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1. A snapshot of European
banks’ conditions

2 www.bankingsupervision.europa.eu ©



ECB-CONFIDENTIAL

Significant institutions’ (SIs) regulatory capital proved resilient
throughout the pandemic and in the wake of the RU/UA conflict (1/2)

Significant institutions’ aggregated CET1 capital
and ratio (2016 Q4 — 2021 Q4)
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Source: Supervisory reporting. Notes: This chart shows the transitional CET1 ratio. The sample for Q4 2021

comprises 113 Sis. The number of Sls can change from one reference period to another owing to
amendments to the list of Sis following assessments by ECB Banking Supervision.
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Significant institutions’ (SIs) regulatory capital proved resilient
throughout the pandemic and in the wake of the RU/UA conflict (2/2)

SSM Slis CET1% distribution evolution
e The evolution of the SIs’ CET1 (2015 Q2 — 2021 Q4; %)
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comprises 113 Slis. The number of Sls can change from one reference period to another owing to
amendments to the list of Slis following assessments by ECB Banking Supervision.
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Sls entered 2022 with ample liquidity buffers and available stable
funding (1/2)

Significant institutions’ aggregated LCR and
» Aggregated liquidity coverage liquidity buffer (2016 Q4 — 2021 Q4)
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Source: Supervisory reporting. Notes: The sample for Q4 2021 comprises 113 Sls. The number of Sls can

change from one reference period to another owing to amendments to the list of Sls following assessments
by ECB Banking Supervision.
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Sls entered 2022 with ample liquidity buffers and available stable
funding (2/2)

SSM SlIs NSFR distribution evolution
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Sls started 2022 with record-low NPL levels, but some segments seem
particularly vulnerable to asset quality deterioration

* NPL ratio kept improving in 2021

(c. 2.1% in 2021Q1) driven by the SSM Sis non-performing loans (NPL)

ratio distribution evolution
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reference period to another owing to amendments to the list of Sls following assessments by ECB Banking Supervision.
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Banks’ profitability recovered from the pandemic in 2021, driven by the
reversal of credit impairments and an increase in non-interest income

ROE annualised decomposition

e In 2021, ROE rebounded and fully 109, (2020 Q4 — 2021 Q4; %)
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Source: Supervisory reporting. Notes: The sample for Q4 2021 comprises 113 Sls. The number of Sis can change from one
reference period to another owing to amendments to the list of Sls following assessments by ECB Banking Supervision.
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Despite the recent recovery, SI's profitability is still low overall and
remains below cost of equity

ROE and COE evolution ROA evolution
(2015 Q2 — 2021 Q4; %) (2015 Q2 — 2021 Q4; %)
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Source: Supervisory reporting. Notes: The sample for Q4 2021 comprises 113 Sls. The number of Source: Supervisory reporting. Notes: The sample for Q4 2021 comprises 113 Sls. The number of
SIs can change from one reference period to another owing to amendments to the list of Sls Sis can change from one reference period to another owing to amendments to the list of Sis
following assessments by ECB Banking Supervision. following assessments by ECB Banking Supervision.
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2. Sls profitability —a
comparison with US peers
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Since the Global Financial Crisis (GFC), European banks’ profitability
has lagged behind that of US peers

US vs EA Return on Equity
(full banking system, 1996 — 2021, %)
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Sources: FDIC data for US banks, FRED (1996-2014) and ECB supervisory data (2015-2021H1) for EA banks.
Note: FRED data includes a sample of all US banks whereas ECB supervisory data includes a changing composition of
EU banks participating in the SSM.
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Investors also appear to be less optimistic about EU banks still today

US vs EU Price to Tangible Book Value
(Jan-2014 — Apr-2022; multiplier)
 According to market valuations,
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Source: Bloomberg, SDW, and ECB staff calculation. EU is built with EUROSTOXX Banks. Note: Cut-off date is 28 April 2022.
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Non-performing loans originated during the GFC are still weighing on
European SlI, although the gap vis-a-vis US is closing

* Significant institutions have been Non-performing loans (NPL) ratio (2014-2021, %)
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Non-core revenues and provisions stand out as the main drivers
explaining the EU vs. US banks’ profitability gap

There are three P&L items that Decomposition of the US vs SSM Sis ROE gap
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better diversified US peers.
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3. Zooming in into LSIs
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Concerns about low profitability remain when looking at Less
Significant Institutions (LSISs)

Return on equity for Sis and LSIs
(2017 — 2021; %)

_ _ — Significant institutions (SIs) Less significant institutions (LSIs)
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COVID-19 crisis.
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Sources: Supervisory data and ECB calculations. Notes: The number of banks considered within each group can change
from one reference period to another, also owing to amendments to the list of Sis following assessments by ECB Banking
Supervision.
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Core revenues seem to be the main driver behind over-profitability of

Sls

40%
30%
20%
10%
0%
-10%
-20%
-30%

-40%

Source:

ROE decomposition for SiIs (2017-2021)

m— | NFCI

mmmm NTI & other at FV through P&L s NO|

mmmm Adm. Expenses and depreciation = [mpairments and provisions
mmmm Other (incl. taxes) —&—ROE

im

2017 2018 2019 2020 2021
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can change from one reference period to another owing to amendments to the list of Sls following
assessments by ECB Banking Supervision.
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Source: Supervisory reporting. Notes: The sample for Q4 2021 comprises 2105 LSls. The number of
institutions in this group can change from one reference period to another.
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Subsequent differences in income-led cost efficiency plus leverage
(both higher for SlIs) help explain the bulk of the profitability gap

Cost-to-income ratio (2017 — 2021; %)
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Sources: Supervisory data and ECB calculations. Notes: The number of banks considered
within each group can change from one reference period to another, also owing to
amendments to the list of Sls following assessments by ECB Banking Supervision.

10%

8%

6%

4%

2%

0%

Total Equity as a percentage of Total
Assets (2017 — 2021; %)

- Significant institutions (SIs)

Less significant institutions (LSIs)

2017 2018 2019 2020 2021

Sources: Supervisory data and ECB calculations. Notes: The number of banks considered within
each group can change from one reference period to another, also owing to amendments to the list
of Sls following assessments by ECB Banking Supervision.
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Conclusions

 Euro are banks continue to show low profitability, hardly covering the cost of equity
* Profitability remains lower than for US peers, as also reflected in market valuations
« There are several reasons, partly exogenous and partly endogenous

The SSM is acting in order to strengthen business model sustainability for our supervised
Institutions. Special attention is paid to the following areas.

1. Technological innovation. SSM Supervisory Priorities for 2022 include the digitalisation of the banking
system as one of the key areas of concern. In this regard, supervisory activities are being carried out to
ensure adequate digitalisation strategies, which would improve cost efficiency and profitability.

2. Overcapacities. The SSM is using its supervisory tools to facilitate sustainable consolidation projects.
Last year, the publication of the Guide on the Supervisory Approach to Consolidation helped clarify key
aspects related to capital requirements and the temporary use of existing internal models.

Overall, the application of SSM’s Supervisory Priorities, that aim at a more healthy and resilient banking

system, will ultimately also contribute to improve business model sustainability and hence profitability.
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https://www.bankingsupervision.europa.eu/banking/priorities/html/ssm.supervisory_priorities2022%7E0f890c6b70.en.html#toc10
https://www.bankingsupervision.europa.eu/ecb/pub/pdf/ssm.guideconsolidation2101%7Efb6f871dc2.en.pdf
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