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Chart 1

NPL resolution in the euro area has been slow
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« NPL stock: a legacy from
the crisis

* Peak NPL level in the euro
areareached in 2013

* NPL resolution is slower
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Chart 2

Composition of NPL portfolios is diverse but broadly
aligned among high- and low-NPL country groups
High-NPL countries (16) and EA:
+ broad alignment in termms of NPL-portfolio composition
+  60% of NPL= relateto corporateand CRE lending
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Chart 3

Provisioning and collateral

High-HPL countries (16)and EA:
broad alignment in terms of coverage ratios and collateral
0On average, 46% of NPLs is covered by provisions and 36% by collateral
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Chart 4

Low profitability not only because of high NPLs

Rsturn on squity and non-performing loan (MPL) ratics  Return on squity and costs to total assst ratios In EU
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Chart 5

Replacement of NPLs by performing assets may
significantly improve profitability
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Chart &

Resolution of NPLs can bring a tangible relief to

bank cagital and increase loan supply
Changs In apg cradrt auppif IT MPLs ara resohvad
and debt enforcemant s sligned to Eo best practics
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* Creditvolume in the euro
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Chart 7

Market failure and regulation in NPL markets
create impediments to demand and supply

Demand-side Supply-side
impediments impediments
* Information * Unwillingness to
asymmetry realise losses
= Inefficient and = First-mover
uncertain debt disadvantage
enforcement = High cost of debt
framewaorks recovery not
= Licensing recognised in NPL
requirements book values

= Restrictions on
transferability of
loans
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Chart 8

A wide bid-ask gap may be caused by these

impediments
Market valuss of MPL are liksly to stand balow . .
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Chart 9

Elements of a comprehensive solution - structural
reforms

Reduce
duration and
cost of debt
enforcemeant

Improve
range of
insohvency
optiocns

Improwve
accessto
financial
information
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Chart 10

A wide range of solutions to the NPL problem is
available  on.pajance

sheet Internal workout
workout by ofiginating bank. many restructring options

Asset protection scheme

risk-sharing agreementto kmit further losses, usually
state-backed; usually short horizon. potential
large losses but with low probability

Securitisation incl. synthetic
an altemative to outright sale; partial risk transfer

Asset management company

compiete separation of asset from criginating bank;
often state-backed, usually long horizon: large losses
typically alroady reclised

Direct sale
assets sold drectly to investors; sufficient iquid markets

Off-balance
sheet
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