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2. Securities clearing, settlement and custody

FMIs and financial institutions that provide securities clearing, settlement and custody services are part of the 
post-trade securities landscape. Systems that clear trades conducted on a stock exchange or concluded between 
counterparties on the OTC market, and systems that settle the obligations of the buyer and seller of a trade, 
are subject to oversight. In the EU, institutions that operate these systems are subject to EMIR and CSDR 
supervision. Chart 2 depicts the scope of the Bank’s oversight and supervision role for CCPs (section 2.1) and 
(I)CSDs (section 2.2).

The (I)CSDs established in Belgium vary in the scope of their activities. While Euroclear Bank provides services 
in a wide range of securities, securities eligible in Euroclear Belgium are primarily Belgian equities. Under  the 
CSDR, the Bank has been assigned as the sole competent supervisory authority 1 for Euroclear Bank and 
Euroclear Belgium, and, as the overseer, is also considered as the relevant authority in the CSDR. The NBB-
SSS, which is subject to oversight only, holds and settles public sector debt including securities issued by the 
Belgian federal government and by regional or local governments, and private sector debt issued by corporates, 
credit institutions or other entities.

Daily settlement operations of Euroclear Belgium and NBB-SSS are outsourced to TARGET2-Securities (T2S), as in 
the case of other CSDs in Europe. T2S is not a CSD, but as it provides settlement services to many euro area 
and some non-euro area CSDs, it is essential that it enables participating CSDs to comply with the regulations 
applicable to them. The oversight of T2S is conducted by the Eurosystem. In line with PFMI Responsibility E 
(Cooperation with other authorities), the Eurosystem has set up the T2S Cooperative Arrangement to ensure that 
all authorities with a legitimate interest in the smooth functioning of T2S are involved, including the overseers 
and market authorities of CSDs that have signed the T2S Framework Agreement, in coordination with the ECB 
and ESMA. The authorities monitor both the general organisation of T2S as a critical infrastructure (i.e. technical 
platform, legal basis, governance structure and comprehensive risk management framework), and the services 
it provides against an applicable subset of the PFMIs. The Bank participates in this cooperative arrangement.

1 For the following aspects, the Bank consults the FSMA, which retains its competence as the market authority : rules on conflicts of interest, 
record-keeping, requirements concerning participation, transparency, procedures for communicating with participants and other market 
infrastructures, protection of the assets of participants and their clients, freedom to issue securities via any CSD authorised in the EU, 
and access between a CSD and another market infrastructure.
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2.1 CCPs

Changes in the regulatory framework

Pursuant to EMIR, a Delegated Act on the recommendation of ESMA can require “substantially systemically 
important” activities of third country CCPs to be relocated to the EU. In December 2021, ESMA published its 
assessment that certain clearing activities of the UK CCPs LCH Ltd and ICE Clear Europe Ltd are substantially 
important for the EU’s financial stability, but concluded that the benefits of relocation to the EU would 
not outweigh the costs, and instead proposed a number of policy measures to address the identified risks, 
including appropriate incentives for reducing the size of EU exposures to the UK CCPs. 1

The framework that regulates CCPs, based on the Financial Stability Board (FSB) 2015 workplan to strengthen 
CCP resilience and recovery, and ultimately CCP resolution, was developed further. The FSB, CPMI and IOSCO 
conducted further work on CCP financial resources. In March  2022  they published the joint report on CCP 
financial resources for recovery and resolution 2. The report gives information on the use, composition and 
sufficiency of financial resources to cope with the CCP’s recovery or resolution caused by participant and non-
participant default losses. The FSB will further review the sufficiency of the existing toolkit for CCP resolution 
focusing on non-default losses and will enhance the implementation monitoring of its CCP resolution guidance.

1 Available at https://www.esma.europa.eu/press-news/esma-news/esma-publishes-results-its-assessment-systemically-important-uk-central
2 https://www.fsb.org/2022/03/central-counterparty-financial-resources-for-recovery-and-resolution/
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1 LCH Ltd (UK), ICE Clear Europe (UK), LCH SA (FR), Eurex Clearing AG (DE), EuroCCP (NL), Keler CCP (HU), CC&G (IT).

https://www.esma.europa.eu/press-news/esma-news/esma-publishes-results-its-assessment-systemically-important-uk-central
https://www.fsb.org/2022/03/central-counterparty-financial-resources-for-recovery-and-resolution/
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In November 2021, CPMI and IOSCO published a consultative discussion paper on client clearing. 1 It describes 
the benefits and potential risks of new models that enable clients to directly access CCP services, and the 
effective porting 2 of the client’s positions in the event of a clearing member default.
At European level, ESMA started a market consultation in November 2021 on which of the financial instruments 
that a CCP invests in can be considered as highly liquid with minimal market and credit risk, looking in particular 
at money market funds. 3

Implementation of the EU Regulation on CCP recovery and resolution (CCP-RR), setting out a framework for 
a CCP’s recovery and the rules to ensure the continuity of a CCP’s critical function in resolution is ongoing. 
In July  2021, ESMA launched consultations concerning draft implementation legislation on CCP recovery 
requirements, calculation and maintenance of the additional amount of pre-funded, dedicated own resources 
for CCP recovery, and draft guidelines on early intervention measures and CCP recovery plan indicators and 
scenarios. That led to final ESMA reports in January 2022 4. In November 2021, consultations concerned draft 
implementation legislation related to resolution colleges, CCP financial resources in resolution, safeguards for 
clients and CCP resolution plans.

Prudential and oversight approach

In June 2021, ESMA published the framework for its fourth supervisory stress test for CCPs 5. The test covers not 
only EU CCPs but also third country CCPs that are systemically important to the EU. The test will focus on the 
counterparty credit risks and concentration risks that CCPs would face due to multiple clearing member defaults 
and simultaneous market price shocks.

There is currently no CCP established in Belgium. However, CCPs are relevant for Belgian markets, direct and 
indirect Belgian CCP participants, and they settle in Belgian (I)CSDs (see chart 2). The Bank participates in five 
EU CCP supervisory colleges 6. Post-Brexit, the Bank also continues to take part in the UK CCP colleges of LCH 
Ltd and ICE Clear Europe Ltd ; however, these are no longer EMIR supervisory colleges.

Table 2 provides an overview of the extent of the NBB’s involvement in the supervision of EU and UK CCPs.

Priorities for the ongoing supervision of EU CCPs are set by the national competent authorities, taking into 
account the college members’ demands. A continuing priority that CCPs have in common with other FMIs is 
operational risk management, and in particular the cyber and outsourcing risks. Finally, new services or products 
or significant risk model changes implemented by an EU CCP have to be approved by its national competent 
authority, taking into account the opinion of the CCP’s supervisory college.

National CCP resolution authorities will plan for handling potential CCP resolution occurrences and establish 
resolution colleges under CCP-RR. In parallel, CCPs continue enhancing their recovery rules that stipulate how 
to allocate default and non-default losses to stakeholders, including shareholders, clearing members and clients.

1 Available at https://www.bis.org/cpmi/publ/d200.htm
2 Porting means the transfer by a CCP of the positions and assets of a defaulting clearing member’s clients to a solvent clearing member.
3 Available at https://www.esma.europa.eu/document/response-form-consultation-report-highly-liquid-financial-instruments-regards-investment
4 https://www.esma.europa.eu/press-news/esma-news/esma-publishes-final-reports-ccp-recovery-regime
5 Available at https://www.esma.europa.eu/press-news/esma-news/esma-launches-2021-central-counterparties-stress-test
6 Namely the colleges of LCH SA (FR) ; Eurex Clearing AG (DE), EuroCCP (NL), CC&G (IT) and Keler CCP (HU).

https://www.bis.org/cpmi/publ/d200.htm
https://www.esma.europa.eu/document/response-form-consultation-report-highly-liquid-financial-instruments-regards-investment
https://www.esma.europa.eu/press-news/esma-news/esma-publishes-final-reports-ccp-recovery-regime
https://www.esma.europa.eu/press-news/esma-news/esma-launches-2021-central-counterparties-stress-test


22 Securities clearing, settlement and custody ¡ Financial Market Infrastructures and Payment Services

Table 2

Overview of NBB involvement in the supervision of EU and third‑country CCPs

EU CCPs Third‑country CCPs UK CCPs

EMIR regulation CPMI-IOSCO PFMI Responsibility E

NCA supervision ESMA supervision Bank of England supervision

ESMA CCP Supervisory Committee
“mandatory” participation by CCP NCAs 1

Scope : EU CCPs

ESMA CCP Supervisory Committee
“mandatory” participation by CCP NCAs

EMIR college
“mandatory” participation 2

NBB participates in the EMIR  
supervisory colleges of LCH SA (FR), 
Eurex Clearing (DE), CC&G (IT),  
EuroCCP (NL), Keler CCP (HU)

EMIR third country CCP college
“voluntary” participation 3

Global college
“voluntary” participation

NBB participates in the global  
CCP colleges of LCH Ltd and  
ICE Clear Europe Ltd

FSB Guidance on CCP Resolution and Resolution Planning /  
CCP Recovery & Resolution Regulation (CCP-RR)

FSB Guidance on CCP Resolution &  
Resolution Planning

National CCP resolution authority UK CCP resolution authority

CCP Crisis Management Group (CMG)
“mandatory” participation

NBB participates in the CMG of  
LCH SA (FR) and of Eurex Clearing (DE)

 
 

NBB is not represented in any  
UK CCP CMG

Legend :

NBB participates NBB does not participate

Source : NBB.
1 EU CCP NCAs of countries that actually perform supervision on an existing CCP.  

The NBB and the FSMA are not represented as there is no CCP established in Belgium.
2 NBB participates as supervisor of a CSD in which a CCP settles (Art. 18, 2, f EMIR), in casu, NBB‑SSS, Euroclear Belgium or Euroclear 

Bank, or as supervisor of one of the clearing members contributing most to the default fund on a per country basis (Art. 18, 2, c EMIR) 
for Keler CCP (HU).

3 The college is not yet in operation. Participation is voluntary and is expected to be open to the NBB.
 

2.2 (I)CSDs

Changes in the regulatory framework

Belgian and EU laws and regulations have been adapted to allow tokenised securities to be settled via Distributed 
Ledger Technology (DLT). In the EU, a pilot regime has been set up. More information on this topic can be found 
in the paragraph “Regulatory responses” in the thematic article on DLT.

The review of the text of the CSD Regulation has also been ongoing in 2021.

Prudential and oversight approach

As required by the CSD Regulation (CSDR), and as the national competent authority, the Bank conducted an 
annual review and evaluation (under CSDR Art. 22) of Euroclear Bank and Euroclear Belgium. At the beginning 
of the review and evaluation process, the Bank consults other authorities as required (“relevant authorities” 
(as  defined in the CSDR), the FSMA and the competent authorities from the countries where the Euroclear 
group has a CSD). For Euroclear Belgium, the assessment was coordinated with those conducted by the French 
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and Dutch competent authorities for Euroclear France and Euroclear Nederland respectively, as the operations, 
governance and rulebooks of the three CSDs – together the ESES CSDs – are aligned to a large extent. 
For Euroclear Bank, the final outcome of the review and evaluation was shared with the competent authorities 
of the countries for which the ICSD is important (see box 2).

Although CSDs operated by members of the ESCB are exempt from the authorisation and supervision 
requirements of the CSDR 1, some of the CSDR’s prudential requirements do apply to them. Under the new 
regime for granting eligibility to securities settlement systems (SSSs) and links for their use in Eurosystem credit 
operations, on the basis of the CSD’s compliance with the CSDR requirements, the NBB in its role as overseer 
of the SSS conducts a yearly review and evaluation of the NBB-SSS against the CSDR requirements which are 
relevant from a “user perspective” 2 in cooperation with the Eurosystem.

The MoU between the overseers and market supervisors of Euroclear group entities has been reviewed and 
the new version was signed in  2021. The authorities of the Euroclear group entities have direct access to 
Euroclear SA/NV as a service provider to the Euroclear group (I)CSDs – as stipulated in CSDR Article 30.1(h) 3 
and Article 30.3 4. The NBB no longer needs to act as the single point of contact for those outsourced activities, 
although it is still desirable for the authorities of the Euroclear group (I)CSDs to exchange information and adopt 
common viewpoints.

A new version of the MoU with the Central Bank of Ireland was signed in 2021, reflecting the new regulatory 
framework and the fact that Irish equities (in addition to bonds) are in Euroclear Bank since that year.

1 Under Article 1(4) of the CSDR.
2 The NBB-SSS is eligible for monetary policy operations by the Eurosystem. This means that the Eurosystem accepts securities as collateral 

in the NBB-SSS. As the Eurosystem is thus a user of the NBB-SSS, it needs assurance that the NBB-SSS is safe to use.
3 The service provider cooperates with the competent authority and the relevant authorities in connection with the outsourced activities.
4 A CSD and a service provider shall make available upon request to the competent authority and the relevant authorities all information 

necessary to enable them to assess the compliance of the outsourced activities with the requirements of this Regulation.

Cooperation between the Bank and other 
authorities with regard to Euroclear

The Bank cooperates with domestic and foreign authorities in the framework of the oversight and 
supervision of Euroclear entities established in Belgium, i.e. Euroclear SA, Euroclear Bank and Euroclear 
Belgium. The table below provides the list of authorities and the rationale for having a cooperation 
arrangement with them.

Under the CSDR, the Bank, as the competent authority, also needs to involve other authorities in the 
supervision of (I)CSDs established in Belgium. The CSDR identifies as “relevant authorities” the authorities 
responsible for oversight, central banks in the EU in whose books cash is settled, and central banks in the 
EU issuing the most relevant currencies in which settlement takes place. In the case of Euroclear Bank and 
Euroclear Belgium, the Bank also acts as a relevant authority in its role as overseer of securities settlement 
systems. As Euroclear Belgium settles euros in central bank money, the Eurosystem (represented by the 

BOX 2

u
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Bank) is also considered a relevant authority. The Eurosystem is likewise a relevant authority for Euroclear 
Bank, which settles in euro too. In 2021, the Danish and Norwegian central bank have become relevant 
authorities as well for Euroclear Bank since, in accordance with the ESMA methodology, their currencies 
were considered a relevant currency for Euroclear Bank until ESMA’s next yearly calibration.

In addition to the FSMA and the relevant authorities, the competent authorities from EEA countries 
where Euroclear group has a CSD are involved in the annual review and evaluation process of Euroclear 
Belgium and Euroclear Bank. As Euroclear Bank is of substantial importance for many EEA countries, the 
NBB shares an outcome report with authorities in those countries.

 

Cooperation Rationale for cooperation

National cooperation

FSMA Market authority responsibilities regarding (I)CSDs  
in Belgium

International cooperation

Euroclear SA / NV

Euroclear Group overseers and market supervisors  
(BE : NBB, FSMA ; FI : Bank of Finland, 
Finanssivalvonta ; FR : Banque de France (BdF), 
Autorité des marchés financiers (AMF) ;  
NL : De Nederlandsche Bank (DNB),  
Autoriteit Financiële Markten (AFM) ;  
SE : Riksbank, Finansinspektionen ;  
UK : Bank of England)

MoU on cooperation and exchange of information  
with regard to the relationship of Euroclear SA  
with the (I)CSDs of the Euroclear group ; Euroclear SA 
being both the parent holding company and  
service provider to the Euroclear group entities

Euroclear Bank

Central banks of issue of major currencies in  
Euroclear Bank (Federal Reserve System, BoE, BoJ,  
Reserve Bank of Australia and ECB as observer).

Multilateral oversight cooperation with the relevant  
central banks of issue of the major currencies  
settled in Euroclear Bank

ECB Bilateral oversight cooperation on specific aspects of  
Euroclear Bank relevant for euro area financial 
stability

Bank of England Bilateral oversight cooperation on specific aspects of  
Euroclear Bank relevant for Bank of England

Bank of Japan Bilateral oversight cooperation on specific aspects of  
Euroclear Bank relevant for Bank of Japan

Central Bank of Ireland Bilateral cooperation with regard to the settlement of  
Irish bonds (and equities as of 2021) in Euroclear Bank

Hong Kong Monetary Authority Bilateral oversight cooperation focusing on the links  
between Euroclear Bank and Hong Kong market  
infrastructures

Banque Centrale de Luxembourg (BCL) /  
Commission de Surveillance  
du Secteur Financier (CSSF)

Cooperation and communication arrangement on 
the oversight and prudential supervision of the 
ICSDs Euroclear Bank and Clearstream Banking SA 
(Luxembourg), under Responsibility E of the PFMIs

Securities Exchange Commission (SEC) Bilateral cooperation focusing on US‑related activities  
within Euroclear Bank

ESES

ESES overseers and market supervisors  
(BE : NBB, FSMA ; FR : BdF, AMF ; NL : DNB, AFM)

Multilateral cooperation covering the CSDs of  
Euroclear France, Euroclear Nederland and  
Euroclear Belgium sharing a common rulebook.

 

Source :  NBB.
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Euroclear Bank intends to join TARGET2-Securities (T2S) as a participating (I)CSD. On 21 December 2021, Euroclear 
Bank signed an agreement with the ECB and the central banks of the euro area to join T2S. By connecting to 
the T2S platform, Euroclear Bank clients that have a cash account with a participating central bank will have 
the choice between euro settlement in commercial bank money and euro settlement in central bank money. 
The project has the potential to optimise their liquidity management and reduce financing costs. The Bank is 
monitoring this project and analysing potential risks that could be linked to its implementation.

After a few delays, most of the settlement discipline regime (SDR) provisions of the CSDR entered into force in 
February 2022. The Bank has monitored the CSDs’ preparations for complying with these provisions, including 
the required statistical reporting on settlement fails (i.e. transactions that are not settled on the intended 
settlement date).

Relevant to Euroclear group’s corporate governance, the Belgian law of 11  July 2021  transposed the fifth 
version of the Capital Requirements Directive into the Belgian Banking Law, which provides for the approval 
of the decision-making financial holding company in a banking group such as the Euroclear group. As a 
result, Euroclear SA has been approved as financial holding company in Q1 2022. Other holding companies 
– Euroclear Holding and Euroclear Investments – were exempted (the latter in consultation with the 
Luxembourg regulator).

The Euroclear group completed the acquisition of MFEX Group, a global digital fund distribution platform, 
on  15  September  2021. The purpose is to combine the MFEX distribution platform with existing post-trade 
services in funds provided by FundSettle. The Bank is monitoring the integration of MFEX in Euroclear.

With regard to operational risk, due to evolving cyber threats, cyber resilience continues to be a top priority 
for the Euroclear group. Related projects developed by Euroclear SA/NV are being analysed and discussed with 
other Euroclear group authorities.

In 2021, Euroclear Bank also participated in the third ESCB Cyber Assessment Survey (assessment of cyber security 
maturity of FMIs, based on the CPMI-IOSCO Cyber Resilience guidance for financial market infrastructures, 
dated June 2016) which positioned Euroclear in relation to its peers.

Other analyses conducted with regard to operational risk include the implementation of the development 
methodology Agile, which aims to reduce the “time to market” of applications by delivering more frequent 
software releases (whereas the conventional “waterfall” development model entails a much longer delay before 
software is implemented in production) and the Extreme but Plausible Scenarios defined by Euroclear SA/NV and 
Euroclear Bank as required under CPMI-IOSCO Guidance on cyber resilience for FMIs, in order to design and test 
its systems and processes to ensure resumption of the critical activities, even in the case of such Extreme but 
Plausible scenarios.

With regard to banking risks, the Bank performed a comparative analysis of the PFMI and CSDR requirements 
related to qualifying liquid resources (QLR) which (I)CSDs offering banking-type ancillary services need to hold to 
cover their liquidity exposure on their biggest participant(s). In that context, the Bank has been focusing on the 
requirements under both frameworks related to the monetisation of securities (typically participants’ collateral) 
in such an extreme (though plausible) scenario. These requirements include the use of prearranged and highly 
reliable funding arrangements (PAFA) versus the use of an active market. The Bank will continue its assessment 
in the course of 2022, in particular on the currencies to be covered (specifically under the PFMI).

For scenarios where EB would experience a liquidity shortfall, EB has implemented rules and procedures 
“to address any unforeseen and potentially uncovered liquidity shortfalls” as required by the CSDR prior to its 
CSDR authorisation. EB’s rules provide that participants holding cash in the currency in which EB experiences 
such liquidity shortfall, will contribute liquidity to address the shortfall. The Bank is further analysing related 
procedural aspects.
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The Bank also performed an analysis aimed at increasing its understanding of the drivers for Euroclear Bank 
participants to keep cash balances in their accounts at the end of the day. In that context, the Bank has also 
focused on the measures taken by Euroclear Bank to reduce such balances, as well as on the measures taken 
to reduce the risks stemming from such balances (e.g. default of a cash correspondent to which part of those 
balances are redeposited). Discussions on how to proceed, especially in cases where Euroclear Bank is suddenly 
faced with rapidly escalating cash balances (e.g. safe haven effect), are currently ongoing.

International dimension of Euroclear Bank

By the very nature of its business model, Euroclear Bank is internationally oriented. This international 
dimension is reflected in several areas such as participants, currencies and linked securities markets. At the 
end of 2021, Euroclear Bank had more than 1700 participants, including branches located worldwide. 
Its participant base consists mainly of non-domestic participants, including almost 100  central banks, 
sovereign wealth funds and supranationals more than 40 CCPs and CSDs, as well as credit institutions, 
broker-dealers and investment banks.

Apart from its notary function for international bonds (Eurobonds), which it mainly shares with 
Clearstream Banking SA (Luxembourg), Euroclear Bank aims to provide its participants with a single 
gateway to access many foreign securities markets (i.e. Euroclear Bank has a link with foreign CSDs 
which act as notary for securities issued in the local market). When (I)CSDs offer their participants access 
to foreign securities markets, they are considered as investor (I)CSDs, whereas the foreign (I)CSDs are 
referred to as issuer (I)CSDs. Euroclear Bank is connected to more than 50 foreign CSDs as investor ICSD 
in domestic markets.

To provide services in international bonds and a wide range of foreign securities, about 100 different 
currencies are eligible in the system operated by Euroclear Bank. Securities can be settled against payment 
in a Euroclear settlement currency 1 (47 currencies) which may differ from the denomination currency 2.

At the end of  2021, the value of securities deposits held on Euroclear Bank’s books on behalf of its 
participants amounted to € 17.1 trillion equivalent (up from € 15.3 trillion in 2020). After EUR (50 %), 
USD is the main denomination currency (28 %), followed by GBP (10 %). 51 % of securities deposits are 
in international bonds, for which issuers can choose the denomination currency and the governing law 
of securities.

Regarding settlement turnover, the number of transactions settled in Euroclear Bank in 2021 came to 
146.9 million (up from 128.8 million in 2020). In value terms, this represents € 652.6 trillion (up from 
€ 575.9 trillion in 2020). 65 % of settlement turnover, free of payment and against payment transactions, 
was denominated in EUR, after USD (15 %) and GBP (10 %). In terms of settlement turnover per security 

1 A settlement currency is a currency in which cash settlement can take place
2 A denomination currency is the currency in which the security is denominated. This currency is used as a unit of account for the 

nominal value of this security, but it is not necessarily used to settle the cash leg of transactions.

BOX 3

u
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type, compared to securities deposits, international debt accounts for 23 % while the bulk is composed of 
other types of securities such as domestic debt and, to a lesser extent, equities or exchange-traded funds.

The interconnectivity of Euroclear Bank with other FMIs is a critical component in the Euroclear group 
strategy to establish a common pool of collateral assets in which Euroclear group entities provide collateral 
management services as a triparty agent taking over the collateral management tasks (including collateral 
selection, valuation and substitution) from its participants during the lifecycle of the transaction concluded 
between two participants. At the end of 2021, at group level, the average daily value of triparty collateral 
managed by the Euroclear (I)CSDs reached € 1.9 trillion equivalent (up from € 1.5 trillion in 2020).

Composition of securities deposits and turnover in percentage, end of year 2021
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Source : Euroclear.
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2.3 Custodians

Changes in the regulatory framework

As a custodian bank, BNYM SA has to comply with national and European banking regulations. Due to the entry 
into force of the CRR 2 and CRD V, requirements such as the leverage ratio became binding. Furthermore, CRR 2 
introduced a new market risk framework and changes in the treatment of counterparty credit risk.

Article 21b of CRD V requires institutions to have a single intermediate EU parent undertaking if the same 
third-country group includes two or more institutions in the EU and the value of assets held in the EU by this 
third-country group totals € 40 billion or more. When certain conditions are met, competent authorities may 
allow the institutions to have two intermediate EU parent undertakings (IPU). The institutions concerned should 
have an intermediate EU parent undertaking or – where permissible – two intermediate EU parent undertakings 
by 30 December 2023.

As a result of the COVID crisis and the related exceptional macroeconomic circumstances, the ECB granted 
temporarily relief for Significant Institutions, which includes BNYM SA, with regard to central bank exposures. 
Certain central bank exposures can be excluded from the leverage ratio, such as assets including coins and 
banknotes, and deposits that banks hold at the central bank. This ECB decision on banking supervision came 
after the ECB Governing Council, as the euro area’s monetary authority, had confirmed the existence of the 
exceptional circumstances caused by the COVID 19 pandemic.

Supervisory work in 2021 and priorities for 2022

BNYM SA is considered as a Significant Institution, which implies that BNYM SA comes under the direct 
supervision of the SSM. The supervisory work relating to the CRD/CRR regulatory framework is therefore carried 
out jointly by the Bank and the ECB within the SSM. BNYM SA is also subject to monitoring by the Bank as 
regards the specific requirements applicable to depository banks and the client assets protection rules.

In 2021, the Bank actively participated in the development of a more dedicated assessment methodology for the 
specific business model of custodians. This methodology is implemented in the SSM Supervisory Review Process, 
with the aim of better capturing the forms of business risk specific to that model (see box 4). Further work will 
be performed with regard to the coverage and treatment of other custody-related risks (e.g. restitution risk 1) 
and the impact of the business model specificities on the other risk types. 

1 Due to the obligation under regulation AIFMD/UCITS V to reimburse a client for the value of financial instruments held in custody if lost at 
or by a sub-custodian or a CSD.
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A business model assessment developed to fit 
custodian banks and asset managers :  
first steps towards more targeted supervision

The Single Supervisory Mechanism (SSM) was set up as the first pillar of the European banking union, 
alongside the Single Resolution Mechanism (SRM) and the European Deposit Insurance Scheme (EDIS). 
The three pillars rest on the foundation of the single rulebook, which applies to all EU countries. The SSM 
will ensure compliance with the single rulebook and with the applicable supervisory principles and the 
SSM Supervisory Manual, thereby ensuring a level playing field and the equal treatment of all supervised 
institutions. To ensure a level playing field and the equal treatment of all supervised institutions, 
a  standardised methodology applying a business and corporate governance-neutral principle has been 
developed. Through ongoing supervision which entails a number of activities conducted regularly or on 
an ad hoc basis, the SSM checks compliance with prudential regulations, assesses the risk profile and 
performs the Supervisory Review and Evaluation Process (SREP). Under the SREP, as defined in the CRD, 
the SSM is required to review, at least annually, the arrangements, strategies, processes and mechanisms 
implemented by the institutions it supervises. Key in this review is the assessment of the business model’s 
viability and sustainability, i.e. the business model assessment.

To review the viability and sustainability of the business model within this business-neutral methodology, 
the SSM relies largely on the level and trend of the ‘return on assets’ and the ‘cost-to-income’-ratio, 
which are widely accepted concepts in economics for examining a business model and its viability. 
In recent years, however, the SSM has acknowledged that this approach is inappropriate for certain 
institutions and their specific risk profiles. Custodian banks and asset managers are an example 
of those institutions with a specific risk profile. These institutions do not rely substantially on their 
assets to generate their profits, so that a lower return on assets is not necessarily a sign of deficient 
profitability in their case.

Rather than a complete overhaul of the methodology, several working groups have started focusing on 
the specificities of these business models. A dedicated questionnaire has been developed specifically for 
custodians and asset managers, focusing on the specific features of these business models and their 
viability. Profitability is examined from six angles : business development, competitive position, geographic 
diversification, fee income sufficiency to cover costs, operational efficiency and customer reach.

(i) Business development, competitiveness, geographic diversification, and customer reach

To overcome the limitations of relying solely on the return-on-assets ratio for custodians and asset 
managers, the questionnaire will focus on the trend and level of assets under custody or under 
management. The specific extension of the return-on-assets ratio is the return on assets under custody or 
under management. As custodians and asset managers differ from retail banks in the sense that they can 
attract clients worldwide to varying degrees, the questionnaire also reviews the geographic diversification 
of the clients and their assets, and the reliance on very large clients.

BOX 4
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(ii) Fee income sufficiency to cover expenses and operational efficiency

For custodian banks and asset managers, fee income is the main driver of profit. The questionnaire 
examines whether the institution can cover its operational expenses by relying on its fee income alone. 
This adds a more targeted examination of cost and income. Consequently, the SSM can assess the cost-
to-income ratio from a custody and asset manager perspective. Custodians and asset managers should 
be able to cover operational expenses through fee income alone if operational efficiency is achieved. 
Therefore, the questionnaire also inquires about IT efficiency, in particular whether IT platforms are well 
integrated, from research advice to trade execution, reconciliation and transmission to post-trade chains.

This additional angle on business viability will be taken into account for all custodians and asset managers. 
The working group has developed several thresholds to differentiate between these institutions. 
These  thresholds are derived from the level of custodial assets or assets under management. All other 
institutions which have substantial custodial or asset management related activities will be subject to 
this additional examination, which ensures a level playing field and the equal treatment of all supervised 
institutions as presented above.

In the years to come, the SSM will invest further in the development of dedicated supervision. In 2022 a 
working group will try to develop a harmonised approach on restitution risk, which is another risk specific 
to custodians.

BNYM SA is a subsidiary of BNY Mellon, a US-based global systemic bank. At the end of 2021, BNYM SA had 
one subsidiary and several branches in Europe through which it operates in the local markets. BNYM SA has 
branches in Luxembourg, Frankfurt, Amsterdam, London, Paris, Dublin, Milan, Madrid and Copenhagen.

BNYM group, a global custodian, operates according to a “follow the sun” model which allows it to process 
clients’ transactions and related services continuously around the globe. This is mainly achieved by having 
established BNYM group entities worldwide, working on common platforms and multiple intragroup outsourcing 
arrangements. Consequently, legal entity governance and legal entity resilience receive added attention. 
The autonomous functioning of foreign banks established in the Eurozone remains an important focus point.

Protection against and management of cyber risks and the continuous monitoring of firms’ resilience from an 
IT and operational perspective was and remains part of the supervisory work. Taking into account the several 
common characteristics between the business model of BNYM SA and that of FMIs, plus the central role that 
BNYM SA plays as a custodian in the functioning of globalised financial markets, BNYM group and BNYM SA 
are expected to build a highly resilient organisation (e.g. by ensuring sufficient and adequate fall-back capabilities 
between regional operational centres) in order to meet client expectations, to maintain stability in the functioning 
of markets, and to ensure global coverage. This became even more important during the COVID-19 pandemic.

As the European subsidiary of BNY Mellon, BNYM SA is the group’s custodian for European clients, and the 
European gateway to the euro area markets and payment infrastructures. BNYM SA settles transactions in a wide 
range of currencies, the main ones being EUR, GBP, USD and JPY (see box 5 on the international dimension). 
In this perspective, in 2021 special attention focused on the follow-up of the payments’ activity review which 
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took place in the 2020 supervisory year, and the 2021 review of the management of intraday and short-term 
liquidity risk. A follow-up of the intraday and short-term liquidity review will take place in 2022.

The COVID crisis brought potential new challenges and attention points for (custody) banks in several domains 
which remained relevant in 2021, such as increased risk levels resulting from higher on-balance-sheet exposure 
and leverage also affecting regulatory ratios (see also the paragraph on Changes in the regulatory framework 
above for the specific exemption with regard to the treatment of central bank exposures), operational continuity 
and resilience issues caused by local lockdowns, and material increase in the need for remote working capabilities 
as well as the use of regional operational centres to ensure global coverage. Monitoring of the impact of the 
COVID crisis on the various risks, the firm’s resilience, and preparations for a (partial) return to the office was set 
up in 2020 and continued in 2021, including regular interaction with both BNYM SA and the US group entity.

The regulatory stress testing took place in 2021 after having been postponed following the intensified monitoring 
of COVID-19  impacts in 2020 1. BNYM group participated in the Federal Reserve (Fed) stress test, which is an 
important element of the yearly Comprehensive Capital Analysis and Review (CCAR) carried out by the Fed to 
assess whether the largest bank holding companies in the US hold sufficient capital to continue operations in 
times of economic and financial stress. At European level, BNYM SA is not directly covered by the EBA EU-wide 
stress test, as the parent entity is a US-based global systemic bank. However, to cover all the banks under the 
direct supervision of the ECB, the ECB conducts its own stress test for significant institutions which were not 
included in the EBA stress test exercise. The ECB stress test provides important input for the Supervisory Review 
Process (SREP), as the findings are part of the supervisory dialogue with the Bank, and the stress test is a key 
element for determining the level of Pillar 2 Guidance (supervisory recommendation showing the minimum level 
of capital that the supervisor expects the bank to maintain in order to withstand a stressed situation). Both BNYM 
group taking part in the Fed exercise and BNYM SA participating in the ECB stress test remained well above the 
minimum risk-based capital requirement.

The impact of CRR 2 on BNYM SA risks and capital requirements will be followed up in 2022. 

Furthermore, increasing attention is paid to climate risk and digital assets. Another attention point remains the 
impact of interest rate changes on the balance sheet and the way BNYM is managing this.

1 https://www.bankingsupervision.europa.eu/press/pr/date/2021/html/ssm.pr210730~3d4d31f8e8.en.html

International dimension of The Bank of New 
York Mellon Group and BNYM SA/NV

The Bank of New York Mellon, a banking group incorporated in the US, is the largest custody bank 
in the world in terms of assets under custody ($ 46.7 trillion as at December 2021, increased by 14 % 
compared to last year). It is a global systemically important bank (G-SIB), providing asset and investment 
management services to institutional customers. The Bank of New York Mellon SA/NV (BNYM SA/NV), 
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the Belgian subsidiary, provides asset services mainly and acts as the Groups’ custodian for T2S markets 
and as the custodian for EU customers. BNYM SA/NV has a subsidiary in Germany and branches in 
Luxembourg, the Netherlands, Germany, France, Ireland, Italy, the UK, Denmark and Spain through 
which it operates in these local markets. BNYM SA/NV qualifies as an ‘other systemically important 
institution’ (O-SII) as assessed by the Bank based on the relevant EBA guidelines.

By the end of 2021, BNYM SA/NV served more than 1200 international, institutional customers on whose 
behalf it held € 3.3  trillion equivalent assets under custody, denominated in more than 80  different 
currencies 1. The majority of these assets are denominated in EUR (37 %), followed by USD (31 %), 
JPY (9 %) and GBP (7 %). 46 % of these assets are bonds and 54 % of these assets are shares. In terms 
of settlement activity 2, BNYM processed about 9.5million transactions worth 29.8  trillion equivalent 
in 2021. The main currencies are USD (60 %), EUR (20 %), GBP (4 %) and JPY (3 %).

1 Eligible currencies include AED, AMD, ARS, AUD, AZN, BDT, BGN, BHD, BMD, BRL, BWP, BYN, CAD, CHF, CLP, CNY, COP, CRC, 
CZK, DKK, DOP, EGP, ETB, EUR, GBP, GEL, GHS, HKD, HRK, HUF, IDR, ILS, INR, ISK, JPY, KES, KGS, KRW, KWD, KYD, KZT, LBP, 
LKR, MAD, MNT, MUR, MXN, MYR, MZN, NAD, NGN, NOK, NZD, OMR, PEN, PGK, PHP, PKR, PLN, PYG, QAR, RON, RSD, RUB, 
RWF, SAR, SEK, SGD, THB, TND, TRY, TWD, TZS, UAH, UGX, USD, UYU, UZS, VND, XOF, ZAR, ZMW, ZWL.

2 Value of BNYM settlement activity is based on receipt and delivery instructions.
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