S&P Global
Ratings RatingsDirect®

European Banks Have Already Enhanced Their
Balance Sheets Ahead Of EU Banking Reforms, Says
Report

June 18,2019

- Regulatory reforms on banks' capitalization, liquidity, and resolution will become effective in PRIMARY CREDIT ANALYST
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- Various features of the legislation could mean that regulators still find many banks difficult to Giles Edwards

resolve if they are failing. London
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ADDITIONAL CONTACT
FRANKFURT (S&P Global Ratings) June 18, 2019--S&P Global Ratings considers the EU's latest Financial Institutions Ratings Europe
package of banking reforms--a milestone in Europe's financial reform agenda--to be evolutionary FIG_Europe

rather than revolutionary. (See "EU Banking Reform Package: Enhanced Balance Sheets, @spglobal.com

Incomplete Market Integration," published today.)

We understand lawmakers' claims that the reform package will reduce risks in the EU's banking
systems and strengthen the EU's Banking Union. However, many of the changes are necessary
simply to implement reforms agreed years ago at an international level. Other reforms adopt,
harmonize, and fine-tune policies that EU bank supervisors and resolution authorities are already
putting into practice.

That said, we think the reforms are timely. After years of favorable economic conditions across
most of the EU, economic growth is slowing and a reversal of macroeconomic trends is possible.
As a result, credit risks could increase in many countries where the cost of risk has reached a low
point in the cycle. In the same way, liquidity could become topical again if the European Central
Bank became less accommodating. All this highlights the usefulness of the new rules in avoiding a
repeat of the mistakes of the last financial crisis.

We don't expect the reforms to have any impact on our ratings on European banks, based on our
current understanding of the legislation. This is because banks have strengthened their balance
sheets in the past few years in anticipation of the reforms, and we already reflect this
improvement in our ratings. We expect few changes in how European banks manage their capital
and liquidity because of the regulatory reforms.
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The reform package will become effective toward the end of this month. It contains amendments
to the capital requirements regulation and directive, which will reinforce banks' capital and
liquidity and the framework for the resolution of banks that fail.

This report does not constitute a rating action.

The report is available to subscribers of RatingsDirect at www.capitalig.com. If you are not a RatingsDirect
subscriber, you may purchase a copy of the report by calling (1) 212-438-7280 or sending an e-mail to
research_request@spglobal.com. Ratings information can also be found on S&P Global Ratings' public website by
using the Ratings search box located in the left column at www.standardandpoors.com. Alternatively, call one of the
following S&P Global Ratings numbers: Client Support Europe (44) 20-7176-7176; London Press Office (44)
20-7176-3605; Paris (33) 1-4420-6708; Frankfurt (49) 69-33-999-225; Stockholm (46) 8-440-5914; or Moscow (7)
495-783-4009.
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