European Parliament resolution on deposit-guarantee schemes (DGS)

1. 
Rapporteur: Christian EHLER (PPE-DE/DE)
2. EP reference number: A6-0448/2007 / P6-TA-PROV(2007)0626
3. Date of adoption of the resolution: 13 December 2007
4. Subject: The resolution responds to the 2006 Commission Communication on Deposit Guarantee Schemes (COM/2006/729). After dealing in detail with issues raised in the Communication, the resolution refers to cross-border issues and the impact of different national DGS regimes and requests some procedural steps in the context of general discussions on crisis management.
5.
Competent Parliamentary Committee: Committee on Economic and Monetary Affairs (ECON)
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Brief analysis / assessment of the resolution and its requests:
The resolution fully endorses the Commission's 2006 Communication. In particular, it acknowledges the identification of six self-regulatory issues to be dealt with by the European Forum of Deposit Insurers (EFDI) and supports the line the Commission has taken with regard to these issues:

· Scope of current definition of deposits;
· Non-binding model agreement on topping up;
· Exchange of information;
· Common voluntary approaches on risk-based contributions to DGS;
· Best practice concerning the improvement of consumer information on DGS;
· Duration of payment delays to depositors.
The EP also endorsed the Commission's view that the refund or transfer of contributions should a bank leave a DGS is a matter to be dealt with solely by Member States (MS).

The EP puts forward the following requests to the Commission:

a. To increase the minimum coverage level in light of corresponding economic developments or at least to counterbalance inflation when the Directive is next amended (paragraph 3);

b. To submit a report on the timetable and results of the self-regulatory issues being dealt with by EFDI (paragraph 5);

c. To examine the different funding mechanisms of DGS in the context of possible distortions of competition, equal treatment of customers, ensuing costs, and cross-border operation (paragraphs 7 and 14);

d. To analyse regulatory problems that may be created by separation of supervision and DGS between countries (paragraph 9);

e. To put forward a "proactive" proposal addressing harmonisation of DGS in order to avoid distortions of competition, unequal treatment of customers and negative consequences on cross-border risk management (paragraph 14);

f. To analyse advantages and disadvantages of burden sharing before and after potential crisis situations with MS, Central Banks and EFDI and to inform the EP of its results (paragraph 17);

g. To plan and determine procedures for interaction between all parties concerned in a potential cross-border crisis situation with MS, Central Banks and EFDI and to inform the EP accordingly (paragraph 18);

h. To draw up "standards to improve early risk detection by DGS" with a view to calculating contributions to DGS on that basis (paragraph 19);

i. (As advice) "to embark on the more exhaustive study necessary in order to determine a common risk assessment method" (paragraph 20);

7.
Reply to the requests and overview of the actions taken by the Commission or outlook of those actions which the Commission intends to take:
a) To increase the minimum coverage level in light of corresponding economic developments but at least counterbalance inflation when the Directive is next amended (paragraph 3);
The request to link any increase of the coverage level to a corresponding economic development is in line with the Commission's position. The last periodic review of the coverage level in 2005 revealed that EU expansion to 27 MS has resulted in increased economic disparities between MS and made achieving convergence of coverage levels more difficult. As to a possible inflation-related increase, the Commission will keep this in mind when undertaking the next obligatory periodic review of the coverage level or if ongoing general discussions on powers of the home/host supervisor, crisis management and burden-sharing result in the need to propose legislative changes.

b) To submit a report on the timetable and results of the self-regulatory issues being dealt with by EFDI (paragraph 5);
A timetable is attached to this note. Results will be transmitted when they have been received. According to the timetable, a first set of results is due in spring/summer 2008 and a second set in 2009.

c) To examine the different funding mechanisms of DGS in the context of possible distortions of competition, equal treatment of customers, ensuing costs, and cross-border operation (paragraph 7 and 14);
Subject to budget conditions, the Commission is envisaging to request a report from its Joint Research Centre (JRC) on the distortive potential of the differences in funding mechanisms. Apart from this element, no action is planned. A different treatment of customers of domestic and foreign branches of a credit institution can only result if coverage limits in home and host countries are different and branches have joined the host country DGS in order to provide the same protection as credit institutions licensed in the host country (topping up). Topping up arrangements that facilitate cross-border operation are subject to EFDI's self-regulatory work. An unequal treatment of customers cannot result from different funding methods.

d) To analyse regulatory problems deriving from separation of supervision and DGS between countries (paragraph 9);
The Commission is not aware of such problems. In general, the DGS regime follows the supervisory regime (i.e. branches are supervised mainly by the home country that is also charged with providing the necessary depositor protection). A partial separation of banking supervision and DGS can only occur if coverage limits in home and host countries are different and branches have joined the host country DGS in order to provide the same protection as credit institutions licensed in the host country (topping up). Topping up arrangements are subject to EFDI's self-regulatory work.

e) To put forward a "proactive" proposal addressing harmonisation of DGS in order to avoid distortions of competition, unequal treatment of customers and negative consequences on cross-border risk management (paragraph 14);
The Commission does not intend to put forward any legislative proposal for the time being and sees no need for a "proactive" legislative action in order to avoid distortions of competition, unequal treatment of customers or negative consequences on cross-border risk management. The Commission makes clear in its Communication that any consideration of legislative changes should wait until after ongoing general discussions on powers of the home/host supervisor, crisis management and burden-sharing have to at least lead to preliminary conclusions. A different treatment of customers of domestic and foreign branches of a credit institution can only result if coverage limits in home and host countries are different and branches have joined the host country DGS in order to provide the same protection as credit institutions licensed in the host country (topping up). Topping up arrangements that facilitate cross-border operation are subject to EFDI's self-regulatory work.

f) To analyse advantages and disadvantages of burden sharing before and after potential crisis situations with MS, Central Banks and EFDI and to inform the EP of its results (paragraph 17);
Burden sharing has been discussed mainly in the Council's European Financial Committee (EFC). The suggested participation of EFDI in general discussions on burden-sharing and crisis management (paragraphs 17 and 18) is considered inappropriate. Since the cumulative total of all funds of EU DGS (approximately € 12 billion) is relatively insignificant in relation to the total amount of bank deposits, it would be inappropriate to involve EFDI in burden sharing discussions.

g) To plan and determine procedures for interaction between all parties concerned in a potential cross-border crisis situation with MS, Central Banks and EFDI and to inform the EP accordingly (paragraph 18);
See reply to point f.

h) To draw up "standards to improve early risk detection by DGS" with a view to calculating contributions to DGS on that basis (paragraph 19)

In the context of the work on self-regulatory issues, the Commission has also asked EFDI and JRC to develop recommendations for risk-based contributions. However, they will not be considered "standards" but rather a support for those MS that might wish to introduce risk-based contributions on a voluntary basis.

i) (As advice) "to embark on the more exhaustive study necessary in order to determine a common risk assessment method" (paragraph 20);
Apart from the work referred to under point h, no further studies are foreseen.
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Annex: Timetable for non-legislative work (as of 22 January 2008)

	
	Issue
	Timetable

	1
	Scope of current definition of deposits
	Report by July 2008

	2
	Non-binding model agreement on topping up 
	Inventory of existing topping up arrangements by September 2007
Categorisation of issues that can be solved (or not) by a model agreement by March 2008
Model agreement by March 2009

	3
	Exchange of information
	Inventory of problems that have occurred and report on the question of which information is needed at which stage from whom by March 2008

	4
	Common voluntary approaches on risk-based contributions to DGS
	Report based on collection of data from those Member States that already use a risk-based approach by February 2008
Setting out possible models by July 2008 
Scenario analysis and proposals for possible improvements by July 2009

	5
	Best practice concerning the improvement of consumer information on DGS
	Report including a voluntary template by July 2008

	6
	Duration of payment delays to depositors
	Report by July 2008
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