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Capital levels robust and broadly stable

 Banks entered the COVID-19 crisis with

sound capital positions. In December

2019, the FL CET1 ratio stood at 14.8% (9%

in 2009);

 Capital ratios fell slightly during Q1 2020

amid increasing market risk, extensive use

of available loan commitments by NFCs

and rising cost of risk;

 CRR ‘quick fix’ and and other public

measures allowed capital ratios to recover

most of the lost ground in Q2. The FL CET1

ratio stood at 14.7% as of June 2020;

 However, the increase in total assets has

driven down the FL leverage ratio from

5.6% as of December 2019 to 5.2% in June

2020;

FL CET1 ratios and QoQ variations in 2020

Evolution of the FL Leverage ratio

Source of above charts: Supervisory reporting data
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Liquidity positions have further improved in 2020

 Liquidity Coverage Ratios (LCR) were well

above the regulatory minimum in

December 2019 (around 150%) thanks to

benign wholesale market conditions in late

2019 and early 2020;

 In March, primary wholesale funding

markets came to a halt and tensions were

observed in USD funding markets;

 However, central bank facilities (including

USD swaps) allowed banks to maintain

comfortable liquidity positions. As of June

2020, the LCR stands at 166%;

 Since April, wholesale funding market

conditions have been improving. Primary

market activity has resumed and spreads

are now very close to pre-pandemic

minimums;

Evolution of the LCR ratio

iTraxx Financials – Senior and Subordinated

Source: Bloomberg
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Source: Supervisory reporting data
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 In contrast to the Global Financial

Crisis, banks have increased their

lending to the real economy;

 In the early stages of the COVID-19

outbreak, NFCs, especially SMEs, made

extensive use of available loan

commitments. Later on, credit demand

was mostly driven by public guarantee

schemes (PGS);

 In June 2020, EU banks reported EUR

181bn of ‘PGS-loans’ – around 1.2% of

total outstanding loans;

 Corporate sectors hit hardest by the

pandemic received a large share of PGS

loans;

Source of above charts: Supervisory reporting data

Total assets grew by 7% YoY, due to the increase in cash 

balances and loans with public guarantees
Dispersion on YoY growth rates of loans and advances at amortised cost by 
sub-segment – June 2019 to June 2020

Volumes of loans subject to PGS and % of total loans by country – June 2020
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 NPL volumes have slightly increased in

Q2, compared to the previous quarter.

However, the higher growth rate of

loans has pushed the NPL ratio slightly

down (2.9%);

 The share of loans classified under IFRS

9 stage 2 has increased significantly

(8.2% in June 2020), as well as the

volume of forborne loans;

 EBA credit risk sensitivity analysis

showed a possible increase in stage 3

loans of around 3.5 p.p.;

 Banks have booked significant

provisions on performing loans that

resulted in a material increase in the

cost of risk (86bps in June 2020), albeit

with significant differences across

countries and institutions;
Source of above charts: Supervisory reporting data

Accumulated impairments by stage (June 2019 =100)

There are early indications of asset quality deterioration

Change in forborne loans between March 2020 and June 2020 by country



Accumulated loan loss provisions during major crisis episodes in the US 
and EU (bps)

EU banks’ cost of risk differs from US peers

 EU banks’ CoR is lower than US banks, but

systems are different:

 Historically, loan loss provisions have

been higher in the US;

 Different provisioning rules: US banks

follow the current expected credit loss

(CECL) model while EU banks follow IFRS

9;

 Riskier loan portfolios: US banks have

more exposures to consumer lending and

CRE and are more exposed to the sectors

that were most affected by COVID-19

initially (e.g. oil and gas);

 Support measures as well as social safety

net are more relevant in EU countries;

Cost of risk evolution in the US and EU (bps)

Source : Autonomous
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Source : Supervisory reporting data and Federal Reserve Bank of New York
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Total volumes of loans under moratoria (EUR bn) and loans under moratoria as 
% of total loans to HH and NFCs by country - June 2020 

Moratoria offered breathing space to borrowers

Source of above charts: Supervisory reporting data
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 EUR 871bn loans were under moratoria as

of June 2020, i.e. 6% of total loans and

7.5% of total loans to households and

NFCs;

 Use of moratoria is widely dispersed

across banks and countries, with some

banks reporting close to 50% of their total

loans to households and NFCs under

moratoria;

 SMEs exposures had the highest

percentage of loans under moratoria

(16%) while mortgages have the lowest

(6%);

 The sectors most impacted by

confinement measures had generally the

highest shares of loans under moratoria;

Loans under moratoria on loan repayment by sector (EUR bn) and % of loans 
under moratoria to total in each sector – June 2020
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 As of June 2020, 50% of loan moratoria

were to expire by September and 85%

before year end (some were prolonged

since then);

 The NPL ratio for loans under moratoria

was 2.5% (vs. 2.9% for total loans).

However, 17% of loans under moratoria

were classified as stage 2 loans (i.e. 2x

share for total loans);

 Authorities (including the EBA) will keep

monitoring the trajectory of exposures

under moratoria in coming months (e.g.

in quarterly EBA Risk Dashboard);

Share of loans under moratoria classified as Stage 2 – June 2020

A significant share of loans under moratoria in Stage 2

Source for above charts: Supervisory reporting data

Distribution by residual maturity of loan moratoria – June 2020



Profitability and operational resilience remain key concerns

 Impairment costs have aggravated banks’

structural profitability problems. Interest

rates are expected to remain low for longer,

hampering lending margins;

 Banks have recently reported material

reductions in operating expenses, but still to

be seen if these costs will not bounce back;

 Banks have performed their critical functions

largely unaffected by containment measures.

Nonetheless, the usage of ICT has grown,

increasing technology-related risks;

 The number of high profile cases of money

laundering of the past few years have

highlighted the importance of increased

vigilance of both banks and supervisors;

Drivers of the fall in RoE, calculated as a ratio to total equity (2019-2020)
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Source: Supervisory reporting data

Operational risk decomposition as seen by banks and analysts – Autumn 2020

Source: Risk Assessment Questionnaire
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