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Thrown in at the deep end
The governor of the Austrian central bank (OeNB), 
Ewald Nowotny, has argued that the welfare-economic 
framework has generated a very large body of literature 
on banking regulation, however, he also suggested that 
its applicability needs to consider that “policy makers 
have to develop regulation under substantial uncertainty 
about the correct model of the economy, the significance 
of market failure, the future development of banking, 
and the impact of regulation on bank behaviour and the 
economy”.1 In this regard, the book at hand serves as a 
beautiful case study of the latter. 

Mario Quagliariello, Head of the Risk Analysis Unit at 
the European Banking Authority (EBA), has edited a 
fifth anniversary publication for the EBA that neither 
tries nor pretends to explain banking regulation / 
supervision theoretically. It does not even go as far as 
mapping EBA’s various initiatives described in the 
book’s individual chapters to a rigorous theoretical 
framework. But what it does provide is a description of 
not only the actual supervisory work that is conducted at 
one of the most important regulatory / supervisory 
institutions globally, but laying bare the motivation and 

considerations behind these initiatives in a thorough 
bottom-up fashion; sometimes more, sometimes less 
explicitly. 

Anniversary
In the introductory remarks to EBA’s first annual report 
(2011), Andrea Enria wrote that the EBA “started out in 
a pretty rough and difficult market environment with a 
number of key challenges to be faced immediately. It was 
not easy to focus on building a new organisation while 
having at the same time to deal with major challenges to 
the stability of the banking sector”. Recall that less than 
half a year after the EBA was established the sovereign 
debt crisis in the euro area unfolded. Throughout its five 
year existence, the EBA has had to deal not only with its 
primary task – “(harmonising) prudential rules for 
financial institutions throughout the EU, helping create 
a level playing field and providing high protection to 
depositors, investors and consumers” (mission 
statement, EBA website) – but the fallout from the 
financial and the sovereign debt crisis. This clearly made 
additional tasks such as promoting the convergence of 
supervisory practices more difficult and lead to an 
emphasis on risk and vulnerability assessment, including 
the EU-wide stress tests (another EBA task).

As the title of the book and the editor in his introduction 
suggest, “the objective (of the book) is to provide an 
overview of the tools deployed since the crisis for the 
assessment of large and complex institutions (in 
Europe)” (p. 2). The book thereby follows four main 
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themes: data and the harmonisation of supervisory 
reporting, stress testing, benchmarking exercises, and 
transparency. Within each chapter the author(s) provide 
their take on the respective tool / task rather 
independently. 

Supervisory data
One of the undisputable achievements of the EBA is the 
harmonisation of European supervisory data. As Meri 
Rimmanen explains in Chapter 2 “The EBA was given 
several mandates in the CRR and CRD to develop 
harmonised reporting (standards) to specify uniform 
formats, frequencies, dates of reporting, definitions and 
IT solutions.” (p. 34) The legal mandate and subsequently 
EBA’s approach followed closely the European 
requirements, and not only harmonised but substantially 
expanded supervisory reporting. As a complement to the 
previous chapter’s bird’s eye view on supervisory 
reporting, Remi Boutant provides as a rather technical 
case study to the harmonisation of the definition of Non-
Performing Exposures in Chapter 3. Noteworthy, in 
particular, is his argument regarding EBA’s push of that 
particular subject, which is deeply rooted in the post-
financial crisis state of the banking system / assets. Read 
jointly, the two chapters epitomise Mr. Nowotny’s call 
for empirically driven, responsive banking regulation.

The next two chapters, the former of which includes a 
guest author from the European Systemic Risk Board 
(ESRB), actually sit in between the data and latter 
benchmarking chapters. Chapter 4 tackles content – the 
definition of consistent and effective risk indicators, 
Chapter 5 process – from individual banks’ reporting 
data to risk dashboards and data visualisation tools. 
Even the most objective viewer would label these 
endeavours less glamorous than some of the subsequent 
chapters, but the authors provide both detailed technical 
account of their work and reference to its wider purpose: 
timely, comparable, granular but nevertheless accurate 
data for supervisors, as Gaetano Chionsini and Luis 
Garcia write, “to create risk profiles, analyse banks’ 
liquidity and, ultimately, assess whether banks comply 
with legal requirements.” (p. 180) 

Stress tests
The next three chapters tackle the EU-wide stress tests, 
which the EBA is mandated to initiate and coordinate. 
While it is true that work on EU-wide stress tests started 

already under the auspices of CEBS, the Committee of 
European Banking Supervisors and EBA’s predecessor, 
they turned out to be as much triumph as tragedy for the 
institution. While EBA has received much undue 
criticism for the success of past exercises (or better lack 
thereof, in particular the 2011 edition) and not enough 
credit but for temporary financial press headlines, it is 
nevertheless disappointing to read in Chapter 6 – the 
overview chapter – that “crucially, the EBA has no legal 
powers regarding checking the results for individual 
banks in the stress test, which is the responsibility of 
relevant supervisors”. (p. 195) While this might be 
formally true, the actual role of EBA was much more 
important than implied. Personally I attribute the 
defensive tone of the chapter as much to the testing times 
the EBA started out in and more recent developments – 
namely the creation of the Single Supervisory Mechanism 
for the euro area – which took over many of the 
operational tasks, particularly during quality assurance, 
in 2014 (and most likely going forward).

This criticism, however, should not distract from EBA’s 
achievements in establishing stress testing standards for 
Europe. Chapter 7 by Javier De Diego and Benjamin 
Friedrich summarises the main parts of EBA’s 
methodological note (2016 edition) and, more 
importantly, provides a rare view of the deliberations 
that lead to some of the methodological choices. In a 
similar fashion, Jérôme Henry from the European 
Central Bank – the institution which on behalf of the 
ESRB provides the adverse scenarios for the EU-wide 
stress tests – does the same for stress test scenario design. 

Benchmarking
The third section of the book focuses on benchmarking 
exercises; large-scale comparative analyses of banks’ 
internal models and / or risk profiles. Chapter 9 and 10 
feature work the EBA conducted in line with the Basel 
Committee on Banking Supervision (BCBS) on credit 
and market risk, respectively, Chapter 11 meanwhile has 
a focus on EBA’s own initiative regarding funding 
liquidity risk. All three chapters are unified on the one 
hand by a real need to readdress the risks as highlighted 
by the financial crisis and the (perceived or real) limits 
of current banking regulation / supervision in addressing 
these risks. On the other hand, all three sections provide 
(i) a balanced discussion of merits and costs of current 
regulation /supervision, (ii) strength and weaknesses of 
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the benchmarking exercises themselves, (iii) ample 
empirical evidence that supports these arguments, and 
(iv) an outlook of where regulation / supervision could / 
should be heading. To quote Federico Cabañas and Lars 
Overby, authors of Chapter 10, “Just like with any other 
tool, one must be aware of (benchmarking exercises) 
shortcomings, but given the advantages they bring it is 
already clear that benchmarking exercises for market 
risk models should, and will, play an increasingly 
important role in the supervision of the internal models.” 
A view that is echoed – with regard to the respective 
risks and tools covered – across the other two chapters of 
the section as well.

Transparency
The final two chapters of the book come with a 
substantial change in tone, partially attributable to the 
authors’ background. In both Chapter 12 on transparency 
and market discipline and the afterword on the post-
crisis regulatory regime, renowned academics from 
EBA’s Banking Stakeholder Group write or at least 
contribute to the book. In the chapter on transparency 
the authors first discuss standard arguments related to 
transparency and market discipline. To the liking of this 
reviewer, the argument is overambitious in its quest for 
balance: “(transparency) might induce suboptimal 
behaviour in banks, as well as ex post market 
externalities that lead to excessive and inefficient 
reaction to public news. It may also reduce traders’ 
incentives to gather information, thereby decreasing the 
information content of market prices.” (p. 351) Moreover, 
the discussion of Basel disclosure requirements 
dominates EBA’s contribution to Europe’s push for more 

transparency of its banks. Taking a broader view, 
however, the chapter brings the book full circle by giving 
particularly the work presented in the first section on 
data and the harmonisation of supervisory reporting 
greater meaning.

Rooted in welfare economic arguments, David T. 
Llewellyn of Loughborough University manages both, 
to close the book with the economic arguments for the 
work of the first five years and an outlook regarding 
future regulatory / supervisory developments. To 
conclude myself, let me return to the swimming pool 
metaphor. EBA was wet before it walked. As an account 
of its first strokes the book thereby serves as an important 
testimony of the supervisory reaction to the financial 
crisis in Europe. Beyond the readership that is interested 
in the book’s subjects at face value, I would therefore 
recommend it to anyone interested in the institutional 
aspects of supervision / regulation or even more broadly, 
the political reaction to the financial crisis in Europe. If 
one is both willing to read between the lines, across the 
chapters, and forgiving regarding a language that is 
peculiar to bureaucratic European institutions, one 
uncovers a rewarding narrative of how Europe’s new 
supervisory toolkit got established over EBA’s first five 
years of existence against the backdrop of a crisis that 
triggered the institution’s creation in the first place. 
Moreover and contrary to more feted personal accounts 
of the crisis, this book is written by the experts who put 
in the groundwork. It will thereby take the willing reader 
well beyond the content of individual chapters and reveal 
how banking supervision / regulation in Europe works 
in practice. 
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