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Chair. – We can start our extraordinary meeting of the ECON Committee today. You will have
received the agenda. If there are no objections, it is considered adopted.

We will start with the interviews with Elke König, Chair of the Single Resolution Board (SRB),
on the economic impact and the response to the COVID-19 pandemic. I welcome Elke König,
Chair of the Single Resolution Board. This is her first appearance before this committee in
2020. Ms König, let me say that we value very highly your availability, also in these difficult
circumstances. We know how hectic these days are.

Since your last appearance in ECON last December, the Parliament has approved the
appointments of the new Vice-Chair and two board members of the SRB. Let me just take a
few seconds here to remind you that, although we were pleased with the competence and profile
of the candidates, who were certainly highly qualified, as you know, the Parliament deplored
the fact that all the shortlisted candidates were men, despite the obligations under the SRM
Regulation and despite the numerous calls that we made to respect gender balance when
presenting lists of candidates. More in general, I would like to restate how important this is for
the Parliament, and the Parliament regrets that women continue to be under-represented in
executive positions in the field of banking and financial services especially. So I just wanted to
use this opportunity to remind us once again that all EU and national institutions and bodies
should implement concrete measures to ensure gender balance. But apart from this, let’s
continue with our hearing.

Other very important things have happened in recent months. The world is facing an
extraordinary challenge. COVID-19 is having a severe effect on people’s health and the global
economy. This is a completely new experience for us all. The European institutions have acted
swiftly to better cope with this new situation. The European Banking Authority (EBA), the
Single Supervisory Mechanism (SSM) and national authorities did their best to help banks
deliver their services to the real economy and, in particular, to keep lending. The SRB also
introduced measures to alleviate the immediate operational burden on the banks, postponing
less urgent information on data requests related to the upcoming 2020 resolution planning cycle.
Moreover, the SRB committed to reflect in its future MREL (Minimum Requirement for own
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funds and Eligible Liabilities) decisions the measures adopted by supervisory authorities to
provide capital relief to banks.

However, we are facing an unexpected challenge, and we should also ask ourselves whether
the rules and institutions that we have built over the last years are able to effectively manage a
system-wide crisis. This is also true for the SRB. In the context of its EU Financial Sector
Assessment Programme in 2018, the IMF raised some concerns in this regard. According to the
IMF, the Single Resolution Mechanism (SRM) arrangements may not provide sufficient
flexibility, as the framework was designed to deal with idiosyncratic events and not with a
system-wide crisis.

In these circumstances, certain constraints embedded in the current bank resolution and crisis
management framework may become critical. On the basis of the recent experience since its
establishment, the recovery and resolution framework seems indeed to have worked quite well
in addressing idiosyncratic events. However, it has never been tested in the case of a widespread
systemic crisis like the one that we are witnessing right now, which could extend to the banking
system in the medium term. Therefore the IMF question is legitimate going forward, and I think
we should reflect on that.

In its report, the IMF claims that the EU bank resolution framework does not allow for the type
of flexibility needed to preserve financial stability in a widespread systemic crisis. The IMF
report says that without such flexibility, the regime may not be time-consistent in circumstances
where the risk of systemic contagion is severe. This means that the prospective outcome may
be so economically or politically costly that authorities prefer to use national procedures to
reach some other outcome. The risk is therefore that, when confronted with systemic-wide
events, the lack of flexibility ends up making the crisis resolution framework not adequate.

Of course, the suitability of the current crisis framework is a matter that mainly concerns
legislators. However, I think it would be interesting to know your point of view on these issues
raised by the IMF report and, more generally, your view on the current situation: how it could
be addressed and what the role of the SRB could be, also in the medium term.

Before giving the floor to Ms König, let me briefly remind you about the rules here. There will
be introductory remarks by Ms Elke König of about ten minutes, followed by five-minute
questions and answers with the possibility of a follow-up question, if time permits, within the
same slot. In the final round of questions, each political group will have one slot and, if time
allows, there will be additional slots. As you know, now we are getting familiar with this
platform, there is also translation available in six languages today.

So I give the floor to Ms König for her introductory statement.

1-004-0000

Elke König, Chair of the Single Resolution Board. – Chair, honourable Members, ladies and
gentlemen, good morning! I want to thank you first for the opportunity to be able to address
your committee, although unfortunately it’s remotely only.

First of all, I hope you and your loved ones are all safe and well in these times. I think this is
the most important thing.

These are unprecedented times, and governments and parliaments are taking and have taken
decisive measures to slow the spread of the coronavirus and save lives. Those measures are
having, of course, a knock-on effect on other areas, as we really can all see, for the time being.
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At this stage, we nevertheless have to say that we don’t know the full and final impact on the
economy. We do not know how long the pandemic will last, nor how quickly the economy will
recover. So basically, COVID-19 and its economic impact in the medium term is a very large
‘known unknown’. It’s also true that the impact on the financial industry, and in particular on
banks, is unclear for the moment.

The good news – and I’m pretty sure you will hear this from Mr Enria afterwards too – is that
we have a much firmer foundation in place across Europe today than during the financial crisis
a decade ago. We have built up a certain level of resilience, and like all financial regulatory
authorities across the EU, we at the SRB are currently closely monitoring developments.

The decisive actions taken by national governments, the European Commission, the ECB and
also the SRB in recent weeks should make us confident that the banking sector can withstand
the impact of COVID-19.

That being said, we also need to be very careful. The main task for the time being is to ensure
that the banking sector can fulfil its role lending to the real economy.

Let me start – and you’ve already mentioned it – with a personal and an operational comment
first. I’m really glad that the new Vice-Chair and the two new board members joined us on
1 March so that we can tackle any challenge for the moment with a fully-staffed board.

I understand your frustration, your concern, about gender equality, but rest assured that it’s also
my concern and so it will probably be for the next round to ensure there are more women to
apply for a position.

At the same time, I’m really proud, to some extent, to see that also the SRB is able to continue
its work, even in exceptional circumstances, with almost all our staff working remotely for the
best part of two months at this stage.

Also, the banks have shown their resilience. They are continuing to function in this
unprecedented crisis-type environment. Despite the restrictions, the financial system continues
to operate as normal, providing confidence to consumers and ensuring that essential services
can continue to be provided.

So – and I think I forgot that sentence before – the SRB has also been able to carry on with our
normal activities. So it’s not just about the crisis only. I would like to address a few of those
activities before reflecting on COVID-19 and also perhaps reflecting a bit on the comments you
made on the IMF report for 2018.

Our main activities in recent months: we published in early April our ‘expectations for banks’
document. You’ve heard me talking about this before. This document is not a new set of
policies, it simply compiles the SRB’s work until today in one single public document. It
expresses clear, concrete expectations towards them on how they should make themselves
resolvable in various domains, and as such provides guidance, best practice, benchmarking for
banks and, for the SRB, an assessment of banks’ resolvability.

Considering current practice and current best practice in risk management and in governance, I
think it’s fair to say that the requirements spelled out in our expectations are not coming as a
surprise or should not be coming as a surprise to any responsible bank management. They are
just common sense topics.
The priority letters is another topic I would just briefly like to touch upon. We started this two
to three years ago in sending each year a very clear – we call it ‘priority’ – letter, to banks. It’s
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basically a tailor-made work programme for each and every bank, to spell out what should be
achieved in a given year to make the bank resolvable.

Now, clearly also based on the expectations for banks – and you might find at the very end of
the expectations a page that says this – we want to be sure that all topics truly are covered by
2023.

Another topic, and one that has been under discussion in recent weeks of course, is the Single
Resolution Fund. We continue working to build up the Single Resolution Fund. On 15 April,
the board decided that the amount to be collected for 2020 through ex ante contributions from
roughly 3 000 institutions would be EUR 9 billion. This means that by the end of next month,
so end of May, we will be on track to have collected about two-thirds of in total EUR 42 billion
into the Single Resolution Fund. The approximate ultimate target to be set by the end of
December 2023 should be roughly EUR 60+ billion.

To be fair, we have very carefully looked into how to assess the Single Resolution Fund
contribution, also in the light of COVID-19. But to be clear, the regulation did not provide the
leeway the industry had requested. This would have required legislative changes.

Perhaps a word on resolution planning cycle and MREL – you’ve already slightly touched on
it. We are currently starting the 2020 resolution planning cycle, and this is a very important one
for us. This cycle will once again align the resolution planning for all banks into one 12-month
period running from roughly early April to end March 2021 in this case. Not only will this be
again a harmonised 12-month cycle, but it will also implement the new provisions of the
banking package, and with that hopefully facilitate our planning process, help banks and
improve in total the quality of resolution plans. The end of course is to implement the new
MREL targets for 2020 – I'll come back to this.

The SRB works closely together with all relevant authorities – national resolution authorities,
the ECB and the European Commission. But we are also working with our international
counterparts when it comes to monitoring and addressing the COVID-19 pandemic. We have
adapted in the past a very – I would call it – pragmatic, common sense approach as required by
current circumstances. What does this mean in particular? Well, we are postponing all less
urgent reporting requirements and thus providing operational relief to the banks. As regards the
existing binding NRA targets – those are binding NRA targets under the old banking package
so not the new banking package – the SRB is taking a forward-looking approach to banks that
might face difficulties meeting those targets before new decisions as part of the 2020 resolution
cycle take effect.

This can be due to the fact that their refunding is coming to a halt and can have other reasons.
While being vigilant on the implementation of the current MREL decisions, our focus thus aims
at the upcoming 2020 decisions with updated MREL targets. We asked banks, therefore, to
continue to make any effort to provide the necessary data on MREL for the upcoming cycle and
of course MREL monitoring going forward, and I’m very pleased to state that banks were able
to comply.

This approach is, I think, fully in line with what was announced by, for example, the European
Central Bank, the SSM, not to impede banks and to continue supporting lending to households
and firms and therefore the real economy in the middle of the pandemic, and not to overburden
the industry.

So far so good, but as I stated, the impact of COVID-19 on the financial industry is a big ‘known
unknown’ today.
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However, I think, as I said also in the beginning, tighter banking regulations since the last crisis
a decade ago will stand us in good stead for now, not least the resolution plans that are now
inbuilt into banks’ business models mean that overall the banking sector is more resilient.

I think I stated in the past that resolution planning has also a preventive component. With banks
actively focusing on resolvability, they will be far better equipped to weather a critical situation
and thus avoid failing. So our focus on planning is not just to be ready to take care of failing
banks.

You mentioned the IMF report but I think, and let me reiterate, the SRB toolbox is sufficient to
address failing banks and I firmly believe that the current resolution framework is fit for
purpose, though nothing is so good that it cannot be improved.

In any case we will always take a pragmatic approach to overcome new challenges. One topic
might be to see that there is a distinct difference between, let’s call it, sunshine weather, a steady
state and perhaps a very much more questionable environment. This might also be a reason to
rethink the one or the other decision – or not to rethink the one or the other decision but to
decisively reflect this in decisions. So financial stability is not something that is taken to be
forever and always the same, for example when it comes to our public interest assessment, and
of course, you look at financial stability considerations at a point in time and not from a
generalised view. That is just to mention one topic.

There is much discussion at the moment about further aid to be considered if and when things
come under financial stress due to the current unprecedented situation.

This also includes a discussion of the so-called precautionary capitalisation of banks. This tool
has been used, just to remind you, once, in 2017. It triggered some reflections to clarify, to
tighten it, to make it more precise. Indeed it’s a tool available within the existing legal
framework but only under conditions, and those conditions are there to avoid it being given to
banks without sound business models just to address legacy issues.

I think we have always said a precautionary cap is a valuable tool within the toolbox, but it
cannot and should not be turned into a bailout in disguise. I will stop here on that, but there will
perhaps be other discussions later.

As to outstanding issues – and I think we should not lose sight, with the crisis, that there are
some outstanding issues – the occurrence of a sudden economic crisis on a large scale should
be a vivid reminder that we must not lose sight of completing the Banking Union so it can
operate at its full potential. I’m sure that the completion of the Banking Union would in itself
also count for an efficient response to the unfolding crisis by allowing banks lending to circulate
on a truly cross-border basis. This would thus amplify the cushion for those businesses and
households most impacted by COVID-19.

Just to summarise, we still lack the European Deposit Insurance Scheme and a credible solution
for liquidity in resolution, while the operationalisation of the common backstop to the SRF is
still pending.

We also need to see the completion of the Capital Markets Union and, last but not least – most
definitely last but not least – a better alignment between the resolution framework and national
insolvency frameworks, including a common liquidation regime for banks under the SRB’s
remit and harmonised procedures for withdrawing a banking license.

These are all areas that were on the table and unfortunately, despite COVID-19, still stay on the
table. They should not get forgotten.
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With that let me conclude and close by saying that we are definitely not at the centre of the
COVID-19 response – those are people working in other areas of our economy – but we
continue our work in a dedicated, intelligent way. I think it’s vital to continue to promote
financial stability and to protect the taxpayer. A firm foundation for financial stability is in
place. But we have to continue our work. This is just my plea. I wish you and all those listening
and watching good health or, in German, bitte bleiben Sie gesund.

1-005-0000

Aurore Lalucq (S&D). Ms König, the European Central Bank (ECB) has called for the
creation of a system of ‘bad banks’ to prevent the risk of a banking and financial crisis. Those
banks would be responsible for recovering bad debts held by European banks, with the aim
being to galvanise banks’ balance sheets at a time when the repercussions of the economic crisis
are liable to create a substantial increase in the number of non-performing loans and bad debts,
and even an asset price slide.

Implementing a European programme to create asset management companies, in full
compliance, of course, with bank rescue regulations, would allow the state of European banks
to be improved and progress to be made towards completing a banking union. I would like to
know your views on this. That is my first question.

My second question is: you spoke about avoiding placing too much of a regulatory burden on
the European banking sector. I am nevertheless slightly worried at the perspectives currently
being adopted on deregulation, as we know that a fall of over 5.8 % in banks’ asset values
would swallow up almost all their own funds. I would like a little reassurance on this issue of
own funds, which causes me concern, since while one must clearly not overburden banks,
neither should one create the conditions for a fresh banking and financial crisis.

That brings me to my third question. The coronavirus pandemic has shown that not only will
our economic system engender crises if it fails to respect the environment, but also that our
system was not equipped to cope with a health and economic crisis on this scale.

To hone their resilience to unexpected movements in the market, investors, banks and
enterprises must, to our mind, look beyond current projections and models and factor into their
planning the risks associated with climate change. I would like to know your views and those
of the Authority on ensuring that banks take genuine account of the proliferation of climate
events, which now ties in with biodiversity and factoring in environmental risk in general.

1-006-0000

Elke König, Chair of the Single Resolution Board. – I think it’s inevitable to see that COVID-
19 and all the response will lead to a potential increase in non-performing loans and a drop in
asset values on banks’ balance sheets, but it’s still very difficult to see at the moment the
concrete impact because of all the government support measures given. So, for me – and this
leads actually already to your second question – the most important point is that whatever
leeway is given to banks, it must not impair their risk management and very proper
measurement of asset values in the crisis.
I think that looking at the measures taken so far, in particular by supervisors, not by us, this
idea of keeping risk management intact, and really trying to enshrine that we have a very good
understanding, seems to me to be in place. I think it’s important internally, it’s important for
supervisors and, last but not least, it’s important also for investors to see. So if you understood
I was asking for reducing regulation, that’s definitely not true. Our intent is just to make sure
that in the current crisis situation, so restricted to current times, we try to alleviate some
operational burden so that banks, also working remotely, can try to address those topics.



05-05-2020 7

Clearly, we will have to watch very carefully the impact on own funds, but in fact we are coming
from a situation that is far better than the situation was, let’s say, in 2010 or the like. So let’s
stay a bit optimistic.

On the third question, I am fully mindful that COVID-19 should not get us into a situation of
forgetting about other challenges and topics, but clearly climate change is first and foremost for
management to address and it’s for supervisors to monitor portfolios and investments. I think
it’s for all of us to push for this to happen and not to get forgotten in the health and economic
crisis – in particular the health crisis – we are in.

1-007-0000

Stéphanie Yon-Courtin (Renew). – Thank you, Dr König, for taking the time to come and
speak here this morning.

Like you, we support completion of the banking union, especially in this period of
unprecedented crisis. Most of the EU institutions, and notably your banking supervision partner,
have taken firm action to ensure that European banks focus and make concerted efforts on
finance for businesses so they can withstand the crisis and remodel during the recovery phase.

You talked about the signals given by the SRM, particularly on the approach to the 2020 MREL
cycle, and you also said that the recent banking reforms have lent banks greater solidity. Can
you clarify your approach to ensuring that MREL constraints in the short term, and more
particularly for the 2020 cycle, ensure that banks retain the capacity to finance European
businesses?

Second question: you mentioned that legislative changes might have been required to increase
your leeway and room for manoeuvre. Could you tell us a little more about this?

Lastly, what is your opinion on adopting a more harmonised, more European approach, to
excluding loans guaranteed by the State from the contribution to the Single Resolution Fund.

1-008-0000

Elke König, Chair of the Single Resolution Board. – I will try to respond. When I mentioned
regulatory changes requested, this was in relation to the Single Resolution Fund. There, the
industry had, at a very early point, stated that they were concerned with the levy for the Single
Resolution Fund being a burden for the industry this year, and therefore requested to prolong
the period to build it up. We very carefully looked into this, and in the end, on 15 April, as I
said, decided that there is very little leeway for us when you look at the Single Resolution
Regulation, the regulation around it and also the intergovernmental agreement, to change
anything there. In particular, an extension of the period to build up the fund can only take place
with a change of the legal framework, plus the intergovernmental agreement. As this was not
on the table, we finally decided to move on with collecting, and this is now in the process of
happening, the contributions to the fund. Nevertheless – and I think it’s the right decision – we
can see that all the leeway given, in particular by the supervisor but also the clarification given
by the European Commission, has substantially increased banks’ capacity to lend, and we
hopefully will see – and I think we are seeing – that they are using this capacity.

My plea – and I may have been miscommunicating here – is not for changing the legal
framework, it is just for allowing to use the legal framework, as we said, with adapting the
timeline a bit, with considering on the Minimum Required Eligible Liabilities (MREL) side that
if there is an issue with an MREL target, well then we are anyhow implementing now the new
MREL policy 2020, which is our key focus. With that being implemented, then we have the
new deadlines. But on the other hand, the crisis should show us, as we are getting into this better
prepared, how important preparation is. Let me perhaps even add one argument. A lot of our
work in resolution planning is about business continuity, continuity of access to financial
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market infrastructure and the like, and the crisis has showed how important it is to be prepared.
I think none of us had in mind to consider an environment where nearly all of us work remotely,
but I’m very surprised and very pleased to see that it actually works.

You mentioned also loans guaranteed by governments. I think this is first and foremost a
question for supervisors to monitor, for supervisors to see, as I said before, to ensure that risk
management stays sound in each and every case and then to reflect on how to build this in. I
think there important steps have been taken, but this is clearly more for Mr Enria to comment
on than for me. I hope I’ve answered your question.
1-009-0000

Maximilian Krah (ID). – Chair, I think my questions have already been answered. I can give
the floor to the next speaker and will wait for the next debate with the ECB.

1-010-0000

Sven Giegold (Verts/ALE). – First of all, welcome to Ms König. Greetings to Hanover, I guess,
or to Brussels. Before I ask my question, I would just like to say that I am highly concerned by
the judgment of the German Constitutional Court and I have to say that this has serious
consequences. I think it is absolutely necessary that there is now a response in the form of a
clear offer for a common European fiscal policy rather than leaving all the burden, also in the
current coronavirus crisis, basically to the ECB. This is the clear signal from Karlsruhe and it
is a highly important matter which has to be responded to with a positive move forward rather
than backtracking on our togetherness in the eurozone.

But, on your institution, Ms König, I have basically one big question. Could you explain to me
how many banks you have now declared clearly resolvable or non-resolvable, and whether you
are now really moving forward with tackling the impediment to resolvability?

The current situation may make your institution even more important and so the more important
it is that you use the legal space you have.

Lastly, because we have discussed this in the past, what do you think about the new
interpretation of the state aid rules by DG COMP on precautionary recapitalisation? I know you
were never a fan of precautionary recapitalisation. Now there is a big opening of that tool. How
do you judge this? How do you see this?

1-011-0000

Elke König, Chair of the Single Resolution Board. – Let me try to answer your questions. First
and foremost, for me, I can’t comment on the judgments of Karlsruhe as it’s on my list of things
to look at after this session. Multi-tasking during a video conference doesn’t seem to work for
me. With that said, let me also address your second question. You’ve asked this consistently all
the time and our answer is also consistent. We have addressed impediments to resolvability
step-wise with the banks. We have not declared any bank non-resolvable yet, nor have we
declared any bank to be easy-peasy resolvable and we have not initiated impediment
procedures. As explained before, we are very much focusing on the work programme for each
and every bank and we will not shy away from an impediment procedure if we see that the bank
does not make sufficient progress. But I think it would be a myth to believe that we can design
how the bank has to look to be fully resolvable, hand over our plan and say ‘can you please
implement it within the next four months’. My goal would be to say that at the end of 2020 we
have really been able to really tackle the bail-in playbooks and we have got solid ground on
operational continuity for all the banks, but there is clearly a topic which will go over into 2021
and that is on some details on management information systems where we are just in the process
of finally advising – after the EBA has come out with their documents – our requirements for
the banks, and there will also have to be more work around the big topic of liquidity,
provisioning in resolution, which also hands over into the political debate and the topic I
mentioned before. I think we have made solid progress, but we are not yet there fully.
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On your second topic, I would say, indeed, I have always been a bit ‘on the one hand, on the
other hand’ on precautionary recapitalisation. As I said, I think the idea of precautionary
recapitalisation within our framework is a good one. You can translate it into the US approach
of temporary approval of recapitalisation (TARP), so to have a chance to provide temporary
support to sound banks that get into doubt by the market and then to risk all the money again.
We have seen this applied only once, and thereafter there was ongoing discussion and there was
agreement between the authorities that we need to clarify the one or the other area here. Clearly,
as I said in my introductory remarks, we need to be very careful that this is a tool for sound
banks that get into trouble and where there are concerns about highly unlikely losses. It’s not a
bailout in disguise. The discussion in the first communication from the European Commission
was just about does there need to be burden sharing in precautionary recapitalisation. You can
have a long debate as to ‘yes’ or ‘no’, but if you come to the answer ‘no’ then you would have
to be even more clear on not covering incurred losses with precautionary recapitalisation. I
think I will stop here. The debate is still ongoing.

1-012-0000

Derk Jan Eppink (ECR). – I’ve basically two questions. First of all, is the SRB, in your view,
ready for dealing with one or more major resolutions of systemic banks like, for example, the
Deutsche Bank or some major Italian banks? If yes, on what basis, and what would you think
the SRB should do?

And secondly, is there anything you would like policymakers to do, or not to do, to allow the
SRB to play its role in the current crisis?

1-013-0000

Elke König, Chair of the Single Resolution Board. – I will try to answer your question. I think,
on the question as to whether we are ready to deal with one or more major banks failing, I can
only answer: yes. I think we have gone a long way from our start five years ago to today to be
able to deal with it. But let’s also be very realistic. Dealing with the failure of a large bank is
like dealing with the failure of a large industrial company or the like: not a walk in the park. I
think we have built up salient resilience. We have built up, for all the major banks in particular,
the needed MREL buffers so that there is sufficient capital, hopefully in all cases, for dealing
with a resolution case. But - let’s also be fair - we do not yet have a fully-fledged answer to
funding (liquidity) to be provided in resolution. But I’m an optimist by nature, and I think,
looking at the unprecedented measures taken so far, if we come to this problem we will also
find a solution for this problem. I would have preferred to have some kind of script in my drawer
- this was what we are pushing for - but I think we will get there.

What do we hope for? Well, it’s probably not Christmas today, but I would dearly hope that we
carry on working towards completion of the banking union and that we carry on with a topic
which is very close to our heart as a resolution authority: to align the insolvency framework,
which is national only so far, with a resolution framework, and to really think about a dedicated
bank liquidation tool so that we can say we have one way for dealing with all banks that are
failing or likely to fail and not a resolution framework here at the banking union level and then
19+ different insolvency frameworks and always a bit of a risk of a rift between the two.

1-014-0000

Georgios Kyrtsos (PPE). – My question is as follows: several credit rating agencies have
started downgrading the European banking systems, for instance Moody’s credit rating agency
downgraded the outlook for ten European banking systems.

How does our performance compare relative to the American banking system? Do we have
advantages as far as the resilience of the banking system is concerned? Do we have weak points
that we have to tackle? And how does the Brexit process affect the calculations that you made
regarding the safety of our banking system?
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1-015-0000

Elke König, Chair of the Single Resolution Board. – I think we have all followed the
downgrades that have been voiced by rating agencies. This does not have an immediate impact
on our work and I think it doesn’t change our assessment of the banking system, but of course
it has a knock-on effect on banks being able to fund themselves in the market and the cost of
their funding. So we are watching it and I think we are all seeing that whatever actions are
taken, it’s inevitable that also rating agencies feel pro-cyclical in their behaviour.

Comparison between the US and the EU is very difficult, as it is sometimes within Europe, with
all the various government actions to support the real economy. What you could see,
nevertheless, was something that we had expected to some extent to see: that US banks took
partially very huge write-downs during the first quarter, whereas the impact on balance sheets
for European banks is more remote for the moment, and we need to see how this actually goes
through, quarter-by-quarter, through balance sheets.

But I’m always a bit afraid of comparing the US with the European banks. Clearly, the US, to
be very blunt, started the economic recovery after the financial crisis earlier: it was more
decisive, more forceful, and therefore was able to be, probably, ahead of us in Europe. But
that’s a fact and we have to live with it.

The second question you mentioned was Brexit. Brexit: for me, it feels a bit like other topics
have been pushed from the front page due to COVID-19, but of course, checking that banks are
preparing for Brexit and are following up in their actions is important. We have been very clear
in our requirements - as has been the ECB in their requirements - for banks to move forward,
and for us, the main topic is the one that we constantly monitor about issuances of MREL-
eligible instruments under English law. This is the area to be watched, because with Brexit
happening, those issues might no longer be eligible for MREL, as are issuances under US law
and other law if they are not having a dedicated bailing clause. But besides that, this, I think, is
for us the largest impact.

1-016-0000

Chair. – We have a very few minutes and one request for a catch-the-eye from Ms Donato (ID),
so I will give her the floor. But please stay within one minute for the question and no more than
two minutes for the answer, otherwise we will not have time to start the next hearing.

1-017-0000

Francesca Donato (ID). – Ms König, I’d like to recall that the Single Resolution Fund
Regulation, Regulation (EU) No 806/2014, clearly states in Article 69 that the regular
contribution shall take due account of the phase of the business cycle and the impact procyclical
contributions may have when setting annual contributions.

That said, given the extraordinary economic conditions brought by the COVID-19 emergency,
recognised by the Commission and the Council, I would have expected some initiatives by the
SRB aiming to suspend the 2020 contribution by banks or at least aiming to introduce some
changes to the calculation for the contribution to the fund. I need to highlight that all the
international standard-setters and all other European institutions are providing various types of
relief from banks’ requirements to increase their lending as much as possible to the benefit of
the economic cycle. On the contrary, a strict application of the Single Resolution Fund (SRF)
rules would go in the opposite direction, with a predictable impact on banks’ lending capacity.
Moreover, strict application would lead to the paradox that the new credit flow issued in
response to the pandemic would be included in the amount of which contributions to the SRF
are calculated. Therefore, I’d like to know why the SRB has decided not to take any action
regarding possible relief on the SRF contribution.
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1-018-0000

Elke König, Chair of the Single Resolution Board. – Let me try to answer very fast. We are
fully aware of Article 69 of the SRM Regulation and we have very carefully assessed this article
and also the entire framework for the Single Resolution Fund, and we have come to the
conclusion that within the framework given – and within what you might call even a straitjacket
for the Single Resolution Fund contribution – that all we could do, and we had done, was not
to go to the very full impact of all the indicators to be considered, but to go for a conservative
and somewhat remote calculation. This led, nevertheless, to an increase in funds. The very
leeway the industry looked for was really to get a prolongation of the overall period to
accumulate the funds, and this is not doable without a legislative change and a change to the
intergovernmental agreement. Any other leeway – if we had been more aggressive or the like
on reducing funds in 2020 – would have gone to the detriment of 2021, and here the board, after
very diligent consideration, was firmly convinced that this would not be a wise decision,
because most likely, and according to our assessment, also 2021 might be a very challenging
year. So overburdening this year would probably have been counter-productive, and this was
the decision taken. We didn’t take it lightly. We did connect with the Commission and also the
national parliaments to voice the issue, but this is now the state of play.

1-019-0000

Chair. – Thank you very much, Ms König, for your availability to answer our questions.  We
have finished exactly in time for the next hearing. So we move to the next point, which is an
exchange of views with Andrea Enria.

(The hearing closed at 11.01)


