are still underpinned by persisting

risk control deficiencies.

* For further details please refer to Guidelines on Loan Origination and Monitoring.
Notes: 2019 SREP values based on 109 decisions; 2021 SREP values based on 108 decisions; 2022 SREP values based on 101 decisions. ECB Banking Supervision adopted a pragmatic approach to its SREP assessment in 
2020 in response to the extraordinary circumstances at the onset of the pandemic. The pragmatic assessment focused on banks’ handling of the challenges stemming from the pandemic and kept P2Rs and P2G 
unchanged at 2019 levels. ECB Banking Supervision went back to a full SREP cycle in 2021.

https://www.iasonltd.com/doc/jit/2020/2020_EBA_Guidelines_on_Loan_Origination_and_Monitoring.pdf
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In line with the objective of strengthening the supervisory focus on significant institutions’ exposures towards vulnerable sectors, two

targeted reviews were launched to investigate banks’ practices in managing commercial real estate (CRE) and residential real estate

(RRE) exposures.

Commercial Real Estate (CRE) Residential Real Estate (RRE) 

The targeted review aimed at assessing how well prepared the 

banks are to deal with a deterioration in the CRE market 

(normalisation of interest rates and sharp increase in construction 

costs)

▪ The review showed that banks might not have the ability to 

deal with emerging risks in a timely manner, relying excessively 

on manual processes and failing to adequately capture 

forward-looking information when assessing borrower 

repayment capacity. 

▪ The review also found that banks were not adequately 

assessing the climate-related risk of their loan portfolios. 

The combination of lower growth, high inflation and rising interest 

rates will have an impact on households’ debt servicing capacity. 

• The ongoing targeted review of residential real estate focuses 

on the identification of credit risk deficiencies in underwriting 

practices, as well as on the resilience of banks’ RRE portfolios in 

the current macroeconomic environment.

Asset quality continued to improve in 2022.

▪ The volume of NPLs held by significant institutions had dropped to €349 billion by the end of September 2022, a reduction of 65%

since end of June 2015

▪ The deterioration of the macro-outlook is not yet visible in credit impairments, but there are signs of latent risk. Stage 2 ratio and

forborne exposures remained above pre-pandemic levels
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Capital adequacy scores have remained broadly the same,

with few changes relative to 2021.

▪ Supervisors focused especially on assessing institutions’

capital planning frameworks, processes, capacity and

quality, against the background of political and

macroeconomic uncertainties.

▪ As part of the ECB’s package of pandemic-related relief

measures, institutions were given the flexibility to dip into

their capital conservation buffer, or their P2G, until the end

of 2022.

Source: ECB (SREP Database)

ECB Banking Supervision expressed ongoing concerns about

the reliability of banks’ capital planning frameworks and their

ability to produce reliable capital projections under baseline

and adverse scenarios as part of their overall ICAAP

assessments.

Notes: 2019 SREP values based on 109 decisions; 2021 SREP values based on 108 decisions; 2022 SREP values based on 101 decisions. ECB Banking Supervision adopted a pragmatic approach to its SREP assessment in 2020 
in response to the extraordinary circumstances at the onset of the pandemic. The pragmatic assessment focused on banks’ handling of the challenges stemming from the pandemic and kept P2Rs and P2G unchanged 
at 2019 levels. ECB Banking Supervision went back to a full SREP cycle in 2021.
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Risks Detailed Analysis

Market Risk and 

Interest Rate Risk 

in the Banking 

Book

The tightening of financing conditions and the normalisation of the ECB’s monetary policy have put pressure on 

positions exposed to credit spread risk and interest rate risk. 

▪ ECB carried out a targeted review of interest rate risk and credit spread risk in order to assess banks’ exposures 

and risk appetite as well as the robustness of their risk management systems.

In terms of credit spread risk, supervisors noted that market fluctuations only have a limited sensitivity on banks’ 

capital.

▪ Supervisors noted that banks should carefully consider the impact from credit spread fluctuations irrespective of 

their accounting classification, in order to (i) be prepared for possible situations that require a market valuation 

through sale, or (ii) prevent potential loss of confidence in the institution’s medium-term viability. 

▪ Banks should avoid reclassifying exposures from fair value to amortised cost accounting when episodes of 

market volatility become apparent. 

▪ They should periodically stress exposures to credit spread risk using adverse scenarios that are aligned with 

historical experience of financial stress.

In terms of interest rate risk, supervisors concluded that, while most banks have a balanced positioning to cope with 

monetary policy normalisation, modelling of expected impacts should be strengthened. 

▪ ECB Banking Supervision has expressed concerns about the ability of these models to perform in an environment 

of rapidly rising interest rates due to deficiencies in model calibration, model validation and back-testing 

practices.
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Risks Detailed Analysis

Operational 

Risk

Over the past few years, operational risk has consistently been the SREP element with the worst average scores.

▪ The main deficiencies in the operational resilience framework include (i) the management of risks related to IT outsourcing and 

reliance on third-party service providers (ii) IT security and cyber risk management.

During the 2022 SREP cycle, banks remained resilient to operational risk overall.

▪ Looking ahead, key challenges for banks are (i) increasing reputational and legal risks as compliance with the growing 

number of swiftly adopted sanctions against Russia might prove challenging, (ii) increasing cyber risk (iii) increasing IT 

outsourcing risk.

Climate-

Related Risk

ECB Banking Supervision aims to ensure that banks have a safe and prudent approach to identifying, assessing and managing 

climate-related and environmental (C&E) risks and that they transparently disclose the risks they are exposed to. 

▪ On top of SREP measures for severe weaknesses identified in the thematic review, each significant institution received a 

feedback letter highlighting any shortcomings in its practices compared with the supervisory expectations* 

▪ The vast majority of qualitative measures were concentrated in topics related to strategic and operational plans.

▪ The supervisors’ observations covered a wide variety of topics aimed at ensuring that C&E risks are properly integrated into 

strategy-setting processes and risk management frameworks. 

Risk of 

Excessive 

Leverage

The risk of excessive leverage (REL) was assessed for the first time in the 2022 SREP cycle with a view to identifying banks that may 

be subject to qualitative measures or P2Rs for the leverage ratio.

▪ REL assessments cover the contingent leverage originating from the extensive use of derivatives, securities financing 

transactions, off-balance-sheet items, regulatory arbitrage or institution-specific risks in items excluded from leverage ratio 

Pillar 1 requirement.

▪ Elevated REL was identified mostly in relation to step-in risk and symptoms of window-dressing activities, for which a more 

comprehensive analysis is envisaged over the coming years.

* For further details please refer to ECB: Thematic Review on Climate and Environmental Risks.

https://www.iasonltd.com/doc/jit/2023/ecb_thematic_review_on_climate_and_environmental_risks.pdf
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The results of the 2022 SREP cycle reflect both the resilience of and improvements in the European banking sector, while also highlighting

remaining vulnerabilities and emerging potential risks.

▪ Overall, SREP scores, capital requirements and guidance have remained broadly stable, with significant institutions maintaining solid

capital and liquidity positions.

1 2 3
Strengthening resilience 

to immediate macro-
financial and 

geopolitical shocks

Addressing digitalisation
challenges and 
strengthening 

management bodies’ 
steering capabilities

Stepping up efforts in 
addressing climate 

change

Supervisory priorities will also inform and support Joint Supervisory

Teams in implementing priority areas at individual bank level for

the 2023 SREP cycle.

Supervisory priorities also make it easier to set risk tolerance levels

and pride guidance for prioritising risks in the SREP, bearing in

mind that vulnerabilities and challenges may differ from bank to

bank.

The SSM supervisory priorities for the 2023-25 period are*:

* For further details please refer to ECB - SSM Supervisory Priorities 2023 - 2025

Climate risk now forms an integral part of day-to-day supervision and qualitative measures for severe weaknesses were issued in the

SREP 2022.

▪ Banks also received feedback highlighting shortcomings, most related to strategic and operational planning, to be addressed by

the end of 2024 at the latest.

Banks’ digital strategies aim at retaining customers and gaining efficiency; at the same time, related investments remain limited and

entail new risks.

▪ Banks’ investments on digital transformation remain limited. Banks’ self-assessments indicate that key risks are cybersecurity, third-

party dependence, AML/fraud, lack of internal skills and potential loss of customers.

https://www.iasonltd.com/doc/jit/2023/ecb_ssm_supervisory_priorities_2023_2025.pdf


iason is an International company that provides 

its clients with highly specialized consultancy in 

the fields of finance and risk management

Our Services & Solutions 

Strategic advisory on the 

design of advanced 

frameworks and solutions to 

fulfil both business and 

regulatory needs

Strategy Methodology & Governance 

Implementation of the 

designed solutions in bank 

departments

Technology  

Design, development and 

implementation of advanced 

software solutions for modelling, 

forecasting, calculating metrics 

and integrating risks

KEEP IN TOUCH 

https://www.iasonltd.com/
mailto:info@iasonltd.eu
https://www.linkedin.com/company/iason/
https://t.me/iason_consulting


Copyright © 2023 – Iason Consulting Ltd. All rights reserved

www.iasonltd.com

iason is an international firm that consults 
Financial Institutions on Risk Management.

Iason integrates deep industry knowledge 

with specialised expertise in Market, Liquidity, Funding, 

Credit and Counterparty Risk, in Organisational Set-Up 

and in Strategic Planning.

This is a iason creation.

The ideas and the model frameworks described in this document are the fruit of the intellectual efforts and of the skills of the

people working in iason. You may not reproduce or transmit any part of this document in any form or by any means,

electronic or mechanical, including photocopying and recording, for any purpose without the express written permission of

Iason Consulting ltd or Iason Italia Srl.

Company Profile

Matteo Cecchin

Bianca Ghilardi

Dario Esposito

http://www.iasonltd.com/
mailto:matteo.cecchin@iasonltd.com
https://www.linkedin.com/in/matteo-cecchin-0b00b0185/
mailto:bianca.ghilardi@iasonltd.com
https://www.linkedin.com/in/bianca-ghilardi-1757581b4/
mailto:dario.esposito@iasonltd.com
https://www.linkedin.com/in/dario-esposito-426967/

	Slide 1
	Slide 2
	Slide 3
	Slide 4
	Slide 5: Introduction 1/5
	Slide 6: Introduction 2/5
	Slide 7: Introduction 3/5
	Slide 8: Introduction 4/5
	Slide 9: Introduction 5/5
	Slide 10
	Slide 11: Detailed Analysis 1/9
	Slide 12: Detailed Analysis 2/9
	Slide 13: Detailed Analysis 3/9
	Slide 14: Detailed Analysis 4/9
	Slide 15: Detailed Analysis 5/9
	Slide 16: Detailed Analysis 6/9
	Slide 17: Detailed Analysis 7/9
	Slide 18: Detailed Analysis 8/9
	Slide 19: Detailed Analysis 9/9
	Slide 20
	Slide 21: Conclusions and Outlook
	Slide 22
	Slide 23

