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Bank sector outlook 2022: Bracing for
transformation

With market conditions expected to normalise further in 2022,
European banks will focus on new regulatory developments, including
in the fields of crisis management, digitalisation and sustainability

@ Bank lending and deposits will continue to grow

On the macro side, things are tentatively moving back to more normal conditions. In step with
that, we expect bank lending and deposit growth to further decelerate in 2022, likely even
dropping slightly below pre-pandemic trend growth as excess deposits are spent instead of new
loans taken out. A worse financial position in some corporate sectors and high cash availability in
others may weigh on demand for loans. On the funding side, household deposit inflows will likely
diminish further as government support is receding and lockdowns are lifted.

@ ECB support for bank funding remains, for now

Meanwhile, bank funding will remain strongly supported by the European Central Bank. Even
though we don't expect the terms of Targeted Longer-Term Refinancing Operations to be eased
further, we do believe that the TLTRO-III operation will remain an important part of the bank
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funding equation. Banks will probably not refinance all of their TLTRO funds after the most
favourable interest terms expire in June next year. However, we do expect the partial refinancing
of the TLTROs to result in higher bank bond supply in the course of 2022.

@ European banks: Let’s talk resolution

Next year will also bring a wave of binding loss absorption requirements to make banks more
crisis-proof. At the same time, a review of the industry's crisis management framework is set to
start. In the second half of 2022, the European Commission is expected to publish the proposal for
the review of the crisis management framework, which may have implications for bank bond
spreads and supply. As of January 2022, banks will also face the first extensive wave of binding
loss absorption requirements in the form of interim minimum requirements for own funds and
eligible liabilities (MREL). Banks are well-positioned to meet the 2022 interim requirements but are
expected to have a €42b shortfall for the final binding targets in 2024.

@ Digital regulation - information overload

As if banks don't have enough to worry about, the European digital regulatory calendar is packed
with initiatives that will have a profound effect on the banking business model in the near future.
We discuss three themes in this article: data, crypto and central bank digital currencies. All three
show how the requlatory and institutional framework is a key factor shaping the outlook for banks.
Although the regulatory initiatives described will take time to be concluded and implemented,
banks would do better to prepare and be ready for them.

@© Banks take up gauntlet against climate risks

The European banking sector will also continue to have its work cut out next year as it strives

to meet the sustainability disclosure requirements set by European law. These disclosures will give
market participants more insight into the environmental and social efforts made by banks. The 'E'

in ESG, in particular, will remain in the spotlight, as banks take their first steps towards reporting on
the taxonomy compliance of their balance sheets. Meanwhile, the anticipated proposals to expand
the taxonomy regulation by social objectives will offer banks new opportunities to direct capital to

socially sustainable activities.
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Disclaimer

This publication has been prepared by the Economic and Financial Analysis Division of ING Bank N.V. (“ING”) solely for information
purposes without regard to any particular user's investment objectives, financial situation, or means. ING forms part of ING Group
(being for this purpose ING Group N.V. and its subsidiary and affiliated companies). The information in the publication is not an
investment recommendation and it is not investment, legal or tax advice or an offer or solicitation to purchase or sell any financial
instrument. Reasonable care has been taken to ensure that this publication is not untrue or misleading when published, but ING
does not represent that it is accurate or complete. ING does not accept any liability for any direct, indirect or consequential loss
arising from any use of this publication. Unless otherwise stated, any views, forecasts, or estimates are solely those of the author(s),
as of the date of the publication and are subject to change without notice.

The distribution of this publication may be restricted by law or regulation in different jurisdictions and persons into whose
possession this publication comes should inform themselves about, and observe, such restrictions.

Copyright and database rights protection exists in this report and it may not be reproduced, distributed or published by any person
for any purpose without the prior express consent of ING. All rights are reserved. ING Bank N.V. is authorised by the Dutch Central
Bank and supervised by the European Central Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority for the Financial
Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no. 33031431 Amsterdam). In the United Kingdom
this information is approved and/or communicated by ING Bank N.V., London Branch. ING Bank N.V., London Branch is authorised by
the Prudential Regulation Authority and is subject to regulation by the Financial Conduct Authority and limited regulation by the
Prudential Regulation Authority. ING Bank N.V., London branch is registered in England (Registration number BR0O00341) at 8-10
Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this report or effect transactions in any security
discussed herein should contact ING Financial Markets LLC, which is a member of the NYSE, FINRA and SIPC and part of ING, and
which has accepted responsibility for the distribution of this report in the United States under applicable requirements.

Additional information is available on request. For more information about ING Group, please visit http://www.ing.com.
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