Follow up to the European Parliament resolution with recommendation to the Commission on Cross-Border Crisis Management in the Banking Sector, adopted by the Commission on 12 October 2010
1.
Rapporteur: Elisa FERREIRA (S&D/PT)

2.
EP reference number: A7-0213/2010 / P7_TA-PROV(2010)0276

3.
Date of adoption of the resolution: 7 July 2010

4.
Subject: Cross-Border Crisis Management in the Banking Sector

5.
Competent Parliamentary Committee: Committee on Economic and Monetary Affairs (ECON)

6.
Brief analysis/assessment of the resolution and requests made in it:

The Resolution requests the Commission to submit to Parliament by 31 December 2010, on the basis of Article 50 and Article 114 of the Treaty on the Functioning of the European Union, one or more legislative proposals on an EU crisis management framework, a resolution unit and an EU financial stability fund. According to the Resolution the Commission's proposal should take account of initiatives taken by international bodies, such as the G20 and the IMF, in order to ensure a global level-playing-field and be based on a profound analysis of all alternatives available, including an impact assessment;

The preamble to the Resolution recognises the importance and urgency of putting in place new arrangements for the handling of cross-border banking crises in light of recent experiences and the deficiencies to the existing arrangements that were revealed, and the analysis of the problems to be addressed is very similar to that outlined in the Commission's own Communication:

· the ineffectiveness of the arrangements to prevent or contain contagion;

· the heavy burdens imposed on taxpayers, and support for the polluter pays principle;

· the need to allocate losses more appropriately to shareholders and creditors, and to avoid moral hazard;

· the need for better coordination between EU authorities;

· the need to deal with cross-border banking groups;

· the need for a clear assessment to trigger early intervention/resolution measures;

· the need for a gradual, phased process to put in place an effective crisis resolution process, with a common set of rules, but in the longer term a move towards a more universal regime.

However in a number of respects, the Parliament's position differs from the Commission's preferred approach. In particular, Parliament suggests that:

· The new European Banking Authority should be tasked with a lead role in a resolution process, hosting a fully staffed "Resolution unit" and in charge of a pan-EU financial stability fund.

· The pan EU financial stability fund would need to be separate and independent from Deposit Guarantee Schemes. The fund would also be tasked with medium term funding, capital injections and guarantees.

· A special framework should be urgently developed (by end 2011) to apply only to cross-border systemic banks, and the Commission requested to define criteria for the definition of cross-border systemic banks by April 2011. This would entail putting in place a special 28th regime for insolvency procedures involving cross-border systemic banks.

· The new crisis management framework would specify which supervisors would have crisis management responsibility for different types of bank (cross-border systemic, cross-border non-systemic, local).

7.
Response to the requests and overview of the actions taken by the Commission or outlook of those actions which the Commission intends to take:
The Commission welcomes the Resolution and shares the Parliament's analysis of the problems and challenges which must be overcome if progress is to be made.

The Commission welcomes the Parliament's ambition and agrees that the approach must be progressive. However the Commission believes it necessary to build on existing consensus and start with national frameworks and a coordinated approach in light of the current supervisory architecture, where responsibility for key decision-making remains with national authorities. At a later stage, and in light of future developments – it may be appropriate to push beyond a national coordination framework.

The Commission could broadly agree with many of the Parliament's proposals for a common EU crisis management framework: common methodologies for risk assessment, the potential role that resolution plans might play, the need for crisis management tools. As work on the precise details is still ongoing, the Commission's proposal may differ in form but not significantly in substance from the Parliament's recommendations.

The Commission prefers to apply the new framework to all credit institutions, both domestic and cross-border, systemic and non-systemic, including certain investment firms. It may in practice be impossible to decide in advance which banks may turn out to be systemic in particular circumstances.

The Commission is favourable to workable arrangements to fund bank resolution measures. Privately funded ex ante funding should be an essential part of a new EU framework to take the place of taxpayer funds. The money should be used only in the context of resolution tools – not to bail out banks and losses must be appropriately borne by shareholders and creditors. However the Commission has a preference for a network of national funds because the establishment of a pan European fund would be premature as long as the responsibility for supervisory decisions remains at national level.

The Commission does not favour the establishment of an independent resolution unit within the new European Banking Authority. We recognise that there is a need, in an integrated banking market, for an effective centralised coordination role to manage crises and that the new European Banking Authority will clearly have a role to play in the future. However designating a lead role in resolution and insolvency would at this stage raise many challenges in particular in terms of the implications for national insolvency law and the resources required to perform such a function. The fundamental changes required to ensure a more integrated approach to cross border crisis management should be part of the longer term project on which the Commission has already begun to reflect, and could usefully be considered further in the context of the review of the EBA regulation that will take place once the Authorities have been up and running for a period.

The Commission will push with urgency to deliver a new framework and will provide further details in its Communication this Autumn, to be followed up with legislative proposals in Spring 2011.
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