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Complex policy challenges
since 2011

Banking risks &
financial stability

coordinated policy actions
to break the negative
feedback loop

Sovereign debt crisis < . Economic growth

« Commission roadmap for stability and growth
« policy agreements by European Council and Heads of State or Government
« ECB long-term refinancing operations

— improved market conditions since Mid-2012



1. Banking Regulation
2. Deposit Guarantees
3. Bank Resolution

4. Liikkanen Group

5. Banking Union
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Some EU banking specificities

Banking intermediation much more important in the EU than in the US...

... and banking intermediation to SMEs and corporates in Italy more important compared
to other large MS.

8.000 banks hold a total of 46 trillion banking assets (up from 30 trillion in 2001)

75% of banking assets and 80% of deposits is held in the Euro area

Significant differences in absolute and relative size of banking sectors between MS

Banking assets between 19 billion and nearly10 trillion
Banking assets to GDP range from 75% to 2.400%

Diverse banking landscape, commercial banks, investment banks, cooperative banks,
savings banks, etc. Diversity is good.
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Shifts in bank activities and funding
structures

Evolution of liabilities of MFls

1998-2012 (euro area, € billion)
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Evolution of assets of MFls
1998-2012 (euro area, € billion)
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Source: ECB data.

Notes: Customer loans are loans to non-monetary financial institutions
excluding general government.
Source: ECB data.
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Legislative package CRDIV

& 3

REGULATION DIRECTIVE
CAPITAL Improve quality, increase where inter-linkages with national
quantity administrative laws are particularly
important
LEVERAGE - .
RATIO Backstop I\ s\l Countercyclical, Capital

BUFFERS conservation, Systemic
Risk, G-SII, O-SII

LIQUIDITY Resilience to funding risks

CORPORATE Risk management,

Sggr\‘(rER- Higher capital charge remuneration diversity
CREDIT RISK derivatives Harmonised and
"tougher"
National flexibility within _
PRUDENTIAL the single market Riggi\zgplans, stress
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Bank's own
buffer

Pillar 2

| Higher
| Systemictisk, G-
SII and O-SII
uffers**

?Counte clical
i)afﬁéﬁ)vuffer

Capital
conservation
buffer

Tier 2

Additional
Tier 1

Common
Equity
Tier 1

New own funds structure

Bank-specific additional
own funds

Extra cushion of CET1 capital\
for systemically important
institutions and for
macroprudential risk

Extra cushion of CET1
capital in boom times

Extra cushion of CET1

capital Y,

Basic requirement

risk buffer.

Combined
buffer

* Assumed upper bounds (values can be higher)
** In certain cases can be the sum of SII and systemic



Ratios for different business models?

Data gathering as of 2013 Public disclosure as of 2015
Review starting in mid-2016
Final decision on the introduction as a binding requirement as of 2018
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LCR: Liquidity Coverage Ratio

withstand a short-term liquidity shock in stressed conditions

High quality liquid assets > 100%
Cash outflows - cash inflows over next 30 days

NSFR: NET STABLE FUNDING RATIO

stable funding based on liquidity characteristics of a bank's assets and activities
over a one year period

Available amount of stable funding (ASF) > 100%
Required amount of stable funding (RSF)
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Some important EP amendments

Bankers' bonuses

— To curb speculative risk-taking,
— basic salary-to-bonus ratio will be 1:1 maximum

— 1:2, if approved by at least 66% of shareholders owning half the shares
represented, or of 75% of votes if there is no quorum.

— 25 % of any bonus exceeding 100% of salary, must be deferred (5 years).

Lending to the real economy

— SME lending discount factor
- essentially undoing increased overall capital requirements

Country by country reporting

— Disclosure of profits made, taxes paid and subsidies received country by
country, as well as turnover and number of employees.

— From 2014, these figures should be reported to the European Commission and
from 2015 made fully public.

IRB models benchmarking

— Hypothetical portfolio to test IRB model outcomes
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2. Deposit Guarantees
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3. Bank Resolution



Main features

v Comprehensive: three phases
v" Prevention
v' Early intervention — act before bank's viability is compromised

v Resolution — restructure failing banks and preserve critical
functions.

v" Flexibility: Powers for use by national resolution authorities applied
proportionately depending on banks and crises.

v Build on powers already used in various Member States.
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Shifts in bank activities and funding
structures

Evolution of liabilities of MFls

1998-2012 (euro area, € billion)

35000

30000

25000

20000

15000 -

10000
5000
0

0 O
9
L
T @©
=

Mar-00
Mar-01
Mar-02

W Other liabilities

m Capital and reserves

Mar-03
Mar-04
Mar-05
Mar-06
Mar-07
Mar-08
Mar-09
Mar-10
Mar-11

Customer deposits

Mar-12

Evolution of assets of MFls
1998-2012 (euro area, € billion)

35000
30000
25000
20000
15000 -
10000
5000
OY{IINININIIIII\
0 O O " &N m < N O~ 0O O «
QP QO Q 0 0 Q Q 0 O O << d
R A - - R
=2 222 =2 222 =22 22222
W Other assets Customer loans

Notes: Customer deposits are deposits of non-monetary

financial institutions excluding general government.

Source: ECB data.

Notes: Customer loans are loans to non-monetary financial institutions
excluding general government.
Source: ECB data.

22



Summary of recommendations

1. Mandatory separation of proprietary and
significant other trading activities

2. Additional separation of other activities
conditional on the recovery and resolution plan

3. Possible amendments to the use of bail-in
Instruments as a resolution tool

4. A review of capital requirements on trading
assets and real estate related loans

5. Strengthening the governance and control of
banks
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"Volcker Banking Group”

Prop trading+| Market making

Investment
and commercial
banking

Swaps push-out
"HLEG Banking Group”

"Vickers Banking Group”

Prop tradina+t Investment

rop rading¥  and commercial

Mkt making :

banking

Investment and Retail
commercial banking banking with
(prop trading, higher capital
mkt making, large requirements

corporate lending)
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Roadmap towards the Banking Union

« Communication on
Banking Union;

* Proposal for a Council
Regulation establishing
the SSM;

* Proposal for a Regulation
amending the EBA
regulation.

02/07/13

* Reach agreement on:
+ SSM and EBA
regulation;
» Existing BRRD/DGS
proposal;
« CRR/CRD IV;
 Existing crisis
management proposal.
» Report of the four
presidents for the

"achievement of a genuine
EMU".
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 Entry into force of SSM,
phasing-in of ECB
supervision.



Summary and Conclusions
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