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Introductory statement by Ms Sabine Lautenschlager, Member of the Executive Board of the
European Central Bank, at the confirmation hearing for the Vice-Chair of the SSM
Supervisory Board, Strasbourg, 3 February 2014.

* * *

Madam Chair,
honourable members of the Committee on Economic and Monetary Affairs,

It is a pleasure for me to be back here only three weeks after you had supported my
candidacy as member of the ECB Executive Board.

The fact that | am back here after such a short period of time reflects the central role that the
European Parliament plays in holding the ECB accountable for its supervisory tasks. It also
demonstrates that the Banking Union project is rapidly moving forward.

The Governing Council has proposed that | become Vice-Chair of the Supervisory Board of
the single supervisory mechanism (SSM). | am honoured by this proposal and glad to be
here today to demonstrate that | am ready to take up this challenge.

As you already know, | have been a banking supervisor for almost two decades, at the
Bundesanstalt fur Finanzdienstleistungsaufsicht (BaFin) and as Vice-President of the
Deutsche Bundesbank. | have also been closely involved in international cooperation on
financial sector supervision and regulation in various bodies. These responsibilities have
provided me with first-hand experience in the very field in which Europe is currently
undergoing its most significant institutional overhaul since the introduction of the single
currency.

During my last visit here, | said that good supervision cannot be achieved solely at the
national level. But that does not mean that simply raising supervision to the European level
will automatically make everything run smoothly. In order to make common supervision a
success, we need to do things right from the very start.

That is what | want to help achieve as Vice-Chair of the SSM’s Supervisory Board.

Doing things right from the start has been the guiding motif of the comprehensive
assessment, and it will also be the benchmark for our new supervisory model.

| will go into both of these aspects in my remarks today.

Comprehensive assessment

Let me start with the structure of the comprehensive assessment exercise. Following an
initial risk assessment, the comprehensive assessment will comprise an asset quality review
(AQR) and a stress test.

The asset quality review covers point-in-time risks. That means it takes into account the
current state of a bank and does not consider any future developments. A rigorous selection
of portfolios that should be reviewed is currently under way. The national competent
authorities (NCAs) have submitted proposals for these portfolios and the ECB is currently
studying these proposals before a final selection is made.

The stress test will address forward-looking risks. For this component of the comprehensive
assessment, the ECB is using the methodology defined by the European Banking Authority
(EBA). We published a first set of details today.
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The objective of this stock-taking exercise is to ensure that banks’ balance sheets are sound
before the ECB takes over their direct supervision. The comprehensive assessment is
intended to boost transparency, and thus foster confidence.

But this will only work if it is credible and of high quality. In my opinion, two things are crucial
for ensuring this:

) an impartial and objective methodology that fosters comparability; and
o transparency of the process, as well as of the results.

For the asset quality review, an impartial and objective methodology means, for example,
that we need to apply, and will apply current accounting rules as consistently as possible.
The vast majority of the banks undergoing the assessment report their accounts in line with
the International Financial Reporting Standards (IFRSs). For the others, we are devising
methods that allow national accounting standards to be used and still facilitate a high degree
of comparability. But this is only one aspect of achieving comparability.

The stress test will cover credit, market and funding risks. It can only deliver a credible
indication of the resilience of European banks to the market if it is based on tough stress
scenarios. This means that the scenarios will also have to include stressed sovereign bond
markets.

In addition to impartiality, transparency with respect to both the process and the results is key
for the assessment to live up to expectations.

In the first instance, transparency means informing the general public about the underlying
methodologies and the thrust of the exercise. That is why we have issued a press release
today, in which we provide information on the progress of the asset quality review and
confirm that we will use the stress test parameters announced by EBA last Friday. The ECB
will not publish intermediate results, but only the final outcomes, because we feel that only
those will be robust.

The supervisory model for the SSM

The second issue | want to highlight in my introductory remarks today is the implementation
of the SSM'’s supervisory model.

One of the advantages of the SSM is that it will draw on a broader and better basis of
information on euro area banks. This implies that we will be able to uncover trends in
individual business lines and risk management much sooner in the future. That will make it
possible to reveal undesirable developments more quickly.

| also expect the establishment of the SSM to be a major step forward with respect to a
consistent application of supervisory rules. Furthermore, | hope that European supervision,
involving teams of supervisors from various nations, will provide a new paradigm that
incorporates the best elements of each nation’s approach to supervision. This new approach
will leave no room for a “home-biased” supervisory regime.

The new responsibilities of the SSM must be subject to democratic accountability. Based on
the SSM Regulation, the Interinstitutional Agreement provides for a strong framework for
accountability vis-a-vis the European Parliament, and | believe it to be of utmost importance
to ensure a trustful relationship between our two institutions. Today, we provided you with the
first quarterly report on the SSM, and Daniéle Nouy will discuss it here in Strasbourg
tomorrow.

Honourable members,

I have only mentioned two of the aspects that we are currently dealing with in preparation of
our new supervisory tasks. Much could be added with respect to data reporting, staffing, the
IT infrastructure, the legal framework, supervisory fees and many other issues. However,
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allow me instead to closing with a remark on a different but related topic — banking
resolution.

Adding a true single resolution mechanism (SRM) to a single supervisory mechanism is, in
my opinion, indispensable. The Banking Union must stand tall and strong on both these
pillars to be resilient. In order to achieve a balance between liability and control, a cross-
border supervisory structure needs to be complemented by a common regime for
restructuring and resolution. | hope that the legislative process will be completed in good time
to allow the SRM to become operational by the end of this year. On substance, | believe we
need an efficient decision-making process that ensures that effective resolution action can be
taken. | also believe that only a truly single resolution fund (SRF) with a fiscally neutral
backstop, together with risk sensitive rules for capital requirements, as well as a tough
banking supervisor, can successfully break the sovereign-bank nexus that has affected the
banking sector negatively during the crisis. In order not to create moral hazard between the
banks, it will be crucial to have a risk-adjusted levy system for contributions by the resolution
fund. As the most of you do, | would have preferred a pure European solution, instead of an
intergovernmental agreement, but | have to accept the constraints in national laws.
Nevertheless, | am hoping for a compromise on the SRM and SRF, because starting the
SSM in November without clarity about the resolution system would clearly be
disadvantageous.

Thank you for your attention. | am now at your disposal for questions.

BIS central bankers’ speeches 3




<<

  /ASCII85EncodePages false

  /AllowTransparency false

  /AutoPositionEPSFiles true

  /AutoRotatePages /PageByPage

  /Binding /Left

  /CalGrayProfile (Gray Gamma 2.2)

  /CalRGBProfile (sRGB IEC61966-2.1)

  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)

  /sRGBProfile (sRGB IEC61966-2.1)

  /CannotEmbedFontPolicy /Warning

  /CompatibilityLevel 1.6

  /CompressObjects /Tags

  /CompressPages true

  /ConvertImagesToIndexed true

  /PassThroughJPEGImages false

  /CreateJobTicket false

  /DefaultRenderingIntent /Default

  /DetectBlends true

  /DetectCurves 0.1000

  /ColorConversionStrategy /LeaveColorUnchanged

  /DoThumbnails false

  /EmbedAllFonts true

  /EmbedOpenType false

  /ParseICCProfilesInComments true

  /EmbedJobOptions true

  /DSCReportingLevel 0

  /EmitDSCWarnings false

  /EndPage -1

  /ImageMemory 1048576

  /LockDistillerParams true

  /MaxSubsetPct 100

  /Optimize true

  /OPM 1

  /ParseDSCComments true

  /ParseDSCCommentsForDocInfo false

  /PreserveCopyPage false

  /PreserveDICMYKValues true

  /PreserveEPSInfo false

  /PreserveFlatness true

  /PreserveHalftoneInfo false

  /PreserveOPIComments false

  /PreserveOverprintSettings true

  /StartPage 1

  /SubsetFonts true

  /TransferFunctionInfo /Apply

  /UCRandBGInfo /Remove

  /UsePrologue false

  /ColorSettingsFile ()

  /AlwaysEmbed [ true

    /SymbolMT

    /Wingdings-Regular

  ]

  /NeverEmbed [ true

  ]

  /AntiAliasColorImages false

  /CropColorImages true

  /ColorImageMinResolution 150

  /ColorImageMinResolutionPolicy /OK

  /DownsampleColorImages true

  /ColorImageDownsampleType /Bicubic

  /ColorImageResolution 150

  /ColorImageDepth -1

  /ColorImageMinDownsampleDepth 1

  /ColorImageDownsampleThreshold 1.00000

  /EncodeColorImages true

  /ColorImageFilter /DCTEncode

  /AutoFilterColorImages true

  /ColorImageAutoFilterStrategy /JPEG

  /ColorACSImageDict <<

    /QFactor 0.76

    /HSamples [2 1 1 2] /VSamples [2 1 1 2]

  >>

  /ColorImageDict <<

    /QFactor 0.76

    /HSamples [2 1 1 2] /VSamples [2 1 1 2]

  >>

  /JPEG2000ColorACSImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 15

  >>

  /JPEG2000ColorImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 15

  >>

  /AntiAliasGrayImages false

  /CropGrayImages true

  /GrayImageMinResolution 150

  /GrayImageMinResolutionPolicy /OK

  /DownsampleGrayImages true

  /GrayImageDownsampleType /Bicubic

  /GrayImageResolution 150

  /GrayImageDepth -1

  /GrayImageMinDownsampleDepth 2

  /GrayImageDownsampleThreshold 1.00000

  /EncodeGrayImages true

  /GrayImageFilter /DCTEncode

  /AutoFilterGrayImages true

  /GrayImageAutoFilterStrategy /JPEG

  /GrayACSImageDict <<

    /QFactor 0.76

    /HSamples [2 1 1 2] /VSamples [2 1 1 2]

  >>

  /GrayImageDict <<

    /QFactor 0.76

    /HSamples [2 1 1 2] /VSamples [2 1 1 2]

  >>

  /JPEG2000GrayACSImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 15

  >>

  /JPEG2000GrayImageDict <<

    /TileWidth 256

    /TileHeight 256

    /Quality 15

  >>

  /AntiAliasMonoImages false

  /CropMonoImages true

  /MonoImageMinResolution 1200

  /MonoImageMinResolutionPolicy /OK

  /DownsampleMonoImages true

  /MonoImageDownsampleType /Bicubic

  /MonoImageResolution 600

  /MonoImageDepth -1

  /MonoImageDownsampleThreshold 1.00000

  /EncodeMonoImages true

  /MonoImageFilter /CCITTFaxEncode

  /MonoImageDict <<

    /K -1

  >>

  /AllowPSXObjects false

  /CheckCompliance [

    /None

  ]

  /PDFX1aCheck false

  /PDFX3Check false

  /PDFXCompliantPDFOnly false

  /PDFXNoTrimBoxError true

  /PDFXTrimBoxToMediaBoxOffset [

    0.00000

    0.00000

    0.00000

    0.00000

  ]

  /PDFXSetBleedBoxToMediaBox true

  /PDFXBleedBoxToTrimBoxOffset [

    0.00000

    0.00000

    0.00000

    0.00000

  ]

  /PDFXOutputIntentProfile (None)

  /PDFXOutputConditionIdentifier ()

  /PDFXOutputCondition ()

  /PDFXRegistryName ()

  /PDFXTrapped /False



  /CreateJDFFile false

  /Description <<





    /CHS <FEFF4f7f75288fd94e9b8bbe5b9a521b5efa7684002000410064006f006200650020005000440046002065876863900275284e8e55464e1a65876863768467e5770b548c62535370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200036002e003000204ee553ca66f49ad87248672c676562535f00521b5efa768400200050004400460020658768633002>

    /CHT <FEFF4f7f752890194e9b8a2d7f6e5efa7acb7684002000410064006f006200650020005000440046002065874ef69069752865bc666e901a554652d965874ef6768467e5770b548c52175370300260a853ef4ee54f7f75280020004100630072006f0062006100740020548c002000410064006f00620065002000520065006100640065007200200036002e003000204ee553ca66f49ad87248672c4f86958b555f5df25efa7acb76840020005000440046002065874ef63002>

    /CZE <>

    /DAN <>

    /DEU <>

    /ESP <>

    /ETI <>

    /FRA <>







    /HUN <>

    /ITA (Utilizzare queste impostazioni per creare documenti Adobe PDF adatti per visualizzare e stampare documenti aziendali in modo affidabile. I documenti PDF creati possono essere aperti con Acrobat e Adobe Reader 6.0 e versioni successive.)

    /JPN <>

    /KOR <FEFFc7740020c124c815c7440020c0acc6a9d558c5ec0020be44c988b2c8c2a40020bb38c11cb97c0020c548c815c801c73cb85c0020bcf4ace00020c778c1c4d558b2940020b3700020ac00c7a50020c801d569d55c002000410064006f0062006500200050004400460020bb38c11cb97c0020c791c131d569b2c8b2e4002e0020c774b807ac8c0020c791c131b41c00200050004400460020bb38c11cb2940020004100630072006f0062006100740020bc0f002000410064006f00620065002000520065006100640065007200200036002e00300020c774c0c1c5d0c11c0020c5f40020c2180020c788c2b5b2c8b2e4002e>

    /LTH <>

    /LVI <>

    /NLD (Gebruik deze instellingen om Adobe PDF-documenten te maken waarmee zakelijke documenten betrouwbaar kunnen worden weergegeven en afgedrukt. De gemaakte PDF-documenten kunnen worden geopend met Acrobat en Adobe Reader 6.0 en hoger.)

    /NOR <>

    /POL <>

    /PTB <>





    /SKY <>



    /SUO <>

    /SVE <>

    /TUR <>



    /ENU (Use these settings to create Adobe PDF documents suitable for reliable viewing and printing of business documents.  Created PDF documents can be opened with Acrobat and Adobe Reader 6.0 and later.)

  >>

>> setdistillerparams

<<

  /HWResolution [600 600]

  /PageSize [595.276 841.890]

>> setpagedevice



