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1. Note on methodology
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2. Execvutive Summary
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Towards a Macro-Resilient Banking Union
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LSoﬂ:en the criteria to access the ESM Direct Recapitalisation Instrument

ESM as a common credible fiscal backstop instrument

Incentivise banks to resolve
impaired assets more quickly

Conduct a; iate stress
tests to encourage banks fo
further raise capital buffers

Single Supervisory
Mechanism

Increase the size of the Single
Resolution Fund

Accelerate the gradual merging
of the Single Resolution Fund's
national compartments

Evaluate the effectiveness and
efficiency of the Sin
Resolution Mechanism

decision-making process

Single Resolution
Mechanism

Establich a Fund attached to
the Single Deposit Guarantee
Scheme

Establish a fully-fledged Single
Deposit Guarantee Scheme

Single Deposit
Guarantee Scheme

Capital Requirement Rules (CRD IV / CRR)

Single Rulebook

Bank Recovery and Resolution Directive

Deposit Guarantee Schemes Directive

Establish a binding mininwm level for banks’
leverage rabio afaround 9%

Review the treatment of banks’ exposure to

sovereign debt

Full transposition of the Bank Recovery and
Resolution Directive and

Schemes Directive by Member States

it Guarantee

550 is fully operational
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4. Economic and Monetary Union
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4.1. Stability and Growth Pact as a tool to ensure coherence

and convergence
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4.2. Weaknesses of the original EMU set-up
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4.3. Reform

gl £=-"£°~2323=28§51+282328. 2~2z=p°~«Ef£U-"°O=poEHB+°%«PE=&C=2£]
H~O©f£=-0=2] £=Dh3°-@E£~-=+*-" £° BEFB0L B L& IO § H£§=+G°2£|~°2-.3=¥-| =
p2~ 8282 .]="--°¢C8-~28¢=2 ~£H% H3A>-KENBRFRHEML 2 £ = 2| £=°
0° ~«EPU-°"°©C=8+t=8§-2L£¥°~2£¢=8§-=2] £=28«L£288§~£=~-¢=8§-+2 8§23 2§

g £E=b3°-@RE~E=pERESBAEC- p-= - = NNARLOMANNF=BRE=F=k-~--3 ~
£i---«8j= ®-48%18@&~; ®- €8 = = 21 £= 7 - ««8*+x+x8- 1= §-= OMNMK:
T-««8*x+8--Dx=®3 2§j~28§-a=-n0=2 (=LA E=2 Y2 ¥EXRES pB 2 EL
®°8§-°8§28§L£+=0-°=2 ] £=DPhr=~-¢=0°-"8§CE£x=] £« £°=pX=8Z+=pn§
§ i3 CLRER2=] £ | ~-8+«=0L£@®2AYEZENPEM=2282 2 £F«E| - £] - - «
_~*f£¢=--=2 ] £="rdpl =2] £=Dpb3°-@®E£~-="-3278§2=~¢-0®2%t=£]--«
21 £=8-2£L£°CER®E-CE-|j £=-0=£] - 7-~@afj== ~ nl £F §if jo£PE—0@R-72BHB/aRq+ -
®-28]8£+£=3-C¢C£° =2 £=pdm=~«ft=k~2&F-£4 ~8= B -="~«LMWE-«¥?~« « £
3 «8§22f£¢= - =BHEz "B BPRHAKEE=2 | £=0B° - ¥° ~ «l«FER =L LStk GHEHE-F
®° - ®- +t£+POLEBBE ««E1¢~2 EB°-+FSH BAF - | £ = - hEEG2--~ {««E8 2

mb=RRUKTTU o))



QE+2 §-¥£L [ £=°BE§2-§O§-¥=r 8§ - -

6§+ ~2="GRPUSS P E=E£4C- SR)B DL ° - ®L ~ = £-03- L0 £OX K¢
£=b | cf k§:‘:-§33—@i.§a

2

~ -
I
I

4.4. Fiscal policy coordination
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5. Incomplete Banking Union

'"The establishment of a banking union is a key factor in the completion of monetary union and
probably a turning-point in the current crisis, with profound repercussions for the financial sector
and the real economy alike.' (Benoit Coeuré, ECB Board Member)
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5.1. The Single Supervisory Mechanism (SSM)
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'Following Goodhart’s law, as risk-based regulatory ratios increasingly
became the 'gold standard' of perceived resilience in successive
generations of Basel accords, they became decreasingly useful as an
indicator of future distress probability. [...]Banks” Tier 1 capital ratios in
2006 were uninformative about their true default probabilities. Several
banks with high requlatory capital ratios in 2006 subsequently failed;
conversely, several banks with low regulatory ratios in 2006 did not."

5.2. The Single Resolution Mechanism (SRM) and Fund (SRF)
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5.3. How resilient is the Banking Union architecture?
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5.4. The ESM Direct Recapitalisation Instrument (DRI)
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5.5. A Single Deposit Guarantee Scheme
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5.6. The 'Cost of Non-Europe' associated with a common
Deposit Guarantee Scheme
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5.6.1. Definition and crisis scenarios
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5.6.2. Methodology and results

"N=®° 8|8 ¥=«-CE2=0-°=CER-RBEEB/LEFEE®-jE=8=¢£ | ~-¥£=§
b3°-®f~-= ~-0=C¢CE£®- 282 +=- - ZMH4°HE-B2=£F 2- 8§ &= «=-§°+F-=Ftatof £+
pP8§-¥2£L£=af®-+t8§2=d3~°~-2f££=pj| E£«E=~2=Pph3°-@RE~-=23f£ £2a=2
f 2 CLIE= ~ B B>-®LE~-==%- 2 £« -33¢=-28«82=j~®82~2=-p28¥| 2=~
~=20@t=~=C=j £« £°=p2~2£i- 3 aCE°=«~°"OCE2=QR° £ 84¥2LKoER 2 8§«
-a=2 ) £=°£f£~3=fj-a-«-=¢C3£=2-=@R-2£-28§~22. %! ~°@=j°£¢82 =

||'C

1
NN

N2 =-0=PNE~O=b3 ° - ®F ~ +~=2£30. 0=8§ B3| £ H =&2~4j = =~ B -2 P © =08F~
- ¥=Db3°-@®E~-=£008( 8L | =~=£8¥AL£=CE£R®- £§2 =¥3 ~°.

[o |
I th
Noth

th 1
J

+

mb=RRUKTTU PU



QE+2 §-¥£L [ £=°BE§2-§O§-¥=r 8§ - -

gl £=j - £=-0{=Rf+3 « §¥=~=+-" £° £8Y¥&ELLE+ 2 & 4IR BREEE=t= FLIOL-K § -
MKBR-o=damK=b+x2~ 28+ §-¥=~=p8§-¥2£=-af£®-+8§2=d3%3~°~-2££F=
ma §¥! 2=_ =2 £=° f§AAFJEK = =- «- = - =NS

P! A% = ~=08§-~-| §~FE+ 2 8§£§4HR2EPPEHLF2C¢C=~«-352EGL =~ - 32

§KEKBEaMKeQVdamK=p§«g§2a~°a. | =2! £=28«®~j2=-0=(8PF8+§R=~32np2._
PE-H¥ER®- £8§2 =d2% ~° §x=HE2FP RECLERIKS ° - ®RE~-=2 £

mb=RRUKTTU PV



T - +2=H82k®E=0£®- °?2

6. Enhanced budgetary coordination
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7. Reducing the effects of a new crisis
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8. Conclusion
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This ‘Cost of Non-Europe Report’ examines the robustness of the
Banking Union framework under various stress scenarios and
identifies the cost of the lack of further European action in this field.

The study suggests that the potential gains from a deepened
Economic and Monetary Union would be substantial, should a new
financial and/or sovereign crisis materialise. It comes to the
conclusion that the currently proposed regulatory framework for
Banking Union is not sufficient in terms of reserves and resources to
fully mitigate the systemic impact of a new crisis. The report
notably shows that, even if the Banking Union architecture
foreseen for 2023 were already in place today, bailouts would still
be needed at the expense of the European taxpayer, in order to
withstand shocks, of a size comparable to that of 2007-2009.

The costs at the euro-area level of a medium-sized financial shock
are estimated to amount to a cumulated loss of 1 trillion euro in
GDP (about -9.4% of GDP), job losses of 1.91 million and an increase
of 51.4 billion euro in government debt. Assuming that such a
shock occurs every ten years on average, the annualised costs
would potentially amount to around 100 billion euro in output loss
and 0.19 million job losses per annum.

Actions at EU level could significantly reduce the likelihood of
financial shocks materialising and of their impact on the real
economy. This ‘Cost of Non-Europe’ report points to shortcomings
in the current Banking Union architecture and identifies policy
options to address them.
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