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Brussels, 1 February 2019 
 
Re: EU-Wide Stress Test 
  
Dear Mr Jo Swyngedouw, 
Dear Mr Luis De Guindos, 
Dear Mr Andrea Enria, 
 
Please allow the European Banking Industry Committee (EBIC) to reach out to you as a follow-up 
to the EU-wide stress test carried out by the EBA and the ECB – and its process in particular. 
 
While EBIC acknowledges the importance of stress tests and supports their objective to re-build 
trust in the banking sector, EBIC members would nevertheless like to highlight that during the 
course of the 2018 EU-wide stress test carried out by the EBA and the ECB, some issues of concern 
were detected by credit institutions regarding its process. Specifically, the main worries are related to 
the lack of transparency of the stress test process and the short timeframe provided to banks to 
answer the numerous data requests. Moreover, we also have the feeling that the explanations 
provided by banks to the EBA and the ECB have not really been taken into account in light of a 
rather “one-size fits all” approach being applied. In this regard, the EU-wide stress test exercise 
would qualify as purely theoretical, as it does not take into account local particularities. 
 
In this respect, we welcome the fact that in the EBA decision to run the next exercise in 2020 as 
communicated to the European Parliament on 17 December 2018, it was stated that the analysis of 
2018 results will require an extensive discussion on the way that the exercise may be improved, 
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including potential adjustments in the timeline, methodology and process. Including launching 
preparation in 2019, for which we would welcome a wider industry involvement. 
 
Against this background, with the aim of improving the forthcoming EU-wide stress test exercises, 
EBIC would like to outline some specific aspects that could be improved: 
 
a) Methodology inconsistencies: 

- Significant changes in the criteria for applying the methodology have been detected. Certain 
sections of the methodology have been interpreted and applied differently even without any 
relevant changes to the methodology and even with explanatory frequently asked questions 
(FAQs) on the interpretation of the 2016 methodology, e.g. one-offs for early retirement 
admitted in 2016 but not in 2018; 

- The Methodological Note allows the use of methodologies, asset and liability management 
(ALM) systems and own models. However, several FAQs have required a formulation that 
ensures the “intertemporal consistency” of the projection from a top down point of view. 
We consider this to be incompatible with internal models; 

- The risk sensitivity of internal models developed by credit institutions and validated by 
supervisors should not be negated by applying “one size fits all” approaches;  

- The last flags required adjustments in the lines in which a top down projection showed lower 
results than those reported. However, changes in the rest of the lines in which a top down 
projection would have improved the results reported under a bottom up perspective (e.g. 
regarding the net interest income) was not allowed. Thus, adjustments based on top down or 
benchmark models have been non-transparent and were probably generated with little 
historical and data sample as well without explanations of the logic that motivates them, 
requesting therefore adjustments in the EBA/ECB benchmarks; 

- The methodology should consider national legacies and specificities of each national market 
and business model not to disconnect the theoretical stress testing exercise from the reality; 

- Lack of clarity in the methodology and in the answers to the FAQs, as well as the use of 
FAQs to introduce methodological changes, e.g. regarding net interest income (NII), sight 
deposits, intertemporal consistency of the projections, credit risk, modifications to the 
methodology for calculating provision, and determination of the liquidity reserve; 

- As a consequence, we urge the EBA and the ECB to organize workshops with industry 
experts to reconsider aspects of the methodology applied during the 2018 EU-wide stress test 
exercise in order to make it clearer and to reduce the number of FAQs that raised instability 
in the framework of the exercise.  
 

b) Adversity of scenarios: 
- The adverse scenario for several institutions was more adverse than those corresponding to 

the 2016 EU-wide stress test exercise, becoming unlikely and sometimes inconsistent. High 
levels of “punishment” have been applied hardening the application of the methodology in 
such a way that the results are not representative of the impact of a “real” adverse scenario; 

- In general, the difference between the adverse scenario and the normal situation seems 
questionable at times; 

- The methodologically prescribed interest rate sensitivity to be applied to sight deposits 
pricing, significantly diverging from the underlying economic reality, leads to economically 
unjustified negative impacts on the liability side of the balance sheet and places the business 
model of retail banks with stable retail client funding at a disadvantage. For this reason, the 
methodology should take into consideration national economic discrepancies through the 
application of internal models for the pricing of both, fixed and floating rate sight deposits. 
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c) Information requests – Templates: 
- Huge amounts of information are requested during the stress test exercise development (e.g. 

templates with more than 25.000 cells to be filled in) and it changes from one exercise to the 
next. The instability of data requirements makes the systematisation of collecting data and 
reusing the work done in previous stress tests impossible. This process is very demanding in 
terms of the resource consumption and does not contribute to the overall data quality; 

- Templates were modified several times during the stress test exercise (e.g. some of them were 
modified five times). Some of the modifications implied very significant changes to the 
reporting of the starting point, effecting projections, causing high operating costs and, in 
some cases, a significant impact on results; 

- Additional templates were requested during the development of the stress test exercise and 
very short deadlines were given to credit institutions for their filling (in some cases, less than 
24 hours). Some requests were made when the exercise was already at a very advanced stage. 
For market risk, templates which repeatedly asked for a different granularity of results had to 
be filled in. It would be better if the level of granularity were determined once, followed by a 
single survey; 

- We urge the EBA and the ECB to share all their templates with the industry at a very early 
stage before the start of the exercise. The EBA templates should be finalised prior to the start 
of the exercise without further corrections during the exercise. Moreover, the core EBA 
template and the additional templates developed by the ECB should be aligned, not assessing 
opposing prudential objectives and hypotheses; 

- Certain templates, such as those relating to NII, incorporate or require formulas that are 
incompatible with the use of internal models and ALM but that are admitted by the 
Methodological Note. 

 
d) Flags: 

- It is worth mentioning the huge number of flags (tens of thousands) of the website for the 
pre-validation of templates when the first submissions were made, some of them due to 
formulation errors that should be justified by banks. It took a while to receive a clear 
explanation on these, while the deadlines remained the same; 

- Explanations on flags submitted to the ECB by some banks were not retained by the 
validation tool. Flags were reported over and over again in each flag report, requiring banks 
to repeatedly fill out the same explanations; 

- Multiple submissions of flags have been made in each cycle, without being adjusted to the 
planned calendars. Some of the submissions were contradictory among them (e.g. flags that 
have disappeared between one submission and another without having changed the 
projection). For some banks, others had different degrees of detail (e.g. flags that refer to the 
entire projection as a whole without indicating in which segment or in what year the 
correction is expected to take place) and several flag submissions occurred in a single day. 
Moreover, some flags that were visible in the beginning were not valid, and later disappeared 
without further notice. Finally, some new flags were provided only at the end of the EBA 
stress test, just before the last submission, whereas it would have been more practical to be 
able to address them from the beginning; 

- We would also like to highlight that the option of running pre-validations via a website was 
not available to non-SSM banks, which placed an increased workload on those banks to solve 
flagged issues in between the data submissions; 

- In a number of instances, flags arose from validation rules comparing submitted data against 
official FINREP/COREP reporting even though the submitted data was exactly the same as 
reported under FINREP/COREP. Identifying and addressing such instances was resource-
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intensive and time-consuming. We would urge the EBA to ensure greater scrutiny in the pre-
population of validation rules. 

 
e) Calendar: 

- The 2018 EU-wide stress test exercise lasted approximatively ten months, an increase 
compared to the 2016 EU-wide stress test due to the introduction of IFRS 9. Considering 
this extensive calendar linked to the introduction of IFRS 9, banks dedicated important 
resources exclusively to the demands of the stress test exercise. We call for a rationalisation 
of the framework towards the next EU-wide stress testing exercise; 

- The calendar adopted for the different phases of the exercise was not fully respected since 
the ECB had mentioned no interaction was expected during the month of August but in the 
end there was. In addition, in order to comply with additional requests of information or to 
incorporate methodological changes derived from FAQs, very demanding submission or 
response deadlines were established. In this respect, we call for a cooling period of the stress 
test exercise during summer (e.g. July/August). Only a limited amount of interaction with the 
authorities should be expected over the holiday season, as staff availability must be 
considered; 

- A marked asymmetry between the times given to the EBA/ECB and to credit institutions to 
respond FAQs was observed, the one given to the credit institutions being shorter. This 
could have been avoided if a clear calendar on the Q&A process had been established with 
resubmission dates after the Q&A of the submission; 

- In general, ECB deadlines were delayed on several occasions, even though the deadlines for 
credit institutions were set in stone; 

- The maintenance timings of the interaction tool with the PMO (STAR) for sending the 
templates were very close to the submissions. 

 
f) Dialogue with banks: 

- A lack of homogeneity has been observed in the instructions transmission by the Joint 
Supervisory Team (JST) to banks. Some banks received information and feedback before 
others and, therefore, had more time to make adjustments in each submission. In addition, 
divergences in the level of knowledge on the methodology and the development of the 
exercise held by the members of the JSTs that have a close relationship with the banks were 
observed. It also has to be ensured that there are common and objective criteria followed by 
individual JSTs in the final evaluation of overall communication and co-operation of 
participating banks. We ask a direct, formal and transversal interaction between EBA and 
ECB stress testing methodological teams and industry stakeholders; 

- The models produced and used by EBA/ECB to benchmark the banks’ results as well as the 
additional impacts imposed by EBA/ECB should be clearly explained to the banks; 

- It would have been desirable for the participating banks to have received feedback on the 
explanations sent to the ECB/EBA and how the JSTs were involved in putting together the 
feedback provided to the banks; 

- Discussing the explanatory note or talking to specialists from the ECB was not possible. This 
made it among other very difficult to explain bank specific business models. This may be 
highly relevant when it comes to the peer benchmark used to determine add-ons. The ECB is 
not very transparent about this, yet the selection of peers that use different business models 
could be a source of bias; 

- Banks should benefit from a dedicated form of communication or conference call with the 
ECB on the global results and lessons of the stress test exercise, in order to improve their 
public disclosure of the results in addition to the conference call organised by the ECB to 
market analysts. 
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g) Usefulness of the stress test exercise: 

- Due to all the above mentioned concerns and the constant balance sheet approach of the 
exercise, the usefulness of the stress test exercise for credit institution management teams 
could be questioned since it contains important centralised adjustments (e.g. adjustments to 
credit risk for provisions and risk weighted assets without an apparent criterion or the 
possibility to “explain” the approach developed by the credit institution). 

 
In light of the issues described above, EBIC would recommend the EBA and the ECB adopt the 
following measures:  
 
1) The stress test process should be more stable in terms of methodology and its interpretations, as 

well as the information templates required. This would give banks the possibility to automate the 
process, avoiding the repetition of very demanding tasks in terms of time and resources that 
paralysed entire bank departments during several months. The core template developed by the 
EBA and the additional templates required by the ECB should be shared earlier with credit 
institutions. The correct version of the EBA templates should be finalised prior to the start of 
the exercise without further corrections during the exercise. 

 
2) Dedicated workshops should be organised by the EBA and the ECB with technical experts 

earlier in the process to improve the methodology and its alignment with the templates. The 
number of FAQs should be significantly reduced thanks to this bold action.  
 

3) Concerning internal models, the legacy of each national industry and the specificities of each 
business model should not be negated in the methodology or by JSTs under unilateral adjustment 
requests, not to disconnect the exercise from reality. 

 
4) It is necessary to respect the foreseen calendars and to grant banks sufficiently comfortable 

deadlines to answer any requirements that appear during the process (at least 1 week, national 
holidays are to be taken into account). Calendar process safeguards should be defined for the 
2020 stress testing exercise. 
 

5) Transparency could be improved, especially with regard to quality assurance decisions in order to 
be adequately explained to the governing bodies of the banks. Information should be 
communicated transversally to all institutions at the same time, not depending on the 
involvement of each JST in the stress testing exercise. Moreover, greater clarity is needed 
regarding peer group analysis and challenger models which would allow banks to better 
understand certain bank-specific requirements. 

 
6) Transparent communication between institutions and their competent authorities (EBA and 

ECB) on adjustments required and peer benchmark positioning is necessary to give institutions 
the tools to explain their stress-testing results to the market and analysts. 
 

7) The explanation of flags could be improved. 
 
8) Alignment of the quality assurance processes between SSM and non-SSM banks could be 

improved ensuring a level playing field in terms of deadlines and provided interactive pre-
validation tools. 

 



 

 

 

 

 

 

 

 6 

EBIC remains available to participate in a long term reflection on the evolution of EU-wide stress 
testing. 
 
We thank you very much for taking our points into consideration for the next stress test exercises, 
and we remain at your disposal should you wish to discuss this issue or any of its aspects in greater 
detail. 
 
Yours sincerely, 
 

 
 

Chris De Noose. 
 
 
 
 

CC: 
Mr Mario Quagliariello, Head of Economic Analysis and Statistics, EBA 
Mr Sergio Nicoletti-Altimari, Director General (Macroprudential Policy and Financial Stability), ECB 
Mr Korbinian Ibel, Director General (DG Microprudential Supervision IV), ECB 
 
 


