ECB conceptual framework

How should Banks
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Aconcrete example inarecent Geopolitical crisis

What analyses have you already conducted in the first few days?

What were the results

— Classic MPR sensitivity analyses: Existing sensitivity models provide initial

estimates, but in many cases are not sufficient for geopolitical stress scenarios.
Realistic effects (e.g., credit spread shocks, increase in hedging costs) were
anticipated in only a few of the existing scenarios.

Daily calculation of additional liquidity scenarios

Crisis reports: Ad hoc reporting in many institutions reveals process and data
bottlenecks, partly due to numerous media breaks and manual work.

What further analysis will be necessary in the coming weeks?
What will you need to deliver this?

Conduct industry and exposure-specific credit risk analysis to understand how
clients are affected, i.e. understand supply chains and impact channels.

Simulate effects on risk provisioning by adjusting macroeconomic scenarios
(adjusting forward-looking information) or examining the need for management
adjustments.

Validate (and adjust if necessary) geopolitical liquidity risk scenarios

Test scenario capability and further expand the range of scenarios.

Identify procedural and technical bottlenecks and determine response measures.

Impact Assessment Heatmap

Exposure level (e.g. energy-intensive sectors, commodities)

Geographical focus of business model

International

Domestic

Bank A: International focus with
exposure in the Middle East,
increased credit and operational

risks, market risks depending on
commodity position and hedging

strategy A 4

Minimum immediate action:
sensitivity analyses, challenge
provisioning, regular reporting
to leadership

Bank B: International
business including corporate
loans, possibly with a local

low high
Increased focus Initiate response
measures
COI]t_iI]U[]US Increased focus
monitoring
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Bank C: Operates Bank D: Domestically
nationally outside the focused, but with high
Middle East, no trading exposure, e.g., corporate
book, few corporate loans loans with global supply
in energy-intensive chains or high energy
sectors intensity

Minimum immediate action:
Continuous monitoring of the situation,
including potential spillover effects.

footprint in the Middle East in
vulnerable sectors, and
affected capital market and
treasury business

Minimum immediate action:
Review scenarios, sensitivity
analyses, ad hoc reporting,
review provisioning forecasts,
activate contingency plans if
necessary
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