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I welcome the opportunity to provide a view (from end-users perspective) in 

today’s hearing on cross-border crisis management in the banking sector 

based on the Communication on the subject from the Commission to the 

European Parliament, the Council, the European Economic and Social 

Committee, the European Court of Justice and the European Central Bank.

The financial turmoil that affected the financial markets has clearly shown 

that the previous approach to regulation has failed to maintain stability in the 

financial system and to protect users of the financial system. Users such as 

depositors, retail investors and others lost faith in the financial sector. Some 

lost deposits, some other savings and others their life investment. The 

confidence that is the basis of banking relationships is broken and may not 

regain ground for sometime. The irony of the status quo is that not only 

regulation failed but, governments stepped in with substantial amounts of tax 

payers’ money to save reckless banks at the brink of default and to 

compensate for the incompetence of regulators. Economists and other 
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informed observers shared the view that this was inevitable when Europe 

lacked an effective crisis management framework for cross-border financial 

institutions. 

Today, it is a myth to talk about orderly crisis management in the banking 

sector when moral hazard is only being reinforced and market discipline is 

not functioning anymore. But it maybe a better option to establish a EU 

cross-border crisis management framework than letting national approaches 

proliferating by either using public money to bail out banks and hence 

exacerbating moral hazard and creating competitive distortions or by ring-

fencing banks’ assets within one or another territory at the level of each 

entity rather than at a cross border group level. The latter option is neither 

adequate to ensure financial stability in the EU nor acceptable to protect 

consumers or desirable for the internal market. 

If we were to believe that an EU framework of cross border crisis 

management will be useful in the next crisis, then the following general 

remarks might be taken into consideration. 

Given the global and transnational nature of the modern banking system, the 

fact that EU regulators and supervisors do not have at their disposal an 

efficient early intervention mechanism to deal with a cross border bank crisis 

is no longer sustainable. Therefore, we support the establishment of a 

mandatory early intervention scheme.

In our view, if intervention measures are to be effective regulators and 

supervisors must have the capacity and necessary powers and resources 
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to intervene early and at the appropriate stage of a cross border 

banking crisis. Such intervention must be made clear that is based on 

agreed set of instruments (quantitative and qualitative). 

Regulators and supervisors must be able to: 

1. Identify and then prevent the crisis: This requires effective cross 

border monitoring of sectoral and individual bank financial positions and 

application of appropriate regulatory tools including robust capital 

requirements and liquidity cushions, contra-cyclical regulation,

assessment of quality of management, transparency and market 

discipline. Supervisors can not act in isolation, they must coordinate their 

actions with macro prudential regulators and central bankers to ensure 

they are managing adequately the accumulation of financial risk at the 

institution level in a macroeconomic context. In this perspective, the 

quality of supervision is key. Supervision and supervisors are not 

immune from mistakes… The role of the European supervisory 

authorities is essential to ensure a raise to the top in particular for the 

supervision of cross border institutions.

2. Intervene at early stage: early signs of a potential financial crisis can be 

identified though hard and soft signals in cooperation with macro-

economic authorities (in the case of the EU: ECB and ESRC). 

Policymakers and regulators need to have the power to intervene to 

prevent contagion and to reduce the risk of series of insolvencies. A 

trigger fro such intervention must be clearly defined. This trigger can be 

defined through the interaction between several micro and macro 

indicators including the level of core capital, the liquidity cushion and the 

level of risk accumulation at national, regional and international levels. A 
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supervisor must have the power, in coordination with others, to require 

an institution to increase its capital, to change the composition of its 

portfolios, to change the management and the board members…. In 

normal times, supervisors can also use the market to discipline 

misbehaving banks…. 

3. Manage the crisis: with Ex post mechanisms, designed to ‘steer the boat 

through a rowing sea. These mechanisms include the suspension of 

convertibility of deposits into cash, the lender of last resort role of the 

central bank, deposit insurance schemes, bank insolvency proceedings 

and government policies of implicit protection of depositors (both 

insured or uninsured). Direct regulatory interventions are needed to 

maintain stability and protect consumers (activation of DGS). Deposit 

guarantee scheme is the chief instrument to protect depositors. Its amount 

has to be credible (neither too meagre nor too generous) and harmonised 

across the EU to avoid competitive distortions, it must be pre funded with 

risk based premiums, well known to depositors and payouts have to be 

prompt after reception of all relevant data. For large cross border banks, 

considerable resources are required if a DGS were to play a meaningful 

role in any crisis management. The combination of today’s collection of

DGS may probably prove to be inadequate; therefore, proposals are 

needed to ensure an adequate funding. Preference should be given to 

private pre-funding mechanisms, but is this is not sufficient, and then 

state topping-up could be envisaged. 

4. Use crisis resolution measures: special measures such as ‘living wills’ 

may be necessary to ensure an orderly and safe resolution of the crisis.

But living wills will have to be carefully analysed in terms of their costs 

and benefits. One must think about the objectives of a bank resolution 
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regime. The regime must satisfy objectives such as financial stability, 

integrity and continuity of payments, consumer protection and 

minimisation of cost to the society. Losses should not fall on depositors, 

savers and tax payers. Another important issue to keep in mind is the 

dynamic nature of risk, when interest rates are low and risk is 

underpriced, some assets that are deemed to be not risky at a point in 

time become risky assets as soon as the perception of risk changes. Since

regulation does not change with the same speed, savers who invested in 

assets which are believed to be free of risk may find themselves 

unprotected. In other words, markets are speedy and so should regulation 

and regulators be… As for shareholders and creditors in the case of 

shareholder value banks, their rights are limited when costs to the society 

are incurred, therefore, shareholders should not oppose a reorganisation 

of a failed institution. Future amendments maybe required in the EU 

Company Law Directives. 

If the cross border crisis management framework is to be effective, fully-

harmonised rules at EU level (winding-up) will be critical and the role of the 

EU supervisory authorities is central. EBA should have strong coordination 

and where appropriate enforcement powers over national authorities.  

As a FINUSE Member, I would like to emphasise finally the importance of 

the governance and accountability of the relevant supervisory authorities at 

national and EU levels. If supervisory authorities are meant to ensure 

stability and consumer protection, it is critical that there is meaningful users

representation within these authorities.

Thank you for your attention.
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