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IN THE CHAIR: ROBERTO GUALTIERI

Chair of the Committee on Economic and Monetary Affairs

(The hearing opened at 15.03)
1-003-0000
Chair. – Colleagues, welcome to this first meeting of the Committee for
Economic Affairs (ECON) of this term – after, of course, the constitutive
one.

Let me first adopt the agenda, if there are no objections. Thank you.

Then I have one short announcement about the linguistic profile of ECON.
As you know, the code of conduct on multilingualism is the set of rules
which govern interpretation and translation facilities in the Parliament.
One of the requirements is that our committee, like all other committees,
is obliged to draw up at its constitution and keep updated an interpretation
language profile based on the real needs of the Members. Management of
the profile is the responsibility of the Secretariat, in agreement with the
Chair, in line with the requirements the Secretariat has forwarded to the
administration profiles with 12, 16, 20 and 23 languages. When meeting
rooms are assigned for committee meetings, the interpretation facilities
provided would, generally speaking, correspond to the number of
interpretation booths available in the room.

I wish to reassure Members that ECON, as one of the bigger committees, is
well served in terms of rooms and interpretation facilities. However, at
times a reduced number of languages will be unavoidable, for example for
extraordinary meetings in Strasbourg and Brussels. So the Secretariat will
continue to monitor the profiles and adapt them if and when necessary. But
today we are at our full capacity, right? Hopefully.

So let’s move now to point 3 of the agenda. I would like to welcome Elke
König, the Chairperson of the Single Resolution Board (SRB), to this first
hearing in the new term. The public hearing is organised in the framework
of the regulation establishing the Single Resolution Mechanism (SRM) and
of the agreement between the Parliament and SRB on the practical
modalities of the exercise of democratic accountability.

Madam König last appeared in ECON on 2 April this year. Today she’s
presenting the SRB’s annual report for 2018. The report focuses on
resolution plans for banks under the SRB’s remit, the current resolution
framework, crisis management measures and the Single Resolution Fund.
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Of course I’m sure Members will not miss the opportunity also to address
other topics connected to, more generally, our banking system, banking
union and the responsibilities of the SRB. So I’m sure it will be a very lively
and interesting exchange of views.

Madam König, please, you have the floor.
1-004-0000
Elke König, Chair of the Single Resolution Board. – Thank you Chair,
honourable Members, ladies and gentlemen, thank you first and foremost
for the invitation. I’m deeply flattered to be here for your first real
Committee for Economic Affairs (ECON) meeting.

No, but I’ll try to be brief – and congratulations, Mr Chair, for your
reappointment to this role.

I will look forward really to working with you in this coming mandate
because we take accountability, transparency very seriously, and for me
you are also on the ambassadors of a work which is quite unique and needs
explanation in your constituencies.

Let me try to start with an overview of what we are doing – I’ll keep it very
short. Then I’d like to give a brief synopsis of some of the areas where we
have made progress, or where we are, which we are working on, and then
to finish I will actually take the opportunity to look at bit forward on files
that I think are a key priority and also key challenges for us, but also I think
broader for you, for Council, in this next term. And I will definitely referred
to our annual report, which I’m pretty sure you all have read and know by
heart, so as not to have to go into detail.

First word on us. I think the creation of the Banking Union (and we should
always keep that in mind) was a cornerstone of the EU response to the
crash of 2008. The Banking Union was designed with three pillars, the first
being the Single Supervisory Mechanism in Frankfurt; the second one, the
Single Resolution Mechanism with the Single Resolution Board; and the
third is still under construction, because that was a common scheme to
protect deposits of the European system, harmonised across the continent.

The SRB is based on – and this is already one of the first parts where we
have to work in future – we are based on the Bank Recovery and Resolution
Directive (BRRD) and the Single Resolution Mechanism Regulation (SRMR)
(the two legal frameworks), and while we were starting to get our arms
around and implementing BRRD and SRMR, at the same time you, the
Council and the Commission have already worked on a new banking
package, which came into play at the end of last year and which we now
will have to implement.

I’ll come back to our work in a moment, but first I think I would say
something which has become more and more a topic which I think is
misunderstood.
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The idea of resolution is, to put it simply, to ensure that a bank that runs
into trouble can be dealt with efficiently, having the smallest possible
impact on the taxpayer. In other words: no more bailouts, and at the same
time trying to really limit the amount of damage to the wider economy that
a resolution could cause.

Most banks (and we have roughly 3 000 of them) will fall under normal
national insolvency procedures. They are small; they have limited critical
function; their impact on financial stability is limited; and they will fall
under normal national insolvency procedures in the same manner as any
other failing business would do. However, for what we call ‘systemically
important’ banks, whose failure would have a ripple effect on the rest of
the economy, we have this new concept of resolution. It’s the exception,
not the rule, and it’s not – and I think this is extremely important – it’s not
some kind of panacea that takes away all the damage inherent in a failing
bank. A failing bank is a bank that’s produced losses that need to be
allocated, but they should be allocated to equity- and bond-holders in
principle, and not to the general public.

So this is, I think, what we do, and to be fair, I think in the resolution of
Banco Popular two years ago, we’ve shown that this framework is, in
principle, working. We successfully dealt in 2017 with this first resolution
case. We protected the Spanish taxpayer and ensured stability in the
system.

In summer last year – and just before you ask: ‘Is this finalised?’, no,
because after the resolution weekend comes all the consideration of: ‘Was
this a resolution that was fair, so was no creditor worse off than in
insolvency?’, and for this part, the public hearing is still ongoing. We are
analysing all the comments we got in the hearing, and we hope to be able
to give an answer to this last leg by the end of this year at the latest or
early next year. The sooner the better, but quality comes first.

Second (and now I’m closing the file for Banco Popular, just to ensure this),
we have achieved and we are building up the Single Resolution Fund, which
is funded by the industry. We have now built up the fund for four years;
we have roughly 33 billion in this fund, and we are on target to reach one
percent of covered deposits by 2023, which would then be somewhere in
the vicinity of (perhaps even a bit beyond) 60 billion.

The last topic to look at that we have worked on: we have developed now
resolution plans for all the banking groups under our remit, and we
continue to work to strengthen and update those plans to ensure that banks
become truly or are truly resolvable. For some of you that want to do the
maths, we have worked on 109 plans for banking groups. Now we have 127
banks or banking groups under our remit, but it’s only 111 groups. In some
cases we have double counting, so a bank is under our remit, but it’s
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basically a subsidiary of a banking group. So if you look really at the
banking groups, it’s 111 for the moment.

More generally, now that the framework for the SRB is broadly in place,
we are moving from policy development to action and implementation.
We’ve worked with the industry and the national authorities putting in
place these policies, developing guidance documents to operationalise the
resolution framework, and in the end (and this is what you find in the
report too) it is for the banks to make themselves resolvable. We are the
ones that put out expectations or requirements, give deadlines and
measures, and only if this is not successful, then you get into an
infringement procedure. It’s not for us to design how the bank exactly
should look like, how the bank should work, but to make this a process.

MREL (Minimum Requirement for Own Funds and Eligible Liabilities) is
probably the best known condition to make banks resolvable. Our policy
ensures that banks should have sufficient funds to absorb losses and to be
recapitalised, but it’s not the only requirement. We are closing the gap step
by step, but we still have a transition period needed.

Other obstacles to resolution, just to name them briefly: group structure
and operations are probably a constant topic – some groups are so complex
and have so many units that you just need to work on how to make them
more resolvable; efficient, well-connected IT systems – it’s an evergreen in
banking – more needs to happen; we need to get even more outspoken;
operational continuity – I think here a lot has happened in at least having
the needed basis for this, so we are indeed making progress in, at least as
a first starting point, to get the needed transparency; and governance,
communication.

I could go on – it’s partially in the report, and I’m pretty sure you will ask.
We have worked, and we are working – and this will be the model going
forward – on giving each and every banking group very tailored guidance
requirements and work programmes. We did it in 2018 and 2019 and we
will do so going forward. We are currently, at the same time, working on a
document which we will put on our website, which we call a bit – yes, I
need to accelerate, sorry – which we call our expectation towards banks,
so that there is a uniform understanding for all banking groups: what does
it mean to be resolvable? Where do they need to work?

So all of this is going on. But this I would call our normal day-to-day work.
We have also to improve the framework going forward. I think, first and
foremost, one topic is that we need to complete the capital market union:
move it from a concept to reality, and (this is a very selfish wish) banks
need to issue MREL. They should do it in a deep and liquid European capital
market and not have to take recourse to the donor market or other markets
to be able to fund their MREL.
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Secondly, we need to improve implementation of the risk reduction
package. Some parts of the banking package are definitely a way forward
– better quality and quantity of MREL – but it’s also a highly complex
system, and only the next months will show that we all understand the
same and that we really can implement it step by step.

Last but not least (and we need to consider that the third pillar of the
banking union has to become a reality), reducing or ending the divergence
of national insolvency laws is important, at least having a harmonised
administrative procedure for banks going into insolvency, i.e. liquidation,
and within this context, let me try to think a bit bigger. We could definitely
have taken a very close look at the US model of the Federal Deposit
Insurance Corporation (FDIC). Perhaps we will end up at some point with
a European FDIC. I think this would be a logical next step.

And last but not least (not for you so much, but I think for all of us),
liquidity in resolution is an area which we have talked about beforehand.
It’s a key gap in our framework, and here we still lack a very decisive
answer. I’m sticking to my old argument: we can only find it in concerted
action between Member States and also central banks as the provider of
liquidity as a last resort.

And just to end my wish list, Central Counterparties (CCPs) – not all of you
will be very familiar – were on the agenda in the last term, they are
essential – counterparties still have to be on the agenda. This file should
not be forgotten.

And with that, I’ve dreadfully taken too much time, but I will stop here and
I’m looking forward to questions.
1-005-0000
Chair. – Thank you very much for your very broad presentation – very
interesting, all you said: resolution for the many – the problem that we
have – we have the many, and we have to find something for them, because
indeed, the idea that atomistic liquidation can be a solution which does not
have costs is, I think, wrong. So this is a really an area where we have to,
I think, recognise that we have a gap, a loophole in our recovery resolution
framework, and it’s very important that we also use this opportunity of
this dialogue to reflect about this.

Let’s start with our speakers, and the first speaker for the EPP group is
Markus Ferber.

I would like to inform Members that our format is five-minute slots (so
question and answer), and if time allows, a follow-up, but only if we stick
to the five-minute slot. Please, Markus.
1-006-0000
Markus Ferber (PPE). – Chair, Ms König, it’s good to have you back with
us. I would like to welcome you, on behalf of the PPE Group, to the new
Parliament, and I look forward to working with you – although I’m not
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always sure if this is something people should look forward to. We’re
always glad when you have nothing to do, as that means there are no banks
which need winding up. But that must still be done somewhere.
I would like to talk about the special report on the work of the SRB, which
was published 18 months ago by the Court of Auditors and which raised a
good number of key points. These included understaffing in your
department and insufficient data-transmission by commercial banks, the
national supervisory authorities and the SRB. The outcome was accusations
that you (the SRB) performed inadequately when it came to working in key
core areas such as strategic business analysis, credibility assessment, the
feasibility of liquidation and resolvability. The Court of Auditors
complained in particular that not all banks had been provided with full
resolution plans and an analysis of the factors preventing orderly
resolution. This, however, is a core task of the Single Resolution Board. One
and a half years have passed, and I mentioned a whole raft of points. What
have you been able to do since then?
1-007-0000
Elke König, Chair of the Single Resolution Board. – Let me try to be fast in
my answer. Staffing the Court came in late 2016. We were hardly out of
our infancy at that point in time; we have since more than doubled our
staff. We have a target of staffing of 400; we are for the time being at 345,
and we have just discussed that we are – now that we have a new reserve
list for staff – trying to really reach 400 at the end of this year. So staffing
is an issue, but there’s also turnover in staffing.

Data: I think this, since 2016, has tremendously improved. The data coming
from the ECB, data coming from national authorities – you always keep
some wishes, but this, I think, is a seamless and very good cooperation.

Full resolution plans is a bit what I referred to at the beginning: you always
have a wish list of what comes next, and clearly, when the Court came, we
did not have full resolution plans. We were proud at that time that we had
the first round of plans in place. Since then we have deepened those plans.
We have now dedicated sessions on resolvability, but resolvability is a
journey. You have ideas and you need to work on them step by step.

So I think we have done quite a lot, and I can already tell you – not too
much to my liking – but the Court is back for the next performance audit
two years later. So I hope that the next report will also show progress.

I’ve never envisaged such a dense, short period of audit reports, but that’s
something else.
1-008-0000
Markus Ferber (PPE). – I have time, Chair!

The question I am most interested in – you mentioned it in a very general
way in your introduction – is this: Are there now resolution plans for all
the relevant institutions or are there still some gaps?
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1-009-0000
Elke König, Chair of the Single Resolution Board. – There are two or three
groups which are in deep restructuring and for which we have postponed
our decision to some extent, but basically for all groups there are plans.
Would I turn this in they are all resolvable without any – it’s a walk in the
park? No. Some of them still have to build up their MREL; there needs to
be more work on implementation of prudential decisions. But I think it’s
all going forward.
1-010-0000
Jonás Fernández (S&D). – Ms König, first of all, I would like to welcome
you and thank you for your work, which we hope will continue to be fruitful
over the next few years.

I would also like to ask you two questions.

I will not belabour the point that we need to complete the banking union –
you alluded to this when discussing the deposit insurance that this
Parliament is likely to adopt in the coming months – but I would like to ask
you about the reform of the European Stability Mechanism, because the
issue of liquidity capacity, a liquidity facility of last resort in cases of
resolution, has not been completely resolved, and I would like to know your
opinion on the discussions ongoing in the Council.

Secondly, as you know, the European Banking Authority has been
instructed to draft a position on the possibility of deducting software
investments from capital.

To what extent do you consider that the software of banking institutions
can have a positive net value in cases of resolution and can therefore
benefit from a beneficial accounting treatment?
1-011-0000
Elke König, Chair of the Single Resolution Board. – Let me try to answer
the first question. The discussion about the reform of the ESM Treaty is a
discussion we are just following. We are not party to this. We have no say.
We are engaged and have given our contributions towards the ESM as the
provider of the backstop. Member States for the time being are very
reluctant to make the ESM a provider of liquidity. We can have our views,
but as we are not a party to the ESM, this is where our views then end.

The second question is a very detailed question. We have so far, for
resolution planning, always built on the prudential definition of capital,
because we have said in resolution that when you have to recapitalise, well
you have to recapitalise to the prudential definition. Do some assets count
for an asset that you can materialise and sell in resolution? Here we are
fairly careful, because we need to get a bridge between recovery
consideration, which is not so much software because you basically need
it, so to sell it is very difficult, but for example, for subsidiaries, can you
materialise them? Can you sell them in resolution if you do not use this in
the recovery phase, can we use it in resolution? But we are basically
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starting from the prudential definition, and I’m aware of the debate. But
that’s for the supervisor.
1-012-0000
Chair. – I think one point is important, and Members should be aware of
it. As you mentioned – you referred to the ESM and the backstop – as far as
I understand in the draft amended Treaty, it was agreed by the Euro group;
there is also a provision which makes the effectiveness of the backstop
contingent to the non-modification of permanence of the legal framework
for bank resolution which, on one hand, of course, as a general principle,
is totally correct but should not and cannot be interpreted in a kind of legal
limitation to the prerogatives of co-legislator under the ordinary legislative
procedure to, if necessary, modify this framework, because otherwise you
would make a unanimity constraint towards an ordinary legislative
procedure mechanism. Of course, that’s different to point out that
politically, it’s important that there is a balance between, let’s say, risk
sharing and risk reduction. But, of course, it has to be very carefully
defined in legal terms, and we will be very much engaged into
understanding exactly the point and, if necessary, make the prerogative of
Parliament being heard.
1-013-0000
Luis Garicano (Renew). – I wanted to ask you about liquidity after
resolution, which I think is the most dangerous vacuum that is still there
in the system in terms of a potential panic. I wanted to go back to
June 2017. You said Banco Popular was a success, but we know that the
bank was one hour away from opening its doors when the final decision by
Santander to buy it for one euro was taken. I cannot even imagine what
would have happened if Santander in the last moment had said, well, we
actually don’t want to take it. We probably would have seen a chicken game
between the ECB, the countries – it’s hard to imagine how that actually
would have played out.

So my question is, if you move forward two years later – if this was a
Wednesday in June or July – and there was some medium or large-sized
entity with that kind of importance – EUR 140 billion or a similar quantity
– are we any further along the path in terms of avoiding a potential panic
like that? And if not, would we expect something potentially similar in
which, if things don’t get resolved in the last second, we basically don’t
have a tool to provide liquidity? If so, what would be your forecast of what
would happen? What would you do, and what would we need to do right
now to avoid that?
1-014-0000
Elke König, Chair of the Single Resolution Board. – We have one tool now
in place all over the Banking Union and, actually, all over Europe, and that’s
called the moratorium, to buy us two days’ time. Is that enough? No. It
helps because, in the case of Banco Popular, there was no moratorium tool
in Spain, so we had to find a solution to be able to reopen on Wednesday.
But this is now in place. It’s a two-day moratorium. We had asked for five.
Two is more than zero, so I think this is one step.
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The second part is clearly, since then we have been discussing that we have,
I think all of us – FSB, Europe – always worked under the assumption that
you recapitalise the bank and then liquidity is there. But unfortunately,
liquidity does come immediately on Monday morning. Let’s hope that we
never have to do it again on a Tuesday. But we have constantly said that
we need a solution for liquidity in resolution. We have offered one solution
which would build on, basically, a first-loss guarantee of the Single
Resolution Board (SRB) and then additional steps. But in the end, to get
liquidity, the largest amount, fast and convincing enough, has to come from
central banks, and the challenge is now to ensure that the Central Bank will
never give you un-collateralised liquidity. And collateral from the bank is
in short supply.

There are various models. I’m always an optimist, otherwise I would have
never moved to this job. I hope that we will find a solution if we all consider
that we need to have something. The UK has put something in place, but it
comes, if need be, with a guarantee of the UK Treasury. The US has
something in place which has an inherent guarantee of the US Treasury.
But we are not alone: some others are still working on this. As I said before,
if need be, I’m pretty sure we will find a solution. I don’t want to build on
the moratorium, but it helps to give you at least a day’s time to sort it out.
1-015-0000
Luis Garicano (Renew). – I think I have a few seconds, and that’s enough.
The other thing I wanted to ask you, if we have a little bit of time, is about
the symmetry in the resolution (liquidation), and the problem that
happened in 2017, with the Italian banks a little bit later. Would you say
there is sufficient legal certainty as to what would happen on a case-by-
case basis – which banks would be considered sufficiently important to go?
What is the criterion? I don’t know if we really know that.
1-016-0000
Elke König, Chair of the Single Resolution Board. – We have recently (I hope
at least) put on our website, or we are in the coming days putting on our
website – I haven’t checked, I’ve signed it off – a paper on what is meant
by public interest assessment. What are we looking in? He’s nodding, so
it’s on the website. I think this is basically trying to somehow explain this
framework.

The second step, then, was what I mentioned before: when you talk about
liquidation – national insolvency procedures – we talk about 19 different
ones. So this is the next step to consider. It should be one European
framework, hopefully, for bank liquidation.
1-017-0000
Chair. – And hopefully a good one.
1-018-0000
Elke König, Chair of the Single Resolution Board. – Of course.
1-019-0000
Chair. – I hope we won’t use the two days of moratorium, if we have a
crisis, to do the negotiation and find a solution on the liquidity that we
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might better do in advance. I hope that we will not say: okay, let’s just in
an emergency case find an emergency solution. Here, honestly, it’s
impossible to avoid a risk-sharing solution, unless you want to deny the
fact that you might, on the contrary, go on and make more difficult the
bank-sovereign loop. So, one of the two you cannot have. But, okay, let’s
see.
1-020-0000
Sven Giegold (Verts/ALE). – First, welcome back from the Greens as well,
Madam König,  and I would like, with the first question, to follow up on the
question of Markus Ferber concerning the state of the resolution plans. In
particular, the European Court of Auditors not only criticised whether they
were resolution plans but also the fact that, in the resolution planning
process, they are so far lacking clear declarations whether the banks are
resolvable. Could you therefore inform us whether you could now – and for
how many banks – note in your documentation that the banks are actually
resolvable?

And second, could you commit to send us more detailed information on the
state of the resolution planning, including the impediments which you have
you have got rid of because of your resolution planning in your process?

And secondly, I have a quick question as a follow up to your annual report.
You note that, concerning the fund, your performance – your investment
success – is a bit doubtful. When it comes to the securities, you achieved -
0.16% of return, and when it came to your cash investment it came to -
0.4%, which is obviously because of the ECB rate. Are you happy with the
success of your investment? Would you ask someone like yourself to invest
like this? What do you consider to improve your investment success?

Ms König, you look not very happy about that question.
1-021-0000
Elke König, Chair of the Single Resolution Board. – I think no one for the
time being who has to invest money and has to invest it like us in a way
that we can easily liquidate it so that we can fast turn it into liquidity, is
happy. We are contributing to monetary policy in paying 0.4% on the
amounts we hold in cash accounts with central banks, and we were very
much discussing with our plenary, which is engaged or has also a role in
our investment strategy, about when is the right point to invest. When you
look at some of the safe assets, -0.4 looks already fine. So we are carefully
trying to invest to keep the balance. We have a very restricted portfolio –
and by the way, we’ve outsourced it; we are now trying to find a second
outsourcing partner, which will be all central banks, for this. So can we be
happy with the performance? I think this we share with everyone here in
the room who tries to invest money and to stay liquid. I’m not very happy,
but I think the team has done a good job.

On your first question: the state of resolution plans. We have not ended any
of the resolution plans with a clean smiley and saying this bank is perfectly
resolvable. I’ll try to explain it a bit. We are in the stage of building up
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MREL, so that component for some banks we would say: job done, the MREL
is there. But you now still need to work on whether you really have a
playbook – how would you implement it? How would the national authority
implement the decision afterwards? So there is still work to be done.
Other parts of this – be it operational continuity; be it the definition: what
are really the critical functions? – are step-by-step work in progress? I
think we’ve made good progress in some areas; it’s a bit slower in others,
and I build very much on publishing these – we call it expectations to banks
– to make sure that everyone knows this is the yardstick, and we measure
you and we give you a clear annual timeline to achieve it.

But you asked if we are willing to send you more on this when you send a
question in. We will be happy to try to answer it as best we can, with some
meat on different features of resolvability.
1-022-0000
Gunnar Beck (ID). – Chair, At the beginning of the year you challenged
concerns that Brexit would pose a direct threat to financial stability. At the
end of March you made it clear that this did not, of course, necessarily
exclude short- and medium-term unrest and price fluctuations. If I
remember rightly, you spoke about this at the time when the European
Council agreed to an extension of the withdrawal negotiations under
Article 50 and before Theresa May stepped down.

I would like to ask two questions about this: Your original statement that
Brexit does not pose a direct risk to financial stability contradicts what
Vice-President Valdis Dombrovskis said on 2 April and ECB President
Draghi’s remarks of 10 April. Both talked about the potentially devastating
impact of a liquidity crisis in connection with Brexit, one which now
requires the ECB and the Bank of England to extend their QE programmes.

I would like to ask you to explain the differences between these
evaluations. Or were Commissioner Dombrovskis and Mario Draghi
perhaps simply looking for an excuse for more QE?

And my second question: Have you changed your assessment of the risks
posed by Brexit to financial stability in the light of the latest developments
in the UK? I’m thinking of the postponement of Brexit to 31 October (or
even beyond), the resignation of Theresa May and the likely succession of
Boris Johnson as Prime Minister.

1-023-0000
Elke König, Chair of the Single Resolution Board. – Let me try to answer
your question briefly. My comment was related to the work we have had to
do to make sure that banks are resolvable and what a Brexit could mean
for bank resolvability. So we were already going out mid-end last year, I
think in the third quarter or fourth quarter, to say we will have to warn
banks that, when they have issued bonds under English law (and a lot of
them have done), that these, depending on how the outcome of all the
Brexit negotiation is, might no longer qualify as an MREL instrument.
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The second, then, was – and there we worked very closely with the
supervisor to see – when banks have to relocate the EU business into the
EU, what is our expectation from a resolvability perspective for them to set
up? So, please, no letter box and everything gets back-to-back transferred
and the like. This we’ve put on our website, and being asked whether we
think from this perspective we are well prepared, I’ve said, well, I think
we are probably as well-prepared as we can be. It’s not a secret that,
clearly, with the postponement of Brexit, some of the activities banks had
scheduled have a bit slowed down. So my message today to banks is: there
is no reason to postpone. Get prepared. Be organised. And the conclusion,
to which I stick – that I don’t see any imminent risk here – is correct, but
it was always combined with a second sentence.

I think the second-round effects from the economic slowdown that a Brexit
will cause is something to watch and to keep an eye on. But the financial
market will not be the trigger; it might be that it is a second-round effect
on this. This was all I said, and I cannot interpret what either Vice-
President Valdis Dombrovskis or the President of the ECB have said and
what they had in mind or didn’t have in mind.
1-024-0000
Derk Jan Eppink (ECR). – I’ve got one question to Ms König, and it
concerns the Deutsche Bank, today launching a last-ditch attempt to get out
of a long-lasting crisis, in fact, after grand aspirations called Project Cairo
(why it’s called Cairo I don’t know). My question is: when do you get
involved in these sorts of problems? Is it in the process of a crisis or a
looming crisis or just at the moment of insolvency?

And then the second question would be: when a bank of this size gets into
failing, what can you do and what are you prepared to do? Because your
fund is only EUR 33 billion.
1-025-0000
Elke König, Chair of the Single Resolution Board. – As is the common rule,
I will never comment on any individual institution. But let me perhaps
state: Deutsche Bank, being a globally systemically-important bank, is one
of the banks for which we do resolution planning, and I would build a bit
on what Markus Ferber said: I hope that we don’t have to resolve too many
banks under our remit, because I hope that solid planning makes sure that
they sort out their problems themselves.

There is a resolution plan, of course, for Deutsche Bank. There are MREL
requirements and the like, and I would leave it there. If a bank under our
remit is failing, we have a variety of tools. We used sale of business in the
case of Banco Popular. We were lucky: there was a buyer whom we could
approach, so it was sale of business in this case. The alternative, and
always a bit the base scenario, is that in this case we would clean up losses
and then recapitalise by turning MREL into capital.
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So that’s what we call in our terminology or jargon: open bank bail-in. And
these are basically the options. There are some more, but therefore it’s
actually proven MREL is very important because it’s giving you optionality
in terms of what you can do.
1-026-0000
Martin Schirdewan (GUE/NGL). – Chair, Many thanks, Ms König. Many
thanks for coming here today and telling us about the state of play of the
SRB’s work and the annual report.

You mentioned – and here I’m also referring to your annual report, which
some of the supplementary questions also had in mind – that
implementation of the resolution tools was undertaken very hesitantly in
the case of some banks, particularly large ones. I would like to know your
assessment of the situation, why this is the case, and whether this might
have an impact on the stability of the banking sector now, ten years after
the financial crisis. I agree completely with your aim of avoiding any more
bailouts, which you mentioned earlier. But I don’t know if we’ve really
reached this stage yet.

And I have another question, also concerning your annual report: You say
it is up to the banks themselves to make themselves resolvable, yet you
stated earlier that this is made difficult by the complexity of some banking
groups. So at this point I would ask you the following: Should the SRB not
take a more robust stance in order to remove these obstacles – this
complexity – so that resolution will be possible?

And a third, very short question, which has also been addressed: You have
not yet got all the staff that you wanted to recruit. Why is this? Why is the
recruitment process dragging on? Surely it would make sense to work with
a full complement of staff so that the banking sector could be stabilised,
which is in all of our interests.
1-027-0000
Elke König, Chair of the Single Resolution Board. – Let me start with your
last question, staffing. We have to face the fact that we are in a competitive
market. I’ve said in the previous cycle we were lucky to get a broad
diversity of staff – people from the banking side, people from the
supervisory side and the regulatory side – on board, but it takes time, it’s
a fairly lengthy process.

Unfortunately, this year we lost a competition with another institution
here in Brussels called the Commission, who were looking for staff.
Obviously, unfortunately, my staff was so good that they extended a lot of
offers to them and they choose the Commission and not us, so we are re-
filling now. I’ve said internally that I would have been as unhappy if they
hadn’t chosen our staff because I think we have excellent staff. But it’s just
cumbersome. It’s a process to go on.

Second, your question about our role. I think I’m slightly misunderstood
here. When I said it’s for the banks to make themselves resolvable, we are
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not ambitious, but I believe that to point at a topic and to say this structure
is so complex that it will not work. The answer – how to make it work –
should first come from the bank and then we assess whether this is an
answer that works or not. We are not their consultant to work in their
structure. so it doesn’t mean there is not a clear guidance, but
implementation, talk about data, it’s very easy to say ‘your IT system needs
to get faster’, ‘data need to be there at the press of a button’. But it’s for
the bank to make it happen. It’s for us to say, why doesn’t it happen yet,
and then to take action.

Last but not least, implementation of our measures. I don’t think that we
are, what you call ‘zögerlich’ – I can’t translate it into English – ‘hesitant’
there, but we are trying to be mindful, or as you could put it, we also want
to avoid triggering a crisis that we are paid to prevent. So you can talk very
fast about ‘this needs to be happening in six months’, ‘this needs to be
happening in nine months’. But let’s also be realistic that the bank needs
the time to implement it, which holds – by the way – true for the MREL
target in particular.
1-028-0000
Lídia Pereira (PPE). – Thank you, Ms König, for being present today. I have
just a few questions regarding what you said, that we need to aim for the
completion of the capital markets union as well as the banking union. We
are witnessing currently a slowdown in the economy and we still face
several problems concerning public debt, namely in countries for example
like Italy or Portugal – to which the European Central Bank, the European
Commission and also the IMF have already issued alerts about the exposure
of these countries – and especially of banks, to the public debt of these
countries. I would like to understand what is your opinion on that because
it also links to the resolvability of the banks as a whole.
1-029-0000
Elke König, Chair of the Single Resolution Board. – I always try to stick to
my turf, and public debt is normally not my turf, but let me try to be clear.
We have seen a couple of very good years. We are still seeing good
development in Europe and I think this means in particular also for the
banks to get their roof waterproof for bad times. This means that we need
– and I wholeheartedly endorse the activities of the SSM – to clean up NPLs
and the like, to make sure that if times get more difficult that there is a
clean start to this, so there’s nothing wrong.
1-030-0000
Billy Kelleher (Renew). – Thank you, Ms König, just two issues. As a
person who served in government in Ireland during the financial crisis,
when you mention bailouts, bond holders, capital markets and liquidity, it
sends shivers down my spine. But two questions.

Firstly, what early warning systems have you in place when a bank runs
into liquidity problems, because if you look at it very quickly, liquidity
becomes a capital problem as well if you don’t have much time to sort it
out? So, from that perspective, if a bank is systemically important, what
mechanisms have you in place to identify that before you’re knocking at
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their door in the morning or they’re knocking at your door late at night or,
more worryingly, knocking at a national government’s door late at night to
see can they address an issue, as happened in Ireland and elsewhere across
the eurozone in 2010?

The other issue then, the ECB has prudential oversight of the currency of
the eurozone, but within that I am sometimes concerned that, regarding
the prudential obligations, they are also very slow to address issues within
banks, primarily profit-taking from customers. I’m just wondering, have
you any view on that, in view of the fact that there is quite a disparity
across the eurozone with interest rates for mortgage holders and for small
and medium-sized businesses, in other words access to lending? And have
you any view on that since I am always suspicious that if banks are slightly
impaired, they address the balance sheet by taking profits from mortgage
holders and small and medium-sized businesses rather than elsewhere?
1-031-0000
Elke König, Chair of the Single Resolution Board. – On the latter one, I think
it’s clearly a question for the SSM and not for us. So I would refrain from
commenting on this.

The early warning system is in existence. I have to confess that, indeed,
liquidity crises can evolve very fast, in a number of cases it’s just a liquidity
crisis triggered by an underlying solvency crisis, but it can also have
different reasons. The early warning system in place is a combination of
the early warning system the SSM is using, so we have full alignment with
the SSM for any banks escalating on their ladder. We are working together
there and clearly also our teams are monitoring the banks.

Will we never ever be caught by surprise? Probably that’s unrealistic but I
think we have used, together was the SSM, the necessary precaution to be
able to monitor the system sufficiently to, hopefully, always have an early
warning before we go into the crisis.
1-032-0000
Billy Kelleher (Renew). – Yes, but just briefly, in the context of banks who
have impaired balance sheets, if we are to talk about a single market, if
we’re talking about a banking union and if we are to make sure that the
institutions of the European Union work for citizens, you would have to
assume that there should be more competition in countries where there
isn’t.

As Mario Draghi said, Ireland operates almost in a quasi-monopoly in terms
of banking. So, when you talk about banking unions, it doesn’t have much
impact on citizens if they can’t access the credit rates that they can access
in France or Belgium or Germany or Portugal. So, are there any disciplinary
measures that can be brought to banks that are not involved in normal
procedures that an open market, a single market, should be offering to
citizens?
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1-033-0000
Elke König, Chair of the Single Resolution Board. – This is a very broad
question. I think it’s going into the question to ask: do we see cross-border
activities or are banking markets still fairly local? I think they are to a large
extent fairly local markets, but it’s not a question for the resolution
authority. For us as the safeguard, I would say we are just there to ensure
that if one of them fails you have a real answer: how to protect the taxpayer
and how to protect the depositors from the impact of this.

But I agree with you there are broader questions but they are probably
more a combination of questions of capital market union, a question of
supervision, and perhaps behaviour and habits.
1-034-0000
Aurore Lalucq (S&D). – Good morning Ms König, thank you very much for
being here with us this afternoon.

As has been mentioned, Deutsche Bank has been all over the financial news
in recent days, and Deutsche Bank plays a key role in all aspects of shadow
banking and the parallel banking system. And it is not alone in doing so.
But the 2008 financial crisis has made us well aware of the consequences
of shadow banking, both on the quantity and quality of loans issued.

We know that finding out what was really happening in this parallel
banking system has been no easy task, and it has been for regulators too.

The Financial Stability Board estimates that activity in the area was worth
a total of USD 52 billion in 2007, and this figure is constantly increasing,
particularly in Europe. Ultimately, this is a banking system that creates
money without the safeguards that apply to banks, which create money in
the normal manner. So we have a problem in terms of opacity,
interconnection, liquidity risk and, ultimately, systemic risk generated by
this parallel banking system.

My question is thus: can you do your duty properly without having access
to this vast swathe of the banking system? There is a banking package; do
we not also need a non-bank package so that you can do your job properly
in this area? How do you tackle this opacity, particularly in respect of
resolution plans? And for you to carry out your mission successfully would
it not be necessary for the Commission to come up with a legislative
proposal on regulating the parallel banking system?
1-035-0000
Elke König, Chair of the Single Resolution Board. – Having worked on
shadow banking in my former capacity, and also being part of some
working groups of the Financial Stability Board (FSB), I’ve always been
very much wondering ... there’s a very simple answer. If it’s the same risk,
the same rules should apply. So, this is clearly a topic, but it’s definitely
not a topic for the Single Resolution Board.



22-07-2019 17

Where we are looking is in interconnectedness of markers, and there you
could probably consider the one or the other risk from this side if there are
guarantees for liquidity or the like. But the main point for
interconnectedness is not, for the time being, shadow banking. It is – as I
very briefly mentioned – central counterparties where the largest bank of
the Eurozone, Europe, or the largest bank worldwide, are the main clearing
members, so if one of them fails you will get a knock-on effect in this
system. This Parliament had started deliberations on a ruling – the FSB had
too – and I would think it’s something that should not be forgotten.
1-036-0000
Markus Ferber (PPE). – Chair, The banking package has meant the
introduction of new disclosure requirements in terms of TLAC and MREL
quotas. However, no such requirements are imposed on resolution plans,
so that investors are in the dark about banks’ resolvability. On the other
hand, too much transparency in this matter can place weaker institutions
in a difficult position.

In the US there are far-reaching disclosure requirements which go beyond
some thresholds with regard to certain aspects of resolvability. The
Financial Stability Board recently launched a consultation on precisely this
issue. I would be very grateful if you could give me an assessment of this.

Do you think there are more advantages or more disadvantages in
transparency when drawing up resolution plans? And what aspects of
resolution plans do you think are suitable for publication, and which are
not?
1-037-0000
Elke König, Chair of the Single Resolution Board. – Markus, I fully agree
that we should, over time, provide transparency about the resolvability of
banks but it’s a balancing act. If you publish your resolution plan you also
run the risk that markets can position themselves to believe that this is
what’s going to happen. And we both know from Bertolt Brecht, you do a
first plan, you do a second plan then reality might kick in at the weekend
regarding resolvability.

I think the Bank of England said half a year ago that they were considering
making an assessment of whether the banks are resolvable or not and to
make it public over time. So let’s see. I would be neutral. That’s an
interesting idea to go for.

On the other hand, it is to be seen that about a year ago – or even a bit
longer – the Financial Market Supervisory Authority (FINMA), the Swiss
regulator, stated that they had taken a certain percentage off maximum
capital requirements because they thought the banks had now achieved
sufficient resolvability to give them a bit of credit.

We spoke, and I think they were nervous; I was interested to see what will
be the reaction. I didn’t see any so I called them. There was zero reaction
to this, so I’m not sure whether transparency really gets you far. On MREL,
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I’ve always been saying the banks should publish because investors need
to know where they are investing. But a topic to be watched further, I’m
neutral for the moment.
1-038-0000
Eero Heinäluoma (S&D). – Thank you, Ms König, for that excellent
presentation. We now have four years of practical experience and, in this
context, I would like to put two questions to you for your consideration.
My first question concerns cooperation between the ERB and the various
institutions of the EU and between the SRB and national actors. We know
that in your work, there is a need for good, smooth and effective
cooperation. This also applies to precautionary warnings. In your opinion,
is there good cooperation between the various institutions and with
national actors? Are you satisfied with the cooperation between the various
actors?

And my second question. This concerns the issue of liquidity and the
situation regarding the resolution of bank failures. Liquidity is, of course,
essential to the proper functioning of the system. You mentioned that the
ECB might play a role in this regard as a guarantor of liquidity. What is
your view of the role of the SRB? Might the SRB play a greater role in
ensuring liquidity, for example in terms of guarantees?
1-039-0000
Elke König, Chair of the Single Resolution Board. – Let me try to answer
the question. Collaboration between the European Central Bank, in
particular the SSM, here the Commission, the national authorities and the
national resolution authorities – which are part of the single resolution
mechanism, but also national supervisory authorities – is good. When it
doesn’t work, it’s a personal problem which needs to be sorted. But the
basic framework works fine, with the exception proving the rule.

The issue – and I’m very happy there because there was a long way to go,
and I think we are now on a very good trajectory – of liquidity in resolution,
as you rightly pointed out we have always said central banks have to play
a role. Of course the SRB can play a role, but a limited role. When we talk
about the liquidity needs of a globally systemically important bank, we are
talking about a very sizable amount for which the Single Resolution Fund,
that can be used for liquidity, would most likely not be sufficient. But the
Single Resolution Fund can be used to provide a guarantee to, for example,
the central bank, and then the question is how much guarantee is needed,
is this the first loss tranche and the like.

All these discussions are currently ongoing, and as I said, I’m an optimist,
I’m always hoping that we will find a reasonable solution. But one thing is
sure: the fund in itself, or the fund plus the backstop, will not be the only
solution, it’s not an endless pot of money. We are talking here about
liquidity, which should be low risk because we are talking about resolution,
meaning we have a resolved bank which is recapitalised, so the exposure
for liquidity should be limited.
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1-040-0000
Ernest Urtasun (Verts/ALE). – Thank you Ms König. To go back to the
resolution plans: it is our understanding that for the resolution plans to be
completed it is a legal requirement that an assessment of any existing
material impediment to resolvability is carried out. I would like to go back
to that in order to get more concrete answers from you. Do we have all
these assessments in motion at the moment? Are they being developed or
not? Are they complete, and have we already developed or removed
impediments from resolvability of any of those institutions on which we
have carried out this assessment?

I would like to know that, because otherwise I don’t think we can say that
the resolution plans are all ready, or maybe you can correct me? This is my
first question and the second question – this also comes from your annual
report – you say that the methodology for a failing or likely-to-fail
assessment is already complete. I think this is good news. I would like to
know whether you will disclose that methodology, because this has been
controversial in the past, and whether you have found any difference
between this and the methodology used so far by the ECB.
1-041-0000
Elke König, Chair of the Single Resolution Board. – Let me start with the
latter question. We have developed our own methodology. As you know, we
have the same trigger that the ECB has to define a bank as failing or likely
to fail, so we would then have to consult them.

But we also need to acknowledge that the ECB as the supervisor is, on
average, far closer to the bank, has more information, so that our main
concern for the time being is to ensure that, for a bank that gets into
difficult territory, we first and foremost get all the relevant information so
that we can soundly take the decision on our own.

So this is what we have. I don’t think that there is any difference in
methodology between what we, the ECB, look at. It will always be a
balancing act to ensure that you’re not taking the action too early – then
you are in no man’s land – or too late when it might become too expensive.
Short answer: our methodology and what the ECB does are, I would say,
equivalent and comparable from looking at their papers.

Second question: resolvability. I have said – it’s just a repetition – we are
addressing, and we have addressed, some topics, but I would not go so far
as saying that any of the banks have put their troubles behind them and are
fully resolvable, and now we can put this one to bed. There is still work to
be done for each and every one and, as I promised to Sven Giegold, if and
when he sends questions, we would try to put a bit more flesh on the
various topics.
1-042-0000
Gunnar Beck (ID). – Chair, You were confident that your fund will mean
that in future, bank resolution will take place without recourse to the
taxpayer. But is this not misleading? The SRF is financed by compulsory
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contributions from financial institutions – EUR 3 186 for the year 2019 to
be precise. The lion’s share of these contributions (as the banks freely
admit) actually comes from the bank charges paid by savers, investors and
bank customers. This simply means that savers and investors rescue banks
which are in trouble in other Member States. It seems to me that the only
difference between your resolution fund and a conventional bailout is that
money is recovered – in advance – from the taxpayer via private
companies, i.e. the banks.

Bulgaria will soon be joining your fund, as will Croatia in the coming years.
Both countries have an extremely fragile banking sector. And now they will
be eligible for support. Bulgaria and Croatia both have extremely low
household savings rates which are considerably below the European
average. It would be stretching the laws of logic to deny an inverse
correlation here between savings rates and the likelihood of a bank getting
into difficulties and requiring resolution.

In the light of all this: Can you convince us – the German taxpayers and
also the taxpayers and bank customers in the more robustly-functioning
economies – that our concerns are unfounded?
1-043-0000
Elke König, Chair of the Single Resolution Board. – Let me try to answer
your question. The Single Resolution Fund (SRF) is funded by the industry.
Of course, the industry funds it from its revenues, which means the money
is either not ending up in profits or it’s coming out of its regular business.
But to make a correlation to say, with that it means that savers have to
rescue banks everywhere, I think is a bit of a stretch and to say ‘savers
means taxpayers’ is also going a bit too far, by my understanding.

You now mentioned – and I had cut this out of my introduction – that we
will possibly see two new members coming to the banking union: Bulgaria
and Croatia. They will have to pass on the amounts accumulated in their
fund to the Single Resolution Fund. Once they are members – and don’t
forget there is an asset quality review and the like – they are then part of
the SSM, with the same rights and obligations as any member.

But – and this is the last sentence – the Single Resolution Fund for us is
always the last resort. The banks have to first fund the losses; to fund by
their shareholders, their bondholders, and to access the fund it means that
you have bailed in 8% of total liabilities of the bank, which is quite a solid
margin, before you even have access to the fund.
1-044-0000
Fabio Massimo Castaldo (NI). – Thank you, Chair, and thank you, Ms
König. In the last parliamentary term, as you have  mentioned, Parliament
voted on the text agreed with the Council on the banking package,
including, therefore, the review of the BRRD, which, we have said several
times, also introduces these new minimum capital and liability
requirements subject to the bail-in, the aforementioned MREL.
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I would like ask you a few questions about that. Firstly,  does the SRB
intend to conduct quantitative studies to estimate the impact of MREL
requirements on different countries and different banking models, based
on the subordination requirements set out in the final text of the directive?

Secondly, given some of the findings of various studies, in particular the
EBA study of Bankitalia, stating that new requirements will have
asymmetric impacts on different banking systems and business models
with potential negative effects on the availability of credit: how do you
intend to deal with these possible negative effects and the need to respect
the  principle of proportionality in determining MREL?

Thirdly, I would like to know how you are progressing with the setting of
MREL targets for major banks, in particular: how will you take into account
the risks associated with banks’ exposure to liquid and complex securities
and off-balance sheet items? As we know, some banks are heavily exposed
to level-2 and level-3 instruments, which are difficult to assess and whose
risks are then heavily underestimated in balance sheets.
1-045-0000
Elke König, Chair of the Single Resolution Board. – The impact of the
changes in the regulation on the various banking models or countries will,
for the time being, be assessed when we are trying to implement our policy
on the new package. So we are collecting for the time being data for MREL
calculation on an annual basis and, as we did in 2018 when we published
our policy, we then do an impact assessment to see how various decisions
affect the markets. But in the end, we are the ones that have to implement
the given legal framework, so this is the way forward.

Banca d’Italia, I’m not aware of that, I have probably overlooked that study,
but clearly there is different impact on the banks from MREL. One area is
clearly in markets where banks, or even the country, don’t have access to
capital markets, it is very difficult to build up MREL except through
retained earnings and building it up step by step. Then you have clearly –
not in just one country, but in a number of countries, because we have a
diverse banking market – have banks that are predominantly deposit-
funded so they equity – they might not have bank bonds – and they have
deposits on their balance sheets.

In this case clearly to build up the needed layers of MREL is a topic to be
considered. But there are also different resolution strategies, those might
be banks where the resolution strategy is not a full bank recapitalisation
but a sale of business, transfer of different businesses. So you have various
areas to look into, and we are doing this in the interest of being
proportionate.

Let me just mention – but it might be a question of the translation – you
mentioned liquidation. Well in case we decide that for a bank there is no
public interest in resolving the bank, but national insolvency would be the
way to go, in that case MREL is entirely equivalent to the capital
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requirements in a going concern, there is no additional layer of MREL for
these banks.

Last but not least, level 2, level 3 assets, so assets that have either limited
or no liquid market have to be modelled. This is a task which the
supervisor, namely the SSM, is carefully monitoring and has to monitor and
which we take into consideration in our work when we consider how
portfolios could be split or liquidated and the like. So it’s a topic that has
been with us since the beginning, but it’s a joint effort between SSM and
SRB.
1-046-0000
Jake Pugh (NI). – Thank you Chair, particularly because I know you’ve
given me some time right at the end of the session for which I’m extremely
grateful.

I’d like to link a couple of points. There were some comments earlier about
the increased likelihood of a no-deal Brexit. As Brits we know no more
what’s going to happen in the next couple of weeks than you do. But also I
want to link, Ms König, to your comment about central counterparty
clearing houses (CCPs), particularly in London.

So when the Bank of England laid down the statutory instruments last year
around a no-deal, particularly relating to preferential treatment for
European government bonds, there could be really be multiple implications
in terms of removing the zero-risk weighting for European government
bonds for capital purposes. But also given the UK CCPS with the very large
euro-denominated exposures within SwapClear and ICE Clear Europe,
given that both those institutions sit under the Prudential Regulation
Authority, you could have a double whammy – if you excuse the expression
– of implications for requirements under the Capital Requirements
Regulation, but also the likely haircutting of eurozone government bonds
for the purposes of collateralising derivatives exposures and CCPS. So
particularly, as you mentioned in your introductory remarks, about the
potential implications for CCPS and how that all links through in the
likelihood, or in the event, of a no-deal Brexit.
1-047-0000
Elke König, Chair of the Single Resolution Board. – Let me clarify that my
comment on CCPS was not related to Brexit, it was a general comment that
we have made CCPS the centrepiece of our financial architecture, so we
should know ‘what if’; this was my only common there.

On Brexit or no-deal Brexit, I would first try to state: we have been in very
good working relationships with the British authorities – so in particular
for us it’s the Bank of England – as we are working with our US colleagues.
I would hope that this will persist, and that the safeguards we have now
put in place would help us also to figure out if there’s a problem. You can
clearly discuss and say ‘what about haircuts?’ and the like, but my base
assumption for the moment is that we hopefully find a way to rather
smooth than complicate things.
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1-048-0000
Chair. – Thank you. So we can conclude this very, very rich public hearing.
Thank you, Elke König, for your engagement in answering a lot of not
always easy questions and we need to continue and we will continue our
dialogue. So thank you.
1-049-0000
(The hearing closed at 16.32)


