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We expect bank loan quality to suffer from the difficult combination of high inflation, a slowing economy and high 

rates 
 

Higher rates and high inflation weaken the capacity of debtors to service their loans. 

Corporate books are likely to drive provisions. We expect that larger corporates are 

better positioned than small and medium-sized enterprises (SMEs) when the economy 

deteriorates. SMEs are likely to have less pricing power and access to more limited 

funding channels (and levels) when needed. 

Loans to households and non-financial corporations 

 
Note: in this chart the data for NO is from the EBA and thus not directly comparable 

Source: ING, ECB 
 

We believe that mortgages remain generally robust despite the slowing of housing 

markets, but consider that tail risks in these books are edging higher. 

Banks with a larger share of floating rate loans in their books stand to benefit from 

higher rates in their revenues, but they are also likely to see more pressure in loan 

Bank fundamentals under pressure 
going into 2023 

Banks are facing a number of challenges. We expect the higher risks in energy and 

energy-intensive lending alongside the impact of higher rates and a slowing economy 

to have a negative impact on bank loan quality. The extent of the impact will be based 

on the state of the economy, government measures and ECB policy tightening 
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quality. Banks that have a higher share of fixed-rate mortgages will instead see only a 

slow movement higher in their average lending rates. These banks, however, are likely to 

see their mortgage credit costs remain stickier while their clients continue to enjoy more 

stable lending rates despite changes in market rates. 

A mortgage with a high loan-to-value ratio (LTV) can be considered of higher risk than 

one with a low loan-to-value. The loan-to-value ratios of mortgages have improved with 

55% of mortgages in the EBA sample exhibiting an LTV ratio of less than 60%, up from 

50% at the end of 2020, which has also been supported by higher house prices. 

Lower LTV levels suggest lower loan balances as loans may have been repaid partially. 

Households with lower loan balances may have a better capacity to absorb a rise in 

mortgage rates. The highest share of mortgages with an LTV of below 60% were in 

Sweden, Cyprus and Ireland. In the current environment with a slowing economy and 

higher rates, high loan-to-value ratio loans warrant attention, in our view. In case of 

forced sales, loans with higher LTVs are most at risk. The share of mortgages with a 

higher than 100% LTV was 5% in the first quarter of 2022, which is a stable QoQ change. 

The ratio was still 8% in the third quarter of 2020. The highest share of LTVs that are 

above 100% were in banks in Greece, Germany, and Austria. 

Loan-to-value ratios by country 

 
Source: ING, EBA 
 

Danish and Benelux (Belgium, the Netherlands, and Luxembourg) banks in particular 

have relatively large mortgage books. Greek and Italian banks have less exposure to 

mortgages and are more geared toward corporates. French and German banking 

sectors have a more even split. German and Dutch banks have higher exposure to larger 

corporate loans, while Cypriot and Baltic lenders are among those with the highest 

relative exposures to SME lending. Read more on banks' exposure to energy and energy-

intensive sectors here. 

https://think.ing.com/articles/bank-outlook-2023-running-out-of-energy/
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Corporate lending and SME lending 

 
Source: ING, EBA 
 

Changes in loan quality limited for now 

So far, changes in credit quality have been very limited. In the first quarter of 2021, the 

banking sector saw a very limited shift higher in the cost of risk. Instead, in the second 

quarter of this year, the change has already somewhat levelled out with the cost of risk 

levels edging lower again. 

The overall cost of risk has remained very limited at 45bp for EEA banks in 2Q22, down 

from 51bp in 1Q22 and from 47bp in 4Q21. The cost of risk moved higher in the 

Netherlands, Austria, Ireland and Denmark in 1Q22. After the dip in 2Q22, the cost of risk 

remains higher from the year-end in the Netherlands, Austria and France. 

Change in cost of risk 

 
Note: Greek banks’ change in cost of risk was -456bp QoQ in 1Q22 and -442bp HoH in 2Q22 

Source: ING, EBA  
 

Non-performing loan (NPL) ratios have declined this year across countries. The largest 

declines have been seen in southern Europe in countries such as Greece and Cyprus, 

driven by measures to drive down legacy exposures. Southern European banks have 

relatively higher NPL ratios while the Baltics, Nordics and Germany are among those 

with the lowest ratios. Higher NPL ratios absorb capital and keep banks engaged in NPL 

management. 
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Loan quality of banks in selected countries as of 2Q22 

 
Source: ING, EBA 
 

Loan quality is likely to weaken from current levels, however. This year, several banks 

have categorised a higher share of their loans as Stage 2 loans compared to last year. 

Banks categorise loans as Stage 2 if they face a significant increase in credit risk but 

there is no objective evidence of impairment. Thus, a higher share of Stage 2 loans 

points to a weakening credit quality going forward. 

Change in Stage 2 and Stage 3 loans 2Q22 vs the year-end 

 
Source: ING, EBA 
 

Banks in Germany, France, Belgium, and Italy are among those that have increased their 

Stage 2 loans from the year-end. Banks in Ireland and Austria, on the other hand, report 

smaller shares of Stage 2 loans. It is worth noting that Ireland and Austria are among 

the countries that had relatively large Stage 2 books to begin with. 
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Loan book by stages 

 
Source: ING, EBA 
 

Bank buffers remain the key 

Banks with robust profitability metrics are better positioned to absorb higher credit costs 

with earnings generation. Furthermore, stronger capital buffers provide more room to be 

tapped in case credit costs push earnings to a net loss. Low earnings generation 

capacity means that banks are less well positioned to absorb the impact of a weakening 

macroeconomic outlook with earnings and instead may need to tap into their capital 

buffers in case the situation clearly worsens. 

European bank profitability has improved this year. EU banks reported an ROE of 7.9% in 

2Q22. Profitability has improved from 2019 (5.7%), 2020 (1.9%) and 2021 (7.3%). ROA 

metrics show a similar picture with the EU level ratio at 0.49%. Despite improvements, 

bank profitability, particularly in core countries, remains relatively weak. Banks in 

Germany and France are positioned at the lower end of the range when it comes to 

profitability. Banks with stronger profitability metrics include Greek, Norwegian and 

Austrian banks. 

Bank profitability (ROE) as of 2Q22 and change since 4Q21 

 
Source: ING, EBA Note. Greek growth rate +39% due to a negative comparison period 
 

In our opinion, most banks have healthy capital buffers. The chart below shows that 

banks in Belgium, Finland, Ireland and the Netherlands have strong risk-based and 

leverage-based capital ratios. By comparison, Banks in Greece and Spain have relatively 

thinner risk-based capital buffers, leaving less room for absorbing any weakness in times 

of stress.   
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Risk-based capital ratios vs leverage ratios 

 
Source: ING, EBA 
 

Conclusion 

We expect bank loan quality to suffer from the difficult combination of high inflation, a 

slowing economy and high rates. The resulting higher loan loss provisions are likely to 

absorb part of the positive revenue impact from higher rates. 

While households are negatively impacted by higher mortgage rates and higher energy 

prices, we believe that the relatively benign quality of most mortgage books limits the 

impact of the weaker prospects on provisions. We would be more vigilant with banks 

that have more exposure to lending to corporates and especially to energy, energy-

intensive and SME sectors. Substantial government support acts as a limit to risks for 

banks. That said, due to substantial support measures introduced during the Covid-19 

crisis, governments are bound to have less room and willingness for new support 

measures. 

Banks with strong profitability and capital metrics stand to be better positioned. German 

and French banks ranked behind Spanish, Belgian and Italian peers in a profitability 

comparison in the second quarter of the year. Spanish banks remain among those with 

thinner capital buffers. Dutch banks have solid capital buffers, but their profitability has 

remained sluggish. 
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Higher rates should be positive for bank revenue development but the impact is not the same for everyone 
 

Most banks rely heavily on net interest income 

The impact of higher rates on banks depends, among other things, on their business 

model and their reliance on interest-generating activities, as compared to fee 

businesses. In addition, the average interest rate fixing period of the bank’s loan book, 

the specific funding model, the composition of the investment portfolios, hedging 

arrangements and so forth impact the sensitivity. Higher rates have a positive impact on 

the net interest income (NII) of banks. While the impact of a revaluation of fixed-income 

portfolios is negative. 

Importance of net interest income on revenues vs net interest margins 

 
Source: ING, EBA 
 

Banks that rely more heavily on NII instead of net fee and commission income as a 

source of income are likely to see a bigger impact on their revenues from changes in 

interest rates. In the second quarter of 2022, Spanish, Norwegian, Dutch, and Swedish 

Higher rates, higher risks 

The aggressive shift in the monetary policy stance of the European Central Bank (ECB) 

has led to a massive repricing of interest rates. While higher rates should be positive 

for bank revenue development, the impact is not the same for everyone 
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banks were among those with the highest reliance on net interest income as a source of 

income. 

Banks in France, Greece, Italy, and Germany were among those with the lowest reliance 

on NII. Italian, German, and French banks generate a larger share of their revenues from 

net fee and commission income. Additionally, Greek, Finnish, French and German banks 

have larger net trading revenues, which tend to exhibit more volatility over time. 

According to a recent report by S&P, the impact of a parallel 200bp of higher interest 

rates has a positive impact on net interest income with Italian and Spanish banks, in 

particular, positively supported. The impact on the economic value of equity is negative 

for most banks. Only Spain is a positive outlier. 

Impact of higher rates on banks 

 
Source: ING, S&P 
 

In the second quarter of the year, eurozone banks enjoyed net interest income growth 

of 7% quarter-on-quarter, supported by higher volumes and slightly higher net interest 

margins. While net interest margins have edged up almost across the board in the EU, 

the changes remain relatively limited in size. Austrian and Italian banks are among 

those showing larger increases, while Irish and Swedish banks saw their net interest 

margins decline slightly further. 

Net interest margin vs QoQ change 

 
Source: ING, EBA 
 

Higher interest rates do not come through at the same time for all 

European banks are very differently positioned in terms of the rate impact on their 

mortgage books due to the specifics of the housing and mortgage markets in different 

countries. 
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Banks in Finland, the Baltics and Sweden have a very high share of mortgages that are 

tied to shorter rates as shown in the high share of new production (80-98%) in August 

2022 and in the historic comparison periods. Looking at the average levels since 2003, 

southern European countries, Ireland, and Austria wrote the bulk of their mortgages 

with floating rates. Since then, they have all seen a substantial shift lower in the share of 

floating rate mortgages in new mortgage production. Spain and Ireland in particular 

have seen almost a complete turnaround. For these countries, the outstanding balances 

keep the books geared towards shorter rates. 

On the other hand, the bulk of mortgages in French, Belgian, German, or Dutch banks 

have been tied to longer rates in the past. This means that changes in market interest 

rates will take a longer time to get through to loan pricing. 

Share of variable rate loans of new mortgage production (floating rate or initial rate 

fixing period of less than 1y) 

 
Source: ING, ECB 
 

Swedish and Benelux banks with larger exposures to shorter corporate 
lending 

The higher the share of shorter corporate loans or shorter fixing periods, the faster banks 

will see their corporate lending books repricing higher. Based on the ECB statistics, 

Swedish and Benelux (Belgium, the Netherlands, and Luxembourg) banks are more 

geared towards shorter corporate loans. This should support the banks’ NII generation as 

the rates will adjust higher at a quicker tempo. The other side of the same coin is that 

these corporates will face faster higher funding costs, and thus the risks in these books 

may also edge faster higher. This may show as higher credit costs along the way in 

these countries. 

The longest corporate loans are in banks in Cyprus, France and Germany. With longer 

maturities, corporates do not need to refinance in the current uncertain environment. 

Those with fixed loans can continue enjoying relatively attractive funding rates, which 

should support the quality of these books.  



Banks outlook November 2022 

 

11 

Corporate lending split by country 

 
Source: ING, ECB 
 

Impact on other assets is mixed 

Rising rates impact other bank assets besides loans. Among others for liquidity purposes, 

banks hold large balances of cash and debt instruments. 

Higher deposit rates result in banks being better compensated for their cash balances. 

The fair value of debt securities is instead hit by higher market rates, but reinvesting can 

perhaps be done at higher yield levels than those of maturing bonds. Southern European 

banks, led by Italy, Portugal and Greece, hold larger shares of debt instruments. French, 

Spanish and Italian banks are among those with the smallest relative share of cash 

balances. Belgian, Greek, Austrian and German banks stand to benefit more from the 

repricing of their cash balances. The reduction in TLTRO-III drawings and excess liquidity 

in the banking system is likely to limit the benefit that eurozone banks can obtain from 

higher deposit rates on their liquidity balances. 

Fig 1 Share of cash and debt securities of total assets 

 
Source: ING, EBA 
 

Sovereign exposures form a large part of the debt securities banks hold. French banks 

held €981bn of direct sovereign exposures, around half of which are French as of the 

second quarter. Italian banks have €487bn in sovereign exposure on their balance 

sheets, followed by Spanish banks at €484bn. Of the Italian exposure, a slightly higher 

share (60%) are home country securities versus 52% for Spain. 

For Portuguese banks, sovereign exposures amount to more than 300% of their own 

funds. Italy (293%) and Spain (244%) also have high exposure, alongside Belgian and 

French (both 220%). Dutch and German banks have substantially smaller exposures to 
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sovereigns at 169% and 156% of their own funds. Banks are required to hold high-

quality bonds to meet liquidity coverage ratio requirements, which is one factor driving 

sovereign exposures. 

Bank sovereign exposures 

 
Source: ING, EBA Note: total carrying amount of direct non-derivative assets net of short positions 
 

Greek, Belgian, German and Dutch banks hold longer bonds, on average, while Nordic 

banks have shorter maturities. Twenty-six percent of French sovereign exposures are 

longer than 10 years and altogether 45% longer than five years. Forty-four percent of 

Italian sovereign exposures are longer than five years, in line with Spain at 42%. 

Due to the substantial home country exposures, bank fundamentals are directly 

impacted by any changes in the home country's sovereigns. Higher government bond 

yields mean that banks suffer from negative fair value changes in these positions. This 

impact is, however, partly limited by the accounting method used. The bulk of the 

instruments is accounted at amortised cost, meaning that changes in market values are 

not immediately reflected on bank financials. For Italy, 64% of the instruments are 

accounted at amortised cost, closely aligned with France and Spain (both at 63%). These 

risks should be reflected in the estimates for the economic value of equity. 

It is good to remember that substantial sovereign debt holdings are not the only link 

between banks and the sovereign. Banks are usually very exposed to their home 

country's economy, making the two very interlinked. Bank senior unsecured bond 

ratings may also be capped based on the level of the home country rating. 

Maturities of sovereign exposures 

 
Source: ING, EBA 
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Deposit funding more attractive again 

Customer deposits remain the main funding channel for most banking sectors with 

southern European banks, in particular, relying on deposits as the main funding channel 

for their lending. Nordic banks have traditionally relied heavily on other types of funding 

such as debt market financing. Dutch and German banks have relatively high loan-to-

deposit ratios in a European comparison. 

Loans-to-deposits ratios 

 
Source: ING, EBA 
 

Deposits provide banks with a relatively stable type of funding and they tend to reprice 

at a more modest pace than wholesale funding rates. In an environment with rising 

rates, lending rates generally rise faster than deposit rates. This supports the 

development of the net interest margins and net interest income. Banks with a larger 

share of deposit funding stand to benefit the most. Instead, banks that rely on wholesale 

markets for funding are looking at substantially higher funding costs with bank bond 

yields across the liability structure seeing a steep rise this year. A large part of bond 

market funding is done with a fixed coupon, but large banks are frequent bond issuers, 

meaning that the increase in funding costs will come through bond by bond when old 

bonds are refinanced at higher rates. 

Bank funding differences 

 
Source: ING, EBA 
 

Conclusion 

The move higher in underlying rates supports net interest income with higher net 

interest margins. Banks with a larger share of floating-rate loans in their books stand to 

benefit. We believe that, on balance, the net impact is positive, ie the revenue boost is 
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enough to compensate for higher edging loan loss provisions. A deposit-driven funding 

model and a lower loan-to-deposit ratio are likely to be positive in an environment with 

rising rates. Banks that rely on bond markets for funding are looking at much higher 

funding costs for new bond issuance. 

Banks with a larger share of their lending tied to shorter rates should stand to benefit 

from higher market rates. In case of a larger share of long interest rate fixing periods, 

banks will see the impact of higher market interest rates come through only over a 

longer timeframe. 

Banks in Finland, the Baltics and Sweden have a very high share of mortgages that are 

tied to shorter rates, followed by southern European countries. By comparison, the bulk 

of mortgages in French, Belgian, German, or Dutch banks have been tied to longer rates 

in the past. Swedish and Benelux banks are more geared towards shorter corporate 

loans. The longest corporate loans are in banks in Cyprus, France and Germany. In 

general, we think southern European banks are more likely to be impacted quickly by 

higher rates than their peers in the Netherlands, France or Germany. 
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Substantial exposure to the energy sector 

EU banks had €322bn in outstanding loans towards the energy sector (NACE sector D: 

electricity, gas, steam and air conditioning supply) as of the second quarter of this year, 

up by 18% year-on-year (or €50bn) according to the EBA. Since then, exposure to the 

energy sector has further increased. The substantial growth is being driven by the 

energy crisis as banks have supported energy companies and provided credit lines for 

them to meet their margin calls. 

Energy sector lending accounts for 5.2% of total corporate lending but only 1.6% of total 

lending. The largest energy sector exposures are in French banks, but with large total 

books, their share of the total corporate lending is more contained at 4.7% and below 1.5% 

of their total lending. Banks with the proportionally largest energy sector exposures versus 

the size of the total corporate book include German banks (8.2%) and Greek banks (7.9%), 

where the share of total loans is also the highest among the larger EU countries. 

Energy sector exposures in banks by selected countries as of 2Q22 

 
Source: ING, EBA 
 

Running out of energy 

European bank fundamentals are being pressured by the ongoing energy crisis. Risks 

from direct exposure to the energy sector are heading higher. Additionally, energy-

intensive sectors stand to suffer from higher energy prices. We take a look at which 

banks are more exposed to the impacts of the energy crisis 
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It is important to note that energy sector lending is by no means one homogeneous 

group of exposures. Some of these corporates have benefited from higher energy prices, 

while others have ended up requiring state assistance or have even collapsed. 

In the second quarter of this year, non-performing energy loans increased by 6% YoY. 

The nonperforming loan (NPL) ratio for the sector increased to 1.4% from 1.3% the 

previous quarter. The levels are still very low, but the risks have since increased. The 

energy sector has been a target of substantial government support measures in several 

countries. The massive energy package launched by the German government will likely 

indirectly support banks by limiting the credit risks of the energy sector for individual 

banks. Greece has also taken some measures to support households and businesses 

facing soaring energy bills. 

The link between energy sector derivatives and banks 

Banks provide energy companies with many types of services, which means that the 

massive increase and volatility in energy prices caused by supply disturbances impacts 

the banking sector. Energy companies use derivatives for hedging purposes. Banks act 

as a link between companies and central counterparties (CCPs), while some larger 

companies may access CCPs on their own account. Higher energy prices and volatility 

increase margin requirements on derivatives contracts forcing these companies to post 

additional collateral against the positions. For this purpose, banks may extend credit 

lines or provide bank guarantees. 

EU banks held €50bn in financial assets held for trading that are related to commodity 

derivatives in the first quarter of the year, more than doubling on a year-on-year basis. 

Around 40% of these are said to be energy related. The exposures have further 

increased by 10% in 2Q22 according to the EBA preliminary statistics. The reported 

exposure value towards commodity CCPs for the top 20 banks was €129bn in June 2022, 

up by 15% from the year-end based on EBA. The exposures were in Belgium, Germany, 

Denmark, Spain, France, Ireland, Italy, the Netherlands and Sweden. The figures 

particularly increased in the Netherlands, Belgium and Germany. The amount of original 

large exposures cleared as of June 2022 amounted to €88bn (+88% from the year-end). 

These exposures also include commodity exposures.    

Energy intensive lending 

In addition to direct impacts, the energy crisis also impacts banks in an indirect fashion. 

Corporates that are heavily reliant on energy in their main function are likely to be more 

impacted by the disturbances in energy markets than those that require less energy for 

their operations. We are not discussing the actual energy sector here but rather sectors 

such as mining and quarrying, transportation and storage, agriculture, forestry and 

fishing, and water supply and manufacturing, which are all energy-intensive sectors. 

When ranked by their usage of energy outputs to total output, these sectors rank top. 

 

EU banks are very exposed to corporates in high energy-intensive sectors (excluding the 

energy sector) with the exposures amounting to €1.7tr or 27.9% of their total corporate 

lending books as of 2Q22. The exposures correspond to around 8% of total lending. 

The highest absolute exposures are in French, Italian and Spanish banks. The share of 

energy-intensive sectors as a proportion of the whole corporate book or total lending is 

higher in countries such as Greece, Italy and the Netherlands when looking at larger 

countries, with the share in Spain positioned below them due to higher total loans.   

“EU banks are very exposed to corporates in high energy-intensive 

sectors” 
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Energy intensity by NACE sector (energy as a share of total output) 

 
Source: ING Macro research 

 

Energy intensive lending vs total corporate lending by selected countries as of 2Q22 

 
Source: ING, EBA 
 

Capital buffers provide shelter from higher risks in lending 

The various impacts of the energy crisis will pressure bank loan quality. The degree of 

impact depends on several factors, including possible government intervention, the 

extent to which the ECB tightens monetary policy, and the economic slowdown. 

In our opinion, banks in general have very healthy capital buffers. The chart below shows 

that among the larger countries, banks in the Nordics remain among those with 

stronger risk-based capital buffers, while banks in southern Europe have relatively 

thinner risk-based capital buffers. Energy lending as a share of total own funds is higher 

in countries including Greece, Germany and Spain as banks have, on a relative basis, 

both higher exposures and lower capital buffers. The share gives some general 

indication of which banks’ capital buffers are more exposed to the changes in the credit 

quality of these exposures. 



Banks outlook November 2022 

 

18 

Risk-based capital ratios vs energy exposures 

 
Source: ING, EBA 
 

Conclusion 

In our view, the European banking sector is well-positioned to weather the upcoming 

negative impacts of the energy crisis. However, the impact will not be experienced in the 

same way across the sector, due to differences in loan books. We would be more vigilant 

of banks that have high shares of lending to energy-intensive sectors. We note that 

while energy sector lending is at the centre of the current crisis, the impacts across the 

sector are very mixed. Substantial government support reduces the risks for banks. 

We believe that banks in Germany, Greece, Italy, and the Netherlands are exposed to 

the impacts of the energy crisis via corporate lending. The largest absolute energy 

sector exposures are in French banks, but banks with the proportionally largest energy 

sector exposures include German and Greek banks. The indirect impacts are likely felt 

the most by corporate sectors that are energy intensive. French names also have large 

exposures, but again proportionally the share of energy-intensive lending is higher in 

Greece, Italy and the Netherlands. 
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Bank funding has relied heavily on central bank funding in recent years 
 

2022 was a strong supply year 

Financials bond supply has reached €437bn year-to-date in 2022, ahead of €348bn in 

2021 YTD. There are several reasons for the active presence of banks in the new issuance 

market. The European Central Bank’s third Targeted Longer-Term Refinancing Operation 

(TLTRO-III) funding operation is reaching its maturity, and banks are looking into 

refinancing part of these balances. Worries over the economic outlook together with the 

jump in inflation and interest rates have led banks to lock in still relatively attractive 

yield levels for longer-term funding. 

The increase is especially driven by bank funding products, while capital issuance has 

been pressured by the volatile market conditions. Bank bond supply in 2022 runs clearly 

ahead of 2021 with the YTD print at €374bn, more than €110bn ahead of the €266bn 

realised at the same time in the previous year. Bank net supply turned positive at the 

end of the year. 

The massive moves in the funding costs have resulted in banks sticking to the cheapest 

funding products: the covered bond supply at €192bn is the main driver for the jump in 

bank bond issuance. Of the unsecured debt products, preferred senior debt at €69bn is 

€16bn ahead of 2021, while bail-in senior at €93bn is in line with 2021. The market 

moves have limited the most subordinated debt (T2 and AT1) issuance which is €11bn 

behind 2021 and unlikely to reach last year’s levels this year. Financial services are down 

from last year, while insurance supply has been relatively stable YoY. 

Another bumper year for bank bond 
supply 

Looking into 2023, financials' bond supply is likely to face another strong year. In 

volatile market conditions, the funding split is likely to remain geared towards tighter 

spread funding alternatives including covered and preferred senior, and once the 

market conditions improve, loss absorption eligible paper will see more activity 
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Bank bond supply 

 
Source: ING, Dealogic, IGM 
 

The ECB moves to tame the TLTRO programme 

Bank funding has in recent years relied heavily on central bank funding. The third 

Targeted Longer-Term Refinancing Operation (TLTRO-III) is reaching maturity with 

€1,490bn of its outstanding balances maturing in the course of 2023. Some of the funds 

will be paid back prior to maturity. The ECB announced changes to the terms of the 

TLTRO-III programme in its October meeting, meaning that the costs of the programme 

for banks will increase. 

From 23 November 2022 and until maturity or early repayment date, the TLTRO interest 

rate will be indexed to the average applicable key ECB interest rates over this period. The 

change means that the cost of the TLTRO tranches for banks that have met the lending 

benchmarks will move to at least 1.5% after 23 November (to the level of the deposit 

rate as of 2 November), but the level for the remainder of any tranche will most likely be 

higher than this as the ECB continues to hike rates. Until 23 November banks can enjoy 

the very attractive rates based on the average during the life of the tranche until that 

date. The ECB also offers banks additional voluntary early repayment dates. 

The change in the funding programme means that not all banks are in a similar position. 

Banks that have increased their longer-term funding due to the programme will have 

more difficulties paying them back early as opposed to those names that have utilised 

the funding more in an opportunistic fashion in shorter-term commitments. 

 

While the cost of the operation will become higher for banks, the levels compare still 

relatively attractively with bond market yields due to the substantial repricing of 

underlying interest rates this year. Most covered instruments trade with yields closer to 

2.8% in the 2024 maturity bucket, while preferred senior is quoted even at higher yield 

levels than this (around >3.6%). Thus, while the ECB has changed the conditions, we 

don’t foresee the change to result in massive early repayments for banks that use the 

operations for funding. Instead, these banks are likely to consider the benefits of 

retaining more liquidity, especially considering the substantial volatility in the financial 

markets and worries over the economic outlook. 

For banks that have drawn funds more opportunistically, the question is less 

straightforward. While you can continue depositing the funds back at the deposit rate to 

the ECB, the TLTRO drawings have a negative impact on for example MREL or leverage 

ratio metrics. That said, the costs of holding on to the funds do not seem surmountable 

“While the cost of the operation will become higher for banks, the levels 

compare attractively with bond market yields” 
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to us, at least for now. Paying back early would decrease liquidity buffers at the time of 

substantial stress in the financial markets. Some banks will drive down these buffers to 

pay back early while others may choose to wait. Massive early repayments still this year 

are, for these reasons, perhaps less likely in our view.  

Average yields for bonds maturing in 2024 

 
Source: ING, IHS Markit 
 

TLTRO-III programme redemptions to drive down liquidity ratios 

The maturing TLTRO will pressure bank liquidity metrics in 2023. To pay back the TLTRO 

funds banks can utilise existing (liquidity) resources, issue new debt or increase deposits 

among others. Using existing liquidity is likely the first method to look at. 

111 significant institutions under the Single Supervisory Mechanism had a liquidity 

coverage ratio (LCR) of 164.4% in 2Q22, down from 173.5% in 4Q21. In 1Q20, ie, before 

the allotment of the largest tranche in the TLTRO-III programme, the LCR ratio was 

146.6%. The numbers point to a substantial improvement in the liquidity position of 

banks. The sample of banks with the LCR data is not identical to banks that have utilised 

the TLTRO operations. We consider that it provides a good general understanding of the 

position of banks using TLTRO funds. 

LCR ratios by country 

 
Source: ING, ECB 
 

If banks were to retain at least a 110% (or alternatively 115%) LCR level, the headroom 

with the current buffers would amount to some +€1,700bn (+€1,500bn) for this group of 

banks. We consider that due to the particularities of different banking systems, it seems 

more likely that the “normal” level of the LCR could be different for different banks. If 

comparing for example with the LCR level in 1Q20, ie, before the large TLTRO allotments, 
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in 2Q22 these banks exhibited some €570bn headroom on top of the 2Q20 LCR ratio, 

other things being equal. 

The TLTRO-III maturities in 2022 and 2023 amount to €63bn and €1,490bn, respectively. 

Part of the funds are likely to be paid back with the excess liquidity balances. The 

differences across countries are large. Comparing the LTRO drawings and liquidity across 

countries, we note that the larger LTRO users, especially Italian and German banks, 

would feel the pressure to find other funding solutions outside existing liquidity reserves. 

TLTRO redemptions in 2022-2023 vs LCR headroom to 1Q20 levels 

 
Source: ING, ECB Note. Country approximation based on the overall split of TLTRO maturities 
 

Another large supply year ahead for banks 

While the TLTRO redemptions cannot be completely refinanced with existing liquidity 

balances, part of the problem may be fixed by other factors. As the outlook for lending 

growth has taken a considerable turn towards weaker conditions, part of the funding 

solution may well come from a more modest lending-driven funding need. Furthermore, 

we expect that banks will try and seek to decrease their loan-to-deposit ratios, by 

especially increasing deposits in their funding palette. 

 

For 2023 we forecast a total €465bn in financials supply, of which €215bn in unsecured 

format. Net bank bond supply is set to increase to around €95bn with lower bond 

redemptions. Covered bond supply will see a slight decrease from 2022 to €180bn in 

2023. Bank senior supply is likely to edge higher to €190bn in 2023. Our estimates 

incorporate an assumption that the split between preferred and bail-in senior debt sees 

a slight tilt higher in preferred senior debt versus bail-in senior debt. Covered and to a 

lesser extent also preferred senior debt are used for TLTRO refinancing. 

For the bulk of banks, the minimum requirements for own funds and eligible liabilities 

(MREL) remain another considerable issuance driver in 2023. In addition to any potential 

(although perhaps not very strong) lending or RWA growth, redemptions drive MREL 

issuance in 2023. Furthermore, some banks have not yet met their full MREL 

requirements set for the beginning of 2024. 

According to the Single Resolution Board (SRB), as of 1Q22, the aggregate MREL shortfall 

for resolution entities to their 2024 MREL targets amounted to €36.7bn including the 

combined buffer requirement, corresponding to some 0.5% of RWA. The largest share of 

the shortfall was in smaller non-Pillar 1 banks. On a country basis, the largest shortfalls 

were in Greece (€11.6bn), followed by Italy (€7.9bn), Spain (€4.3bn) and Portugal 

(€3.9bn). Pointing towards challenges in reaching the targets, in 1Q22 the MREL eligible 

issuance of Greek and Portuguese banks was zero. We don’t think the situation has since 

“For 2023 we forecast a total of €465bn in financials supply” 
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then greatly improved due to the difficult market conditions. For smaller banks to be 

able to meet their MREL requirements, an improvement in the funding conditions is a 

necessity. 

Financials supply estimates 

 
Source: ING, Dealogic, IGM 
 

Call those bonds 

While we contemplate there to be some pent-up supply in bank capital, the issuance 

remains very much driven by refinancing and market conditions. We have pencilled in a 

small negative for bank capital net supply. We consider for Tier 2 paper the likelihood of 

calls to be relatively high, especially for larger banks. 

Higher refinancing costs may have a larger impact on AT1 paper instead. The number of 

AT1 bonds callable in 2023 is not huge, but it includes several lower-rated banks that 

may struggle with refinancing unless market conditions improve. While most of the calls 

are in the second half of the year, which is also when we expect market conditions to 

improve, two banks have their first AT1 call dates in 1H23 and one bank has another 

chance to call its AT1 in April. We consider these deals to exhibit higher extension risk in 

volatile market conditions. Most AT1 calls are, however, only in the second half of 2023, 

which is when we also expect to see the spread conditions normalise. 

Life after the TLTRO-III 

The ECB has made it clear that it prefers that banks start to pay back TLTRO funds. 

Spiking spread and yield levels have made it more difficult for banks to obtain funding at 

attractive levels. Larger, stronger-rated banks are better positioned to obtain funding, 

while smaller, lower-rated banks are likely looking at more challenging funding 

conditions. 

If the market conditions remain challenging going into June 2023, when the fourth 

tranche matures, the ECB may feel forced to provide an opportunity for banks to roll 

their remaining LTROs at maturity but at (considerably) less attractive conditions. This 

would be to support access to (long enough) funding for the weaker parts of the banking 

system in an environment of higher spreads and higher yield levels. In the case of not-

so-generous terms, the stigma may well make a comeback to central bank funding. 

Conclusion 

Financial bond supply is likely to see another bumper year in 2023. The bulk of the 

TLTRO-III funding programme matures in the course of 2023, driving bank supply. Not all 
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TLTRO drawings will be refinanced via bond markets. Instead, banks will utilise their 

excessive liquidity buffers for the purpose together with changes in loan-to-deposit 

ratios. Covered and senior supply remains on high levels, although edging somewhat 

down YoY. Bank capital issuance is supported by redemptions. While volatile market 

conditions may make it more difficult for (smaller) banks to refinance the upcoming AT1 

calls especially in 1H23, we expect most banks to refinance and call their notes in 2023.   
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Decrypting the markets in crypto-assets regulation 

Just a few weeks ago, the European Council (consisting of EU national government 

representatives), Parliament and Commission agreed on the “Markets in Crypto-Assets 

Regulation” (MiCAR). This crypto framework regulates both the issuance of 

cryptocurrencies and assets, and transactions, e.g. trading, investment and payments. A 

few things to consider: 

• While MiCAR has now been agreed upon at a political level, it is expected to take 

until 2024 before it actually enters into force. In the meantime, details of regulation 

have to be worked out in technical standards, and supervisors have to prepare 

themselves. That said, MiCAR already changes the conversation between financial 

institutions and supervisors today, as the contours of the future regulatory 

framework are now clear. This might convince some European banks to press ahead 

with crypto-related services and experiments ahead of MiCAR actually coming into 

force, probably in 2024. 

• The arrival of MiCAR is certainly positive for the coming of age of the crypto sector, 

and for banks’ possibilities to engage with crypto. At the same time, any 

engagement in crypto, by banks or otherwise, is hampered by the fact that a lot of 

crypto activities are not covered by MiCAR. This applies for example to 

“decentralised finance” (DeFi), the attempt to replicate financial services on a 

blockchain infrastructure, without traditional intermediaries. DeFi may have looked 

and behaved a bit like a casino so far, but it has potentially promising applications 

as an additional financing channel next to the bank and market finance channels 

available today. But proper DeFi regulation will have to wait until MiCAR v2.0. 

• While attempts were made in the European Parliament to restrict the energy-

intensive “Proof of Work” transaction validation mechanism (used by e.g. bitcoin), 

MiCAR in its final form does not contain any restrictions, but only sustainability 

disclosure requirements. Meanwhile, the world’s second most important blockchain 

The make-or-break year 

Financial institutions and supervisors will be preparing for the crypto and stablecoin 

regulatory framework next year; it comes into force in 2024. The Eurosystem will also 

start work on a digital euro payment scheme rulebook, which will assume importance 

beyond any central bank-issued digital currency 
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Ethereum has switched to PoS, a much less energy-hungry mechanism. As a result, 

developing services around Ethereum will save financial institutions from difficult 

discussions with policymakers, regulators and the wider public, compared to 

Bitcoin-related services. 

• Insofar as the provision of crypto services by banks would involve taking them onto 

balance sheets, the prudential treatment matters. This is not part of MiCAR, but is 

currently under consideration by the Basel Committee for Banking Supervision. The 

direction of travel is that tokenised traditional assets and selected, really stable, 

stablecoins would fall under existing prudential rules, though with an additional 

charge for “infrastructure risk”. But most crypto assets, given their risks and 

volatility, would in essence need to be backed one-on-one with capital. This would 

make it very costly to hold such assets. Moreover, the Committee has proposed that 

crypto assets' total exposure should be limited to 1% of capital. 

From a regulatory perspective, the approval of MiCAR means the clearance of an 

important hurdle. Prudential treatment of crypto has not yet been codified, but the 

thinking in Basel provides guidance to supervisors. Meanwhile, the “crypto winter” which 

set in this year may have made the business case to engage in crypto less obvious. Yet 

some financial institutions may look through current price developments and instead 

consider the long-term possibilities of crypto and decentralised finance. 

MiCAR birds-eye view 

 
Source: ING 

 

A birds-eye view of the markets in crypto assets regulation 

• MiCAR intends to supplement existing financial services regulation. This means for 

example that if tokens issued on a “distributed ledger” (a blockchain) have the 

characteristics of a security, then MiFID and other securities' regulations will apply. 

MiCAR only comes into view when tokens are not covered by existing regulation. For 

plain vanilla cryptocurrencies, the most important requirement for issuers is to 

provide a white paper, which has to contain specific information for investors. The 

white paper requirement parallels the requirement for securities issuers to provide a 

prospectus. 

• So-called “stablecoins”, given their promise of stability, face additional 

requirements. Stablecoins not denominated in euro (or another EU currency) 

typically classify as asset-referenced tokens (ARTs). Their regulation somewhat 

resembles mutual fund regulation. Importantly, ARTs face volume and transaction 

https://think.ing.com/articles/bank-pulse-ethereums-switch-to-proof-of-stake-a-step-towards-broader-adoption/
https://www.bis.org/bcbs/publ/d533.pdf
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limits, and central banks may refuse authorisation if an ART poses risks “to 

monetary policy transmission, monetary sovereignty, the smooth operation of 

payment systems, and financial stability”. 

• Stablecoins denominated in euro (or another EU currency) typically classify as an e-

money token (EMT). From a prudential perspective (though not a business conduct 

or anti-money laundering perspective!), they are treated mostly like bank deposits. 

In particular, users have a claim on the issuer (unlike with ARTs or ordinary 

cryptocurrencies). 

• An authorisation regime will apply to crypto asset service providers, including 

exchanges and custodians. In addition to already existing requirements regarding 

anti-money laundering, their duty of care is spelt out in MiCAR, as well as 

requirements regarding things 'know-your-customer' and trade transparency. 

• But it’s also important to consider what is not covered by MiCAR. The problem that 

supervision tends to focus on (legal) entities, and does not fit truly decentralised 

tokens, protocols and platforms, has not been solved. In practice, the responsibility 

and liability is placed with crypto asset service providers to make sure that the 

tokens they list are compliant. If users interact with truly decentralised tokens 

directly, they venture outside regulated space. In practice, the impact of the 

problem is diminished by the fact that only a small portion of tokens and platforms 

which claim to be decentralised, truly are. 

• Also out of scope are non-fungible tokens and decentralised finance (“DeFi”). The 

latter may prove problematic if and when DeFi non-fungible tokens space develops 

lending, borrowing and insurance beyond the crypto investment and speculation 

applications it is currently mostly confined to. 

Given the fast-developing crypto sector, the European Commission needs to conduct an 

interim review within two years, which will likely result in recommendations to expand 

MiCAR to (parts of) DeFi and NFTs. 

 

Building the digital euro 

The crypto winter has done little to curb central banks’ enthusiasm for digital currencies, 

at least insofar as those issued by themselves. 2023 is promising to become another 

busy year for the “digital euro”, the ECB’s retail-oriented CBDC project. The ECB realises 

that to make the digital euro a success, they have to look beyond issuing. A common 

eurozone or EU-wide digital method of paying is needed. The tried and tested way to 

realise such a method in the world of payments is to agree on a scheme with a common 

rulebook to ensure compatibility among all payment processors and other participants. 

The ECB intends to start work to develop this rulebook in early 2023. In our view, such a 

scheme rulebook can make or break the digital euro, as it determines the ease of 

adoption and the innovations that can be built on top of it. The rulebook might also be 

useful beyond central bank digital currencies if it allows the processing of payments with 

commercial bank money or stablecoins.  

Meanwhile, the European Commission will publish its proposal for a digital euro legal 

framework in the first half of 2023 as well. The ECB’s digital euro investigation phase 

ends in Autumn 2023, after which the ECB Governing Council decides whether to start 

the “realisation phase”. Any actual launch is not expected before 2026. 

   

https://www.ecb.europa.eu/paym/intro/news/html/ecb.mipnews221010.en.html
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The digital euro’s stated goals – do they make sense? 

While the digital euro slowly takes shape, the policy goals it is supposed to serve remain 

elusive. Judging from central bank reports and speeches over the years, the goals have 

changed a few times. Most of these goals indeed refer to concerns that would be good 

to address. What is less clear, however, is whether issuing a digital euro is necessarily 

the best or only answer. Other policy responses or private sector initiatives might yield 

the same or better outcomes, and in some cases the introduction of a digital euro, if not 

managed carefully, could even promote an outcome that policymakers sought to avoid 

in the first place: 

Digital euro justification Assessment 

Monetary anchor needed: maintain public 

access to and full usability of central bank 

money in a digital world 

Is such an anchor really needed? The ECB Kantar 

study published in Spring 2022 struggled with the fact that 

people don’t realise, understand or care about difference- 

commercial vs central bank-issued money 

Not Libra! Avoid dominance of non-euro, 

privately issued, stablecoin 

Non-euro stablecoin will be regulated by MiCAR, including 

a broadly formulated veto for the ECB. 

Moreover, BigTechs derive their advantage not so much 

from issuing their own currency, but from providing a 

seamless payment experience 

Reduce foreign dependence in payments 

Existing card schemes can easily add a digital euro to their 

offering. To reduce foreign dependence, a European digital 

payment scheme would be the first step 

Support innovation 
Innovation takes place in payment infrastructure, not in 

the underlying currency itself 

Have a response ready to a foreign CBDC 

A retail-oriented CBDC cannot be the answer to global 

trading and financial markets. Instead, this calls for a 

wholesale/cross-currency solution 

 

 

Banks would be well advised to follow developments closely in 2023, to prepare and 

identify pitfalls and opportunities. Banks may not be obliged to offer digital euro 

services, but their retail clients will surely expect them to be on offer from day one, 

including onboarding, transaction monitoring and likely instant “overflow” facilities, 

where any incoming digital euro that takes holdings above a certain ceiling, are 

automatically redirected to the client’s commercial bank account. The digital euro may 

also offer new opportunities for banks, both in their retail and wholesale services 

offering. The time and resources that banks and other intermediaries need to spend to 

prepare for all of that, should not be underestimated. 

Commercial bank alternatives to the digital euro 

As indicated in the box above, the digital euro is not the only, and not necessarily the 

best answer to all concerns identified by policymakers. One area where commercial 

banks could play a role is in the issuance of tokenised bank deposits or euro stablecoins. 

Their potential applications overlap to  some extent with central bank-issued digital 

currency. 

In crypto markets, dollar-based stablecoins have played an important role for several 

years. While euro stablecoins are available, they have not been issued yet by 

established EU-regulated institutions and so far only play a marginal role. The ECB has 

indicated that “version 1.0” of the digital euro will not be built on, or directly 

interoperable with, blockchain. If indeed DLT compatibility is postponed to “version 2.0”, 

this can realistically not be expected before 2030. This leaves the field open for private 

sector initiatives. A euro-denominated stablecoin or tokenised bank deposit could play a 

prominent role in EU crypto markets and help to unlock future-use cases. It could 

mwww.ecb.europa.eu/paym/digital_euro/investigation/profuse/shared/files/dedocs/ecb.dedocs220330_report.en.pdf
mwww.ecb.europa.eu/paym/digital_euro/investigation/profuse/shared/files/dedocs/ecb.dedocs220330_report.en.pdf
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provide a boost for decentralised finance to develop into a more mature funding 

channel for the real economy.. 

While stablecoins and tokenised bank deposits can both be issued by banks, they are 

very different currencies. A tokenised bank deposit is generally taken to be commercial 

bank money residing on a blockchain/distributed ledger infrastructure. While the 

technology is different, from a regulatory perspective, it is likely to be be in scope of 

existing prudential regulation, and be treated like just another bank deposit. This means 

that the tokenised bank deposit can only be held by clients known to the bank. Also, a 

tokenised bank deposit is a liability of the bank, and as such is slightly more risky than 

central bank money. Retail holders will be covered by existing deposit guarantee 

schemes, so the distinction matters in particular for wholesale usage. Corporate and 

institutional users may want to limit their exposure to single banks. 

A stablecoin, properly issued and regulated, is fundamentally different from a tokenised 

bank deposit in at least two aspects. 

1) It is a bearer instrument. In contrast to bank deposits, tokenised or otherwise, the 

holder need not be known to the issuing bank. From a regulatory (MiCAR) 

perspective, client onboarding and transaction monitoring are left to the stablecoin 

services provider (e.g. an exchange), which is not necessarily the same institution as 

the issuer. 

2) A stablecoin should be backed by specific safe assets. This implies central bank 

reserves and high quality liquid assets like sovereign bonds. Depending on the asset 

mix, the risk profile of a stablecoin is likely lower than that of a commercial bank 

deposit, and may approach that of central bank money. Again, this should not be a 

distinctive feature in a retail context, where deposit guarantee schemes provide 

more than enough coverage for day-to-day current account operations. It does 

matter in a wholesale context, however. 

Tokenised bank deposits and stablecoins have different use cases and come with 

different regulatory obligations. The former could in principle be launched today, 

provided that supervisors agree to treat them like ordinary bank deposits. For the latter, 

the MiCAR framework won’t likely be in place until 2024. Still, that would give banks a 

headstart to central bank-issued digital currency, which in the eurozone won't launch 

before 2026 and is at that time likely still unavailable on blockchain. 

2023 is going to be a year for banks to pay close attention to digital currencies and 

their regulatory framework. Important proposals will be launched and decisions will 

be taken. Moreover, supervisors will start to work out in more detail how crypto and 

stablecoin supervision should look in practice, while the digital euro payment 

rulebook should also start to take shape. As abstract concepts become more 

concrete, banks can also start to think in more detail about the roles they intend to 

play in the field of digital currencies. 
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A view of Frankfurt's financial and banking district 
 

Current Taxonomy disclosures 

A fundamental part of the action against the climate crisis is the definition and 

classification of sustainable activities. The European Taxonomy classification system 

aims at listing environmentally sustainable activities to enhance the transparency and 

comparability of the ESG performance metrics. To do so, it uses six environmental 

objectives: 

1) climate change mitigation 

2) climate change adaptation 

3) sustainable use of water and marine resources 

4) transition to a circular economy 

5) pollution prevention and control and finally 

6) protection and restoration of biodiversity and ecosystems. 

Right now, only the two first objectives are fully covered.  

The Taxonomy Delegated Act partially came into force in January 2022 with the 

requirement for non-financial and financial institutions to disclose their taxonomy-

eligible assets as part of their disclosures under the Non-Financial Reporting Directive 

(NFRD). 

In this first step, European banks have to disclose their share of assets eligible under the 

EU Taxonomy (EUT) regulation. Adopted in 2014, the Non-Financial Reporting Directive 

(NFRD) raises the transparency of the social and environmental information provided by 

companies in all sectors. Under the NFRD, all large listed companies, banks and 

insurance firms with more than 500 employees are required to report on the policies 

they implement regarding a broad range of criteria such as social responsibility, respect 

for human rights, anti-corruption and bribery, as well as diversity on company boards. 

Taxonomy Disclosures: what’s next 
for banks? 

With the further implementation of the European Taxonomy and complementary 

directives, banks are facing new challenges. Besides IT and human capital 

developments, the main issue lies in obtaining sufficient data to comply with the new 

disclosure requirements 
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Currently, when looking at the national transposition of the directive, around 11,000 of 

the biggest EU companies are required to disclose non-financial information under the 

NFRD and can therefore be considered taxonomy-eligible. However, this number is 

expected to significantly increase with the enforcement of another directive, namely the 

Corporate Sustainability Reporting Directive (CSRD). 

In 2024, the CSRD will come into force beside the NFRD. It will implement a common 

reporting framework for companies. This new directive will also gradually increase in 

scope to incorporate more companies than the NFRD. The changes will unfold in four 

steps as you can see in the chart below:  firstly by disclosing taxonomy-eligible and 

aligned assets for companies under the NFRD, then by extending the requirement to all 

large companies not subject yet to the NFRD (i.e., unlisted large companies). The third 

step will require disclosure for listed SMEs and in the fourth step, companies with a net 

turnover of 150 million euros and with at least one subsidiary in the EU will also be 

required to disclose under the CSRD. Consequently, the scope of the Taxonomy will also 

gradually widen. 

CSRD implementation timeline 

 
Source: ESMA, ING 

 

As you can see, this year’s disclosure is only the first step of the EU taxonomy 

implementation process. In 2022 and 2023, banks are only required to disclose the share 

of eligible activities for the previous financial year and fine-tune their disclosure; but 

from January 2024, they will have to tackle the second step of the regulation by 

disclosing the share of taxonomy-aligned activities they hold. 

The Green Asset Ratio in a nutshell 

The European Commission requires credit institutions to publish several Key 

Performance Indicators (KPIs) giving insights into the extent to which their operations 

are environmentally sustainable, the most important one being the Green Asset Ratio 

(GAR). The GAR measures the share of the credit institution’s taxonomy-aligned balance 

sheet exposures over the total covered exposures. This indicator enables a quick and 

comparable overview of the credit institution’s alignment with the taxonomy. The GAR is 

calculated as follows: 

 

The Green Asset Ratio (GAR) 

Taxonomy-aligned exposures for loans & advances, debt securities and equity holdings / 

Total covered assets 

• The following on-balance sheet exposures are therefore considered as eligible: 

• Non-financial corporates subject to NFRD disclosure obligations 

• Financial corporates subject to NFRD disclosure obligations 

• Retail exposures 

• Loans and advances financing public housing 

• Repossessed real estate collateral 
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Taxonomy-eligible: Activities identified in the Climate Delegated Act and (yet to be 

established) Environmental Delegated Act as eligible for the purpose of financing the EU 

Taxonomy's six environmental objectives. 

Taxonomy-aligned: Taxonomy-eligible activities that fully comply with the EU 

Taxonomy’s technical screening criteria for substantial contribution, 'they do no 

significant harm' criteria and with the minimum safeguards. 

Exposures to central governments, central banks and supranational issuers are excluded 

from the numerator and denominator of the GAR calculation. Exposure to undertakings 

not (yet) obliged to disclose non-financial information under the NFRD (or CSRD) will be 

excluded from the numerator of the GAR. 

 

Overview of the 2021 taxonomy disclosures 

This year’s first reporting wave didn’t include a common reporting framework, only the 

obligation to disclose the share of taxonomy-eligible assets in banks’ portfolios. Despite 

an overall similarity in the disclosure, discrepancies can be highlighted mainly in the 

calculation of the share of taxonomy-eligible assets. As most banks reported over the 

total assets, a few others reported over total covered assets. Furthermore, some credit 

institutions detailed their results by indicating sub-categories shares or the monetary 

amount on top of the requested share of assets. 

The data gathered from the first disclosures of the major European banks show results 

variations between financial institutions nationally but also internationally. The table 

below gives an overview of the average rate of taxonomy-eligible assets disclosed by 

the major European banks for FY2021 (averaged by country). The highest taxonomy-

eligible assets rates are disclosed by both Belgian and Spanish credit institutions (with 

46%) followed closely by Norwegian ones (45%). 

Banks' 2021 taxonomy disclosures averaged by country* 

 
*Excludes financial institutions disclosing eligibility as percentage of covered assets  

Source: Company data, ING 
 

As this graph gives a first overview of the results, some important variations are 

detected between banks within the same country as shown below. For example, the 

Belgian eligibility rate varies between 20% and 83% in taxonomy-eligible assets. The 

same pattern is seen in Sweden where banks reported taxonomy-eligible asset shares 

between 19% and 67%. 

The main explanation for such differences comes from the structure of the assets on the 

balance sheet of each bank. Currently, for corporate exposures, only the NFRD assets are 
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considered in the eligibility criteria for green asset ratio calculation purposes thus, banks 

with a portfolio mainly built of real estate will disclose higher taxonomy-eligible rates 

than banks active mainly in the corporate lending sector. 

National differences in taxonomy-eligible assets disclosed 

 
Source: Company data, ING 
 

In light of these differences and considering the taxonomy's future increase in scope, 

looking into the share of non-financial counterparties not subject to the NFRD is also 

interesting. Indeed, this category includes a wide range of companies from medium to 

listed SMEs which will gradually be included in the CSRD. Accordingly, these will also 

gradually be included in the taxonomy-eligible and possibly taxonomy-aligned part of 

banks’ portfolios. 

When we look back at the average disclosure of non-financial counterparties not subject 

to the NFRD by country, as most countries display, on average, a rate of eligible assets 

within the 30-40% range, the ones with lower rates have higher exposures to non-NFRD 

companies. Hence, with time, we can expect to see a shift in banks' taxonomy-

alignment results towards higher rates simply with the inclusion of these activities in the 

calculation. Furthermore, banks that currently have low eligible assets but a high non-

NFRD share will, as of 2026, catch up on their taxonomy eligibility and alignment share. 

Currently, however, results clearly are in favour of institutions with a larger share of the 

portfolio derived from mortgages.   

However, the European Banking Authority (EBA) aims to ensure that banks, in their pillar 

3 disclosure requirements (CRR), have the opportunity to extend their taxonomy 

reporting to smaller corporates with the Banking Book Taxonomy Alignment Ratio 

(BTAR) that will be enforced mid-2024. It is nonetheless expected that the GAR will 

become the predominant KPI in the long term as its scope will increase. Furthermore, 

some investors are already using the GAR as a reference to report their share of 

taxonomy-eligible assets. 

What's next for banks? 

The evolution of regulatory requirements over sustainability poses both short and long-

term challenges for financial institutions. As banks still have a year before the disclosure 

of their taxonomy-aligned portfolio and a bit more before the entry into force of BTAR, 

data availability still remains an important issue. For companies not subject to the NFRD, 

the EBA recommends banks collect information on a bilateral basis in addition to the use 

of proxies. As for real estate, Energy Performance Certificate (EPC) labels for buildings will 
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be required and no proxies will be allowed. To disclose on these two points the need for 

data is key. However, up to now, the availability and quality of data often raise questions. 

As BTAR offers some flexibility on the disclosures for small companies on a “best effort” 

basis, this will not be the case for real estate in the taxonomy-alignment disclosure. 

EPC labels are a significant issue for credit institutions as countries have very different 

requirements when it comes to the obtention and disclosure of these certificates; most 

national regulations do not require homeowners to obtain an EPC label and when they 

do, the grading scheme varies between regions. The taxonomy requires real estate built 

before the end of 2020 to have an EPC label A or be part of the top 15% of most energy-

efficient estate in the country. The second part of the criteria gives some flexibility to 

financial institutions. However, most banks still lack information on most of their 

portfolio and without the possibility to use proxies will not be able to fully report on it. 

The issue of data availability also arises when it comes to company disclosures. As large 

companies can invest in their reporting, smaller businesses, on which banks will be 

required to disclose as of January 2027, might not be able to provide the necessary 

information. Thus, banks will need to find alternative solutions to comply with the 

disclosure requirements.  

 

On top of the data challenge, another important impediment arises for banks: the 

understanding of disclosure requirements. The taxonomy requires companies' activities 

to comply with applicable technical screening criteria to be labelled as aligned. The level 

of detail of these criteria implies significant costs and time investment to be correctly 

implemented. This new regulation also forces credit institutions to rely on a constant 

back and forth with the European Commission to ensure the correct understanding of 

requirements. As this poses a short-term adjustment risk, it is expected to lessen with 

time and once the first disclosures are made and banks' experience grows. 

Another significant, and often underestimated, adjustment risk implied by these new 

disclosures is the lack of adequate IT tools such as data storage. As both directives (NFRD 

and CSRD) and the taxonomy push banks to gather new data and to report on it, IT and 

reporting systems are impacted. Adjusting to these new compliance criteria involves the 

creation of storage locations in the case of new data points but also simply IT systems to 

access the existing data. 

On top of technical changes, investment in human capital will also be required as new 

information needs to be reported. Training on both the requirements and information at 

hand will need to be provided, so adding to data investments that banks will have to do 

to efficiently comply with the new regulations. 

As these dilemmas are expected to be solved with the first disclosures and by building 

experience, we can see that requirements on ESG and sustainability-related topics will 

keep evolving and adjusting. One of the most predictable, and still unfolding issues 

concerns the scope of the taxonomy. Indeed, as the current directive focuses on setting 

and unifying green products, this black-and-white vision of society should evolve to a 

more inclusive representation by including significantly harmful activities (carbon 

intensive) and activities with no significant impact (carbon neutral). This would allow us 

to better understand companies’ actions and further encourage the transition towards 

sustainability. However, as only two of the six taxonomy environmental objectives 

currently have technical screening criteria, the European Union will first have to 

complete the necessary criteria for the objectives before turning to a more complete 

approach to sustainable activities' classification. 
  

“Another important impediment arises for banks: the understanding of 

disclosure requirements” 
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It will be hard for banks to continue the sustainable funding pace of the past two years 
 

The integration of environmental and social sustainability aspects into the business 

operations of banks has strongly accelerated in recent years. This has not only been 

driven by regulation but also by the wider societal sense of urgency to combat climate 

change and protect the environment. 

 

Banks have become more vocal and transparent about their environmental and social 

strategies and targets. These not only comprise actions taken to reduce their own 

climate footprint, but also involve actively engaging with clients to support them in 

improving their environmental footprint, or distancing themselves from sectors deemed 

highly polluting, such as fossil fuels. They develop dedicated lending products at 

attractive terms, such as green mortgage loans, for the financing of environmentally 

sustainable projects or assets. 

At the same time, banks give depositors and investors the opportunity to put their cash 

to work in a sustainable way through green deposits or by issuing green/social bonds. 

When it comes to their own capital markets presence, some issuers even try to set an 

example by assigning lead managing roles to diversity and inclusion firms. As we look 

forward to 2023, this article focuses on the sustainable funding of banks through green 

and social bonds. 
  

Banks will keep exploring new ways 
of sustainable funding 

Against a backdrop of slower lending growth, it will be hard for banks to continue the 

sustainable funding pace of the past two years. Next year may prove to be too early to 

fully capitalise on the broad range of new opportunities to sustainably finance bank 

loan portfolios, as the supporting regulatory landscape is only gradually gaining shape 

 

Maureen Schuller 
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“ESG is a top priority for banks, including in their capital markets 

presence” 
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Sustainable bank bond supply to lose some steam 

Green and/or social bonds have become increasingly popular as a source of funding for 

banks in recent years. In 2021, banks issued a record €64bn in euro sustainable bonds 

through different types of instruments, ranging from covered bonds to subordinated 

bonds. This was more than double the supply seen in previous years. Banks are well on 

their way to breaking this record in 2022. 

Sustainable bank bond supply will lose some pace in 2023 

 
Source: ING 
 

During the first ten months of this year, banks issued €58bn in sustainable bonds, of 

which €17bn were in covered bonds, €19bn in preferred senior, €20bn in bail-in senior 

and €2bn in subordinated paper. This is up from €54bn over the same period last year. 

While green issuance is more than €10bn higher than last year, social and sustainability 

supply falls €7bn short of the first ten months of 2021. This largely reflects the lower 

refinancing of Covid-19 related small and medium-sized enterprises (SME) and/or 

healthcare loans through social bonds. 

Green supply, in particular, will likely be softer in 2023 

 
Source: ING 
 

For 2023, we expect less issuance in sustainable bank bonds (€60bn) despite the high 

refinancing need of banks due to the targeted longer-term refinancing operation 

(TLTRO)-III expirations. The major reason is the anticipated slower lending growth. This 

will mitigate the ability of banks to naturally expand their green and social loan books. 

Meanwhile, the growth potential for supply via new sustainable bond issuers will at 

some point reach its limit. 
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€60bn New sustainable supply in euros by banks in 2023 

That said, demand for sustainable investment alternatives will remain disproportionally 

high. This will incentivise banks to continue to look for possibilities to grow their green 

and social loan portfolios, including through the identification of new types of 

sustainable assets. Regulatory disclosure requirements, including those related to the 

EU Taxonomy, will support banks in the further identification of environmentally and/or 

socially sustainable assets on their balance sheet. 

The offering of new types of bonds will also continue to evolve. This could include bonds 

issued for the purpose of financing energy transition investments or climate change 

adaptation solutions. However, banks may not be able to fully reap the benefits of all 

new opportunities in 2023 as the supporting regulation is only implemented step by 

step. The regulatory process regarding the development of a European Green Bonds 

Standard is in the end phase of policy negotiations. However, once in place it may still 

take time before banks feel comfortable marketing their green bonds as European green 

bonds. 

The sustainable funding dynamics at play 

Expansion of (green and social) loan books 

Against the backdrop of higher yield levels and the anticipated economic slowdown, 

bank lending growth is set to decline. This will negatively impact the possibilities for 

banks to grow their portfolios of sustainable assets on their balance sheets. For instance, 

if house prices come under pressure, this would likely coincide with lower or negative 

growth of the mortgage loan balances on bank balance sheets. This may nonetheless 

impact energy-efficient mortgage loans less than normal mortgage loans, as a) house 

price declines will likely be less severe for energy-efficient houses, while b) the demand 

for loans financing energy-efficient houses will probably stay stronger, helped by high 

energy prices and regulatory developments favouring buildings with better energy 

performance, such as the Energy Performance of Buildings Directive. 

Tagging of existing assets as green and/or social 

Previous years’ growth in the market for sustainable bank bonds has largely been driven 

by the progress made by banks to identify eligible green and social assets on their 

balance sheets for the purpose of sustainable issuance. While there are many banks 

that have never issued a sustainable bond before, the further growth potential from 

newcomers will diminish. Part of these banks may simply have too small balance sheet 

sizes to marshal sufficient sustainable assets to (re)finance with a benchmark size green, 

social or sustainability bond. 

 

There are boundaries to the number of loans that banks can tag as sustainable. 

Mortgage lenders that apply a 15% best-in-class selection criterion for their green 

mortgage portfolios will find it difficult to identify green loans that stretch well beyond 

15% of their total mortgage loan book, if this book is representative of the country’s 

property stock. Hence, for banks that already mostly (re)financed the identified eligible 

assets with sustainable bonds, the further issuance potential would have to come from 

fresh (sustainable) lending growth. 

“The growth potential from new issuers and the tagging of assets has its 

boundaries” 
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Cover pool data confirm that some green mortgage portfolios only grow slowly – if at all 

 
Source: Issuer covered bond HTT reports, ING 
 

Room left within the present portfolios of green and social assets 

That said, more recent first-time issuers often have sustainable asset portfolios in place 

that offer scope for more sustainable bond issuance. Moreover, various banks have 

drafted green, social or sustainability bond frameworks that allow for the financing of 

multiple asset types. They have not yet always allocated bond proceeds to sustainable 

portfolios comprised of all these asset types. This also holds for issuers that only have a 

green bond framework in place and not a social bond framework, or vice versa. This 

indicates there is room for banks to expand their sustainable financing to other eligible 

types of green and social loans. Social issuance by banks could, in particular, have the 

potential for growth, even though the delay in Europe on the development of a social 

taxonomy may cause a bit of a setback. 

Alternative sources of sustainable funding claim part of the available assets 

Many banks offer their customers the opportunity to (short-term) invest their excess 

liquidity in environmentally sustainable projects via green deposits or green commercial 

paper. To the extent that loans in the eligible green portfolio are assigned to these 

money market alternatives, they cannot be earmarked anymore for green bond 

issuance. Besides, green and social assets are not solely refinanced through public bond 

issuance in the euro domain. Issuers often seek to diversify the currencies in which they 

issue green bonds. Some also print green notes in private placement format, which are 

smaller in size and require less sizeable sustainable loan portfolios. This all reduces the 

size of the eligible portfolios available for euro-denominated sustainable bond supply. 

Refinancing of maturing green and social bonds may face stricter criteria 

The refinancing of maturing sustainable bonds is one factor that could positively impact 

supply. However, while euro-sustainable bond redemptions will be higher in 2023 

compared to 2022, this is still relatively low at €12bn. The bulk of sustainable bank bond 

maturities will start in 2025. 
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Refinancing of maturing sustainable bonds is just starting to pick up 

 
Source: ING (Only EUR sustainable bonds with a size of at least €250m included) 
 

€12bn Sustainable euro bank bonds mature in 2023 

Even where bonds mature well ahead of the green (or social) loans in the eligible 

portfolio, these loans may not all be suitable for refinancing with a new green or social 

bond if the eligibility criteria for green or social loans were tightened. Think for instance 

of green bond framework updates that aim to align the asset eligibility criteria of the 

green portfolio with the EU Taxonomy regulation, and/or where certain EPC labels for 

green mortgages are no longer eligible (such as for example EPC labels of B or C), or 

where the energy performance criteria for the property have otherwise been 

strengthened. 

New growth opportunities and market developments 

European Green Bond Standard – banks may not always go for gold 

At the time of writing, the policy discussions between the European Commission, Council 

and Parliament on the voluntary European Green Bond Standard (EUGBS) were still 

ongoing. The European Green Bond Regulation has the ambition of setting the “gold 

standard” for the issuance of green bonds. To that purpose, the designation “European 

Green Bond” or “EuGB” can only be used to finance assets related to economic activities 

that meet the EU taxonomy requirements, and the transparency and economic review 

requirements set by the European Green Bond Regulation. 

Whether all issuers will immediately go for “gold” after the European Green Bond 

Regulation enters into force remains to be seen, and will depend on the outcome of the 

substance of the final agreement. Some issuers will only gradually phase in the 

taxonomy compliance of their green loan portfolios. There are also countries where the 

NZEB definition has not yet been implemented, and for buildings built after 31 December 

2020 a 15% best-in-class approach is still applied. Furthermore, issuers may not always 

be fully comfortable that the do not significantly harm requirements and minimum 

safeguards are met for all loans in the green portfolios, particularly for loans made 

outside the EU. They will be cautious before using the designation “European Green 

Bond”.  

 

“Banks may be cautious before claiming that a bond is a European 

Green Bond” 



Banks outlook November 2022 

 

40 

Besides, the European Parliament favours the application of civil liability provisions 

towards persons responsible for any damages caused to investors due to a breach of the 

European Green Bond Regulation. This stretches beyond the European Commission’s 

proposals to include the European green bond factsheet and a statement that a bond is 

issued in line with the European Green Bond Regulation in the prospectus. Civil liability 

may make issuers more hesitant to market a bond as a European green bond.  

That said, ultimately the European Green Bond Standard may still become the format 

most used by issuers to show the taxonomy alignment of their green bonds. Especially 

as investors will not always have the resources or the willingness to perform a full 

taxonomy compliance assessment themselves for every green bond. Besides, the ECB 

could at some point take the European Green Bond Standard as a reference for 

assigning more favourable haircuts to sustainable bonds under its collateral framework. 

The same will hold for the central bank’s reinvestments of redemptions of its assets 

purchases in the primary market. The latter would be relevant for banks if the central 

bank expands the decarbonisation of its asset purchases towards covered bonds. 

Green TLTROs could support the growth of eligible green loan portfolios 

The expiration of the ECB’s TLTRO-III operations in 2023 and 2024 will likely result in a 

higher capital markets’ refinancing need for banks. Due to the anticipated slower bank 

lending growth, it is debatable whether this will coincide with higher sustainable bond 

issuance. Against the backdrop of the energy crisis and the huge task at hand to make 

the economy more climate neutral, it is not unthinkable that the ECB will decide to 

establish targeted green refinancing operations. These operations could grant banks 

favourable borrowing conditions, but only if they grow their financing of 

environmentally sustainable projects. 

Green TLTROs could come in favour of the issuance of green bonds as the green lending 

balances targeted to grow would likely be decoupled from the green TLTRO borrowings 

(ie there would probably not be a use of proceeds linked to such green TLTROs). 

Financing of other environmental objectives – an area to explore 

Green bonds issued by banks mostly (re)finance activities supporting the climate change 

mitigation objective. However, they could also increasingly serve the purpose of funding 

other environmental objectives, such as climate change adaptation. This environmental 

objective and its respective Taxonomy criteria have already been enshrined into EU law. 

Think for instance of the financing of the implementation of physical and non-physical 

solutions that would reduce the most important physical climate risks identified for real 

estate assets. The EU's Taxonomy do no significant harm criteria for climate change 

adaptation require climate risk and vulnerability assessments (CRVA) and an assessment 

of adaptation solutions to reduce the relevant physical climate risks identified. These 

assessments will increase the banking sector's knowledge of where such adaptation 

solutions may be needed. 

Transition bonds could support the financing of energy efficiency improvements 

The evolvement of the taxonomy classification system for significantly harmful activities 

will likely see new opportunities arise for the sustainable bond market. Think for instance 

about the financing of transitional activities. Transition bonds could help fund the 

upgrade of environmentally harmful activities towards intermediate performance 

activities, or environmentally sustainable activities. 
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Extending the taxonomy for significantly harmful activities 

The taxonomy framework at this point solely focuses on environmentally sustainable 

activities (green), which meet the technical screening criteria for a substantial 

contribution to one of the taxonomy’s environmental objectives. However, the extended 

environmental taxonomy may in the future give a much broader insight into different 

levels of environmental performance, through a separate classification of significantly 

harmful activities (red) and intermediate performance activities (amber). 

As a way of setting the significant harm criteria, the Platform on Sustainable Finance 

proposed in its March 2022 report on taxonomy extension options, to make the existing 

do no significant harm (DNSH) criteria fit for purpose. For instance, under the criteria for 

not doing significant harm to the climate change mitigation objective, buildings built 

after 31 December 2020 could then possibly be considered significantly harmful if their 

primary energy demand (PED) fails to meet the threshold for nearly zero-energy 

buildings (NZEB). Buildings built before 31 December 2020 would be significantly harmful 

if they are in the energy performance class (EPC) of D or lower, or, alternatively, do not 

belong to the top 30% of the most energy-efficient buildings. 

With reference to buildings built before 31 December 2020, this criterion does differ from 

the definition of ‘inefficient real estate assets’ for the purpose of principal adverse 

impact (PAI) reporting under the SFDR, for which an EPC of C or below applies, but no top 

(30%) performance boundary. Real estate assets involved in the extraction, storage, 

transport, or manufacture of fossil fuels would classify as significantly harmful, both 

based on the DNSH and PAI definitions. 

 

Regulatory initiatives, such as in the field of the EPBD, may see green assets grow 

While not wanting to dismiss concerns regarding the risks for stranded assets, the 

proposed amendments to the Energy Performance of Buildings Directive (EPBD) could 

support the growth of transition loans and green mortgage balances in the years to 

come. 

 

The proposals aim to double the annual energy renovation rate by 2030. They provide 

for a harmonised scale of energy performance labels by 2025, with the A label 

representing zero emission buildings (ZEB) and G the worst performing 15%. All new 

buildings should be zero-emission buildings by 2030 and all existing buildings by 2050. 

To this purpose existing residential buildings should by 2030 at least be in energy 

performance class F and by 2033 be at least energy performance class E, and so on until 

the buildings are class A by 2050. Banks could finance these renovations through 

renovation loans. Where a renovation would morph a building to the EPC label A 

category this would even make the total outstanding loan balance (old and renovation) 

funding the building taxonomy compliant. 

Moreover, in several countries, EPC labels are not available or only available to a limited 

extent. The proposed amendments to the EPBD may improve the availability of EPC 

labels. The proposals extend the obligation to have an energy performance certificate to 

buildings undergoing a major renovation and to buildings for which the rental contract is 

renewed. Buildings offered for sale or rent must have an EPC label. Besides, all member 

states should have a national database for energy performance certificates, that is 

publicly accessible. This should support the possibilities for banks to identify (new) loans 

on their balance sheets with a sufficiently high EPC label for inclusion in their green 

portfolios. 

“The proposed amendments to the EPBD support renovations and will 

improve the availability of EPC labels” 
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Sustainability linked… what? 

Sustainability-linked bonds (SLBs) are still shunned by banks 

The issuance of sustainability-linked bonds is still not really taking off in the banking 

segment. Thus far only one bank printed a EUR sustainability-linked preferred senior 

unsecured note, with a reduction of the carbon intensity of the bank’s loan portfolio as a 

sustainability performance target. This contrasts sharply with the corporates segment, 

where nowadays about a third of the sustainable bond supply is in SLB format. The 

proceeds of sustainability-linked bonds are used by issuers for general purposes, but the 

characteristics of the bond (such as the coupon) can vary depending on whether the 

issuer meets its predefined ESG performance targets. However, coupon step-up features 

may be seen as an incentive to early redeem the bond. This makes it difficult to issue 

senior unsecured or subordinated bonds in SLB format eligible for a bank’s minimum 

requirement for own funds and eligible liabilities (MREL). 

 

SLB issuance is also more difficult for banks than for corporates because the 

performance targets are not related to their own GHG emissions. Instead, they are 

dependent on the carbon footprint and transition efforts of the bank’s counterparties. 

That said, the Corporate Sustainability Reporting Directive (CSRD) and Corporate 

Sustainability Due Diligence Directive (CSDD) will likely require (non-)financial companies 

to disclose their plans on how the align their business strategies and operations with (at 

least) the 1.5° C global warming target from the Paris agreement. Many banks have also 

committed to aligning their lending portfolios with net-zero emissions by 2050 as part of 

the Net-Zero Banking Alliance. The issuance of sustainability-linked bonds could serve 

the purpose of reinforcing this ambition. Instead of using a coupon step-up feature, 

banks could apply alternative financial or structural consequences if the key 

performance target is not met, such as a donation to a charity organisation. A better 

alternative would be to make use of corrective action plans ensuring that issuers do take 

timely action if needed to reach their ESG performance target. Particularly for 

investment funds classified as Article 9 (Sustainable Finance Disclosure Regulation 

(SFDR)) that have sustainable investments as their main objective, a step coupon reward 

will likely be less important than the issuer meeting its target.  

Sustainability-linked financing with use of proceeds bonds  

In September 2022, one of the major Nordic banks combined the best of two worlds (use 

of proceeds and sustainability-linked financing) by issuing the first bond ever (in SEK) 

financing of a portfolio of sustainability-linked loans to companies with sufficiently 

ambitious climate change mitigation performance goals. The structure was inspired by 

the ICMA’s green bond principles and sustainability-linked loan principles, without 

claiming alignment with them. 

The bonds are issued as use of proceeds instruments. Hence, for MREL paper issued 

under the issuer’s sustainability loan funding framework there would be no doubts 

about their availability to absorb losses if needed. While the sustainability-linked loans 

do have interest rate step-up or step-down features depending on whether the 

sustainability key performance indicators (KPIs) are met, the bonds financing these 

loans do not have such features. Non-compliant loans that fail to meet the relevant 

target will be removed from the eligible portfolio (SLL funding register), even though the 

bank aims to always have sufficient eligible assets against the sustainability-linked loan 

funding outstanding. 

“SLBs may serve the purpose of underscoring a bank’s net zero 

ambitions” 
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Other banks with sufficient sustainability-linked loans on their balance sheet may also 

find this structure appealing to give investors the possibility to contribute to the 

transition efforts of the corporate clients of the bank. 

Conclusion 

The anticipated lower bank lending growth in 2023 could well end the growth in 

sustainable bank bond supply of the past years. However, for banks, there remain ample 

opportunities to sustainably finance the assets on their balance sheet. As many 

regulatory pieces of the puzzle will gradually be put in place, next year may prove a bit 

too early for banks to reap the benefits of all new sustainable finance potential. 
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Strong earnings growth for Turkish banks in 2022 

While the year is not over yet, the country's top banks, and the Turkish banking sector 

overall, are set to achieve strong earnings growth in 2022. According to Banking 

Regulation and Supervision Agency (BDDK) data, during the first eight months of the 

year, the system-wide earnings growth was 420% year-on-year. We have observed a 

similar picture for the top Turkish banks as they have been reporting their third-quarter 

2022 numbers. We expect that this cumulative earnings momentum will be sustained 

for the remainder of this year. Such earnings growth is powered by strong Turkish lira 

loan growth momentum (+58% year-to-end August), higher net interest margins (net 

interest income after provisions were up 230% YoY during the first eight months of the 

year) and supplemented by healthy growth in fees and commissions (up 81% YoY 

during the first eight months of the year). In effect, the Turkish banking sector has 

benefited from the more contained funding costs relative to the loan rates and 

securities income (in particular, from the CPI linkers). 

Asset quality holding up for now 

The Turkish banking sector has maintained a modest level of non-performing loans of 

2.38% as of end-August 2022, according to the BDDK calculations. This represents a 

reduction relative to 3.15% at YE21 and 4.08% at YE20. We note that these headline 

numbers are somewhat lower than for the leading private commercial banks, which 

reported higher non-performing loans (NPL) ratio levels on the order of 3.0-3.5% for 

2Q/3Q 2022. We also note that the Turkish banking sector is fairly well-provisioned 

relative to these NPL levels (at 83.3% according to BDDK as of end-August 2022). Given 

the current relatively low headline NPL ratio, we fear that the risks are to the upside in 

the coming year. Among the individual sectors, at the system-wide level, construction, 

utilities (electricity, gas and water resources, as defined by the regulator), retail and 

hotels represent the highest NPL ratio levels. Among borrower categories, small and 

It has been a strong year for Turkish 
banks. Will the momentum continue? 

Turkey's top banks have achieved strong earnings growth so far this year. Matching or 

exceeding earnings next year will pose a challenge for the sector. 
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medium-sized enterprise (SME) NPL ratio levels are higher versus those of larger 

commercial borrowers and consumer loans. 

Capital buffers still healthy for top banks 

Despite the sharp devaluation of the Turkish lira year-to-date in 2022, the strong growth 

in earnings allowed the Turkish bank sector to preserve its capital adequacy ratio (CAR) 

at a high level, well above the regulatory requirements. We hasten to add that the 

headline numbers continue to benefit from the continued regulatory forbearance when 

calculating the ratio. Specifically, the Turkish sector CAR was 18.69% according to the 

BDDK as of the end of August 2022, up slightly from 18.39% at YE21 but down from 

20.38% at the end of March. CAR levels are even higher among the country’s private 

banks as can be seen from the chart below. On balance, we believe that top Turkish 

banks will have adequate capital buffers entering 2023. 

Turkish Bank Sector CAR (March 2022) 

 
Source: BDDK 
 

FX maturities should not pose near-term risks, but foreign borrowing is 
shrinking 

We note that the top Turkish banks we follow currently have suggicient FX liquidity 

buffers relative to the respective near and medium-term foreign currency maturities. 

We also have observed a lack of Turkish bank Eurobond issuance this year, in spite of 

some of the maturities and repayments taking place. As a result, the curves of the 

Turkish Eurobonds have been shrinking. We may observe the same phenomenon with 

the FX syndicated loans which may not be rolled over to the full extent during the next 

six to 12 months. 

Earnings outlook less certain for 2023 

Against such a strong current backdrop, matching or exceeding earnings next year will 

pose a greater challenge, in particular, if the earnings momentum becomes diluted by 

the regulatory measures. However, we would not expect an imminent earnings 

implosion either as some of the drivers underpinning the growth in 2022 will still be 

present next year, at least, at the beginning of it. We also hope that the government 

oversight of the sector will be balanced with the commercial interests of the banking 

sector.
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