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EU
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FLS
GDP
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HoldCo
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MRO
NFC
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assetbacked securies

assetpurchase programme
additional Tier 1

Bankfor International Settlements

Bank Recovery and Resolution Directive
credit default swap

common reporting framework

European Banking Authority

European Central Bank

emergency liquidity assistance
European Union

Funding foitGrowth scheme

Fundingfor LendingScheme

gross domestic product
globalsystemically important institution
financial supervisory repartg

holding company

longer term refinancing operations
minimum requirement for own funds and eligible liabilities
main refinancing operations
non-financial corporatehon-financial corporation
non-performing loan

Outright monetary transactions
operational company

other systemically important institution

Tier 1
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The objective of the This report is providedn response to the European Systemic F
reportisto assessthe . 2 NRQa NBO2YYSyRIGA2ya 2y GF
feasibility of9 | 0 | Y (ESRB/12/2)The objective of the report is to assess the feasibilitiOf
funding plans. 0 I y furdify plansubmitted to theEBA

Expected aset growth is Funding plan data showhat in most 02 dzy t NA Sa o6 y

driven by client loans expected to grow throughout the forecast period. On average, t
assets are projected to grow 3y9% between yeaend (YE) 2016 and Y
2019. The main driversf asset growth are loans to households and
non-financial corporates (NFCs)Vhereas the assumed asset grow
seems to be reasonabldor several countries,for others, when
compared with the cou/ (i NEBc@n@dmic growth expectations,it is
ambitious, significantlgxceedinggeneral economic dynamics.

The ratioof non- Analysis shows that theéNPL ratio is one important parametetin
performing loans (NPLs) SELJ | Ay Ay 3 0 |, gAd the€k ista Btionf) nehiBe carrilatic
is an important driver betweenthebt [ NI} GA2 FyR olylaQ OfAS
for assumed loan to the analysisthe correlation between NPL ratio and loan grow
growth. forecast is stronger for banks with loweapital ratics, which suggest:
that less capitalised banks are more sensitive to the NPL ratio
higher capitalised banks when consitgrextendingnew lending.

The funding mixs As with the asset side, banks also expect equity and liabilities to incr
assumed taremain Growth is relatively diversified, includinglient deposits (from
largely stable. households andNFC}¥ as well aslongterm debt securities Client

deposits remain the main component in EU bdks T dzy’ R witfi 2
share of more than 50%nterbank financing is expected to decrea:
and short-term debtvolumeis projected to fall slightlyhroughout the
forecast period.

Deposits are assumed tc Bank€2growth assumptions for client depositare ambitious the

grow significantly. expected increase indeposis is above gross domestic productGDR
growth in 16 countries Nonetheless, acktesting of former funding plau
data suggests that banks are able to significantly exptredr deposit
fundingin times of GDP growth
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For most countriesplanned issuance of debt securitiesn 2017 are
below the average of actual 2015/2016 volumes. Howef@@r2018 and
2019 funding plans indicate increasimgoss issuanceolumes againin

some cases even exceandthe historical average. These trends might
explained bythe assumed asset growth, by abundantly available cer
bank funding in 2016 and 201V YR o6& ol y1aQ 4&d:
2016. Another explanation might be that banks plan the issuance
required volumes ofnstrumentseligible for the minimum requirement
for own funds and eligible liabilitieSAREN mainly in2018 and 2019as
their pricing is currently higher than pricing for other funding
instruments.Banks probably also anticipate that by 2018 and 2019 tf
will be certaintyarounddetailed MREL requirements, including the leve
required, the date for compliance and eligibility criterldowever,an

assumedncrease inissuance volumes in 2018 and 2019, following tf
decline in the preceding year, might pose a challenge for banks in t
of their ability to place them successfully on the markets.

Data for loant aswell as depositt pricingshow a mixed picturén
different countries. e cost of longterm marketbased fundingare
assumed to decline or remain stalbfe2017 in most countries.

On averagethe use of public sector sources of funding is assume:
increase in 201Across the ElWut to decrease in the following year
However, the reliance on public funding is widely dispersed amr
countries. In some countriebankslook set to relyheavilyon it.

The outlook for funding plans should be seen in the context ofntned
to issue further MREetligible instruments, which are in general mo
expensive thanineligible senior unsecured instruments. Theinding
down of OSy (i NI € ol ylaQ ¥ dgfisRekptdedici minl
FdzNI KSNJ LINBaadz2NE 2y ot additdrQin casi(
where banks will need to replace their plannegrowth in deposit
volumes with market instruments, this would increase their fundii
costs. When certain secondary markets for bdkdebt securitiesfor
examplefor covered bonds, are ntwngera dzLJLJ2 NI SR 0 &
purchase programmes, pricing feuchinstruments is likely tancrease
alsa
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Reported data show that neither innovative instruments nor dephisi
fundingaccount for asignificant share in the funding mix.

High NPL levels combined wittore thinly capitalised banks look set t
be a drag on new lending unless addressed. Small and mesiaad
banks will require particuldy carefulmonitoring if they are to retain
unfettered accessto capital markets and ingtors B y1 a4 Q ¥
reliance on an expansion alient depositbased funding will require
careful monitoring at both individual anslystem leved Theassumed
deferral of MREL issuances to 2018 and 2019 raises quesitoms
market absorbability andssociated pricing, especially at a time wh
reliance on public sector sourcesfundingmay decreaserinally, b y
forecastedheavy reliance on interest income to improve profitability v
require careful monitoring.
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The objectiveof this reportis to provide an assesment of the feasibilityof submitted funding plans
for the EU banking systemTo assesshe feasibility of asset growth forecasted by banks on an
aggregated levels well corresponding forecasts on depesaild marké-based fundingthe report
also compares submitteddata with market and statisticalinformation, such ashistorical issuance
volumes andeconomic forecast Theaim of the reportis to perform an assessmenét the EU level
However it also includes comparisois the country level.

The analysis is based on funding plans reported in accordance with the EBA Guidelines
harmonised definitions and templates for funding plans of credit institutidiiee EBA collects data
from a sample of &nks as defined in EBA Decisid@/2015/130 on reporting by competent
authorities to the EBAThe sample covettse largest institutions in each Member State anderms

of total assetscovers76% of he EU bankingsector. The list ofLl55 reporting banks(including
subsidiariesjrom all EU jurisdictions is provided in the Ann€al{le6).2

Fundingplans are in general reported on a consolidateskis® EU aggregated figures and chairis

this report are based on the data reportadlithe highest level of consolidation. Courdgveldata, in

contrast, also include subsidiaries where thelyelong tothe largest banks in the jurisdictioim

question The reporting covers balance sheet forecastingtioee years, with additional reporting on

public sector sources of funding, deposit funding, innovative funding souretdyities inmain

currencies, information on pricingnd the impact of disposalsral acquisitionsFunding plan data

and forecasts are based on a bdB¢ 48 S &OSYI NA23 APSd o6lyl1aQ FdzyR?
represent a perception of their ability t@ttain fundingunder stressed conditions. For the purpose of

the funding plan projetions, banks have not been provided with any specific macroeconomic
scenarios, as these might be differefom 0 KS o0l y1aQ 26y | 43 dédJiA2yacd
31 December2016 as a reference date and covers actual figures for @@hd forecasts for three
subsequentyears (20X to 2019). The ait-off date for all data i40Juy 2017.

! http://www.eba.europa.eu/documents/10180/16082/EBA+DC+090+%28Decision+on+Repday+Competent+
Authorities+to+the+EBA%29.pdf/9beaf5B6244e36-a75bb77aa3164f3f

2Throughout the report, countrgpecific data are not disclosed if the country in question participates in the exercise with
fewer than three banks. Countigpecific staistics for EE are not shown, as the country has only two banks reporting
funding plan data.

3 Competent authorities should exercise their discretion as to the level and perimeter of consolidation on-hyfifinm
basis (pargraph11 of the Guidelines onuRding Plans)

11
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Forecastedisset growthand its main drivers

Funding plan data show thdh nearly allcountried | y1 aQ FadaSi &ARS Aa SELISOI
the forecast period, i.e. between 2816 and Y2019, andon average, total assets are projected to

grow by3.9%.Among countries, the dispersion of asset grovidhecastis wide.LT,SEand SkKshow

the largest cumulative growthbetween 15% and 9%, whereas the cumulative growth fdive

countries BE,GB,GR IEand PJis negative®/ dzYdzt I 6 A @S 3INRBgGK 2F G201t |
economiessuch aDE,FRandIT, isbelow 5%(Figurel).

Figurel: Planned total asset growth by countpd for the EUJYE2016-201F

20.0%
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-5.0%

-10.0%

-15.0%

On average, the main driversf asset growth are loans to households and to NFCs, i.e. client
business. Whereas loans to househaoddle expected to increasie sumby 10.9%6 between YE016

and YE2019, the growth rate for loans to NFCs is expected to B&® sumin the same period.

After a long period of declining interbank financingk & NI LJ2 NI S Rundingplabdatad, s & S| NI
well as in datapublished bythe Bank for International Settlements (BIS) loans to financial

corporates are forecasted to grow agdin.

The trendtowards growing client business can be identified on a couyycountry level. Loans to
households and to NFCs are projected to grow in nearly all countries and across most of the
projection years. However, it is not possible to identify specific patteim the evolution of
forecasted loans to financial corporates. The trends, in terms of both the magnitude and the
direction (i.e. negative or positive), vary acrassuntries Similarly, while someountries have a

* Adetailed annual breakdown of total asset growth for the EU and by country can be fo&igline33in the Annex.

®In particular for BE, GB and PT, asset growth is influenced by planned asset disposals and/or transfers of the reporting
banks. Trends on EU and country levels are impactetidbgample of banks submitting funding plan data (see Table 6 in
the Annex).

®See countnspecific growth of loans thouseholds and NFCshigure34 andFigure35in the Annex.

"The funding plan reporting does not cover any intragroup financing, which might constitute a significant share &f @an L
funding in some jurisdictions, nor any potential crisgestments of banksgcha®d | y1 &4 Ay @dSaudAy3a Ay 20KSNJ
covered bonds issuances).

12
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positive growth rate for reverseepurchase agreementgé¢verse repos), somghownegative growth
during the forecast perio@Figure2).

Figure2: Growth of selected asset classes (EU) and consolidated foreign claims of reporting European
banksvisx@A & & St SOG S R(R002Qi/1AONRES Eamilablé datK) a

200
180

Loans to financial Loans to private non-
corporates (exc reverse  Loans to households (exc financial corporates (exc  Reverse repurchase
repos) reverse repos) reverse repos) agreements

e 160 —DE—ES—FR—IT—IE
-2017F = 2018F
W 2019F 140

120
=
3% 100 ° £ca
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2009-Q1
2009-Q3

Source: BIS

Sourcedor consolidated foreign claingata: BIS

8 omT: outright monetary transactions, APP: asset purchase programme.
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H Planned growth 2015-2016

I wActual growth 2015-2016

-20.3%

CYy HR PT IE GR GB DK NL HU IT AT FR BG Fl SI ES LV SE PL BE LU DE LT CZ MT RO SK

°The analysis is carried out for client loans (loans to households and NFCs) and at country level.
0 The analysis is based on adnced sample of banks.

14
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Assessment of planned asset growth

The asset sidés consideredii KS R NA @S NJ T 2aNdindtheghjitsigibwtb idzdringtBdita >
economic conditionsThis implies thatrends in assetgrowth might be linked to thedynamicsof
GDP At the EU level, historical datsuggestthat the growth dynamics of GD&hd total assetsare
somewhatcomparable Whereas the GDP growth dynamexe rather flat over timethe dynamics of
total assetsare more volatile and only in 201Hid the growth of total assets exceed GDP growth
The analysis also showsat loan growth does not necessarily moiveaccordance wittGDP trends,
which can in particlar be seenin 2011 and 2015, when loan growth significantigreasel and
excee@d GDP growthwhile the latter remaied relatively constan{Figure4).™*

Figured: Evolution ofGDRtotal assetsandloans (EU total)

8.0%

= GDP growth

6.0% i
e growth - total assets

4.0% growth - loans o
2.0% +
0.0% | ; N / / :
2 0% 2009 2010 2011 2012 2013 m 2015 =2016
2.0% e
-4.0% J \ /

‘0 \ /
6.0% N

:8.0% \ /
N

-10.0%

-12.0%

Source: EU Commission and European Central Bank (Consolidated Banking Data)

Theanalysiof total asset growtlshows thaf for several countriescumulative assegirowth forecast
and GDP growth are comparabler examplefor BG FR andMT. However, thereare alsocountries
for which the expected increase in assetsdsensiderablybelow GDPRgrowth. Whereas m several
cases(e.g.BE, GB, GBnd P this can be explained by asset disposaigransfers this is not the
case for for example,CZ,RO and 5 In other casesthe increasein total assets seems to be
ambitious,asit significantlyexceedsgeneral economic dynamicBor CYLT,SE and SKor example,
the assumedncrease irtotal assesis more than Hercentage points higher than the coup® GDP
growth. However, in somef thesecasesfor examplefor SE, such differences can be explained by
the international nature ofthe relevantd I y {1 & Q , whichcbnfriBuliea to differences between
GDP and total assets dynamiasthe case ofaninternationally active bankhe economic trends in
all of itsmain countrief operationwould need to beconsidered in such an analyéiisgure5).

1 Furthermore,in 2016 the negative loan growth differs significantly from the positive GDP develdpmen

15
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Figureb: Differencebetweentotal assetgrowth andGDP growth by country and for the BiJ,
percentage pointsY{E2016-2019)?

10
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-15 —

-20

Sourcedor GDP growthEU Commission

Analysis of driver®f loan growth

Client business loans to households and NF€scan be considered one of the main drivers
expected total asset growttClient2 I ya | NS Ff a2 i GKS O2NB
oFyl1aQ NRBEtS Ia | LINPDARSNI 2F ONBRAG idvestigatiort
of potential driversof the growth of this asset clasgas performedin the form of a multiple lineal
regression analysi$ The analysis was based on bdekel observations and itsutcome variable
was theforecastd growth of client loansn 2017. Bank-specific parameters such as capital ratio,
ratio ard funding mix, as well as macroeconomic indicatush asunemployment rate and GD
growth were consideredootential driversof 6 | Y lpad Growth forecast

While some of the key variables (e.derTl (T1)capital ratio, leverage ratio, GDP growth) dot 1
havea statistically significant impact, other selected variables (§RL ratio, share dbngterm debt
securitiesin total funding stable funding have explanatory power oloan growth forecastThe
following explanation focuses on the NPL rati® a main driverbecause of its impact of hig
magnitude The analysis shows that thereaistrong negative correlation between NPL ratio (20
FYR oFyl1aQ Of ASyid f,Bdggéstir iitdanks withhiydsrOuP 1 siftretast)
lower loan growth The correlation coefficient ig0.40 and significant a& 5% levelof significance]
(Figureb).

26 kS OdzydZ I GASS D5t INBHGK A & EudopearSiRon@mic Firdcadt oBMEBNR IS |y
validation purposes, expected GDP grofth2019 (not provided in the Economic Foregastassumed to be the same as
that for 2018 (sed-igure4lin the Annex).

13 See the Annex for a more detailed explanation of the model specifications.
14 See the Annex for a more detailed presentation of the findingstbargparameters considered.

16
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R%=0.1607

NPL ratio (2016)

Loan gro\;t% forecast (2017)

R =0.1171

*
*

*
SRR
WX K AN

5 10 15

“10
Loan growth forecast (2017)

5 This is the median value of T1 capital ratio in the sample considered for this analysis.
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Forecasted liability growthndits composition

As with the as&t side, banksalso expectequity and liabilitiesto increase.Growth is relatively
diversified, including client deposits (deposits from households and NFCs) as lwaliressm debt
securitiesand equity (Figure8).

Figure8: Growth of selected liability classes (EU)

Short-term
Deposits from Debt Securities
Deposits from private non- {original
financial Deposits from financial Repurchase maturity <1 Total long term Total long term
corporates households corporates agreements year) secured unsecured Total Equity

7%
6%
5%
1%
3%
2%
1% |—

0% - L Ll —

1% _ ' I_.
2% \

2%

m2017F

2018F

—  m2019F

With projected growth throughout all forecast year€lient depositsemain the main component in

9| 0 lfuyiding r¥x. The sharef client depositsn total funding is assumed to increase constantly
from 513% in 2016 to 52% in 2019The share of lorerm marketbased funding is assumed to
decline from 20.5% in 2016 to 496 in 2017, and then to increaseadiy to 208% in 2019. Short
term marketbasedfunding is expected to decrease from 4.5% to 4.1% between 2016 and 2019
After a slight increase from 28% in 2016 to 2.9% in the following yeain parallelwith a similar
trend on the asset sideinterbank financing (deposits from financial corporates and repurchase
agreements) is expected to decrease in the following years ®2(Figure9).'®

15, 502 NRA y 3 Répbrt dh KsSet @ncumiRangaiblished in July 201Thterbank financing is also one of the main

sources of asset encumbrance in the EU. Howetgeshare has decreaséal the past in favour of an increase in the share
of covered bonds issuea@onfirming the trend towards an increasing share of coveredlban marketbased funding.

18
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Figure9: Funding composition (E1)
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Furthermore,aO 02 NRA Y 3 (2 ( K SlatesiRsldAssessmedtTQuestiirdair®, banka are
optimistic aboutthe growthof client deposits as well as markeased funding® Theanswers to the
questionnairesupportthe finding based onhe funding plan datahat, in their own opinion banks
continue to rely on funding from retail depositSHowever,compared withbanks, significantlfewer
analysts expect an increase in deposits from retail cli#htgith respectto marketbased funding,
more than 40% of the banks intend to attain more senior unsecured fupdingording to the
answers to thesamequestionnaire An evenlargershare of market analysts expects growth in this
asset claséFigure10 andFigure11).*

17 Figure37, Figure38, Figure39 andFigure40in the Annex show the share of the different funding instruments by
country.

8 The Risk Assessment Questionnaire is conducted on assemalbasis among banks and market analysts, with the
latest one taking place in April and May 2017

(https://www. eba.europa.eu/documents/10180/1898284/Risk+Assessment+Questionraiere+2017.pdf/fe1990a6
91af40b3b381-85908e64a6bp

Y The share of banks thatant to attain more retail depositis about55%,which isin line with Decembe2016 results.
0 The share of agreements wedown from 25% in Decemb@016 to 15% in Jur2017.
L The share of agreements weuap to 55%in June 201Trom less than 45% in December 2016
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Figurel:9 . ! Q&4 wAdal !adaSaavySyid vdsSaidiA2yylFIANBE F2NI ol yj
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Q16 You intend to attain more (please do not agree ' [ [ | [ [ [ |
with more than 2 options):

a. Senior unsecured funding. %
b. Subordinated debt. %

W) 2017 Agree

c. Secured funding (covered bonds). % e Aer
& December 2016 Agree

d. Securitisation. E; M June 2016 Agree

B December 2015 Agree

e. Deposits (from wholesale clients). ? 28

g. Central Bank funding. E

Figurel: 9. ! Q&4 wAd&a]l ! daSaavySefdnalystdzSaiA2yylANBE F2N YI NJ

0% 10% 20% 30% 40% 50% 60% 70% 80% 90%

Q7 You expect banks to attain more (please do not agree
with more than 2 options):

7.a) Senior unsecured funding

7.b) Subordinated debt  E—

7.c) Secured funding (e.g. covered bonds) E

7.d) Securitisation

M Jun 2017 - Agree

M Dec 2016 - Agree
7.e) Deposits (from wholesale clients) EJun 2016 - Agree

L4 Dec 2015 - Agree

7 .f) Deposits (from retail clients)

7.g) Central Bank funding ‘

Trends inplannedclient deposits

dient depositsare projectedto grow in all countrie®n a cumulative basigrends in client deposi®
growth are in line with asset growth rateBhe topfive countries projecting the highest growth rates
(LT, SE, S#hd PL)are the sameas for the asset sidgsee Figure 2. Followinga decrease in their
deposit base GR banks projecgradually increasinggrowth in both household and NFC sectors
betweenYE2016 and 2019 Trends areapproximatelysimilar in CYNone of the countries expects a
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decrease in deposits in the forecgstriod, even though fossix countries deposit growth in 20lis
assumed to be negativEigure12).??

Figurel2: Growth of deposisfrom households and NFQsy country and for the ELWYE2016-2019
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Backtesting of former plans for deposit growth

For clientdeposits backtesting shows that for many countries expected growth rates have beer
or even exceededin contrastwith the trends for loans, even countries expecting a decline

positive growth in 201¢e.g. HR, HU and)SHowever,for PT the negadie growth wasgreaterthan

expected,and IE and LV saw a decline in client deposits despite forecasting their increasbe
countriesthat had planned the most significant growth in client depos@R( MT andPL), thisvas
not achieved Furthermore, ér ES the increase was smaller than originally assufiedlaty to the

dynamics for loans, the two most significanismatchesjn BE andGB were driven by institution
specific measures in these countrigsgurel3).

Figurel3: Backtesting: plannedevsis actual client deposit growth in 2056 country level’
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%2 A detailed annual breakdown of client deposits for the EU and by country camiheifoFigure36in the Annex.
% The analysis is based on adnced sample of banks.
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With parallelgrowth in loansand deposits for mostountries andat the EU levelpn averageloarn
to-deposit ratiosare expected taemain relatively stablé* However, thedispersion of the loasto-
deposit ratio among countrieemainsbroad This dispersioms driven by different funding models in
different Member StatesFor example,in DK there isa lesssignificant rolefor deposits,as banks
focus on thecovered bonebased funding modelThree key tendsin the development of théoan
to-deposit ratio can beédentified. For several countriesor examplefor FI, NL andTl, as well as for
the EU on average, the ratio remains relatively stable. Other countries see a deglinerease in
depositsdominates increase itbans or decrease in loans is larger in magnitude than decrease in
deposits for examplein GB,IEand PT. GR shows a material fiathe ratio, driven by the ambitious
plansfor deposit growth.Finally, there is a group of countries with a growingnto-deposit ratio,
with client loangprojected togrow faster tharclient deposits.Countries in thigroupincludeAT, CZ
DE FRand HU(Figureld).

Figurel4: Loanto-deposit ratio by country and for thEU
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Depositlike and innovative funding instrument$’

Reported data show that neither depodike nor innovativefunding instrumentsform a significant
proportion of 6 I Y1 & Q (i 2 i Icdfses Whikmé @ksyré&ported such instruments, these we
multi-currency depositsstructured deposits, bazassurance or similar products. Innovative fund
instruments are nosvanilla structures that the industry has started to issuethe recent past
(Figurel5andFigurel6).

2 Loanto-deposit ratio describes balance sheet structure and does not takeattount the maturities of loans or
deposits.

S These are epositlike financial instruments sold to retail customefs example would be a product that hesme
notional or real concept of capital protection but may have a variable performance outcome.
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Assessment of planned growth in client deposits

Similaty to the assessment of the growth assumption the asset sidethe following analysis
comparesthe dynamics ofieposis with GDP growttat country level The underlying assumptiotis
that economic growth might be considered a captfoe expected increase ieposis. In contrast to
the asset side, expected deposit growthalsove GDP growthin 16 countries(for the asset sidel0
countries see Figureb for the asset side dajaFor9 countries,the assumed increase in deposits is
more than 5 percentage points above forem$tGDP growth (for the asset sidé countries).
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However, for many countriesuch as ES, FR and SE, a simple comparison of depitsithe GDP
trends, which indicates domestic economic characteristimsce again does not capture the full
picture, as cedin banks have significarrossborder activities and aretherefore influenced by
further economic parameterd={gurel?).

Figurel7: Differencebetweenclient depositgrowth andGDP growth by country and for the At
percentage point§YE2016-2019¥°

15

| rose wowoar B8
SE SK PL LT F GB DK GR ES C IT FR EU CZ MT DE PT BE NL LU AT

-10

Sourcegor GDP growthEU Commission

The analysis shows that planned deposit growth is ambitious in many courividence suggests

that banks are abldo significantly expand their deposit funding (see box abd¥acktesting of
former plans fordeposit growtlfp, but caution is needed in case such expansion willonger be
possible.If banksdo not meettheir target deposit growth ratesit will mean that theywill have to
either reduce their assumed expansion on the asset side or replace planned deposits with-market
based funding instrumentsChe latter would be a drag omet interest income, as funding through
debt securities issued is in many cases more expensiveftiratingthrough deposits.

Trends in markebased funding

The proportion of longterm debt securities (including unsecured and secured instruments) in the
total funding mixwas 2.5%in 2016 and is assumed to be 28% in 2019The outstanding amounts

of longterm unsecured debt securities are projected to increase from EUR2.3trillion to
EUR2 5 trillion. Similarly,longterm secured funding is expected to growith an expectedoverall
increasefrom EURL.5 trillion in 2016 to approximatelyEURL 6 trillion in 2019. This suggests thdhe
share of covered bonds assource of asset encumbrance will continihe rising trendthat hasbeen
observed®’ Within longterm secured instrumentsthe proportion of covered bonds is significantly
larger than the proportion of assetbacked securitiesABS. In 2016, approximately 84% of these

BeKS Odzydz I i APS D5t INRGGK Ad ol & GdonodiyForedas of MENB RIS Yy / 2 YY A &
validation purposes, the expected GDP grofath2019 (not provided in the Economic Forecast) is assumed to be the same
as that for 2018seeFigure4lin the Annex)

271 88 (i KMepat onl assét encumbrangublished in Julg017.
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instruments were in the form otovered bondsand only9% were in the form of ABS Issuance
volumes of covered bonds are strongly drivenDiy, DK, FR ar®E The remainderis comprised of
other secured funding instrument8Vithin the planning horizon,ecured fundingalsoremains driven
by covered bonds, andBSare expectedto continue to play arather subdued role i |y ¢varad
funding mix(Figurel8).

Figurel8: Longterm securedandunsecured fundingnd mix of secured funding delEU
(EURillions (left axig andtheir share(right axig)
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Projected goss issuance volumes are growing in most jurisdictions and for most of the market
funding instruments covered (longterm unsecuredinstruments covered bonds, ABS) over the
forecast yearsdriven by several factors, which include maturing debt, asset tirawdto an extent

also replacement of shotterm debtwith longterm instruments? Projected goss ssuance volumes

are highestfor unsecured instruments, which include common senior unsecimsttuments but

also subordinated debt instrumentghangesin the funding mixare also beingdriven by MREL
eligible instruments. The lattemay involveshifts from issuanceby 6 I y1 a8 Q 2 LISNI GA 2y | €
(OpCa) to issuances by holding companies (HokJGo so-called structural subordinatiom or to
issuanceof non-preferred senior debf’ The nost significant gross issuance volunas expected

byo I y1 & R2 YA OANdrgBsiecoroyhiedPkirhied diiuél goss issuance volumdsr at least

one of the forecasyearsreachapproximatelyEURBO billion for banks domiciled in D&nhd FRand
about EURO billion for banks headquartereah IT, NLand SEFigurel9).

28 . .
Gross issuance volumes are reported for the forecast years only and éptelon instruments but not shorterm ones.

la WAKEBIMO Aa RSTA VR, gloss isduande vaiudmsTofisdch instruments per year might be misleading

or might be misunderstood because of their inanual rollovers.

20n Bgal subordinatin methods(structural,statutory and contractual subordination), séeK S Report®a the

implementation and design of the MREL framewquk 116f.
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Figurel9: Gross issuancelumesof longterm unsecurednstrumentsby country and year
(EURbillions, countries with issuance volumeEtJRL billion in at least one year)
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Projected goss issuance volumes of covered bonds are significantly lower than for unsecured
instruments for most countries. However, several countries veitfocus on these instruments in

0 I y fuadidg mix,such asDK andSE, show significamilanned issuance volums, with above
EUR/O billion for SEfor 2019. Banks in Member Statdbat traditionally use thigype of instrument

as part of their funding mix, but to kesserdegree, still show significamirojected gross issuance
volumes Thesédnclude DE, EFFRand IT (Figure20).*

Figure20: Gross issuance volumescovered bonddy country and year (EURlIions, countries with
issuance volume BEURL billionin at least one year)
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Securitised products are traditionglused in amaller number of countries, which is reflectedie
fundingplans. The largesplannedissuance volumes are expected from(B®und EUR billion per

30High levels of covered bond financing come in parallel with high levels of asset encumbrance gs shoy’ (1 KS 9. !
Report on asset encumbrangaublished in July 2017
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year) GB(increasing from EURbillion in 2017to about EUFRS billion in 2019 and NL (increasing
from around EUR billionin 2017 to nearly EURD billion in 2019)(Figure21).

Figure21: Gross issuance volumesABSuy country and year (EURllions, countries with issuance
volume >EURIL billion in at least one year)
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Market-based funding is expected to grow on a net basis

The following analysis is based on yearly chamgéise balances of debt securities issued. It shq
the difference between the outstanding volumes at the beginning and end of the year. |
difference is positive, it means that gross issuances are larger than redemptions for that |
Where thevolume of issued debt securities goes beyond rollovers, banks have to find inv
beyond those that might simply replace their current investment positions. If gross issuanc
smaller than redemptions for a year, the assumed net issuance volumegative, and the
outstanding volume decreases during the year.

Funding plan data show that forecasted net issuance volumes exceeti(Hli/liRon in several cases
mainlyin large and economically stable countries (DE, FR, SE) or in large cdbatriadfered from
a significanteconomic downturras a result othe financial crisis and are expected to recover furtl
in the forecast years (E&hd ITin 2019). Negative bars amainly a resultof the drop in gross
issuance volumes in 20Héscribedabove(Figure22).

31 As this calculation takes into consideration ybsryear change in outstanding debt securities, it includes stzort
longterm debt securities.
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