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INTRODUCTION 

 

In the last decade, Irish banks borrowed imprudently and lent recklessly.  The consequence is a 

prolonged period of financial instability, which is in the process of being resolved by decisive, but 

costly, government intervention.   

The banking crisis, both international and domestic, combined with the construction sector 

contraction and competitiveness losses in Ireland, has had a severe impact on the economy and public 

finances.  Unemployment is at 13.7%.  Economic output has fallen by 12.5%.   

As the banking crisis subsides, a moderate recovery in the real economy is likely to emerge.  

Maintenance of long term economic growth will depend on a sound banking system.  Funds from 

savers will need to be matched with borrowers and banks remain the main mechanism for doing so.  

Banks may not be popular, but they remain essential to the functioning of the economy. 

The Central Bank, working with the Government, National Treasury Management AƎŜƴŎȅ όάb¢a!έύ 

and National Asset Management AƎŜƴŎȅ όάb!a!έύ, has already taken decisive action to place the 

ƴŀǘƛƻƴΩǎ ōŀƴƪǎ ƻƴ ŀ ǎƻǳƴŘ ŀƴŘ ǎǘŀōƭŜ ŦƻƻǘƛƴƎΦ  Building on this work, the longer term challenge is to 

make sure that the banks remain a source of strength, rather than a threat, to the economy.  Although 

that task principally falls to the banks themselves, they will do so under a Central Bank regime of 

attentive, assertive supervision.   

This paper describes how the Central Bank intends to deliver that regime.  We have adopted a 

challenging, and where necessary, intrusive stance; but we ǿƛƭƭ ƴƻǘ ƻǇŜǊŀǘŜ ŀ ΨƻƴŜ ǎƛȊŜ Ŧƛǘǎ ŀƭƭΩ 

approach.   The banking system contains a diverse range of domestic and international institutions, 

and we will reflect those differences in the actions we take.   

This paper also identifies possible future areas of work and consultations.  We welcome views on 

these issues. 

Responses to this paper may be sent to bankingpaper@centralbank.ie

mailto:bankingpaper@centralbank.ie
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Summary of actions  

 
Actions taken Status Date 

Restructured organisation to deliver more 
intrusive and challenging supervision 

To be completed September 2010 

Recruit additional staff  In progress Ongoing 

Establish Risk Experts Panel In progress Ongoing 

Reform internal committee structure for 
financial regulation 

Implemented May 2010 

Complete Prudential Capital Adequacy Review 
όάt/!wέύ 

 

Done for BOI, AIB and EBS 

Recapitalisation 

Being progressed for other 
banks 
 

March 2010 

December 2010 

Ongoing 

Strengthen Supervisory Review and Evaluation 
Process (SREP) 

In progress Ongoing 

New corporate governance requirements for 
banks and insurers 

Consult 
Implement 

April 2010 
October 2010 

Interview and assessment process: 

Á Senior appointments in major banks 
Á Extend process to other institutions 

 

Implemented 
To commence 

 

Q1  2010 
June 2010 

Related party lending requirements Consult 

Implement 

May 2010 

October 2010 

Revised approach to handling overcharging 
issues 

Implemented May 2010 
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Actions we will take Status Date 

Implement risk assessment model Consult 
Implement                                                                       

Q4 2010 
Q2 2011 

Supervision themes for 2010: 

Á New mortgage credit standards  
Á Remuneration 
Á Risk management and governance 
Á Bank strategies 

 

 

Report publically 
Report publically 
Report publically 
Report publically 

 

July 2010 
November 2010 
January 2011 
 
January 2011 

Revised fitness and probity framework: 

Á Prescribe Controlled Functions 
 
 

Á Fitness and Probity Standards 

 

Consult 
Implement 
 
Consult 
Implement  

 

December 2010 
Q2 2011 
 
December  2010 
Q2 2011 

Internal governance requirements 

Á Including requirements for audit, risk, 
credit functions.  

 

Consult 
Implement 

 

Q1 2011 
Q3 2011 

Remuneration standards Consult 
Implement 

September 2010 
Q1 2011  

New rules on large exposures:  

Á Capital Requirements Directive (CRD)  
revisions 
 

Á Updated reporting format 

 

To commence 
 
 
To commence 

 

December 2010 
 
 
December 2010 

New standards on credit risk management 
and valuation  

Consult 
Implement 

Q1 2011 
Q2 2011 
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Actions we will take Status Date 

New standards on liquidity: 

Á Banks projections to take account of 
CRD changes 

Á Reporting Net Stable Funding 
Requirement (NSFR) and Coverage 
Ratio 

Á Reporting of CRD Monitoring Tools 
Revise Liquidity Requirements 

 

Submit to Central Bank 
 
To commence 
 
 
To commence 
Consult 

 

Q1 2011 

June 2011 

 
June 2011 
Mid 2011 
 

Revised minimum competency requirements Consult 
Implement 

June 2010 
March  2011 

Review of process and methodology for 
assessing consumer charges 

To commence 
 

September  2010 
 

Revised Consumer Protection Code Consult 
Implement 

September 2010 
June 2011 

Revised Code of Conduct on Mortgage Arrears  Dependent on recommendations 
of Mortgage Arrears and 
Personal Debt Advisory Group 

 

Statutory Switching Code Consult 
Implement 

September 2010 
June  2011 

LƳǇƭŜƳŜƴǘ /ƻƳǇǘǊƻƭƭŜǊ ŀƴŘ !ǳŘƛǘƻǊ DŜƴŜǊŀƭΩǎ 
recommendation on auditor attestation 
regarding the functioning of the internal 
corporate governance regime in institutions. 

Consult  
Implement 

July 2010 onwards 
Q1 2011 

Assessment of data needs for financial 
stability assessments. 

Publish for comments October 2010 

Development of a financial stability systemic 
risk assessment framework. 

In progress Ongoing 

Conduct in-depth comparative analysis of the 
performance of the Irish banking sector to 
inform discussions on the future structure of 
banking in Ireland 

Complete Q4 2010 

Further development of bank specific 
quantitative risk assessment models 

Implement  Q4 2010 
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Actions we will take Status Date 

Detailed micro level analysis of important 
counterparts of the financial sector: non-
financial corporations and households 

In progress Ongoing 

New format Financial Stability Report Publish Q4 2010 

 

 

Issues requiring further research Status 

Review structure of domestic savings industry Working collaboratively with other 
relevant agencies 

Central credit register Discussion Paper in Q2 2011 

Special resolution regime Proposals being developed in conjunction 
with the Department of Finance 

New sectoral concentration limits 

Research to be conducted on feasibility and 
desirability of imposing predetermined standard limits 
on systemically important credit institutions  

Paper to be published in Q1 2011 

 

  

 



9 
 

Chapter 1 ɀ Background   

1.1 Learning the lessons  of the crisis  

In response to requests from the Minister for Finance, two reports have now been prepared into the 

Irish banking crisis ς ά! tǊŜƭƛƳƛƴŀǊȅ wŜǇƻǊǘ ƻƴ ǘƘŜ {ƻǳǊŎŜǎ ƻŦ LǊŜƭŀƴŘΩǎ .ŀƴƪƛƴƎ /Ǌƛǎƛǎέ ōȅ Yƭŀǳǎ wŜƎƭƛƴƎ 

and Max Watǎƻƴ ŀƴŘ ά¢ƘŜ LǊƛǎƘ .ŀƴƪƛƴƎ /Ǌƛǎƛǎ wŜƎǳƭŀǘƻǊȅ ŀƴŘ CƛƴŀƴŎƛŀƭ {ǘŀōƛƭƛǘȅ tƻƭƛŎȅ нлло-нллуέ ōȅ 

Patrick Honohan, Governor of the Central Bank (hereafter referred to as the Honohan report).     

While this paper draws on both reports, it largely focuses on addressing issues raised by the latter.  

Governor Honohan summarised his conclusions on the root causes of the systemic failures as follows: 

άApart from the role of the CBFSAI, banking practice and Government policy both clearly played a 

central role in contributing to the crisis: 

i) there is prima facie evidence of a comprehensive failure of bank management and 

direction to maintain safe and sound banking practices, instead incurring huge external 

liabilities in order to support a credit fuelled property market and construction frenzy; and 

ii) macro economic and budgetary policies contributed significantly to the economic 

overheating, relying to a clearly unsustainable extent on the construction sector and other 

transient sources for Government revenue (and encouraging the property boom via 

various incentives geared at the construction sector).   This helped create a climate of 

public opinion which was led to believe that the party could last forever.   A less 

accommodating and procyclical policy would have greatly reduced the need for 

preventive action from the CBFSAI. 

As regards the CBFSAI, the root causes appear to have been threefold: 

i) a regulatory approach which was and was perceived to be excessively deferential and 

accommodating; insufficiently challenging and not persistent enough.   This meant not 

moving decisively and effectively enough against banks with governance issues.    It also 

meant that corrective regulatory intervention for the system as a whole was delayed and 

timid.   This was in an environment which placed undue emphasis on fears of upsetting 

the competitive position of domestic banks and on encouraging the Irish financial services 

industry even at the expense of prudential considerations. 

ii) an under-resourced approach to bank supervision that, by relying on good governance 

and risk-management procedures, neglected quantitative assessment and the need to 

ensure sufficient capital to absorb the growing property-related risks. 

iii) an unwillingness by the CBFSAI to take on board sufficiently the real risk of a looming 

ǇǊƻōƭŜƳ ŀƴŘ ŀŎǘ ǿƛǘƘ ǎǳŦŦƛŎƛŜƴǘ ŘŜŎƛǎƛƻƴ ŀƴŘ ŦƻǊŎŜ ǘƻ ƘŜŀŘ ƛǘ ƻŦŦ ƛƴ ǘƛƳŜΦ   άwƻŎƪƛƴƎ ǘƘŜ 

ōƻŀǘέ ŀƴŘ ǎǿƛƳƳƛƴƎ ŀƎŀƛƴǎǘ ǘƘŜ ǘƛŘŜ ƻŦ ǇǳōƭƛŎ ƻǇƛƴƛƻƴ ǿƻǳƭŘ ƘŀǾŜ ǊŜǉǳƛǊŜŘ ŀ ǇŀǊǘƛŎǳƭŀǊƭȅ 

strong sense of the independent role of a central bank in beinƎ ǇǊŜǇŀǊŜŘ ǘƻ άǎǇƻƛƭ ǘƘŜ 

ǇŀǊǘȅέ ŀƴŘ ǿƛǘƘǎǘŀƴŘ ǇƻǎǎƛōƭŜ ǎǘǊƻƴƎ ŀŘǾŜǊǎŜ ǇǳōƭƛŎ ǊŜŀŎǘƛƻƴΦ 

There are undoubtedly many other factors which may have militated against the effectiveness of the 

CBFSAI during this period.   These include: aspects relating to the quantity and skill mix of the staffing 
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of the bank regulation function; an unduly hierarchical CBFSAI culture discouraging challenge; 

management process problems; difficulties, relating to the rather unwieldy organisational structure, 

in ensuring coordination between economist and regulator sides of the house; and weaknesses in 

preparing for a crisis.  These factors may have contributed to the crisis but were not fundamental.   

bƻǊ ǿŀǎ ǘƘŜ ŦŀƛƭǳǊŜ ƻŦ [ŜƘƳŀƴ .ǊƻǘƘŜǊǎ ŘŜŎƛǎƛǾŜέΦ 

 

1.2 Addressing these challenges 

We are reshaping our approach to banking supervision to institutionalise these lessons.  

In broad terms, our work can be categorised in four ways:  

Á Changes to supervisory structures;  

 

Á Changes to supervisory culture and approach;  

 

Á Changes to the regime within which we supervise; and 

 

Á A greater focus on international supervisory cooperation. 

This paper describes work the Central Bank has already done to reform banking supervision.  It sets 

out work underway and identifies actual and possible future changes.  Most of this work falls to the 

Central Bank.  Some of it will require additional legislation or the involvement of other agencies and 

Government.   

 

1.3 The challenge for banking s upervision in Ireland  

Repositioning the Irish banking sector to contribute to economic recovery is a task which will demand 

new efforts by a wide range of stakeholders.  The decline in output and employment has been severe. 

The transfer of liabilities from the private to the public sector is adding to the already high level of 

borrowing necessitated by the decline in tax revenue and increased pressures on some components 

of public expenditure.  Yet, as has been recognised in the international financial press άώLǊŜƭŀƴŘϐ has a 

credible recovery plan and has bounced back beforeέiΦ   άaŜŀƴǿƘƛƭŜΣ ōƻǘƘ ǘƘŜ h9/5 ŀƴŘ ǘƘŜ 9¦Ωǎ 

statistics agency predict that Irish growth ς still seen slightly down for this year ς will pick up to 3% in 

2011, well above their average forecasts for the overall euro zone.   What a difference credibility 

ƳŀƪŜǎΦέii    

This growth will occur in an economy highly open to global trade and international capital flows.iii  This 

economic model is the product of reforms made over a number of decades, the cornerstone of which 

ƛǎ LǊŜƭŀƴŘΩǎ ƳŜƳōŜǊǎƘƛǇ ƻŦ ǘƘŜ 9ǳǊƻǇŜŀƴ ¦ƴƛƻƴΦ  ¢Ƙƛǎ Ƙŀǎ ŘŜƭƛǾŜǊŜŘ ǾŜǊȅ ǎƛƎƴƛŦƛŎŀƴǘ ŜŎƻƴƻƳƛŎ 

benefits.iv  But it also exposes Ireland to the full force of global macroeconomic conditions - indeed its 

success is predicated on doing so.  It further means that the GƻǾŜǊƴƳŜƴǘΩǎ ŀōƛƭƛǘȅ ǘƻ ƛƴǘŜǊǾŜƴŜ ǘƻ 
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ameliorate those conditions is also lower than in less liberalised, less open economies.  In particular, 

membership of the eurozone, where monetary policy and exchange rate developments reflect 

average conditions in the euro area, reduces the range of policy tools available and places greater 

weight on those that remain in the hands of domestic policy makers.     

A striking lesson of the global banking crisis is the danger of allowing unregulated banks free rein in 

the modern financially globalised economy.v   Banking supervision can help counter this risk.  

However, it will only be truly effective if it is part of a wider institutional and policy framework that is 

able to lean against risks when it is most difficult to do so.   

 

1.4 Banking as a social contract  

Banks are inherently risk entities, as they profit from maturity transformation by turning liquid savings 

into illiquid loans.  Maturity transformation, in a fractional reserve banking system, relies on 

confidence because borrowing short to lend long is risky.  There has to be confidence that loans will 

be repaid and that funds will be available to savers should they require them at short notice.  If 

confidence dissipates, depositors and shareholders suffer losses; the flow of credit is disrupted; the 

payments system may be disrupted and the economy can contract.   

Lǘ ƛǎ ƴƻǘ ŀƭǿŀȅǎ ǊŜŎƻƎƴƛǎŜŘ ǘƘŀǘΣ άŀƭƳƻǎǘ ŜǾŜǊȅǿƘŜǊŜ ƛƴ ǘƘŜ Ǉŀǎǘ ŎŜƴǘǳǊȅΣ ōŀƴƪƛƴƎ Ƙŀǎ ƴƻǘ ōŜŜƴ ŀ ǊƛƎƘǘ 

but a privilege, regulated by the State ς and for good reasonviΦέ   Lǘ ƛǎ ƴƻǿ ōŜƛƴƎ ǊŜŎƻƎƴƛǎŜŘ again that 

ǘƘŜǊŜ ƛǎ ŀ ƴŜŜŘ ǘƻ ǊŜŘǊŀǿ ǘƘŜ ƛƳǇƭƛŎƛǘ ǘƘǊŜŜ ǇŀǊǘ ǎƻŎƛŀƭ ŎƻƴǘǊŀŎǘ ŀǊƻǳƴŘ ōŀƴƪƛƴƎ ƛƴ ǿƘƛŎƘ άƛƴ ŜȄŎƘŀƴƎŜ 

for being allowed to profit from taking risks inherent in providing liquidity, or monetary and credit 

services, to the economy, banks have been subject to prudential regulation; given access to liquidity 

insurance at the central bank; and required to finance industry-wide insurance schemes to protect 

ŘŜǇƻǎƛǘƻǊǎΦέ vii  

In pre-crisis Ireland, banks extended their maturity transformation activities and some came to rely 

heavily on short-term, wholesale market funding.  Eventually confidence evaporated, leaving banks 

unable to access not only short term, liquid funds, but funds at any maturity for many Irish banks.  It 

has fallen to the Central Bank and other public authorities to implement reforms to restore trust and 

confidence in the banking system. 

 

1.5 Structure of the Irish b anking system  

The Irish banking system comprises a small number of banks focussed on the small domestic market 

and a significantly larger number of the banks selling or trading into a range of international markets.  

This split is further reflected in the differing business models of the two sets of banks. The first group 

concentrating on the largely SME and retail domestic sector; and the second on a range of business 

lines from proprietary trading to banking services for the funds industry and specialist lending.  We 

examine these two sectors in more detail below.  It is important to note that the assets of the 
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international banking sector in Ireland are generally greater than those of the domestic banking 

sector.  

 

 

 

Another fundamental difference between the sectors is that the international sector by design is 

typically funded by way of wholesale market funding, whereas the domestic sector was traditionally 

funded by retail deposits.  This difference meant that domestic banks in the past were relatively 

insulated from the vagaries of international markets, but this has changed over time with an 

increasing proportion of doƳŜǎǘƛŎ ōŀƴƪǎΩ ŦǳƴŘƛƴƎ ŎƻƳƛƴƎ ŦǊƻƳ ǿƘƻƭŜǎŀƭŜ ƳŀǊƪŜǘǎΦ 
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Intrinsically, the domestic savings pool on which the banks can draw for stable deposit funds is limited 

by the size of the Irish economy.   As they expanded their lending for construction and property both 
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at home and abroad, the domestic banks needed to source external funds to meet the demand for 

credit in the economy.  Although the range of funding sources that the domestic banks were tapping 

was considered to represent a diversification of funding, the new sources were inherently more 

volatile and it eventually exposed the domestic banks to the swings in sentiment in international 

markets.   

 

1.6 The domestic banking sector  

This sector comprises ten banksviii, six of which are controlled in Ireland, with the remaining four being 

subsidiaries of foreign banks.   

 

Market composition 

The Irish domestic banking market is essentially a commercial banking market (loans and advances 

represent c72% of total assets and deposits represent c43% of total liabilitiesix), with a significant 

focus on retail and business lending.  Commercial banking in Ireland is also focused on property 

related lending, namely to the construction and property development sectors. 

The focus on property related lending has resulted in a dramatic erosion of the profitability of the 

domestic banks over the last few years.  This has manifested itself in terms of sharp falls in profits and 

net interest margin, significantly increased bad loan charges and sharp falls in return on equity. 
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In order to satisfy their shareholders, these banks will be pressed to find new revenue streams and to 

develop new business lines.  Given the previous over reliance on property, this implies a shift in their 

business plans so that they can do this in a profitable and controlled manner.  In doing so they will be 

changing the way in which they are contributing to the future development of the Irish economy.   

Commercial lending, especially in relation to new businesses, requires a specific skill base and a very 

disciplined approach to lending.  These skills will have to be renewed in the Irish banking sector. 

 

Supervisory theme for 2010: governance and risk management at the major retail banks 

Our intrusive model of supervision means that we have regular, detailed contact with banks.  This 

includes attendance at board meetings and key risk management committees. 

To supplement this work, during the second half of 2010 we will commission in-depth reviews of 

governance and risk management arrangements at the major retail banks.  These reviews will inform 

the results of the Supervisory Review and Evaluation tǊƻŎŜǎǎ όά{w9tέύΦ  

The in-depth reviews will be completed by independent third parties and will cover, inter alia: 

Á The skills and experience of bank board members; 

 

Á The effectiveness of non-executive directors; 

 

Á The skills, experience and independence of staff in risk management positions; 

 

Á The effectiveness of risk management arrangements; 

 

Á The adequacy of measures banks have taken to address weaknesses in practices and 

processes exposed during the crisis; 

 

Á Whether banks have taken sufficient measures to address deficiencies in attitudes amongst 

staff at all levels towards risk management as well as compliance with internal policies and 

regulatory requirements. 

We will publish the headline findings of these reviews in January 2011. 

 

 

Market structure  

The domestic banking sector is highly concentrated: there are few banks, and two have significant 

market share between them.  The Herfindahl-Hirschman Index of Total Assets for the domestically 

active banking sector shows a value of 0.177x, indicating a relatively concentrated market.  
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But this market is also highly contestable.  Because of EU membership, the domestic banking sector is 

open to low cost entry into the Irish market by foreign banks.  These banks can enter the Irish market 

at very little cost on a branch or provision of cross-border services basis that is made all the more easy 

by electronic and internet technology.  Halifax Bank of Scotland, Northern Rock and the Nationwide 

Building Society demonstrated in the past that market entry is a real phenomenon.xi 

The role of competition in the genesis of the crisis is instructive as we re-design our supervisory 

regime. 

In terms of commercial property lending, domestic banks became increasingly focussed on the value 

of collateral in their commercial property lending decisions.  This displaced a more disciplined 

approach based on cash-flow analysis and led to an undermining of credit quality.  Moreover, as the 

commercial property market started to surge, banks that had previously not participated in this 

market started to develop commercial property lending businesses.  As some of these banks entered 

close to its peak, they suffered significant losses in the subsequent downturn. 

There is evidence that the domestic banking sector has been competitive to the point that banks 

actually competed on non-price terms to maintain or grow market share.  This was done to the 

detriment of their underlying risk profiles and ultimately led to significant losses. 

Although the final outline of the post-crisis Irish banking system is unclear, its structure will shape how 

its participants behave.  We will engage with individual banks to understand their emerging risk 

profile.  If necessary, we will also recommend wider reforms of the banking system in order to ensure 

that its make-up does not incline its participants towards excessive risk-taking. 

Data suggests that Ireland is not particularly overbanked by reference to EU standards, neither could 

it be said to be over branched.   
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Source: European Central Bank: EU Banking Structures, October 2008 
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1.7 The international banking sector  

The international banking sector in Ireland comprises 32 institutions, with a combined balance sheet 

ƻŦ ϵ679bn at end 2009.  They are focused on foreign markets and are typically engaged in business 

with other financial institutions.   

These banks fall into a number of diverse categories and business lines: 

Á Providers of banking, custodian, trustee and other services to the funds and investment 

industry, either within own group or outside; 

 

Á Investment banking for single parent company or group; 

 

Á Euro funding operations for associated group or bank, either through market access or ECB 

borrowing; and 

 

Á Niche areas of international lending.  

The range of banks is marked: some banks have few employees and a single office in Dublin, while 

others represent very large head office operations with many employees and multiple branch or 

subsidiary operations.   

From a financial stability perspective, the behaviour and health of the domestic banking sector is our 

primary concern.  Although the direct links appear limited, this does not mean that international 

banks are not important from a financial stability perspective, as there would be significant 

reputational risk for Ireland as a financial centre in the event of an adverse shock to one or more of 

these institutions.   In addition, these banks may be important ŎƻǳƴǘŜǊǇŀǊǘƛŜǎ ŦƻǊ ŘƻƳŜǎǘƛŎ ōŀƴƪǎΩ in 

certain markets and domestic banks can hold securities issued by international banks.  

IƻǿŜǾŜǊΣ ǘƘŜǎŜ ōŀƴƪǎΩ ŘƛǊŜŎǘ ƛƴǾƻƭǾŜƳŜƴǘ ƛƴ ǘƘŜ ŘƻƳŜǎǘƛŎ ŦƛƴŀƴŎƛŀƭ ǎȅǎǘŜƳ ƛǎ ƭƛƳƛǘŜŘΦ  ¢ƘŜǎŜ 

institutions hold relatively small shares of  deposits placed by Irish households and businesses (7% at 

end 2009) and they provide a relatively small share of the total credit outstanding to these same 

customers (5% at end- 2009).   

 

Cross-border supervision 

The presence of subsidiaries of foreign financial institutions in Ireland that sell into foreign markets 

generates challenges in relation to their supervision.   

The Central Bank is responsible for the compliance of the Irish subsidiary with EU and domestic 

prudential requirements.  It is reliant on the consolidating supervisor for the group, of which that 

subsidiary is a part, for information on the state of the parent/related entities, supplementary 

supervision of the related entities and co-ordination of supervision across the various operations.     
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!ƭǘƘƻǳƎƘ ǘƘŜ 9¦Ωǎ tƻǎǘ-BCCI Directive provided a framework for supervision in such situations, there 

is an asymmetry of information across the various supervisory authorities involved.  This could lead to 

important risks and scope for contagion not being identified and a failure in one entity being 

transmitted to a related entity in another jurisdiction.  This creates potential for direct contagion risk 

and for reputational risk for Ireland as a financial centre.  The problems faced by Hypo Group and its 

Dublin based subsidiary, DEPFA Bank, in 2008 provide a striking example of this problem. 

This asymmetry extends to the management and operation of large cross-border operations where 

the parent of a subsidiary located in Ireland may be at a disadvantage in terms of information relative 

to the management of the Irish operations.  This challenge is compounded, where the Irish subsidiary 

has subsidiaries or significant branch operations in other jurisdictions. This generates a significant 

challenge in terms of co-ordinated supervision and ensuring that banks are capturing and managing all 

their risks.   

Finally, the crisis has demonstrated that the interests of the home country of the parent entity and 

the home country of the subsidiary entity can diverge.  In a crisis situation, banking groups with 

operations in Ireland may seek to protect the interests of the parent entity to the detriment of the 

subsidiary.  This could take the form of a cash sweep or failure to provide liquidity.  It could also 

include the ƭƻŎŀǘƛƻƴ ƻŦ ΨǇǊƻōƭŜƳŀǘƛŎΩ ŀǎǎŜǘǎ ƻǊ ōǳǎƛƴŜǎǎ ǇǊŀŎǘƛŎŜǎ outside the home jurisdiction.  

 

Balancing these r isks 

Plainly, the international banking sector provides a significant contribution to national output, 

exports, employment and tax revenue.  This, however, must be set against the risks that arise from 

the presence of these banks in Ireland.  Internationally, there is support for closer, more co-ordinated 

supervision of cross-border banks.  Ireland, given its small size and the significance of these banks in 

economic terms, must weigh up its interests.  The challenge in the future will be to effectively 

supervise these institutionsΣ ǿƘƛƭŜ ŀǘ ǘƘŜ ǎŀƳŜ ǘƛƳŜ ǇǊŜǎŜǊǾƛƴƎ LǊŜƭŀƴŘΩǎ ŀǘǘǊŀŎǘƛǾŜƴŜǎǎ ŀǎ ŀ ŦƛƴŀƴŎƛŀƭ 

centre and protecting the broader economic interests of the State. 

 

1.8 International Responses to the Crisis  

The recent crisis has resulted in international efforts to (i) strengthen the regulatory system, (ii) 

improve co-ordination among supervisors and other national authorities and (iii) develop improved 

resolution and compensation systems.  The G20, the Financial Stability Board, the Basel Committee on 

Banking Supervision, the European Commission and the Committee of European Banking Supervisors 

have all been active in this area.   

The Basel Committee on Banking Supervisions recommendations have includedxii:   

Á Procyclicality of regulatory solvency measures and provisioning; 
 

Á Limits on bank leverage; 



20 
 

 
Á Quality of bank capital;  
 
Á Liquidity risk management; and 

 
Á Remuneration structures within financial institutions.      

 
There have also been proposals to improve supervisory co-ordination across borders and to increase 

the intensity and risk sensitivity of prudential supervision across the board.  

Individual national supervisors have launched initiatives to review and strengthen their supervisory 

approaches.  In framing our recommendations we have taken account of these international 

initiatives. 
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Chapter 2 - A new structure for banking s upervision  

2.1 Objectives  
 

The newly constituted Central Bank will be a unitary organisation with responsibility for, inter alia, 

ǊŜƎǳƭŀǘƛƻƴ ŀƴŘ ƻǾŜǊǎƛƎƘǘ ƻŦ ōŀƴƪƛƴƎ ƛƴ LǊŜƭŀƴŘΣ ōƻǘƘ ŀǘ ŀƴ ƛƴŘƛǾƛŘǳŀƭ ƛƴǎǘƛǘǳǘƛƻƴ ƭŜǾŜƭ όάƳƛŎǊƻ-

prudential) and at a system-wide financiŀƭ ǎǘŀōƛƭƛǘȅ ƭŜǾŜƭ όάƳŀŎǊƻ-ǇǊǳŘŜƴǘƛŀƭέύΦ   

Our objectives, as set out in the Central Bank Reform Bill 2010, include: 

Á Stability of the financial system; and 

 

Á Proper and effective regulation of financial institutions and markets, while ensuring that the 

best interests of consumers of financial services are protected.    

To deliver on these objectives the Central Bank needs to change its approach to regulation and 

supervision of both individual credit institutions and the banking system.  The organisation is being 

restructured and resourced to: 

Á Deliver a more assertive, risk based and challenging approach to banking supervision; 

 

Á Ensure a greater focus on macro-prudential analysis to identify the risks and stresses for 

business models, sectors of the economy and the financial system; 

 

Á Translate the macro-prudential analysis and micro-prudential oversight into agreement on, 

and imposition of, supervisory actions necessary to address identified risks; 

 

Á Better influence and implement the regulatory legislation and requirements emanating from 

the EU; 

 

Á Reinforce the domestic regulatory framework where necessary; and 

 

Á Enforce standards, rules and requirements delivering a credible threat of enforcement to 

underpin the new approach to banking supervision. 

 

2.2 Structure  

 

The 2010 Bill provides for a single unitary Board ς the Central Bank Commission ς to manage and 

control the affairs and activities of the Bank.  ¢ƘŜ /ƻƳƳƛǎǎƛƻƴΩǎ ǇǊƛƳŀǊȅ ŦǳƴŎǘƛƻƴǎ will be to ensure 

that the central banking and financial regulation functions of the organisation are integrated and co-

ordinated and that the powers and functions conferred on the Central Bank are properly exercised 

and discharged.     
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While a strong legislative base provides a cornerstone for building a strong independent body, the 

manner in which the organisation is structured, managed and staffed is key to delivering on our 

responsibilities.  The appointment of senior executives with responsibility for Financial Institutions, 

Risk and Policy, Enforcement, Markets and Consumer Protection will strengthen our executive 

management and enable us to restructure the directorates and departments which are most directly 

involved in banking supervision.  This in turn allows us to overhaul the system of banking supervision 

taking account of the lessons learned from the financial crisis, both domestic and international, and to 

keep pace with international best practice.    

Key changes in structure which most directly impact on banking supervision: 

 

Á The two frontline banking supervision departments will be restructured as Retail Banking and 

²ƘƻƭŜǎŀƭŜ .ŀƴƪƛƴƎ ƛƴ ŀ ƳƻǾŜ ŀǿŀȅ ŦǊƻƳ ŀ ŘƛǾƛǎƛƻƴ ǇǳǊŜƭȅ ōŀǎŜŘ ƻƴ άŎƻǾŜǊŜŘ ƛƴǎǘƛǘǳǘƛƻƴǎέ (i.e. 

those covered by the Credit Institutions (Financial Support Scheme) 2008) and other banks.   

This creates a new business as usual structure, grouping banks with similar models and 

associated risks within the respective departments.       

 

Á A new team, Prudential Analytics, containing quantitative specialists, financial analysts and 

business model analysts will support supervisors.  This new team, together with the ongoing 

recruitment of specialist staff for banking supervision departments and the establishment of a 

wƛǎƪ 9ȄǇŜǊǘǎ tŀƴŜƭ όǎŜŜ нΦп ōŜƭƻǿύ ǿƛƭƭ ŀŘŘǊŜǎǎ ǘƘŜ ƭŀŎƪ άƻŦ ǎƻƳŜ ƻŦ the specialised expertise 

ƴŜŜŘŜŘέ ŀǎ ƴƻǘŜŘ ƛƴ ǘƘŜ IƻƴƻƘŀƴ report. 

 

Á A dedicated Enforcement Directorate will have investigative expertise and deliver a credible 

threat of enforcement action.  The need for credible enforcement and the consequential 

benefits were outlined in the Honohan report:  ά²ƘŜƴ ŀ ƴŜǿ ŀƎŜƴŎȅ ƛǎ ŎǊŜŀǘŜŘ ƛǘ ƛǎ ƛƳǇƻǊǘŀƴǘ 

that it quickly establishes its credibility and reputation as an enforcer.    This creates 

expectations as to how the rules, codes, regulations and principles will be enforced which will, 

in turn, influence behaviour.   If the regulated firm anticipates prompt regulatory action if it 

infringes a principle, code, rule or regulation and also that the action will increase in severity if it 

is repeated, the regulated firms will ǎǘǊƛǾŜ ǘƻ ƳƛƴƛƳƛǎŜ ǎǳŎƘ ƛƴŦǊŀŎǘƛƻƴǎέΦ 

 

Á The Policy and Risk Directorate addresses the need to overhaul the domestic framework for 

regulation in line with international recommendations and best practice, better monitor and 

influence EU and international policy proposals and implement EU legislative changes into our 

system of supervision. Responsibility for the development and maintenance of the 

organisation-wide Risk Assessment Model will be centralised in a Risk Department.   The 

establishment of dedicated policy departments also recognises the impact on frontline 

supervision when resources are diverted to policy and other support functions.  The Honohan 

report noted that in ōŀƴƪƛƴƎ ǎǳǇŜǊǾƛǎƛƻƴ άƳŀƴŀƎŜƳŜƴǘ ǊŜǎƻǳǊŎŜǎ ǿŜǊŜ ǊŜƎǳƭŀǊƭȅ ŘƛǾŜǊǘŜŘ ŦǊƻƳ 

day-to-day supervisory tasks to deal with policy development work and work related to the 

Committee of European Banking Supervisorǎ ό/9.{ύέ ŀƴŘ ǘƘŀǘ άƪŜȅ ǎǘŀŦŦ ǿŜǊŜ ŘƛǾŜǊǘŜŘ ƛƴǘƻ 

activities such as the implementation in Ireland of the many new and technically demanding 
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international requirements introduced over the period and participation in various EU and ECB 

ƎǊƻǳǇǎέΦ    

 

Á Later this year, following preparatory work on our information systems, we will establish a 

Regulatory Transactions Department where all processing of regulatory returns and routine 

regulatory transactions will be centralised with common risk-based processes and, over time, a 

common work flow IT platform.     
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2.3 Resources and skills  
 

¢ƘŜ LaC ƛƴ ƛǘǎ aŀȅ нлмл ǇŀǇŜǊ ά¢ƘŜ aŀƪƛƴƎ ƻŦ DƻƻŘ {ǳǇŜǊǾƛǎƛƻƴΥ [ŜŀǊƴƛƴƎ ǘƻ {ŀȅ bƻέxiii identifies, 

inter alia, that having adequate resources is a fundamental requirement for good supervision: 

ά{ǳǇŜǊvision is resource intensive.  Offsite reporting and surveillance requires access to technology 

and data sources.   Onsite inspection requires significant human capital.   Together they require 

constant skill development to keep pace with market developments.   The follow-through on issues 

can be particularly resource intensive, which is why this often is observed as a problem for supervisory 

ŀƎŜƴŎƛŜǎέ 

Governor Honohan in his report stated ǘƘŀǘ ά¢ƘŜ ŦƛƴŀƴŎƛŀƭ ŎǊƛǎƛǎ Ƙŀǎ ƳŀŘŜ ƛǘ ŎƭŜŀǊΣ ǘƘƻǳƎƘΣ ōƻǘƘ ƛƴ 

Ireland and elsewhere, that effective bank supervision simply cannot be performed with the thin 

staffing that was applied ǘƻ ŦǊƻƴǘƭƛƴŜ ƻǇŜǊŀǘƛƻƴǎ ƻŦ ǘƘŜ CwέΦ    IŜ ŀƭǎƻ concluded that: 

Á ά.ǊƻŀŘŜƴƛƴƎ ǘƘŜ ǎŎƻǇŜ ŀƴŘ ƛƴǘŜƴǎƛŦȅƛƴƎ ǎǳǇŜǊǾƛǎƛƻƴΣ ŜǎǇŜŎƛŀƭƭȅ ƛǘǎ ǉǳŀƴǘƛǘŀǘƛǾŜ ŀǎǇŜŎǘǎΣ ǿƘƛŎƘ 

could have addressed the above problems, would have required considerable additional staff 

resources and training to help offset the asymmetry in skills vis-a-vis ǘƘŜ ǊŜƎǳƭŀǘŜŘ ƛƴǎǘƛǘǳǘƛƻƴǎέΤ 

Á ά¢ƘŜǊŜ ǿŜǊŜ ŘƛŦŦƛŎǳƭǘƛŜǎ ǊŜŎǊǳƛǘƛƴƎ ŀƴŘ ǊŜǘŀƛƴƛƴƎ ǇŜǊǎƻƴǎ ǿƛǘƘ ǘƘŜ ǊŜǉǳƛǊŜŘ ŜȄǇŜǊǘƛǎŜΣ Ƴŀƛƴƭȅ 

reflecting salary competition in the market and the constraints on what the FR could offer in 

ǘŜǊƳǎ ƻŦ ǎŀƭŀǊȅέΤ ŀƴŘ 

Á άhƴƭȅ ŀ ǎƳŀƭƭ ƴǳƳōŜǊ ƻŦ ǇŜǊǎƻƴǎ ǿŀǎ ŀƭƭƻŎŀǘŜŘ to supervise leading credit institutions.   Given 

the considerable asymmetry in expertise and seniority between the staff of the FR and the 

ǊŜƎǳƭŀǘŜŘ ƛƴǎǘƛǘǳǘƛƻƴǎΣ ǘƘƛǎ ƛǎ ƭƛƪŜƭȅ ǘƻ ƘŀǾŜ ƘŀƳǇŜǊŜŘ ŜŦŦŜŎǘƛǾŜ ǎǳǇŜǊǾƛǎƛƻƴέΦ 

The size of the banking sector in Ireland illustrates the scale of the challenge for this new team.  In 

ŀŘŘƛǘƛƻƴ ǘƻ ǘƘŜ т άŎƻǾŜǊed credit institutionsέ and their Irish licensed banking subsidiaries, there are 

another 36 banks licensed and regulated by the Bank.  In total, these banks employ approximately 

41,000 staff and manage assets in the region of ϵмΦп ōƛƭƭƛƻƴ with operations in 19 countries.    In 

addition to Irish licensed credit institutions 33 credit institutions operate in Ireland on a branch basis 

based on the right of establishment provisions of Articles 25 -27 of the Capital Requirements Directive 

(Directive 2006/48/EC). 

In the past, resources for supervision were far below what was required.  The number of supervisors is 

being increased.  To deliver a more effective intrusive approach to supervision we plan to: 

Á Recruit 150 staff in 2010, bringing overall Central Bank staff numbers to 1,300; 

 

Á Increase regulatory staff numbers by perhaps a further 150-200 over the following 2 years; 

 

Á Have a minimum ratio of 10 supervisory staff per firm for major institutions;    

 

Á Improve specialist expertise by recruiting staff with direct business/banking experience ς credit, 

liquidity, treasury, market and operation risk experts; and 

 

Á Establish a Risk Experts Panel.  
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Our new approach to supervision requires staff with appropriate technical and commercial skills that 

are able to effectively challenge and interrogate institutions.      In order to recruit and retain staff 

with the required skills and expertise we need to ensure that remuneration arrangements and 

personnel policies are flexible and appropriate.  Increased use of contract staff, secondees from 

professional firms and staff exchange with other international regulatory authorities are all options 

which we will use to build up resources and skills. 

Ongoing training and professional development is fundamental to developing and maintaining high 

standards among our staff.  We have introduced a compulsory training programme for all new and 

many existing staff.  All staff joining the organisation must complete the introductory module within 

six months.  Additional specialist training will be mandatory on an annual basis.    

 

2.4 Risk Experts p anel 
 

We are establishing a panel of external risk advisors comprising experienced professionals who have a 

long and well established record of operating at a senior level in a financial services environment.  

These experts will be a resource available to both the organisation and to individual staff members 

ǿƘƻ Ƴŀȅ ǊŜǉǳƛǊŜ ŀŘǾƛŎŜ ƻǊ ŀ άǎƻǳƴŘƛƴƎ ōƻŀǊŘέ ƻƴ policy proposals or issues arising with individual 

firms.      

These experts will: 

Á Prepare periodic reports on key risks arising or evolving and make proposals as to how such 

risks may be mitigated;  

 

Á Provide advice on proposed rules/regulations;  

 

Á Advise on international developments with potential to impact on financial services in Ireland;    

 

Á Interview directors and executives seeking our approval under the fitness and probity regime;  

 

Á Act as designated decision makers in cases of enforcement action; and 

 

Á Contribute to reports on financial stability. 

 

2.5 Revised committee structure  
 

In parallel with the new approach to supervision, we will deliver enhanced assessment of, and 

reporting on, financial stability focusing on risks and vulnerabilities.      

As part of these changes, the Central .ŀƴƪΩǎ CƛƴŀƴŎƛŀƭ {ǘŀōƛƭƛǘȅ /ƻƳƳƛǘǘŜŜ Ƙŀǎ ōŜŜƴ ǊŜǎǘǊǳŎǘǳǊŜŘ ŀƴŘ 

meets more regularly.  It is now chaired by the Governor and includes senior staff from across 
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relevant central banking and regulatory departments.  The role of the Financial Stability Committee 

includes monitoring and assessment of: 

Á Developments in economic and financial markets both domestically and internationally; 

 

Á Micro prudential and systemic risk indicators; 

 

Á Stress-testing methodologies and results of stress tests; and 

 

Á Strengths and vulnerabilities of the financial system. 

A key focus will be to identify actions that can be taken to mitigate risks to financial stability. Where 

actions are required on our part, they will be taken.  Where actions are required at government level, 

they will be so advised. 

In addition, the expansion and restructuring of the organisation requires the implementation of clear 

channels and systems for (i) escalation of regulatory issues and agreeing regulatory action and (ii) 

development and implementation of policy initiatives and strategic commitments.   We have 

established clear management structures and reporting lines.  However, given the scale and 

complexity of our responsibilities, we believe that formal specialist committees, chaired at a senior 

level, will ensure that: 

Á Significant issues are appropriately escalated and actioned;   

 

Á Policy is developed with the benefit of specialist expertise and frontline supervisory input while 

taking on board cross-sectoral interdependencies and approaches;  

 

Á Implementation of commitments to rebuild and reform the domestic regulatory framework are 

tracked and implemented on schedule; and 

 

Á We are in a better position to influence EU policy developments and identify implementation 

issues at an early stage.  

Three financial regulation committees chaired by Matthew Elderfield, Head of Financial Regulation 

have been established: 

 

 

 

 

 

Supervisory Risk Committee 

Frequency: Weekly 

Escalation of supervisory cases 

and discussion of supervisory 

risks   

Policy Committee 

Frequency: Monthly 

Prudential banking, prudential 

insurance, funds, credit unions, 

markets, consumer policy issues 

and international policy co-

ordination 

Risk Assessment Programme Board 

Frequency: Monthly 

Development of risk model including 

impact framework, probability 

scoring, on-site process, IT 

requirements, management 

information, project management 

and implementation 
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Chapter 3 ɀ Supervisory a pproach   
 

3.1 Introduction  

With these new structures in place we also need to reform our approach to supervision.  This work is 

well underway.  However, the expectations of banking supervision are now so very different from the 

past that change will inevitably take time. 

The need for change is clear.   

In the period preceding the crisis, supervisory culture internationally, with some notable exceptions, 

tended to be too deferential towards free market ideas, and too responsive to critics of regulation and 

regulators.  It is also clear that numerical estimations of risk came to beguile financial institutions and 

regulators alike ς for example, the outputs of VAR models or Basel II capital calculations.  Although 

this reflected the increased complexity of financial markets, the consequence was to erode 

confidence in basic prudential checks as well as broader judgements on the merits of rapid growth in 

the financial system.    

Similar issues were also a feature of the Irish banking crisis.  Governor Honohan in his report 

concluded, with respect to the CBFSAI, that ά²ƘƛƭŜ ŎƻƴǎƛǎǘŜƴǘ ǿƛǘƘ ǘƘŜ ŜǎǇƻǳǎŜŘ ǊŜƎǳƭŀǘƻǊȅ 

philosophy, the reluctance to take decisive action can also be characterised as displaying both 

deference and diffidence to the regulated entities.   These characteristics are brought out clearly also 

when it comes to looking at the way in which individual institutions were dealt with...έΦ 

OǳǊ ǘŀǎƪ ƛǎ ǘƻ ŦƻǎǘŜǊ ŀ ǎǳǇŜǊǾƛǎƻǊȅ ŎǳƭǘǳǊŜ ǿƘŜǊŜ ǿŜ ǘŀƪŜ ƧǳŘƎŜƳŜƴǘǎ ƻƴ ōŀƴƪǎΩ ƻǿƴ ƧǳŘƎŜƳŜƴǘǎΣ ŀƴŘ 

are then prepared to be tenacious, but not pig-headed, in defence of the public interest objectives 

Government has given us.   

 

Supervisory theme for 2010: Mortgage credit standards and funding risks 

In May 2010 we commenced a review of new mortgage lending to establish the soundness of credit 

risk practices and the adequacy of the management of associated funding risks. 

The initial focus of that work has been the market for first time buyers as this represents a significant 

portion of new lending. We have asked banks to provide us with the following: 

ω Data on new mortgages and sales targets for the coming period; 

ω Pricing and estimated profitability of this lending; 

ω ¢ƘŜƛǊ ŎǳǊǊŜƴǘ Ǌƛǎƪ ŀǇǇŜǘƛǘŜ ŦƻǊ ƭŜƴŘƛƴƎ ǘƻ ǘƘƛǎ ǎŜŎǘƻǊΣ ŀƴŘ ŎƻƴŦƛǊƳŀǘƛƻƴ ƻŦ ǿƘŜƴ ǘƘŜ ōŀƴƪΩǎ 

board last reviewed the issue; 

ω Their policies defining risk appetite, including Net Disposal Income, DSR, Loan to Value, Term, 

Room Rentals and stress testing of repayment; 
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ω Levels of exceptions to policy in the 6 months to 31 May 2010; 

ω Arrears levels for the past year; 

ω Drawdowns for the past year; and 

ω Summary of key risks identified to future lending and how they have mitigated those risks. 

Where we have identified risks, we have already intervened to ensure that banks manage them 

appropriately.  

We will publish our findings from this review in July 2010. 

 

3.2 Supervisory a pproach  

Supervisory culture  

Delivering a more assertive, risk based and challenging approach to banking supervision requires not 

only resources and skills but a will, both at an individual and institutional level, to question, intervene 

and act.  This culture will apply not only in our supervision of individual institutions but also in the 

context of macro-prudential or financial stability oversight. 

Question 

It is clear that Irish banks will emerge from the crisis with different business models.  The stability of 

the banking system will depend on the soundness and profitability of these business models.    One of 

the weaknesses of regulation has been, as noted in the Honohan ǊŜǇƻǊǘΣ ǘƘŀǘ άƛǘ ǊŜƭƛŜŘ ƻƴ ǘƘŜ 

deferential view that, as long as there was a good governance structure, decisions of the people 

actually running the banks could normally be trusted to keep the banks safe and sound, and their 

decisions did not need to be second-ƎǳŜǎǎŜŘέ.  The Governor was also clear that άeven if armed with 

the necessary information to be effective there would have had to be a greater degree of 

intrusiveness and assertiveness on the part of regulators in challenging the banksέΦ   

²Ŝ ǿƛƭƭ ŜȄŀƳƛƴŜ ǾŜǊȅ ŎŀǊŜŦǳƭƭȅ ōŀƴƪǎΩ ŎƻƳƳŜǊŎƛŀƭ ŘƛǊŜŎǘƛƻƴΦ  ²here the stakes are sufficiently high we 

will ΨǎŜŎƻƴŘ ƎǳŜǎǎΩ ŎƻƳƳŜǊcial decisions as it is clear that poorly thought through business choices 

can later morph into prudential problems.  For example, we will challenge banks on the availability of 

the requisite skills, the depth of research into new markets, their product design and development, 

the contingency planning for unforeseen developments, and their appetite for risk.  We will also press 

the banks on how they will take account of funding pressures in their financial forecasts.   However, 

expectations of the regulatory regime need to be realistic ς even with increased resources we cannot 

assess every decision of institutions or have knowledge of everything they do. 

The recruitment of specialists with industry experience will ensure that our frontline supervisory staff 

have access to the requisite expertise and support to deliver this challenge.  
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Intervene 

A key focus of supervision has been, and continues to be, assessing governance, systems, controls and 

compliance with rules and requirements. This has tended to focus on the current regime or look back 

to assess evidence of compliance.  This needs to be done.  However, we will also be more forward 

looking in assessing their business models and strategies to form our own judgement on the 

associated risks so that we can intervene early.  This approach is designed to address the concern 

expressed in the Honohan ǊŜǇƻǊǘ ǘƘŀǘ άƻǾŜǊŀƭƭ ǎǳǇŜǊǾƛǎƛƻƴ ǿŀǎ ŦƻŎǳǎŜŘ ƻƴ ǇǊƻŎŜŘǳǊŀƭ ŀǎǇŜŎǘǎ ƻŦ Ƙƻǿ 

the bankers did their job, and did not seek to second-guess the business models of the banks, by, for 

ŜȄŀƳǇƭŜΣ ǊŜǉǳŜǎǘƛƴƎ ŀŘŘƛǘƛƻƴŀƭ ǇǊƻǾƛǎƛƻƴƛƴƎ ƻǊ ŎŀǇƛǘŀƭ ōǳŦŦŜǊǎ ŀƎŀƛƴǎǘ ƛƴŎǊŜŀǎƛƴƎƭȅ Ǌƛǎƪȅ ƭƻŀƴǎέΦ 

Act 

We are determined to avoid falling again into άŀ ǇŀǘǘŜǊƴ ƻŦ ƛƴŎƻƴŎƭǳǎƛǾŜ ŜƴƎŀƎŜƳŜƴǘ ǿƛǘƘ ǊŜƎǳƭŀǘŜŘ 

entities on prudential matters, and lack of decisive follow-ǘƘǊƻǳƎƘέxiv.  

Where we identify risks in a credit institution we will insist on action to mitigate that risk.   Whether 

we require immediate action or a clear plan and timeframe to address the matter will depend on the 

nature, scale and potential impact of the risk or shortcomings.    Having identified actions required it is 

critical that these are all followed up to ensure that undertakings and commitments are delivered on 

and the issue is fully resolved.   Where institutions cannot, or do not, take appropriate actions, the 

Central Bank will use its supervisory powers to force a resolution.   These powers are wide ranging 

(e.g. requiring specific action by the firm, requiring independent third party review and 

recommendations, capital add-ons, directions to cease certain business). 

A similar will to act will form part of our macro-prudential oversight.  Where we believe that action on 

our part would mitigate or help to mitigate emerging risks to financial stability we will take the 

necessary action.   However, it must be acknowledged that, in the absence of domestic monetary 

policy or interest rate tools, such actions largely relate to interventions via banking or financial 

services supervision.  Such actions will only be effective if they complement rather than run counter to 

Government economic or fiscal policy.  Where the Central Bank believes that changes are required in 

Government policy we will be clear in our advice to Government and our public commentary. 

 

Risk Model    

A key component of our risk based approach is the development of a more systematic risk framework 

or model. This will be used to enhance and develop our engagement levels with all regulated entities, 

which will drive our resource requirements, and facilitate the allocation of supervisory resources 

towards entities on the basis of impact and risk. Fundamental to development of the risk framework is 

the categorisation of all regulated entities based on inherent impact and/or risk.   

Entities will be categorised initially on an impact basis from low to high impact, with those entities of 

systemic importance ranked as highest. The G20 criteria for systemic importance of financial 

institutions, namely size, substitutability and interconnectedness, will influence categorisation. 

Engagement levels will be established at base levels for each impact category and sub-category that 

will by necessity differentiate between entity type and industry. Entities judged riskier by supervisors 



30 
 

will be subject to closer, more assertive, supervisory engagement. In this way, appropriate regulatory 

stances can be defined on the basis of impact and risk.   

The risk model will reflect quantitative and qualitative data available to the Central Bank that will 

facilitate in-depth financial analysis, peer group analysis, performance tracking, and the development 

of early-warning triggers.  For the largest, high impact firms, we will have a much more intensive level 

of supervisory engagement, including regular, comprehensive risk-assessments, a regular on-site 

presence, scheduled meetings with business management and control functions, and frequent ad-hoc 

contact.  But it needs to be recognised that it is not possible to perform regular on-site assessments 

for the approximately 15,000 financial services firms we supervise, hence the establishment of base 

engagement levels by category of regulated entity. Low impact or low risk entities can expect a less 

intensive regime which is expected to derive primarily from early warning triggers or system-

generated άǊed flagǎέ ƛŘŜƴǘƛŦȅƛƴƎ ǎƛƎƴƛŦƛŎŀƴǘƭȅ ŘƛŦŦŜǊŜƴǘ Ǌƛǎƪ ŎƘŀǊŀŎǘŜǊƛǎǘƛŎǎ ōŜǘǿŜŜƴ ƛƴŘƛǾƛŘǳŀƭ ŜƴǘƛǘƛŜǎΩ 

situations and those of their peers, their past performance, or projected future performance based on 

actual or stress scenarios. 

Our concept envisages a risk assessment model which separately rates key individual risks (e.g. credit, 

market, liquidity, operation, business, legal, strategic) and mitigants (e.g. controls, organisation, 

management, ownership structure, access to capital) to generate an institution-specific aggregate 

score.  The risk assessments required as part of the Supervisory Review and Evaluation Process under 

Pillar II of the Capital Requirements Directive, which are described in more detail below, will form an 

important contribution to both institution-specific aggregate scores and planned levels of, and 

approaches to, supervisory engagement. 

The Central Bank will inform institutions of their scores and key risks (or areas) identified and will 

require risk mitigation plans to be produced by institutions to address risks identified during the 

assessment process. Monitoring the implementation of risk mitigation plans by required deadlines will 

be a key part of planned supervisory engagements.  As we will use this model to inform our allocation 

of resources and supervisory engagement with individual institutions, these institutions need to be 

clear on what their score is, why and, where necessary, what they need to do to change it.    

The risk model will impact significantly on the operations and staff of the Central Bank in its 

supervision of regulated entities. A project of this size and complexity will require time and resources 

to develop, roll out and bed down. We will consult on the impact framework and the metrics used to 

decide on categories in Quarter 4 2010.  We will implement the model in Quarter 2 2011. 

 

Supervisory Review and Evaluation Process (SREP) 

Comprehensive risk assessments will be conducted as part the Supervisory Review and Evaluation 

Process (SREP) for each credit institution.     The SREP, a component part of the Capital Requirements 

Directivexv (CRD), requires that supervisors assess the overall prudential risks of a credit 

institution/group covering inherent business risk, control factors and oversight/internal governance.    

The CRD prescribes the minimum capital requirements in respect of credit, market and operational 

risk (Pillar 1 risks), which are calculated on either a standardised or Internal Ratings Based Approach 
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όάIRB!έύ (bespoke internal models) basis.  It also requires that credit institutions assess the additional 

risks they are exposed to and determine the capital that they must hold against these risks.   The 

Internal Capital AdeǉǳŀŎȅ !ǎǎŜǎǎƳŜƴǘ tǊƻƎǊŀƳƳŜ όάL/!!tέύ Ƴǳǎǘ ǘƘŜƴ ōŜ ǎǳōƧŜŎǘ ǘƻ ŀǎǎŜǎǎƳŜƴǘ ōȅ 

supervisory authorities as part of the SREP.    A formal annual SREP will be conducted for each 

institution including qualitative and quantitative assessment.     

The Committee of European Banking Supervisors representation of the SREP gives an overview of the 

process. 

 

 

 

We are strengthening our SREP process:        

Á The depth and intensity of the SREP will vary depending on our risk rating of the institution 

with systemically important or high risk/high impact firms being subject to a comprehensive 

annual review.    

 

Á The qualitative elements of the SREP include assessment of strategy, governance, 

management, culture, policies, controls, compliance and internal audit.   

 

Á There is an increased focus on business models/strategies and stress testing.   The viability 

and sustainability of business plans or models on a standalone basis, or in the context of a 


