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Madame Chair, Honourable Members, 
 
Thank you for inviting me to this hearing. It is a great honour and opportunity to bring 
the views of the financial industry to this very important discussion.  
 
Recovery and resolution regimes are in my opinion the most fundamental new regula-
tion in the pipeline after the financial crisis.  
 
As President of the European Banking Federation, I speak for banks of all types. 
Large and small. Wholesale and retail. Local as well as international financial institu-
tions.  
 
Together, these banks provide approximately 2.5 million jobs and 20 000 billion euros 
in lending. It’s not an exaggeration to say that we are the blood-system of the Europe-
an economy. We finance European investments and consumption. We enable growth, 
employment and development. 
 
The European Banking Federation supports the initiative on the Recovery and Resolu-
tion regimes. If implemented right, they will make it possible to restructure a bank in 
trouble – without causing systemic effects to other banks and to the economy. And 
they will govern behaviour in banks, as well as minimize the need for tax payer mon-
ies.   
 
That is all great. To make it work, there are three things I’d like to highlight. 

 
* 

 
First: this is difficult, so keep it simple.  
 
When a bank is in crisis, things happen very fast. We all know that by now. Therefore 
a concise set of principles are needed. Prompt actions and corrective measures can on-
ly be taken if the regulation is firm but flexible. We don’t need hundreds of detailed 
instructions trying to foresee every situation that may occur. 
 
If that is our ambition, we can only be sure of one thing – when the crisis is here it 
will look somewhat different than we expected, and then the detailed regulation will 
slow action down rather than speed it up. 
 
In my view, the Crisis Management Directive should not exceed 20 pages to ensure 
transparency and clarity.  
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And never forget the difference between a systemic bank crisis and an idiosyncratic 
crisis. If all banks are affected, there will be no possibility of drawing up a detailed 
solution in advance. Banks in stress cannot be asked to support other banks. Resolu-
tion tools such as the proposed bail-in would be dangerous to apply. It would just risk 
sending a shockwave of additional systemic effects through the system. 
 
If only one or a few banks are affected, the situation is different, and in such cases a 
clear and transparent framework should be implemented, remembering all the while 
that simplicity is key. 

 
* 

 
My second point regards recovery 
 
In the new regimes, the recovery part is the most important one. The triggers put in 
place will govern the behaviour of banks. Therefore, they have to be clear and well-
harmonised. 
 
When you assess the effects on the economy of the new regulations, take into account 
that banks will always place their own management capital buffers on top of the min-
imum levels. If the triggers are high, we will therefore in reality increase the minimum 
capital levels even higher.  
 
I assure you, that if you get the recovery phase right, bank management will do every-
thing they can to make sure they stay far away from recovery, and do not end up in a 
resolution stage. This is a fact, as it stands clear that no bank wants to be even close to 
the point of resolution, because that is where shareholders, Boards and management 
are taken out.  
 
As long as no “hard triggers” are breached, management should have the full mandate 
for restoring their bank. They have the incentives, they have the insights, and it is not 
possible for anyone from the outside to take faster actions.  
 
The dialogue with the supervisory authority must of course be in place. But the hard 
work to recover, by using all the tools available and adjust strategies, should be done 
by management. This should be completely clear.  
 

 
* 

 



 
EBF President Christian Clausen – ECON Hearing 10 October 2012

 
 
 9 October 2012 Date 

 3 (4) Page 

  

  

 
 

My third message is: be clear on bail-in.  
 
When a resolution trigger is breached, the authorities take on responsibility for a bank. 
They should have a full set of tools at their disposal. Many lessons can be drawn from 
American models on what happens when a bank is deemed non-viable. Capital has to 
be written off. Certain assets and liabilities must be left behind. A bridge bank will 
probably be required. 
 
In resolution, bail-in is the key topic. Generally, banks support the idea of a bail-in 
tool. That may seem strange, but the reason is simple – bail-in enables a bank’s bal-
ance sheet to resolve itself, by bailing in liabilities to source new capital.  A newly re-
structured bank can continue to service its customers, which is crucial in terms of 
avoiding fresh systemic shocks to the financial systems and the real economy.  
 
We constantly grow wiser on how bail-in should be constructed. A specific bail-in in-
strument should ideally be defined, so that everyone knows in advance exactly which 
instruments will – and will not – bail in. If not, uncertainty and non-transparency will 
prevail.  
 
If more liabilities are eligible for bail-in, we risk creating additional systemic effects.  
Under all circumstances, so called “systemic liabilities” should be excluded – for in-
stance short-term debt with maturity of less than three months, derivatives and even 
the large deposits. Then we are in reality left with the senior unsecured funding, which 
will constitute the real bail-in class of liabilities.  An additional advantage of this clari-
ty, is that the risk premium of bail-in instruments will ensure that investors have 
priced in the appropriate risk level, and set aside capital to cover it. 
 
Let me also address that, to ensure transparency and a level playing field, the amount 
of bail-in available should be measured on a consolidated basis and be based on risk-
weighted assets. It should be a minimum amount. Let’s say you for most banks have 
9-10% in capital and 5-10% in bail-in depending on business model; this would create 
a very robust balance sheet. Actually 15-20% implicit capital would have been enough 
to resolve all big banks that failed in the recent financial crisis.  
 
Finally, when implementing this new bail-in regime, consideration should be made to 
especially smaller banks, with limited access to the funding market. And in general, 
the time for implementation must take the current state of the funding and capital 
markets into account. Don’t lose time, but don’t create new problems by unnecessary 
rush. 

 
 
* 
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To conclude, we support the bank recovery and resolution initiative. However, further 
work remains to be done for this to work.  
 
The most important aspects from a European banking perspective are:  
 

• One: Keep it simple! 
• Two: Create clear and harmonised triggers, and allow those who know the 

business best – the existing management – to restore a problem bank 
• Three: Be clear on bail-in and introduce a specific class  

 
If we get this regulation in place in a wise way, we will – together – create a stronger 
and more stable banking sector. It will make banks take their own actions to avoid the 
recovery and resolution triggers. And that is exactly what prudent banking is all about. 

 
Thank you for your kind attention. 
 
 

* 
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