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Progress on the Banking Union?  
On current plans for crisis 
management reform  

While the Eurogroup did not agree on concrete steps towards the completion of Banking Union, its June 2022 
statement does entail some elements that the forthcoming Commission proposals could build upon, making 
improvements to the crisis management and deposit insurance framework that eventually bring the completion of 
the Banking Union closer. 

In 2016, the Council agreed a roadmap to complete the Banking Union. Work towards a European 
Deposit Insurance System (EDIS) was an integral part of it. In spring of 2022, there had even been some 
hope that discussions in the Eurogroup would break the deadlock among Member States by agreeing a way 
forward on the open issues of the Council’s roadmap, EDIS and sovereign exposures. This did not happen; 
instead, the Eurogroup agreed on a request to the Commission for proposals to improve bank crisis 
management.  

Meanwhile, the Parliament is working on its 2022 Banking Union report and in December, lead MEPs of six 
political groups in the ECON Committee called for progress on EDIS and for an ambitious review of the crisis 
management and deposit guarantee framework They noted that such a review may help overcoming 
hurdles for EDIS, but that it cannot be a replacement for it. 

This briefing provides an overview of what the Eurogroup has requested from the Commission together 
with some context and an initial assessment.  

The Roadmap - what Council meant to achieve
The Council Conclusions of 17 June 2016 set out a roadmap to complete the Banking Union. This roadmap 
consisted of 4 steps:  

1) a proposal by the Commission to enhance prudential standards, which has been adopted in the 
meantime;  

2) a “backstop” to the single resolution fund via a treaty change concerning the European Stability 
Mechanism (ESM), which has been agreed and is awaiting finalisation of the ratification process;  

3) “possible next steps” on the regulatory treatment of sovereign exposures; and  

4) technical work on EDIS, and political negotiations about it when “sufficient progress on risk reduction 
measures” has been made. 

Accordingly, the latter two roads on the Council’s map remain to be travelled. 

https://www.consilium.europa.eu/en/press/press-releases/2016/06/17/conclusions-on-banking-union/
https://www.ft.com/content/2b0b4970-1744-4d03-aea5-5c99779bff59
https://www.consilium.europa.eu/de/press/press-releases/2022/06/16/eurogroup-statement-on-the-future-of-the-banking-union-of-16-june-2022/
https://oeil.secure.europarl.europa.eu/oeil/popups/ficheprocedure.do?lang=en&reference=2022/2061(INI)
https://www.europarl.europa.eu/news/en/press-room/20221205IPR60902/key-meps-call-for-breaking-deadlock-on-bank-deposit-insurance-scheme
https://www.consilium.europa.eu/en/press/press-releases/2016/06/17/conclusions-on-banking-union/
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The Eurogroup’s ambitions for legislative proposals 
Last year on June 16, the Eurogroup released a statement on the future of the Banking Union. As to EDIS 
and sovereign exposures, the two open issues from the roadmap, the Eurogroup merely notes that it has 
“explored ways” to create a more robust common protection for depositors and to encourage greater 
diversification of banks’ sovereign bond holdings in the EU. Meanwhile, in 2021, the Council had discussed, 
in some detail, the idea of a “hybrid” EDIS providing, as a first step, liquidity support to national deposit 
guarantee schemes from a central fund and from other national schemes. As to sovereign exposures,  
taking them into account in banks’ contributions towards deposit guarantee schemes had been discussed. 
Neither of these ideas was pursued in the statement of June. 1  

Instead, the Eurogroup invited legislative proposals from the Commission in order to reform the crisis 
management and deposit guarantee framework. This is referred to as “an immediate step” and on the 
“other outstanding elements” of the Banking Union, the Eurogroup suggests that further measures should be 
identified “subsequently”. 

The Eurogroup supports “clarifying and harmonising” the public interest assessment, which is the trigger 
for resolving a bank under European law rather than subjecting it to national insolvency proceedings. 
Consequently, the Eurogroup expects resolution to apply more widely, including to smaller and medium-
sized banks,2 where sufficient MREL and “industry-funded safety nets” are available. Nevertheless, the 
Eurogroup wishes to also have appropriate flexibility for market exit of failing banks in a manner that 
preserves the value of the bank’s assets. The statement does not explain where to draw the line between 
market exit and wider application of resolution, and how asset values are meant to be “preserved” in a 
process leading to market exit. The Eurogroup wants to ensure the availability of “industry funded safety nets” 
by harmonising the use of national deposit guarantee schemes in resolution. One element would be a 
harmonised least-cost test, i.e. a test that ensures that the deposit guarantee scheme supports resolution 
to the extent it can save money by doing so instead of reimbursing depositors and becoming a creditor in 
an insolvency procedure. Interestingly, the Eurogroup insists on national authorities to make the least 
cost test, which we understand to mean they do, including when the resolution and the relevant asset 
valuations are done by the SRB. The SRB by contrast had called for a centralised governance of the DGSs and 
for harmonising the least-cost test, avoiding leeway at national level for the DGS to intervene or not. Finally, 
the Eurogroup supports limited harmonisation of national bank insolvency laws. 

What the Commission has announced, so far 
The Commission published an inception impact assessment for a review of the crisis management and 
deposit guarantee framework already in November 2020. This was followed by a public consultation in 
February 2021 and a legislative proposal was announced for the fourth quarter 2021. In a recent speech, 
Commissioner McGuinness announced the Commission will answer to the Eurogroup’s invitation, but did 
not hint at a date and does not give much away in terms of substance. The tentative planning for future 
Commission meetings currently lists the proposal for 8 March. 

The Commission’s inception impact assessment revolves around two problems in particular: the incentives 
of authorities to deal with problem banks outside of resolution and, linked to that, the availability and 
actual use of resolution-like tool in different national bank insolvency frameworks. 

                                                             
1  During spring 2022, the President of the Eurogroup strove to find an agreement on a more comprehensive work plan to complete the Banking 

Union. 
2  Although there is a size criterion for banks falling under the direct responsibility of the SRB, there is as such no size criterion applicable in the 

public interest assessment, which is driven by other criteria, namely resolution objectives. 

https://www.consilium.europa.eu/de/press/press-releases/2022/06/16/eurogroup-statement-on-the-future-of-the-banking-union-of-16-june-2022/
https://data.consilium.europa.eu/doc/document/ST-9311-2021-INIT/en/pdf
https://www.srb.europa.eu/en/content/srb-publishes-blueprint-crisis-management-and-deposit-insurance-cmdi-framework-review
https://www.srb.europa.eu/en/content/eurofi-article-elke-konig-deposit-guarantee-schemes-remove-super-priority-harmonise-least
https://ec.europa.eu/info/law/better-regulation/have-your-say/initiatives/12737-Banking-Union-review-of-the-bank-crisis-management-deposit-insurance-framework-DGSD-review-_en
https://ec.europa.eu/info/law/better-regulation/have-your-say/initiatives/12738-Banking-Union-review-of-the-bank-crisis-management-deposit-insurance-framework-SRMR-review-/public-consultation_en
https://ec.europa.eu/commission/presscorner/detail/en/SPEECH_22_6532
https://ec.europa.eu/transparency/documents-register/detail?ref=SEC(2023)2443&lang=en
https://www.consilium.europa.eu/en/press/press-releases/2022/02/25/opening-remarks-by-paschal-donohoe-at-the-eurofi-high-level-seminar/
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To deal with such problems, the Commission highlighted three policy options. First, the Commission said it 
considers adjusting the public interest assessment to ensure a sufficiently broad the scope for bank 
resolution. The background is that the legislation requires a public interest in resolution of a bank before 
resolution will apply. Hence, such public interest being identified more often may mean that resolution 
applies more broadly. The two problem that the Commission seeks to address here is a tendency to deal 
with problem banks outside of resolution resulting from easier access to funding outside of resolution 
and a restrictive approach to the public interest assessment in the Banking Union in particular. 

Second, the Commission put forward the possibility of tools for orderly liquidation inside resolution. 
While this is not further explained in the document, the idea might have been to allow all problem banks to 
be treated under the resolution regime, including those not to be resolved but to be liquidated. The 
European resolution legislation currently provides that banks are treated under national insolvency law 
when their resolution is not in the public interest. A liquidation procedure in the resolution framework could 
allow putting the SRB in charge also of those banks to be liquidated, avoiding that the decision for or against 
resolution versus liquidation also determines the authority which is responsible.  

A third policy option goes into a different direction, suggesting to enhance national bank insolvency 
proceedings, including by making funding from the DGS available in their course. 

In a nutshell, the first two options considered here would either make sure that resolution is chosen more 
often over national insolvency proceedings or make national insolvency proceedings obsolete for banks. 
The third option by contrast tries to make national insolvency proceedings more suitable for dealing with 
problem banks would enhance insolvency as an alternative to resolution.  

The Commission’s public consultation addressed the scope of resolution and a wider range of aspects in the 
crisis management framework. The Commission provided its takeaways in a summary report3 As to the 
scope of resolution to include small and medium-sized banks, the Commission did not take away clear 
directions from stakeholder views - only that respondents acknowledged the need for flexibility for the 
resolution authority in the public interest assessment as much as level playing field issues and uncertainty. 
As to the wider range of aspects: 

• Funding of resolution in general: the Commission concluded that stakeholders prefer a 
separation between the resolution funds and DGS, different for instance from the US system. 

• Funding of resolution for small and medium-sized banks: inextricably linked with 
extending the scope of resolution since resolution typically involves that a bank’s creditors 
take some losses. The (possible) concern here is that these banks may rely more on funding 
from depositors than larger ones. In this case, resolution becomes a challenge if public policy 
aims at sparing depositors losses. The consultation does not confirm this concern, but that’s 
very likely so because stakeholders do not see a need for resolving these banks in the first 
place, and the Commission has not asked what stakeholders think conditional on resolution 
applying to these banks. 

• Measures before a bank’s failure; in this area, the Commission found support for 
clarifications aligning the precautionary public recapitalisation rule with the state aid 
framework. It also found support for harmonising the conditions when a DGS can give 
preventive support to a bank. 

• Triggers for resolution (“failing or likely to fail”) and insolvency; the Commission concluded 
that most stakeholders prefer a better alignment between the triggers, though it remains 

                                                             
3  The consultation received 188 responses in total, chiefly from industry stakeholders, only 3% came from the academia. 

https://finance.ec.europa.eu/system/files/2021-07/2021-crisis-management-deposit-insurance-review-summary-of-responses_en.pdf
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unclear if this recommends change in national insolvency regimes or the resolution 
framework. 

• Mandatory introduction of an “orderly liquidation tool” in national insolvency regimes; the 
Commission’s conclusions from the feedback appear sceptical, citing in particular difficulties 
in the interaction with existing national insolvency regimes. 

• Creditor hierarchy and depositor preference: harmonising creditor hierarchies across 
national insolvency laws and implementing a preferred pari passu ranking for covered and 
other deposits would simplify the work of resolution authorities and could facilitate using 
funds from the DGS. However, on any such undertaking the Commission records 
predominantly negative feedback. 

• Operation of DGSs: the Commission reports that consumer representatives desire more 
adapted information about depositor protection while banks look for simplifications of their 
disclosures. Respondents are reported to generally support public authorities to be part of 
protected depositors, for the sake of simplification and despite concerns about rising cost for 
banks when protection expands. 

What the SRB had been asking for 
We recall that shortly after the Commission’s consultation in May 2021, the Single Resolution Board (SRB) 
published a “blueprint for the CMDI (crisis management and deposit insurances, ed.) framework review”: 

First, the SRB called for EDIS, which should transition from a hybrid version to “full mutualistation” over five 
years, similar to what the Council discussed in 2021 (see above). The SRB hoped that EDIS would significantly 
increase the combined “firepower” (sic) for dealing with ailing banks, together with the Single Resolution 
Fund. In other words, while the Council wishes for resolution to apply more widely without moving forward 
on EDIS, the SRB mentioned EDIS first among its priorities for a better resolution framework. 

Second, the SRB called for some changes to the mechanics of the existing crisis management framework. It 
would like to see less restrictive conditions for the use of deposit guarantee funds in resolution. In 
particular, the SRB suggested that a general depositor preference should replace any special insolvency 
creditor ranking priority of the deposit guarantee scheme, subordinating all other senior debt to deposits. 
Thus, it argued, the least cost test (see above) could be fulfilled more easily. The SRB favoured also limited 
harmonisation of bank insolvency proceedings. However, it cautioned that improving national insolvency 
should not “perpertuate the national management of banking crisis”. The SRB suggested this could be avoided 
when harmonising insolvency proceedings and centralising deposit guarantee funding and 
governance at the same time - something that is not envisaged by the Eurogroup. Also as regards the use 
of DGS in resolution, the SRB wished for a joint governance by SRB and national authorities - in contrast 
to the Europgroup’s plans.  

Finally, the SRB had called for an update of the Commission’s banking Communication, which deals with 
the conditions of state aid for banks; specifically, the SRB expressed the concern that the current version 
provides wrong incentives and escape avenues. The Commission is carrying out an evaluation and appears 
set to put forward revisions in 2023,4 but has not given clues as to content. 

                                                             
4  See page 109 in https://www.eurofi.net/wp-content/uploads/2021/04/v iews-the-eurofi-magazine_lisbon_april-2021.pdf 
 

https://www.srb.europa.eu/en/content/srb-publishes-blueprint-crisis-management-and-deposit-insurance-cmdi-framework-review
https://www.srb.europa.eu/en/content/srb-publishes-blueprint-crisis-management-and-deposit-insurance-cmdi-framework-review
https://ec.europa.eu/info/law/better-regulation/have-your-say/initiatives/13324-State-aid-rules-for-banks-in-difficulty-evaluation_en
https://www.eurofi.net/wp-content/uploads/2021/04/views-the-eurofi-magazine_lisbon_april-2021.pdf
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Some preliminary considerations  
The Eurogroup’s statement on the “future of the Banking Union” did not refer to the Council’s own roadmap 
and the concrete steps towards completing Banking Union it previously envisaged. The Eurogroup instead 
invited legislative proposals from the Commission for reforming the crisis management and deposit 
guarantee framework. Its statement also mentions a few changes to the framework that are agreeable for 
the Eurogroup. The statement however does not explain the broader objectives of these changes.  

A really ambitious reform would actually entail EDIS - at least from the SRB’s perspective, which considers 
EDIS a key ingredient of a better resolution framework. However, that is clearly not the near-term objective 
of the Eurogroup statement. Meanwhile, the December 7, 2022, statement of lead MEPs of six political 
groups in the ECON Committee expressed hope that an ambitious reform may at least help overcoming 
hurdles for EDIS. Overcoming such hurdles would be one productive high-level objective for the 
impending proposal of the Commission. 

In preparing its proposal, the Commission will want to consider how different concrete elements of a reform, 
including those that the Eurogroup listed, contribute to this objective. It may want to keep in mind that the 
banks eventually contributing to EDIS will want to be sure that the funds paid in are used in a 
predictable manner, both in bank resolution and in insolvency. Applying a common, well framed and 
directly applicable legal framework to banks that are failing or likely-to-fail is more amenable to achieving 
predictability than national frameworks, even if they are harmonised. Since dealing with failing banks is a 
complex process involving judgement and the fair treatment of different interests, it is however difficult to 
obtain predictability only from a legal framework. From the perspective of a European constituency of banks 
eventually contributing to EDIS, a uniform practice of handling failing banks in full accountability at 
European level can create additional confidence. 

To this end, the clarification and harmonisation of the public interest assessment that the Eurogroup 
envisages can play a constructive role. Within the Banking Union, a positive public interest assessment, 
which is a precondition for resolution, can deliver both the application of a directly applicable EU Regulation 
and the responsibility of an EU body at the same time. One may understand from the statement that the 
objective of the Eurogroup is to extend the scope of resolution to small and medium-sized banks. However,  
the consequence of a positive public interest assessment is not only that a harmonised EU legal framework 
applies and that an EU body becomes responsible. It also means different objectives and instruments 
become applicable, namely those of the resolution framework rather than those of national insolvency 
frameworks. Hence, it will be important that the EU resolution framework makes sure its resolution 
objectives and tools are also appropriate for smaller and medium sized banks. 

The Eurogroup wishes to keep “flexibility for market exit” of failing banks. One way to do that would 
be to build “market exit” (recalling of all banking licences, ceasing of all activities, and liquidation) as a 
specifically defined possibility into the resolution framework, providing the appropriate instruments to this 
end. That way, the objective of predictability of outcomes through a harmonised framework and a European 
body in charge could be ensured. Alternatively, for a range of banks to be defined, reliance could still be 
place on national insolvency frameworks. In this context, the Eurogroup called for limited harmonisation of 
bank insolvency, but did not hint at the objectives of such an endeavour. Again, trying to ensure more 
predictability of the outcomes of national insolvency procedures could be a desirable objective in principle 
of such harmonisation - although a limited harmonisation may only deliver limited progress to that end.  
Harmonisation of bank insolvency could entail vesting national frameworks with harmonised bank-specific 
tools. In this context, the SRB has cautioned against perpetuating the national management of banking 
crisis, which could be a consequence of modifying national insolvency regimes to entail more bank-specific 

https://www.europarl.europa.eu/news/en/press-room/20221205IPR60902/key-meps-call-for-breaking-deadlock-on-bank-deposit-insurance-scheme
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tools. If this was the outcome of such an endeavour, it would also contradict the Eurogroup’s own objective 
of applying resolution more broadly.  

Note also that the Eurogroup suggests changes to achieve resolution of more small and medium-sized 
banks conditional on the availability of sufficient funding, from debt that can be written down or 
from “industry-funded safety nets”. Concretely, the Eurogroup seems to propose a role for DGS when it 
recommends harmonising the use of national deposit guarantee funds in crisis management.  However, the 
Eurogroup envisages that national authorities assess if the preconditions for a contribution of the national 
DGS are fulfilled, while the SRB had pleaded for a role for itself in governing national DGS before EDIS is in 
place. 

Overall, while the Eurogroup did not agree on concrete steps towards EDIS, its statement does entail 
some elements that the forthcoming Commission proposals could build upon, making improvements 
to the crisis management and deposit insurance framework that eventually bring the completion of 
the Banking Union closer. 
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