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Banking union – Annual report 2019 
The European Parliament's own-initiative report on the banking union in 2019 is due to be debated during the 
March I plenary part-session. It touches on emerging challenges and actual risks for the European banking sector, 
stressing its role in funding the real economy, and addresses prudential and resolution rules. The report also 
restates the need to complete the banking union by establishing a fiscal backstop and a European deposit 
insurance scheme, and advocates greater active involvement for the Parliament in the process. 

Background 
The banking union (BU) currently builds on two pillars: the single supervisory mechanism (SSM), in charge 
of supervising banks established in the euro area and other participating Member States, and the single 
resolution mechanism (SRM), whose aim is to ensure orderly resolution procedures for failing banks in the 
BU. The third pillar, a European deposit insurance scheme (EDIS), is under discussion. The BU is backed by 
the 'single rulebook', a set of harmonised rules applicable in all Member States.  

Main contents 
On 18 February 2020, Parliament's Committee on Economic and Monetary Affairs (ECON) adopted its 
annual own-initiative report on the BU. The report acknowledges that a solid BU is required for the stability, 
competitiveness and convergence of economic and monetary union (EMU), and for increasing the 
international role of the euro. Nonetheless, BU remains incomplete as long as it lacks a backstop for the 
single resolution fund (SRF) and an EDIS as the third pillar. The need for effective tools to tackle consumer 
issues and an adequate system for anti-money-laundering supervision is also noted. 

General considerations 
While assessing the progress made on risk reduction in the banking system, the report stresses the need for 
greater advances, particularly on risk-sharing. It also expresses regret that negotiations in this respect have 
been conducted on an intergovernmental basis, and calls for them to continue within the EU legal order, 
ensuring the European Parliament is actively involved. The report recognises the overall increase in EU 
banking system resilience, but notes that many factors might negatively affect bank profitability, which 
continues to be low. Climate change, risks of money laundering and terrorism financing are seen as major 
challenges facing the EU banking sector, along with economic slowdown, geopolitical tensions, cyber risks 
and data security. 
In restating the key role of the banking sector in funding the real economy and fostering sustainable and 
socially responsible investments, the report stresses the need to continually assess the financial system’s 
support to the economy, particularly for small and medium-sized enterprises (SMEs). It calls for an 
evaluation of the impact of past and future regulations in this respect. The report encourages greater 
consideration of climate-related risks and implementation of the United Nations-led 'principles for 
responsible banking'.  
It states that the EU rules on prudential treatment of sovereign debt should be consistent with international 
standards, and demands further discussion of the creation of a 'European safe asset', to strengthen the 
international role of the euro, stabilise financial markets and allow banks to diversify their portfolios. 
The ECON report stresses the importance of being prepared for all possible outcomes of the United 
Kingdom withdrawal from the EU and of setting a level playing field in financial regulations between the 
EU and the UK. It also takes the view that further harmonisation is needed within the EU legislative framework 
to prevent regulatory arbitrage in supervising branches of UK firms established in different Member States.  
The general remarks end by underlining the need to promote greater gender balance, in high-level 
appointments in economic, financial and monetary EU institutions and bodies. The value of completing the 
capital markets union (CMU), as complementary to the BU in financing the real economy, is also highlighted. 
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Supervision 
The report welcomes the progress made in reducing risks and increasing financial stability. However, it 
notes that the current supervisory framework has focused mainly on credit risk, to the detriment of market 
risk stemming from illiquid securities. While advocating enhanced estimation of asset quality in this 
perspective, therefore, the ECON committee restates the request for reduction of complex and illiquid 
financial instruments held by banks to be included among the main SSM supervisory priorities. On the other 
hand, the report applauds the sizeable reduction in the non-performing loan stocks on EU banks' balance 
sheets, noting however that further efforts are necessary to tackle this issue. Nonetheless, it stresses the 
need to preserve appropriate consumer protection while taking action, including fully implementing the 
Mortgage Credit Directive.  
Consumer rights are also evoked in other areas. The report calls on the relevant authorities to 'vigorously 
enforce' the new provisions on consumer protection set in the revised bank recovery and resolution 
directive (BRRD) and urges the European Commission and the European supervisory authorities (ESAs) to 
take action to prevent misselling of financial products to consumers. 
The report underlines that the final Basel III standards should be transposed into EU law 'in a timely fashion 
and with due regard for their goals, while taking proper account of the specific characteristics of the 
European banking system, where appropriate, and the proportionality principle'. In this respect, it 
emphasises the need to preserve EU banking sector competitiveness and financial stability and its ability to 
finance the economy, particularly SMEs. It recalls the Parliament's resolution of 2016 on the finalisation of 
Basel III and urges the Commission to follow up on the recommendations therein when drafting the 
upcoming legislative proposals. More generally, standards provided by international fora should avoid 
regulatory fragmentation and help to promote a level playing field for all internationally active banks. 
Further action is required to achieve a truly single rulebook and a level playing field, including when 
addressing the challenges posed by new technologies. As these encompass cybersecurity and data 
protection, the need for legislative improvements to the ICT risk management requirements in the EU 
financial sector is therefore underlined. 
The report acknowledges the contribution of 'shadow banking' to diversifying funding opportunities for 
the real economy. However, it calls for coordinated action to address systemic risk arising from the 
interconnection between this sector and 'traditional' banking. 
The report places a great deal of emphasis on protecting the financial system from money laundering and 
terrorist financing risks (AML/CFT). It urges the European Commission to start work promptly on further 
harmonising the AML/CFT rulebook and to assess the risks that may arise from the increasing use of new 
technologies and the rapid spread of crypto-assets. It also stresses the need to make financial market 
activity more consistent with sustainability objectives and environmental, social and governance (ESG) 
criteria, including the establishment of a common methodology for measuring climate risks. 

Resolution  
While appreciating that no resolution actions were needed in 2019, the report urges the European 
Commission to assess whether the legislation ensures that all banks could be resolved without the use of 
taxpayers' money and to take account of the Financial Stability Board review of 'too big to fail' reforms. It 
invites the European Commission to reflect on further targeted harmonisation of current national 
insolvency laws, on the SRM framework and on the applicability of the 2013 banking communication. It also 
urges the Commission to review the communication in accordance with the principles of the BRRD. It insists 
on the creation of a backstop to the SRF and its swift operationalisation. At the same time, the report 
expresses concern regarding the lack of a mechanism in the BU to provide banks in resolution with liquidity.  

Deposit insurance 
Urging completion of the BU through establishment of a fully fledged EDIS, the report asks the Council to 
resume negotiations on EDIS as soon as possible. However, while taking note of the ongoing discussions 
within the Council's High-level Working Group on EDIS, the report expresses concern that Parliament has 
not been kept informed and urges the Commission to grant equal treatment between the co-legislators. 

Own-initiative report: 2019/2130(INI); Committee responsible: ECON; Rapporteur: Pedro Marques (S&D, Portugal). 
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