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  Preface   

 This book, to the best of our knowledge, is the first extensive work on 
the restructuring of banks in EU countries during the recent global finan-
cial crisis and the consequences of restructuring on both the macro- and 
 micro-economic levels. In studies that we conducted during the period 
1999–2002, culminating in two publications in Polish (Iwanicz-Drozdowska, 
2000; Iwanicz-Drozdowska ed., 2002), our analysis covered 22 countries, 
including several that were undergoing political and economic transforma-
tions. Readers may consider this book a continuation of that earlier work. 
However, a prerequisite for this book has been the serious breakdown in 
financial markets, which, compared to earlier crises, has affected highly 
developed countries much more than developing countries. Our analysis 
covers 95 banks from 17 EU member states and, in addition, five institutions 
created during the crisis to take charge, above all, of managing ‘bad’ assets. 

 The purpose of our study is to demonstrate the diversity of the restruc-
turing instruments applied in EU countries and to offer a critical, institu-
tionalized analysis of the financial support provided to banks. In particular, 
our interest has focused on estimating the cost of that support and evalu-
ating its effects. We bring to these considerations an analysis of the pre-crisis 
situation and of the numerous changes implemented because of the crisis. 
Our aim is to present the reader with a full context for the recovery actions 
implemented in the banking sector. 

 The book comprises five chapters and an Appendix. Chapter 1 presents 
a historical outline, discusses causes of crises and offers an overview of 
the restructuring instruments and their use for crisis management before 
2007. We also sketch the scope of the analysis that we have conducted. The 
following four chapters focus on the situation in the EU before the crisis 
outbreak (Chapter 2), the crisis ‘landscape’, comprising a comprehensive 
description of the rescue actions (Chapters 3 and 4) and the ‘landscape’ after 
the changes that were the consequences of the crisis events (Chapter 5). We 
avoid using the term ‘post-crisis landscape’ because there are insufficient 
grounds for arguing that the crisis finally has ended. 

 Chapter 2 analyses macroeconomic factors in EU economies before the 
start of the crisis. It describes major tendencies shaping the environments in 
which banks were operating, focusing on the condition of the economy and 
the nature of the economic policies, in particular monetary and budgetary 
policies. After defining the main tendencies, we evaluate the impact of the 
above-mentioned factors on the condition of the banking sector in the EU. 
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 Chapter 3 presents actions undertaken during the global financial crisis. 
We start by characterizing the rules for granting state aid, which the 
European Commission approved on a large scale, and which were in many 
cases used to rescue banks undergoing financial difficulties. In addition to 
examining the forms and scale of the support, we present an analysis of 
determinants of costs of banks’ restructuring on the macroeconomic level. 
Chapter 4 analyses costs of individual forms of restructuring on the micro-
economic level. The analyses in Chapters 3 and 4 derive from the rich 
empirical material we collected during our study. We present these data in 
detail in the Appendix. 

 Chapter 5 details the most important changes in the financial safety net 
and regulations, and are presented after an assessment of the situation in the 
real economy and the EU banking sectors. We pay particular attention to the 
bank resolution regime and the banking union because of the hopes that 
these measures evoked. The introduction of systemic regulations, enabling 
the application of new tools for the liquidation of financial institutions, was 
an important response to the global financial crisis. The chapter indicates 
reasons for introducing the resolution regime into the EU financial safety 
net, discussing its key objectives and tasks. The creation of the banking union 
has begun relatively quickly, although it is not yet complete. As early as May 
2012, the European Commission called for the creation of the banking union. 
A month later (Van Rompuy, 2012, and subsequent reports) a road map was 
drawn for strengthening the Economic and Monetary Union through closer 
integration in the financial sphere, involving, among other actions, integra-
tion of banking supervision (Single Supervisory Mechanism, or SSM), crea-
tion of a pan-European restructuring and bank resolution regime (Single 
Resolution Mechanism, or SRM) as well as a single Pan-European deposit 
guarantee scheme. This integration involves the transfer of competence in 
the indicated three spheres from the national to pan-European level. 

 The authors have made every effort to collect data and information of 
the highest quality from a variety of sources, regarding the course of events, 
the standing of the banks undergoing financial distress and the amounts 
allocated to the various rescue actions. To the best of our knowledge, this is 
the first extensive work on the restructuring of banks in EU countries during 
the recent global financial crisis and its consequences on both the macro 
and microeconomic levels. It will be important to revisit the standing of 
the restructured banks in five to ten years, as well as the results of compa-
nies managing ‘bad’ assets and other entities involved in the crisis manage-
ment. Such a timeframe will allow for evaluation of whether, for example, 
the restructuring actions have increased moral hazard in the banking sector 
and whether they have led in a longer perspective to gains or losses for state 
budgets. 
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   This chapter presents a brief history of banking crises and restructuring tools, 
with a particular focus on the recent global financial crisis (GFC). There 
always are questions about the causes of turmoil in the financial markets; 
therefore, the chapter explains how the current crisis is different from the 
previous ones. The conclusions from the research confirmed that the main 
causes remained the same all the time; however, the environment in which 
banks operate has been changing dynamically. A critical factor during the 
GFC was the contagion effect. In past crises, the most common restructuring 
tool, associated with government bailouts, was recapitalization (in addition 
to liquidity support), which allowed most banks to survive.  

  1.1     Short history and the scope of the analysis 

 Banks always have faced the threat of losing their safety and soundness 
because of the way they operate as entities that collect deposits and grant 
loans, risking the default of the debtor. According to G. Caprio and D. 
Klingebiel (1996), the first banking crisis occurred in Rome in 33 CE. Until 
the current global financial crisis, the Great Depression of the 1930s was the 
most severe breakdown in the banking (and financial) sector. 

 Political and academic analyses of the causes of the ongoing global finan-
cial crisis indicate irregularities in the banking sectors of many countries. 
One of the key irregularities was excessive lending and the corresponding 
inappropriate risk management, including risk assessment in the securitiza-
tion process (Caprio jr. et al., 2008). 

 One may distinguish three waves of the global financial crisis. In May 
2006, Merit Financial Inc. was the first US brokerage firm to go bank-
rupt, while in August 2006, default rates for subprime loans increased. 
Subsequent bankruptcies  1   of brokerage institutions began in early 2007. 
The failure of New Century Financial was particularly noteworthy. Because 

     1 
 Banking Crises and Restructuring 
Tools   
    Małgorzata   Iwanicz-Drozdowska    
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of the American market’s significant global role, the problems occurring in 
the United States began to spread to other countries and cause contagion. 
In July 2007, Bear Stearns announced that its two hedge funds investing 
on the subprime market had nearly lost their value. In July 2007 – begin-
ning of the global financial crisis – financial institutions gradually started 
to reveal problems with their collateralized debt obligations, or CDOs. One 
of the first was Swiss UBS. The trouble started to spiral and other institu-
tions declared significant profit falls (including Morgan Stanley, Goldman 
Sachs, Bear Stearns, Citigroup, Merrill Lynch, Bank of America, Barclays and 
HSBC) or serious financial problems (including IKB Deutsche Industrie Bank 
and Northern Rock). In March 2008, Bear Stearns lost access to short-term 
financing and ended up being taken over by JP Morgan in May that year. 

 In Europe, the first wave of the 2007 crisis did not wreak too much havoc on 
financial markets. But the second wave of the crisis, beginning with Lehman 
Brothers’ failure, led to a slump in the banking sector and other segments of 
the financial markets because of losses from exposures to Lehman Brothers, 
but most of all, because of the loss of trust among the market players. The 
third phase of the crisis dates to the second quarter of 2010, when Greece’s 
financial problems became evident. At that time, the banks started to suffer 
negative consequences of keeping in their portfolios securities issued by the 
governments of southern European countries. 

 Although the Great Depression and the current global financial crisis are 
historically the two greatest breakdowns in the banking sector, banking crises 
have occurred often. According to IMF statistics, there were 124 banking 
crises between 1970 and 2007  2  . In order to specify the number of crises, 
excluding the ongoing global financial crisis, we would have to exclude 
two cases taken into account by the IMF economists – the United Kingdom 
and the US (2007). As a result, in the 1970–2007 period 122 banking crises 
were identified (Laeven and Valencia, 2008, p. 5).Before the outbreak of the 
current global financial crisis, banking crises occurred in 12 EU countries, 
including nine in Central and Eastern Europe during the 1990s. (These were 
the so-called transformation crises – Bulgaria, Croatia, the Czech Republic, 
Estonia, Lithuania, Latvia, Poland, Romania and Hungary). Banking crises 
occurred earlier in Finland, Spain and Sweden. 

 According to the data gathered by the IMF economists (Costa Navajas 
and Thegeya, 2013, p. 28) over the 2007–2011 period one may identify 11 
systemic banking crises in EU countries and additional six crises in other 
countries (Iceland, Kazakhstan, Mongolia, Nigeria, Ukraine and the United 
States). This number should be increased by the cases of Cyprus (2012–2013), 
Portugal (a systemic crisis since 2012) and Slovenia (a systemic crisis since 
2013)  3  . In total, there have been 14 systemic banking crises in EU member 
states since 2007.      
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 In our analysis, we focus on the banks in EU countries (excluding Croatia, 
which, at the start of the financial crisis, was not a member state). Our study 
has covered 95 banks  4   from 17 EU countries that suffered a systemic crisis 
or disturbances on a smaller scale that still required government interven-
tions, including the state aid procedure. Additionally, we have analysed five 
institutions  5   created during the crisis to manage bad assets  6  . Our analysis of 
the 14 systemic crises does not explicitly include Luxembourg. The issues 
of that country’s banking sector resulted from ‘importing’ problems from 
Iceland and from cross-border operations of two banks from the Benelux 
states (Dexia and Fortis), whose restructuring was co-financed by the govern-
ment of Luxembourg. 

 We also have identified cases of bank restructuring in countries that did 
not suffer systemic crises – France, Lithuania, Sweden and Italy – and we have 
included them in our analysis. We have not analysed the case of Hungary. 
The problems occurring there were mainly political and they affected all 

 Table 1.1     The list of banking crises in EU countries from 2007 to 2013 

Country
Outbreak of 

the crisis (IMF)

Outbreak of 
the systemic 
crisis (IMF)

The number of banks 
restructured and the 

name of the asset 
management company

Austria 2008 2008 7
Belgium 2008 2008 3
Cyprus  2012*  2013* 3
Denmark 2008 2009 12
Estonia
France 2008 5
Greece 2008 2009 7
Spain 2008 2011 13+SAREB
The Netherlands 2008 2008 3
Ireland 2008 2009 6+NAMA
Lithuania  2013* 1
Luxemburg 2008 2008 –
Latvia 2008 2008 2
Germany 2008 2009 10+SocFin
Portugal 2008  2012* 7
Slovakia –
Slovenia 2008  2013* 5 + BAMC
Sweden 2008 2
Hungary 2008 –
The United Kingdom 2007 2008 5 + UK Resolution
Italy 2008 4

     Note : * According to our research (see Appendix).   

  Source : Based on Costa Navajas, Thegeya (2013, p. 28) and data collected by the authors.  
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banks that had granted loans in Swiss francs  7  . Our analysis has not addressed 
the consequences of the financial crisis in Iceland for banks and EU coun-
tries. Some of them (such as Belgium, the Netherlands, Luxembourg and the 
UK), through paying deposits to customers, were forced to allocate funds to 
resolve problems related to branches and/or subsidiaries of Icelandic banks. 
The major obstacle to analysis is the lack of financial data for those Icelandic 
institutions that contributed to the problems in EU countries.  

  1.2     Causes of banking crises – literature review 

 Over the ages, the main causes of bank failures have changed little. However, 
financial and organizational innovations undoubtedly make the same cause 
(for instance, a bad credit policy) have a different impact (usually stronger as 
the importance of financial operations is greater in the economy) and have a 
different scope (frequently global). Laeven and Valencia in 2008 described a 
systemic banking crisis as characterized by, a large number of defaults in the 
financial and corporate sectors. This results in the increase of non-performing 
loans and the exhaustion of all or most of the aggregate banking system capital. 
Massive financial problems on the microeconomic level generate a systemic 
problem. The decrease or, in extreme cases, exhaustion of banking system 
capital, requires public authorities to intervene to ‘repair’ the banking sector. 
There is a strong correlation between the causes of banking crises and the causes 
of bank defaults. 

 The tide of the global financial crisis recalled the financial instability 
hypothesis of H. Minsky (Minsky, 1992, pp. 6–7). Unlike other approaches, 
this hypothesis treats banking seriously as a profit-seeking activity, which 
is possible due to the introduction of innovation. H. Minsky distinguished 
three income-debt relations: hedge financing, speculative financing and 
Ponzi financing. (The last was named after the founder of the first financial 
pyramid scheme.) Hedge financing allows the borrowers to repay their debt 
out of their cash flows. In speculative financing, cash flows are not sufficient 
to repay the entire debt, but the borrowers may issue new debt or roll over 
their loans. Speculative borrowers show profits that stress their ability to 
repay their commitments. Ponzi borrowers do not generate sufficient cash 
flows to repay their debt or even the interest. Repayments may be made 
upon the sale of assets or by new borrowing, usually at a higher interest rate. 
H. Minsky used these three forms of financing to explain both economic 
stability and instability. When hedge financing dominates, the economy 
may be in balance. Otherwise, the balance is disturbed. Additionally, after 
a longer period of economic prosperity, hedge financing is given up, which 
causes instability  8  . Operations of banks are procyclical, which should be 
attributed to, among other things, managers’ approach to risk-taking. During 
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the periods of prosperity, managers concentrate on increasing credit (and 
investment) activity, especially when prior transactions had proven profit-
able. This frequently results in a too liberal risk-taking approach, including 
the loosening of standards of creditworthiness assessment. According to 
Minsky’s terminology, this represents a move away from hedge financing. 
Prosperity ends at a ‘certain’ moment and then some customers may fail to 
fulfil their commitments, which generates losses for the banks. Afterwards, 
the bank managers apply more restrictive standards when assessing their 
customers’ creditworthiness, which suppresses increases in lending and 
makes loans less available in the economy. After some time, the managers 
change their approach to taking risks and liberalise the rules set earlier. Bergel 
and Udell (2003) named this phenomenon ‘institutional memory.’ Further, 
extensive research is required to determine how much profit and loss drive 
managers’ behaviours, as well as the role of behavioural factors. 

 Earlier analyses of causes of crises (Iwanicz-Drozdowska ed., 2002; Lindgren 
et al., 1998; Ostalecka, 2009) pointed to such basic sources as:

   bad policies pursued by banks, mainly with regard to credit risk;   ●

  gaps in regulations and supervision, which allowed for taking excessive  ●

risk;  
  supervisors’ delayed interventions;   ●

  excessive optimism of market players.     ●

 In one of the first papers to analyse the current global financial crisis, the 
authors enumerate the following main causes (Dell’Ariccia et al., 2008, 
p. 8):

   more liberal requirements for borrowers due to the dynamic growth of  ●

the credits;  
  significant, mainly speculative, growth of real estate prices;   ●

  banks’ growing interest in the sale of receivables and securitization, which  ●

in consequence led to the easing of the lending policy;  
  easing of the monetary policy conditions and keeping low interest rates  ●

for long periods.    

 Here follows a brief review of the literature on the causes of crises and the 
contagion effect. The contagion effect has been treated as a separate issue 
because of the important role it has played in the ongoing global financial 
crisis. 

 Klomp (2010, pp. 72–87) analysed causes of banking crises and pointed to 
differences in comparison with prior studies. His literature review comprised, 
among other things, the variables applied in the studies and the methods 
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and the scope of the analysed cases, as presented in Table 1.2. Klomp 
conducted research on the period preceding the current crisis, 1970 to 2007, 
and on 110 countries (with 130 crises). The major differences compared to 
earlier studies involved application of different estimation techniques, and 
addition of independent variables that took into account such differences 
between the countries as the quality of the institutional environment, the 
financial regulations, independence of the central bank, history of democ-
racy, instability of the government and instability of the regime. Klomp also 
introduced additional macroeconomic variables. In his conclusions, Klomp 
argued that the causes of banking crises are different, although one may 
identify frequently occurring variables, such as increased lending activity, 
GDP growth and real interest rates. However, none of these variables was 
significant in more than 60 per cent of crises covered by the analysis. The 
probability of crisis increased with the growing globalization and the growing 
ratio of M2 to foreign currency reserves. Klomp also identified differences in 
the impact of individual variables depending on the level of the economic 
development and differentiated between a systemic crisis and an ‘ordinary’ 
crisis. The three most important variables – the growth of lending activity, 
the GDP growth and the real interest rates – point to the contribution of 
loans flowing into the economy into generation of the crisis. The lending 
boom boosting the GDP and the rising real interest rates support H. Minsky’s 
concept of moving away from hedge to Ponzi financing.      

 Sayek and Taskin (2014, pp. 447–493) have analysed two issues. First, 
they examined whether the factors that evoke financial crises have changed 
over time. The authors concluded that they had not and that there were 
no differences between highly developed and developing countries. The 
key factors that affected the probability of crisis were the GDP growth rate, 
current account changes, the stability of public finances, the level of loans 
to the private sector and the debt of the public sector. The factors that had 
a different influence were inflation and interest rates. Second, the authors 
examined how the experiences of individual countries differed from the 
average ones being observed. The authors demonstrated that the crisis in 
GIIPS  9   countries was different from a typical crisis. 

 Similar questions have also been asked by Claessens et al. (2010a, 
pp. 247–264), who also added the problem of costs related to the reces-
sion caused by the crises. The ongoing global financial crisis has revealed 
four features common to previous crises: a significant growth of asset prices 
before the crisis; a lending boom preceding the crisis; major expansion on 
the credit market, including mortgage loans, and regulations and supervi-
sion that lagged behind the market changes. The major four differences in 
comparison with the previous crises were a wide use of financial instruments, 
growing interrelations among financial markets, high leverage of financial 
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institutions and the role of households, mainly with regard to debt levels 
(evaluated through, among other things, DtI  10  ). As for the recession costs, 
the ongoing financial crisis pulled the economies downwards to a greater 
extent than before. 

 Similar conclusions have been drawn by Claessens et al. (2011, pp. 5–7), 
who pointed to the following differences:

   previously, the crises primarily touched emerging markets and developing  ●

countries, while in the current crisis, they mainly affect the highly devel-
oped countries;  
  the financial systems were bigger in relation to the GDP and were more  ●

concentrated; financial institutions had more complex organizational 
structures, which reduced supervision capabilities;  
  the growth of credit and asset prices was stronger than before; in some  ●

cases this was accompanied by external imbalance;  
  the leverage was higher both for financial institutions and for households  ●

(correlated with the growth of real estate prices);  
  interrelations among financial institutions became stronger, which  ●

resulted from applying innovations and the growing role of non-banking 
institutions (the so-called shadow banking).    

 Caprio et al. (2014, pp. 114–129) have conducted research on factors deter-
mining the financial crisis in 2008 for 83 countries. They used data from 
the 1998–2006 period and they applied the probit model. According to the 
results of their study, the probability of the crisis was higher in banking 
sectors with a high loan-to-deposit ratio (which is evidence for unstable 
financing of the lending activity) but was lower for countries with a high 
interest margin, high concentration in the banking sector, significant 
constraints in the banking activity and strong private monitoring. The 
conclusions have proven correct also for the analysis conducted on the level 
of individual banks. The authors have distinguished two business models 
in banking – the originate-to-hold model, or OTH, and the ‘new’ originate-
to-distribute model, or OTD. The traditional model allowed for generating 
a higher interest margin and demonstrated greater stability in the time of 
crisis. Further, the authors noticed that additional capital adequacy require-
ments for the banks following the traditional model would contribute to 
higher costs of loans and reduce lending. They also pointed to concerns 
regarding the banks’ turning to new, riskier areas of operations. 

 Poghosyan and Čihak (2011, pp. 163–184) have conducted research on 25 
EU countries, using Bankscope data for the 1996–2007 period, combining 
them with data regarding financial distress in banking sectors. The authors 
have identified 79 interventions in the 1997–2008 period (for example, 
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government guarantees, forced merger, financial support and liquidity 
support) for 54 banks out of 5,708 entities from the EU. One of their conclu-
sions was that the EU integration policy had led to the convergence of risks 
in EU countries, which requires a centralized approach to regulation. The 
authors identified the contagion effect in the EU banking sector. Taking into 
account the concentration level, the research indicated that the banks oper-
ating in more concentrated banking sectors were more exposed to finan-
cial distress than banks operating in less concentrated banking sectors. The 
factor that contributed to financial distress was also the share of ‘wholesale’ 
financing. 

 Vallascas and Keasey (2011, pp. 37–68) have studied the monthly histor-
ical volatility of bank indexes (in 15 EU countries, Norway and Switzerland) 
from January 1988 through December 2010. Though they could not identify 
changes in the long-term volatility, they did identify a change in the factors 
that evoke the volatility. The significance of international and European 
non-financial factors increased, particularly in the case of large banking 
systems because of cross-border integration. However, this did not result 
from introducing the euro as a single currency. This resulted in a greater 
vulnerability of EU banking systems to external shock in the last part of the 
research period. 

 The ongoing crisis has spread rapidly on a global scale because of the 
contagion effect  11  : a situation in which there is a significant increase in cross-
market connections after a shock occurs in one market (Longstaff, 2010, 
p. 348). ‘Shock’ is an important element and its nature may be either ‘micro’ 
or ‘macro’. Having reviewed the literature, Longstaff (2010, p. 348) identified 
three channels that may propagate the contagion effect:

   the information channel,   ●

  the liquidity channel,   ●

  the risk-premium channel.     ●

 These channels are interrelated. Emergence of negative information may 
translate into limited liquidity of an instrument or a market, and into higher 
risk-premium. 

 The contagion transmission channels have also been indicated by Pritsker 
(2000), who identified linkage channels in:

   the real sector,   ●

  the financial markets,   ●

  the financial institutions,   ●

  and the interaction between the financial markets and financial  ●

institutions.    
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 The literature review performed by Hasman (2012) has identified two research 
streams and their diverse conclusions. First, in the theoretical stream there 
have been contradictory results. According to Hasman (2012, pp. 980–983), 
some authors say that stronger linkages among banks (defined as ‘a complete 
banking structure’) increase the probability of the contagion effect (this has 
been proven by: Brusco and Castiglionesi, 2007; Hasman and Samartin, 
2008), while others argue that ‘incomplete banking structures’ contribute to 
a higher risk of contagion (proven by: Allen and Gale, 2000; Babus, 2006). 

 Second, the network theory and the event studies have been applied in 
the empirical research. The major difference between these two approaches 
is that network theory uses simulations while the event studies use actual 
bank problems. The literature on the event studies identifies pure contagion 
and information-induced contagion. The pure contagion effect occurs when 
deposits are withdrawn from an institution with good financial standing, 
while the information-induced contagion occurs when funds flow out from 
institutions in financial distress before the ‘official’ start of the crisis. The 
empirical studies indicate that depositors are able to differentiate banks in 
good condition from banks in distress and that the contagion effects are 
mainly induced by information. However, financial innovations increase the 
risk of ‘pure’ contagion. Additionally, the central bank’s role as the lender of 
last resort makes it more difficult to use the event studies. Studies that have 
used the network theory show that the contagion effect may occur but it is 
not so obvious. The probability of contagion depends, e.g., on the size of the 
bank and the directions and types of the connections. Interdependencies 
analysis is performed at a specific moment, without any possibility to assess 
changes occurring over time. It also is based on the assumption that the link-
ages are spread among the banks and not on the actual data, as they are not 
available (Hasman, 2012, pp. 985–988). 

 Longstaff (2010, pp. 436–450) has examined the contagion effect using 
CDOs based on subprime loans. The author used the ABX indices from 
January 2006 through December 2008. The analysis shows that when the 
subprime crisis began, the interdependencies between the ABX indices and 
the profitability of US treasury bonds, corporate bond spreads, stock market 
returns and VIX indices grew stronger, which indicates that the contagion 
effect has occurred. 

 As regards the current crisis, the issue of problem propagation was analysed 
in a different manner by Frank et al. (2008), who concentrated on whether 
the loss of liquidity SIVs  12   could have led to solvency problems of finan-
cial institutions. During a crisis, the liquidity shock propagation may be 
intensified and create a systemic risk. Problems may be transmitted through 
direct exposures among financial institutions and through asset prices. The 
leverage applied by financial institutions may intensify the phenomenon by 
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increasing procyclicality. The authors have analysed only the US market and 
the 2007 situation, which limits the possibility to generalize conclusions. 
The authors have identified the contagion effect between various financial 
market segments in the US. A later study confirmed the presence of greater 
interdependencies between the US market and the emerging markets (Frank 
and Hesse, 2009). 

 Undoubtedly, the contagion effect is the factor that has emerged, with 
extraordinary force, during the ongoing global financial crisis. It is essen-
tial to continue research not only on the contagion effect but also on the 
causes of crises, which – although reoccurring for years – may break out 
with different intensities or in different forms. However, accomplishing 
this goal depends upon improvements in the quality and scope of the data 
published by banks and of the data available only to the financial safety net 
institutions. Special attention must be paid to the channel of exposures on 
the interbank market, which contributes to the contagion effect, and to the 
involvement in the same type of financial instruments, which stimulates the 
growth of systemic risk.  

  1.3     Types of financial support – historical perspective 

 When a financial crisis occurs, public authorities intervene to improve the 
situation and recover the banking sector. The following factors are essen-
tial to a comprehensive view of the tools that improve the banking sector’s 
standing:

   the systemic or selective use of the tools,   ●

  the tools allowing the bank (in whole or in part) to stay on the market,   ●

  the tools separating bad assets.     ●

 Liquidity support may be deemed a systemic support instrument. Such actions 
undertaken by the central bank allow the banks to access liquid funds upon 
presenting collateral (for instance, government securities). With an outbreak 
of panic and the loss of trust on the interbank market, the banks do not want 
to lend funds to one another. This was the case, for instance, after the failure 
of Lehman Brothers. Central banks took actions that preserved liquidity of 
the banking sector, not only by granting collateralized liquidity loans, in 
compliance with W. Bagehot’s central banking principles, but also by using 
non-standard tools, other than those used when the financial market does 
not suffer any problems. We are not focusing on central banks’ actions as it 
would, in fact, require further comprehensive research. 

 Actions performed as programs or packages (like in France and Denmark in 
the ongoing crisis) are a similar type of support. The government announces 
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that it may (in the EU, upon the European Commission’s approval) grant 
financial support, and the banks that are interested in it and fulfil the speci-
fied criteria are entitled to join the programs. 

 Selective instruments are all kinds of rescue operations aimed at resolving 
problems of a specific entity, such as recapitalization or nationalization. 

 A bank’s continuation of market operations is possible when its restruc-
turing is justified economically (and/or politically). This applies mainly to 
large banks on a given market whose bankruptcies could not be handled 
by the deposit guarantee institution (payment of funds to depositors) or 
the state treasury. Instruments allowing continuation of market operations 
include: recapitalization (or nationalization), guarantees for bond issue, open 
bank assistance (guarantees on assets and/or liabilities, loans), separation of 
bad assets from the bank (balance sheet ‘cleaning’), sale of specific business 
units to improve the financial standing and limiting the range of operations 
of a given institution as well as covering losses not only out of equity but 
also out of money of a specific group of creditors (bail-in). 

 Resolution of a bank, in addition to the bankruptcy procedure, must be 
associated with such instruments as liquidation conducted by the bank itself 
or by a dedicated resolution authority. The resolution is accompanied by 
the sale of selected asset items, for example, a network of branches along 
with the customer accounts and the loan portfolio. Another instrument is a 
takeover of a bank in distress by a bank in a good financial position or setting 
up of a ‘hospital’ for banks by merging several banks in distress and granting 
support to the new institution. 

 Separation of bad assets usually takes one of two forms:

   the transfer of the loan portfolio to a dedicated institution, which will  ●

manage it (asset management company, or AMC); it is necessary to 
provide capital support and ensure financing of the AMC  13   so it could 
effectively operate on the market. Such a solution proved very successful 
during the crisis in Sweden in the 1990s;  
  division of the bank into two parts: ‘good’ and ‘bad’   ● 14  ; the ‘good’ part – 
most often upon obtaining financial support – continues to operate on 
the market and actions are undertaken to sell it, while for the ‘bad’ part, 
liquidation or bankruptcy is planned; the ‘good’ bank takes over liabili-
ties, including the guaranteed deposits and the liabilities which are to be 
rescued, as well as the good assets. The ‘bad’ bank takes over the remaining 
liabilities and the bad assets.    

 The key objective of applying these instruments is to maximize income from 
the bad assets, ‘to clean up’ the bank’s balance sheet and, to give ‘another 
life’ to the bank. 
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 Taking into account the historical experiences before the ongoing 
global financial crisis, one can show not only the tools applied but also 
the frequency of their use. Laeven and Valencia (2008), who analysed 
42 crises from the 1970–2007 period, have performed such a review. In 
addition to banking crises, they have considered currency crises and 
sovereign debt crises. Following the work of Honohan and Laeven 
(ed., 2005) and of Hoelscher and Quintyn (2003), Laeven and Valencia 
(2008, pp. 7–16 and 18–24) continued to distinguish between the tools 
used during the containment of the crisis and those used during its resolu-
tion. During the containment phase, the public authority uses instruments 
such as suspension of deposit payments, regulatory forbearance, liquidity 
support and government guarantees for the depositors. It must be stressed 
that the instruments are systemic. The resolution phase, whose purpose is 
to recover the banking system and restore its operations, may use (usually 
selectively) the following tools : conditional, backed by the government 
but decentralized management of non-performing loans, waiving of debts, 
creation of companies to manage non-performing loans, government-sup-
ported sale of the bank (to a foreign investor, for instance) and govern-
ment capital support  15  . Capital support could be granted to banks in cash, 
in government bonds, as subordinated loans, through the acquisition 
of preferred or ordinary shares, by purchasing non-performing loans, by 
taking over the bank’s liabilities, by opening a credit line or through other 
instruments. 

 Laeven and Valencia’s analysis of 42 crises revealed a different range of 
individual tools. During the crisis containment stage, the most used tools 
were liquidity support (71 per cent of cases) and regulatory forbearance (67 
per cent). The less frequently used instruments included unlimited govern-
ment guarantees (29 per cent) with an average period of about four and a 
half years, and the least frequently used – freezing of deposits (12 per cent) 
and bank holidays  16   (9 per cent). During the crisis resolution stage, govern-
ment intervened on a large scale in 86 per cent of cases. The most frequently 
used instruments included recapitalization (76 per cent), mergers (61 per 
cent) and nationalization (57 per cent). These instruments were not used one 
at a time, but in specific configurations. Banks were sold to foreign capital 
less often (51 per cent); however, such operations involved banks from the 
emerging markets, and not the developed economies. The companies in 
charge of managing bad assets were created in nearly 60 per cent of cases, 
while companies managing bank restructuring, in 48 per cent of cases. 

 One of the first attempts to diagnose the use of the restructuring tools 
in the ongoing global financial crisis were made by Claessens et al. (2011). 
Their analysis, however, ended in 2009 and covered 12 countries. Figure 1.1 
presents the differences identified by Claessens et al. 
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 Compared to the events before 2007, additional government guarantees 
(including guarantees on assets) and the increase of deposit guarantees became 
more important. Recapitalization and nationalization remained significant. 
However, the analysis is incomplete and covers only a short period.      

 According to Claessens et al. (2010, pp. 13–14), the typical intervention 
tools used during an ongoing financial crisis are:

   supporting liquidity through collateralized lending and other instruments  ●

(in the current crisis over ten per cent of GDP of the developed countries 
along with two tools specified below), 

   supporting short-term wholesale markets,   ●

  increasing guarantees for retail and other creditors,     ●

  purchasing or exchanging non-performing or non-liquid assets (in the  ●

current crisis approximately 3.5 per cent of GDP),  
  recapitalization of banks (in the current crisis approximately two per cent  ●

of GDP).    
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 Figure 1.1      Restructuring tools applied before 2007 vs. tools used during the crisis in 
2007–2009 

  Note : Based on Claessens et al., 2011 (p. 8).  
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 In addition to the range of the tools used, attention should be given to the 
consequence of using the tools – fiscal consequences, related to the burden on 
public finances, and non-fiscal consequences, referring to moral hazard and 
risk attitudes of banks. Hryckiewicz performed a quantitative analysis of the 
consequences of rescuing banks during pre-2007 crises (2014, pp. 246–265). 
Her analysis covered 92 banks from 23 countries for crises in the 1991–2001 
period. The author distinguished five recovery tools: guarantees, liquidity 
support, nationalization, mergers and asset management companies. The 
analysis focused on the attitude towards risk-taking over several years upon 
application of the recovery instrument in the banks covered by intervention 
against other banks. The author noted that the government intervention 
contributed to a higher risk during the period following the intervention, 
which may be attributed, for example, to poor market discipline, unsuitable 
management and/or lack of actual restructuring of the bank. The risk was 
particularly stimulated by unlimited guarantees, nationalization and use of 
‘bad asset’ management companies. Hryckiewicz’s is the first discussion of 
consequences to refer to the evaluation of individual banks. These conclu-
sions, though valuable, are of a historical nature and have little application 
to EU countries. From the perspective of our research, it must be pointed 
out that Hryckiewicz’s study covered six EU countries (four countries under-
going political and economic transformation and two Scandinavian coun-
tries), while the other cases are Asian and Latin American. One must not 
assume that her conclusions would prove accurate for the banks and the 
period that we have studied. This is not only because of a different economic 
situation and different regulatory solutions but also because the ongoing 
global financial crisis has affected mainly the highly developed countries, 
and government intervention was accompanied by significant changes to 
the financial regulations. The regulators were not lenient – just the opposite: 
they imposed stricter requirements on the banks. 

 Taking into account moral hazard, Claessens et al. (2011, p. 26) assessed 
four recovery instruments: liquidation, division into the ‘good’ and ‘bad’ 
banks, recapitalization by the government along with nationalization and 
open bank assistance  17  . Liquidation does not stimulate moral hazard and 
costs are incurred by the owners, the creditors not covered by guarantees 
and the deposit guarantee institution (in fact, by the entire banking sector, 
which pays contributions). Dividing banks into ‘good’ and ‘bad’ generates 
costs that are revealed upon liquidation, and which may additionally require 
public funds if non-guaranteed deposits are rescued. The increased moral 
hazard may be noticed only when rescuing non-guaranteed deposits. In the 
case of recapitalization and nationalization, the shareholders and public 
authorities incur the costs, while the creditors are usually protected from 
loss. This restructuring method may increase moral hazard in the case of 
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creditors not covered by guarantees. The result would have been similar if 
the shareholders had been granted compensation or if their shares only had 
been diluted. Open bank assistance long has been regarded as an instrument 
that contributes most to moral hazard. Its main feature is to maintain the 
current ownership structure, which means the absence of ‘penalty’ for those 
stakeholders who are responsible for a bank’s bad financial standing. 

 In Chapters 3 and 4 and in the Appendix, we present instruments that 
were used to restructure banks in EU countries in the 2007–2013 period. We 
have also attempted to evaluate effects associated with those instruments, 
although currently we may analyse only the costs of the restructuring tools. 
We cannot yet evaluate long-term consequences of application of individual 
restructuring instruments (like A. Hryckiewicz) as longer timeframes are 
required for that purpose.  

Notes   

  1  .   The term ‘bankruptcy’ is a simplification. The most frequently performed action 
was using protection from creditors (the so-called Chapter 11 in the USA).  

  2  .   We apply the following IMF definition of a systemic banking crisis: a country’s 
corporate and financial sectors experience a large number of defaults and face great 
difficulties repaying contracts on time. As a result, non-performing loans increase 
sharply and all or most of the aggregate banking system capital is exhausted. 
This situation may be accompanied by depressed asset prices (such as equity and 
real estate prices) on the heels of run-ups before the crisis, sharp increases in real 
interest rates and a reversal in capital flows. In some cases, depositor runs on banks 
trigger the crisis, though in most cases it is a general realization that systemically 
important financial institutions are in distress (Laeven and Valencia, 2008, p. 5). 
Note that the definitions of crises, including systemic crises, in the IMF reports 
have been evolving. The same applies to the statistics (number) of crises.  

  3  .   It is worth pointing out the bankruptcy of Bulgarian KBT bank, whose licence was 
revoked on 4 November 2014.  

  4  .   This number includes 11 banks analysed within the framework of Danish pack-
ages: the bank package and the consolidation and exit package. The analysis of the 
restructuring effects and econometric modelling will cover fewer of them because 
of the lack of financial data from annual reports (the Danish banks covered by the 
packages as well as the banks that ceased their operations in other countries).  

  5  .   As regards the case of Danish Finansiel Stabilitet, we describe operations when 
discussing the bank rescue packages applied in that country. For the Portuguese 
institution of resolution and for the Austrian company managing the govern-
ment’s shares, we present a synthetic description in the introductory remarks in 
the Appendix, without an in-depth analysis.  

  6  .   They comprise companies that manage bad assets in Ireland, Spain, Slovenia and Great 
Britain, and a German company that is directly involved in managing bad assets.  

  7  .   The banking sector in Hungary suffered liquidity problems (necessity to renew 
CHF financing) and a small capital support of state aid was required (0.29 per 
cent of GDP in 2009). Events in that country resulted from political decisions. 
The Hungarian government introduced solutions to relieve households in repaying 
CHF loans (EEAG, 2012, p. 126–127).  
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  8  .   Mishkin (1991), among others, has presented an alternative theory regarding 
financial crises.  

  9  .   GIIPS stands for: Greece, Ireland, Italy, Portugal and Spain.  
  10  .   Debt to Income ratio.  
  11  .   Earlier research on the contagion effect was conducted by, among others: for the 

Tequila Effect – Garcia, (1997); for the crisis in South-East Asia in 1997 – Gębka 
and Serwa (2006); Lee et al. (2007); for EU countries – Gropp and Moerman (2004); 
Gropp et al. (2006).  

  12  .   SIV – special investment vehicle.  
  13  .   Government-guaranteed bonds most often ensure financing..  
  14  .   In the US, this is called ‘purchase and assumption’ (P&A).  
  15  .   Laeven and Valencia focused on the three latter instruments.  
  16  .   Bank holidays – applied during the Great Depression on a very large scale – involve 

closing of bank outlets for a specific period. In the four observed cases, the average 
time was 4.75 of the day.  

  17  .   Open assistance to banks comprises preferential loans, guarantees for liabilities, 
preferential guarantees on assets or purchase of assets on preferential terms.   
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   This chapter describes a pre-crisis economic environment – the landscape 
before ‘the storm’ – that is, the financial standing of the EU banking sectors 
and the legal framework for the financial support of banks. Economic growth 
in ‘new’ EU countries was noticeably faster than in ‘old’ ones, which stimu-
lated expansion of banks from the ‘old’ EU countries on Central and Eastern 
European markets. Generally, developments in the economic environment 
had a positive impact on the pre-crisis financial standing of the EU banking 
sectors. The liquidity support was available from central banks, which acted 
as lenders of last resort. However, the legal framework did not allow for effec-
tive restructuring and liquidation of banks, especially in the case of cross-
border banks.  

  2.1     Economic environment 

  2.1.1     Macroeconomic conditions 

 Before the crisis, the ‘new’ EU countries recorded higher GDP growth than 
the ‘old’ EU member states (Table 2.1). The EU’s economic development was 
accelerating before the crisis. After the slowdown at the beginning of the 
21st century, the GDP annual growth rate in the EU gradually increased, 
reaching 3.2 per cent in 2007 (the continuous economic growth ceased in 
2008–2009). A similar tendency might be observed in the Eurozone. The 
fast-developing economies started to experience an equally severe break-
down because of the crisis in 2008. 

 Recovery was slower in the economies of the ‘old’ EU countries, Germany, 
France, Portugal and Italy, while the economies of the Baltic states (Lithuania, 
Latvia and Estonia) and of the Central and Eastern Europe countries (such as 
Bulgaria, Slovakia, Romania and Slovenia) developed noticeably faster. Faster 
economic development in these countries provided greater possibilities for 
expansion of banking services than in the ‘old’ EU states. The dynamic GDP 

     2 
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growth supported increase in private consumption and positively affected 
the quality of banks’ credit portfolio.      

 Before the crisis, the growth of consumer prices in the EU as a whole 
(measured by the HICP) remained on a stable level (slightly above 
2 per cent). This tendency was also observed in the Eurozone and most 
EU economies. The inflation rate did not slow significantly until 2009. A 
noticeably faster inflation rate, above the EU average, was recorded in Latvia, 
Lithuania, Estonia and Bulgaria. In all of those countries the price growth 
accelerated before the start of the crisis. In Slovakia and Slovenia, inflation 
slowed before the crisis. Thus, the Baltic states experienced both high infla-
tion and increasing GDP before the outbreak of the crisis. The stable level of 

 Table 2.1      GDP annual growth rate in 1999–2008 (%)  

Countries 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008

EU 2.9 3.9 2.0 1.3 1.5 2.6 2.2 3.4 3.2 0.4
Eurozone 2.9 3.8 2.0 0.9 0.7 2.2 1.7 3.2 2.9 0.4
Austria 3.5 3.7 0.9 1.7 0.9 2.6 2.4 3.7 3.7 1.4
Belgium 3.5 3.7 0.8 1.4 0.8 3.3 1.8 2.7 2.9 1.0
Bulgaria 2.0 5.7 4.2 4.7 5.5 6.7 6.4 6.5 6.4 6.2
Cyprus 4.8 5.0 4.0 2.1 1.9 4.2 3.9 4.1 5.1 3.6
Czech Republic 1.7 4.2 3.1 2.1 3.8 4.7 6.8 7.0 5.7 3.1
Denmark 2.6 3.5 0.7 0.5 0.4 2.3 2.4 3.4 1.6 −0.8
Estonia −0.3 9.7 6.3 6.6 7.8 6.3 8.9 10.1 7.5 −4.2
Finland 3.9 5.3 2.3 1.8 2.0 4.1 2.9 4.4 5.3 0.3
France 3.3 3.7 1.8 0.9 0.9 2.5 1.8 2.5 2.3 −0.1
Germany 1.9 3.1 1.5 0.0 −0.4 1.2 0.7 3.7 3.3 1.1
Greece 3.4 4.5 4.2 3.4 5.9 4.4 2.3 5.5 3.5 −0.2
Hungary 3.2 4.2 3.7 4.5 3.9 4.8 4.0 3.9 0.1 0.9
Ireland 11.0 10.6 5.0 5.4 3.7 4.2 6.1 5.5 5.0 −2.2
Italy 1.5 3.7 1.9 0.5 0.0 1.7 0.9 2.2 1.7 −1.2
Latvia 2.9 5.3 7.3 7.1 7.7 8.8 10.1 11.0 10.0 −2.8
Lithuania −1.0 3.6 6.7 6.8 10.3 7.4 7.8 7.8 9.8 2.9
Luxemburg 8.4 8.4 2.5 4.1 1.7 4.4 5.3 4.9 6.6 −0.7
Malta n/a n/a 0.0 2.4 0.7 −0.3 3.6 2.6 4.1 3.9
Poland 4.5 4.3 1.2 1.4 3.9 5.3 3.6 6.2 6.8 5.1
Portugal 4.1 3.9 2.0 0.8 −0.9 1.6 0.8 1.4 2.4 0.0
Romania −0.4 2.4 5.7 5.1 5.2 8.5 4.2 7.9 6.3 7.3
Slovakia 0.0 1.4 3.5 4.6 4.8 5.1 6.7 8.3 10.5 5.8
Slovenia 5.3 4.3 2.9 3.8 2.9 4.4 4.0 5.8 7.0 3.4
Spain 4.7 5.0 3.7 2.7 3.1 3.3 3.6 4.1 3.5 0.9
Sweden 4.7 4.5 1.3 2.5 2.3 4.2 3.2 4.3 3.3 −0.6
Netherlands 4.7 3.9 1.9 0.1 0.3 2.2 2.0 3.4 3.9 1.8
United Kingdom 2.9 4.4 2.2 2.3 3.9 3.2 3.2 2.8 3.4 −0.8

     Note : Based on Eurostat data.    
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prices in the Eurozone bolstered economic activity and longer investment 
horizons. Additionally, there were few costs related to inflation. There was 
also less uncertainty about the future levels of inflation, which supported 
low market risk premium. 

 Real estate prices in the majority of EU states increased significantly before 
the crisis (residential real estate prices, Figure 2.1). The fastest growth rates 
of property prices were observed in Ireland, the UK, Denmark, Spain and 
Sweden. The crisis hampered price increases on the real estate market (except 
for the UK, Austria and Sweden). On the other hand, in Germany, residential 
property prices decreased in real terms (followed by a slight increase) from 
the creation of the Eurozone until 2008. Rising prices made investing in 
the property market (in the form of flat purchases) more attractive, which 
also increased the demand for mortgage loans. At the same time, this trend 
encouraged banks to invest in securities and derivative instruments, whose 
value was linked to real estate prices. The value of real estate as collateral 
also increased, which incentivized banks to further expand credit supply 
and, through the wealth effect, resulted in higher internal demand in the 
economy.      

 The unemployment rate in the EU was decreasing before the crisis. 
Although at the beginning of the 21st century the EU unemployment rate 
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 Figure 2.1       Residential real estate prices in selected EU countries (1995 = 100)  

  Note  : Based on BIS Residential Property Price database.   
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was approximately 9 per cent, it dropped to 7 per cent in 2008. (However, 
after the outbreak of the crisis unemployment started to grow rapidly.) Such 
a tendency was characteristic of most EU countries. In Ireland, Denmark, 
Cyprus, the Netherlands, Austria and the UK, the unemployment rate was 
much lower than the EU average. At the same time, in the economies of 
the Baltics and CEE countries (including Latvia, Lithuania, Bulgaria, Slovakia 
and Poland) the unemployment rate was higher than the EU average. The 
decreasing unemployment rate supported internal demand growth and 
consumption increase, which positively affected the loan demand and in 
banks reduced the pressure on non-performing loans (NPL).  

  2.1.2     Fiscal policy 

 EU countries pursued their fiscal policies differently. A noticeable tendency in 
most EU states was improvement of the budget balance until 2007 (decrease 
in budget deficit). At the same time, there also were countries that had been 
pursuing expansive fiscal policies before the crisis (high, though decreasing 
deficits were reported in Greece, the Czech Republic, Italy, Hungary and 
Portugal), while others, mainly Denmark, Finland and Sweden, experienced 
budget surpluses. At the same time, thanks to the growing GDP, the public 
debt-to-GDP ratio did not reveal major changes in most EU countries before 
the crisis (the EU average was approximately 60 per cent. See Table 2.2). In 
Belgium, Greece and Italy, the debt-to-GDP ratio remained high, while in 
the Baltic states (Latvia, Lithuania and Estonia) and in the Czech Republic, 
Ireland and Romania, the pre-crisis ratio was clearly below average. The 
improvement of public finances resulted in fewer EU states being subjected 
to the excessive deficit procedure, and most countries were close to achieving 
medium-term budgetary objectives (EC, 2008, p. 1). The fiscal consolidation 
was also accompanied by the gradually decreasing share of government bonds 
in banks’ assets in most EU countries since the creation of the Eurozone. 
Prior to the outbreak of the global financial crisis, one could observe an 
evident convergence of government bond yields within the range of 
4 and 5 per cent in EU countries (excluding Ireland and Hungary, where 
yields were higher). However, the crisis caused significant divergence in 
government bond yields in EU countries.      

 The relatively good condition of public finances before the crisis had a 
positive impact on the banking sector in most EU countries. Gradual fiscal 
consolidation, along with faster GDP growth, did not reduce consumption 
in the majority of EU states, while sustaining the loan demand. This created 
conditions for automatic stabilizers to work during the economic slowdown 
and, where necessary, for public support for the banking sector. Before the 
crisis, there were no signs of negative feedback loop between the banking 
sector and public finances.  1   The lack of significant fluctuations of government 
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bond prices did not generate losses for banks. Government bonds of EU states 
were used as high-quality liquid assets, carrying low risk, and could be used, 
without a high haircut, as collateral in interbank transactions, which fostered 
effective liquidity management in banks. Although government’s high cred-
ibility contributed to moral hazard on the side of banks, which expected 
state aid during the turbulence period, this also translated into lower costs of 
financing (IMF, 2014) and higher bank ratings (as bank ratings were linked to 
sovereign ratings), encouraging the banks to take higher risks.  

  2.1.3     Monetary policy 

 The monetary policies of central banks of EU countries before the crisis were, 
in most cases, effective at reaching stable inflation. Since its inception in 

 Table 2.2      Public debt to GDP in 1999–2008 (%)  

Countries 2002 2003 2004 2005 2006 2007 2008

EU 60.3 61.8 62.1 62.6 61.4 58.8 62.0
Eurozone 68.0 69.1 69.6 70.2 68.5 66.2 70.1
Austria 66.2 65.3 64.7 64.2 62.3 60.2 63.8
Belgium 103.4 98.4 94.0 92.0 87.9 84.0 89.2
Bulgaria 52.4 44.4 37.0 27.5 21.6 17.2 13.7
Cyprus 65.1 69.7 70.9 69.4 64.7 58.8 48.9
Czech Republic 27.1 28.6 28.9 28.4 28.3 27.9 28.7
Denmark 49.5 47.2 45.1 37.8 32.1 27.1 33.4
Estonia 5.7 5.6 5.0 4.6 4.4 3.7 4.5
Finland 41.5 44.5 44.4 41.7 39.6 35.2 33.9
France 58.8 62.9 64.9 66.4 63.7 64.2 68.2
Germany 60.7 64.4 66.2 68.6 68.0 65.2 66.8
Greece 101.7 97.4 98.6 100.0 106.1 107.4 112.9
Hungary 55.9 58.6 59.5 61.7 65.9 67.0 73.0
Ireland 31.8 31.0 29.4 27.2 24.6 24.9 44.2
Italy 105.4 104.1 103.7 105.7 106.3 103.3 106.1
Latvia 13.6 14.7 15.0 12.5 10.7 9.0 19.8
Lithuania 22.2 21.0 19.3 18.3 17.9 16.8 15.5
Luxemburg 6.3 6.2 6.3 6.1 6.7 6.7 14.4
Malta 57.9 66 69.8 68 62.5 60.7 60.9
Poland 42.2 47.1 45.7 47.1 47.7 45 47.1
Portugal 56.8 59.4 61.9 67.7 69.4 68.4 71.7
Romania 24.9 21.5 18.7 15.8 12.4 12.8 13.4
Slovakia 43.4 42.4 41.5 34.2 30.5 29.6 27.9
Slovenia 27.8 27.2 27.3 26.7 26.4 23.1 22
Spain 52.6 48.8 46.3 43.2 39.7 36.3 40.2
Sweden 52.5 51.7 50.3 50.4 45.2 40.2 38.8
Netherlands 50.5 52 52.4 51.8 47.4 45.3 58.5
United Kingdom 37.1 38.7 40.3 41.7 42.7 43.7 51.9

     Note : Based on Eurostat data.    
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1999, the ECB has been pursuing monetary policy by using the inflation 
targeting strategy (with the inflation target of below, but close to, 2 per cent). 
After initial tightening of monetary policy between 1990 and 2000, the ECB 
conducted an accommodative monetary policy until mid-2005 and reduced 
interest rates to foster economic growth in the Eurozone. However, because 
of the rapid increase in money supply and credit growth from mid-2005 
to mid-2008, the ECB gradually started to pursue a more restrictive mone-
tary policy (ECB, 2011a, pp. 117–118, 129). The effects of the ECB mone-
tary policy are supported by the inflation rate (HICP) close to 2 per cent in 
1999–2008 and stable inflation expectations during that period. The success 
of ECB monetary policy bolstered the role of the euro as an international 
currency (the nominal effective euro exchange rate, or NEER, was steadily 
growing from 2001 to mid-2008). From 1999 the Bank of England conducted 
an expansive monetary policy and from mid-2003 until early 2008, a restric-
tive monetary policy in line with the direct inflation targeting strategy. Due 
to the dynamic credit growth and the effective disinflation policy in CEE 
economies, the pre-crisis monetary policies were relatively more restrictive 
in those countries than in the Eurozone. Additionally, both the credit boom, 
as well as the interest rate disparities contributed to the growing stock of 
debt in foreign currencies (particularly FX mortgage loans). 

 Effective monetary policy positively affected the standing of banks. Not 
only did it reduce the inflation costs, it also strengthened confidence in the 
domestic currency, contributed to the growth of long-term investments and 
reduced uncertainty about the future interest rates. The absence of major 
disturbances on the pre-crisis money market contributed to the stabiliza-
tion of the bank market cost of funding. The periods in which the central 
banks of EU countries did not apply excessively restrictive monetary policies 
contributed to credit demand and to a good quality of bank credit portfolio. 
Nevertheless, it has to be underlined that an expansive monetary policy and 
abundance of liquidity on global financial markets before the crisis contrib-
uted to creation of imbalanced asset price increases, growth of the risk appe-
tite and, in consequence, accumulation of systemic risk. 

 To sum up, macroeconomic conditions created a good environment for 
expansion of banking activity before the crisis.  2   Faster economic growth in 
the EU, particularly in CEE countries, created attractive conditions for expan-
sion of banking activity and allowed for increase in lending, for instance, 
in the mortgage loans segment. The success of ECB monetary policy and 
growing importance of the new currency – the euro – on international finan-
cial markets made it easier for banks to engage into investment banking 
and invest in innovative financial instruments. Additionally, the negative 
sovereign-bank nexus was not a visible threat to the EU banking system. 
Before the crisis, the prevailing view was that fluctuations in the economy 
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had been constrained and that stable conditions had been achieved for the 
development of both the economy and the financial sector.  3     

  2.2     Pre-crisis financial standing of the EU banking sector 

 Before the crisis the banking systems in EU countries expanded significantly. 
ASC Report (2014, pp. 3–4) reveals that since the first half of the 1990s, 
using bank credit-to-GDP ratio, the banking sectors which have expanded 
the most are those in Cyprus, Ireland, Spain and Portugal. On the other 
hand, the slowest growth has been observed in Finland, Germany, France 
and Austria. Banking sector assets in many EU countries exceeded 100 per 
cent of the EU country’s GDP (Figure 2.2). Not only did the banking systems 
expand, but also individual banks grew larger, which was accompanied by 
leverage increase. Banks in the EU were becoming more and more involved 
in derivatives transactions and expanded their credit activity outside their 
home countries.      

 Before the crisis, the number of credit institutions was slowly decreasing 
(among others because of mergers and acquisitions), which translated into 
a moderate increase of the concentration level (measured by Herfindahl-
Hirschman Index – HHI) in most EU banking sectors. High concentration 
was visible in Estonia, the Netherlands, Finland, and Belgium, while it was 
relatively low in Germany, Luxembourg, Italy and Austria. In countries with 
bigger banking sectors, the concentration was relatively lower than in coun-
tries with less developed banking sectors (ECB, 2013, pp. 12–13). 

 Banks in the ‘old’ EU countries increased their presence in banking 
systems of the ‘new’ EU states. Whereas banking system assets in the ‘old’ 
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 Figure 2.2       Assets to GDP in EU countries before the crisis  

  Note  : Based on ECB consolidated banking data and IMF World Economic Outlook; the value for 
Luxemburg (2,696%) was dropped.   
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EU economies (mainly the Eurozone) were dominated by domestic capital 
(about two thirds), in CEE economies the same (or higher) portion of the 
assets belonged to banks owned by foreign capital. The ECB studies show 
that the expansion of the Eurozone banks to CEE banking systems was 
driven mainly (ECB, 2008, p. 12) by a higher potential of CEE economies. 
As a consequence, this provided opportunity for Eurozone banks to earn 
higher margins and was also driven by their strategy to internationalize the 
customer base as well as their willingness to achieve economies of scale and 
scope. 

 Foreign bank expansion in CEE banking systems translated into fast credit 
growth. Before the crisis, one could observe the growing credit to households 
and non-financial enterprises in the EU, with significantly higher credit 
growth rates in ‘new’ member states than in Eurozone countries, particularly 
in the case of mortgage loans (ECB, 2008, pp. 15–16). Increased lending was 
accompanied by growth of the deposit base, which before the crisis contrib-
uted to maintaining the average credit-to-deposit ratio on a stable level of 
about 115 per cent in the EU (with a slightly higher ratio of 120 per cent 
for the Eurozone countries). This ratio was higher in Sweden (above 230 per 
cent) and Denmark (above 270 per cent). Higher (above the EU average) ratios 
were observed in Estonia, Ireland, Italy, Latvia and Finland. Additionally, for 
the ‘new’ member states, mainly from CEE, this ratio accelerated before the 
crisis. 

 The growth of profitability in EU banking sectors was accompanied by the 
decreasing non-performing loans (NPL) and capital adequacy (measured by the 
capital adequacy ratio, or CAR) in CEE countries, while CAR remained stable in 
the ‘old’ EU countries. According to IMF data (2008, pp. 177–192), before the 
crisis, profitability measured by ROA in CEE banking systems amounted to about 
1.5 per cent, while in the Eurozone and the UK this ratio was between 0.5–1 per 
cent. A similar tendency may be observed for ROE. Before the outbreak of the 
crisis, profitability ratios in the banking sectors of CEE countries (and Sweden) 
were growing rapidly, while the growth was slower in Eurozone countries. The 
NPL ratio decreased significantly in most EU countries before the crisis and 
just before the crisis outbreak, it was close to 5 per cent. However, the CAR was 
dropping in the CEE banking systems from nearly 17 per cent at the beginning 
of the 21st century. In the Eurozone countries and the UK, CAR remained on 
a similar level since the beginning of the 21st century. As a result, in most EU 
countries, directly before the crisis, CAR totalled 12.5 per cent on average. As 
the required minimum was 8 per cent, it was commonly assumed that banks 
were safe and equipped with sufficient capital. 

 Favourable conditions allowed banks to expand their operations, which 
resulted in the growth of the size of the banking sector. Before the crisis, 
in most EU countries, bank credit to GDP totalled more than 100 per 
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cent, which, according to several studies (Dabla-Norris and Srivisal, 2013; 
Cecchetti and Kharroubi, 2012; Arcand et al., 2012), is a borderline above 
which the banking system starts to negatively affect the economy. This is 
shown through contribution to credit booms and systemic risk, in increased 
economic fluctuations, excessive private sector indebtedness, ineffective 
allocation of resources in the economy, strengthening of procyclicality and 
a negative sovereign-bank feedback loop. Additionally, while the increasing 
profitability in EU banking sectors before the crisis was positive, the falling 
CAR in CEE banking systems somehow questioned their resistance to 
shocks. 

 It is difficult to evaluate the impact of a slight growth of concentration in 
EU banking sectors. In the literature, the influence of the competition level 
on financial stability is ambiguous (Pawłowska, 2012, pp. 288–289). On the 
one hand, smaller competition allows earning higher premiums and gaining 
economies of the scale and scope, which would contribute to the increase of 
profits. On the other hand, stronger competition between banks may exert 
pressure on margins and increase the risk appetite as well as moral hazard. 

 For CEE economies expansion of banks from Western Europe has become 
problematic.  4   It resulted in significant growth of foreign banks’ participa-
tion in CEE banking sectors. This was one of the main reasons for the credit 
bubble, over-indebtedness of households (mainly FX mortgage loans financed 
with funds from foreign banks), which increased exposure to a sudden 
outflow of capital from CEE economies, the so-called  sudden stop  (Klingen, 
2013, pp. 13–25). Along with high internal demand and GDP growth, those 
tendencies resulted in current account deficit, overheated economy and the 
asset price bubble. This was also reflected in the significant growth of the 
credit-to-deposit ratios, thus increasing the liquidity risk.  

  2.3     Pre-crisis legal and institutional arrangements for rescue 
operations in the EU 

 The main purpose of the financial safety net on the national level is to ensure 
financial stability. During crisis management, the financial safety net usually:

   acts as the lender of last resort,   ●

  implements recovery programmes and resolution arrangements,   ●

  guarantees deposits,   ●

  provides state aid.     ●

 The central bank acts as the lender of last resort (LOLR). The central bank 
is the only financial safety net institution that may effectively perform this 
role. The central bank may decide to provide liquidity to banks when it is 
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not available from market sources, for example, when standard functioning 
of the interbank market is disturbed. The liquidity support should be granted 
to a bank that is temporarily illiquid but still solvent. This however, is diffi-
cult to evaluate in a turbulent market environment. The liquidity is provided 
in order to limit the domino effect in the payment system and the systemic 
risk in the banking sector. 

 The mandates of EU central banks usually do not explicitly regulate the 
role of the LOLR. This is a consequence of the constructive ambiguity strategy 
aiming at taming moral hazard among banks (particularly ‘too big to fail’ 
ones) which could have been caused by an  ex ante  defined liquidity support 
framework. This also provides the central bank with flexibility during the 
crisis, when the central bank is not bound by the previously defined liquidity 
support rules. The LOLR role is decentralized in the European System of 
Central Banks (ESCB) and understood as emergency liquidity assistance, 
which national central banks grant at their own risk and out of their own 
funds.  5   In the case of the Eurosystem, the scale of potential liquidity support 
is also limited to an undisclosed amount, above which the ECB may block 
it. Acts on national central banks usually do not expressly assign the LOLR 
function to them. They do, however, include relevant provisions that allow 
for injecting liquidity into the banking system and individual banks on 
terms different from those used for regular refinancing operations conducted 
within the monetary policy framework (Szczepańska, 2004, p. 13). This is 
frequently combined with the role of safeguarding financial stability speci-
fied in the central bank’s mandate. 

 In the Eurosystem, only the ECB is able to effectively influence liquidity 
of the entire single market. The Treaty on the Functioning of the European 
Union (TFEU) does not provide the ECB with an explicit mandate to grant 
large-scale liquidity assistance. The ECB may perform this role by using 
monetary policy tools,  6   for instance, via open market operations, refinancing 
operations (if this is to contribute to achieving the inflation target in the 
medium term) or by performing non-standard asset purchasing programs. 
Central banks, either national or the ECB, inform – to a limited extent – 
about the scale of liquidity assistance granted. The results of the analyses of 
the liquidity assistance granted in EU countries are not disclosed. 

 Once financial problems are identified in a bank, it should be restructured. 
Restructuring of the bank is conducted either out of the bank’s own initia-
tive or it may result from intervention of the micro-prudential supervisor. 
Section 1.3 in Chapter 1 presents the major tools that enable ‘restructuring’ 
of a bank. When the restructuring actions prove ineffective, then the liqui-
dation or bankruptcy procedure is started. 

 Before the crisis, there was limited regulation of bank resolution in the EU. 
Upon a major disturbance of a bank’s financial standing, the government 
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and the supervisory authority (or institutions in charge of the restructuring) 
face a choice: either to recapitalize the bank using public funds or to start 
a formal bankruptcy procedure. In most EU countries, before the crisis, 
the legal procedures regulating bankruptcy on the national level had been 
designed for the liquidation of enterprises, without taking into account 
the specificities of the banks’ functioning,  7   particularly, those of systemic 
importance. The effects of limiting negative consequences of bank’s bank-
ruptcy depend on the speed of decision making, which was more difficult in 
lengthy court procedures. Delays in a bank liquidation process may result in 
the contagion effect and banking panic, particularly when dealing with big 
banks. The lack of transparency in handling bank defaults also undermines 
confidence in the banking system, especially among individual depositors. 
Before the crisis, there were neither tools nor regulatory and legal procedures 
allowing maintaining the key functions of a defaulting bank and liquidating 
it in an orderly manner. The banks, too, lacked credible contingency plan-
ning and plans of the liquidation of complex banking structures and opera-
tions. Also on the EU level, this problem was not regulated and there was no 
common approach to the restructuring and resolution of banks, including 
mechanisms for the financing of the resolution process out of private rather 
than public sources (EC, 2012a, pp. 10–12). 

 The cross-border dimension of banking in the EU exposed the regulatory 
deficiencies regarding bank bankruptcy proceedings. Various approaches of 
individual countries to resolving the problem of bank’s default, numerous 
legal regimes and the absence of institutional allocation of resolution within 
the financial safety net in EU countries did not create conditions for an 
effective and coordinated liquidation of a bank, especially in the case of a 
cross-border SIFI. The lack of official and transparent rules, agreed  ex ante , 
for financing and burden sharing of a cross-border bank’s default did not 
increase moral hazard, but it did put countries with sectors dominated by 
foreign capital in a worse position. Due to the significant expansion of cross-
border operations of banks in the EU and the financial integration before the 
crisis (ECB, 2008a, pp. 11–20), leaving responsibility for financial stability 
within national authorities in EU countries, along with diverse national bank 
liquidation procedures, did not allow for effective crisis management in the 
entire EU. Memorandums of Understanding (MoUs) between EU countries 
before the crisis also proved ineffective, because these agreements provided 
only for information exchange and were not legally binding. 

 Before the crisis, national deposit guarantee systems (or DGSs) in the EU 
were significantly fragmented (in terms of the guarantee levels, scopes of 
responsibilities and financing arrangements).The DGSs were regulated by 
Directive 94/19/EC of the European Parliament and of the Council of 30 
May 1994 on deposit guarantee schemes, which – according to the minimum 



Pre-Crisis Landscape 29

harmonization principle – required the member states to establish at least one 
mandatory deposit guarantee scheme, although it offered much freedom to 
arrange the rules for the functioning of the domestic DGSs (Stelmach, 2012, 
pp. 41–43). The deposit guarantee schemes, both before the crisis and now, 
could be regarded as the least harmonized element of the financial safety 
net in the EU. The directive was not changed until the global financial crisis, 
which revealed the need for its verification. 

 Differentiation of the national DGSs in the EU resulted in a number of 
unresolved issues:

     The freedom to arrange financing resulted in an inadequate financial 1. 
potential of the DGSs (EC, 2010a, p. 19).  8       
    2. Ex-post  financing adopted in some EU countries is procyclical and disturbs 
competition between banks.  
    The freedom to set the guarantee cap contributed to significant differ-3. 
ences in guarantee levels among EU countries. Increasing the cap (without 
the proportionate increase of the financial capacity of the DGS) could be 
a tool only for short-term strengthening of confidence in the banking 
system. In addition, the original guarantee level of EUR 20,000, along 
with the growth of banking sectors’ size, became inadequate in compar-
ison to the stock of deposits held by depositors.  
    Too long payout periods of guaranteed deposits (three months) could 4. 
induce panic and bank run among the depositors. Also different scopes of 
the guarantees, as well as terms of compensation of customer’s deposits 
with liabilities, disturbed competition among banks in various EU 
countries.    

 Before the crisis, there was no detailed framework for granting state aid 
to banks in the EU. Article 107 of the TFEU provides for a general ban on 
granting state aid. In specific conditions, state intervention (such as capital 
support or granting of guarantees), however, is allowed; for instance, when 
the purpose of the assistance is to prevent severe distortion of the member 
state’s economy or to facilitate development of certain economic activi-
ties, provided this assistance does not alter the terms of free trade to an 
extent that would be contrary to common interests. The TFEU imposes on 
EU member states an obligation to notify the European Commission of any 
plans to grant state aid or to change the terms of state aid already granted and 
forbids implementation of such plans without the Commission’s approval. 
This issue is presented in greater detail in Chapter 3. 

 In conclusion, the institutional and legal regulations of bank bankruptcy 
before the crisis in the EU did not promote effective restructuring and liqui-
dation. The possibility of banks becoming overly dependent on the central 
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banks’ liquidity support, the absence of uniform regulations and procedures 
for managing defaulting banks and the lack of effective burden-sharing 
arrangements and coordination between the countries when liquidating a 
cross-border bank of systemic importance, as well as problematic granting 
of state aid, did not offer conditions for effective bank restructuring or 
liquidation.  

  Notes 

  1  .   See Angelini et al. (2014).  
  2  .   Stability of the banking system strongly depends on conditions in the real sphere 

of the economy, and any disturbance there results in higher risks in the banking 
system. One of the main channels is the growth of credit risk during recession.  

  3  .   Great Moderation was observed since the second half of 1980s (mainly in the 
developed countries). The period was characterized by the decreasing volatility of 
GDP and inflation (which remained low) in the developed countries before the 
global financial crisis, which was additionally accompanied by growing credibility 
of the central banks’ actions.  

  4  .   The scale of the risks, however, differed in the banking systems of each CEE country; 
for instance in Poland these concerns were much milder than in the Baltics.  

  5  .   According to ECB guidelines, this is assistance to a solvent financial institution 
(or a group of solvent financial institutions) undergoing temporary liquidity prob-
lems, however, such an operation is not part of the single monetary policy (ECB, 
2013a).  

  6  .   LOLR activity may be reflected both in the decisions made within the monetary 
policy area and in the decisions aimed to ensure conditions for safe functioning of 
individual institutions (Polański, 2012, p. 277).  

  7  .   This solution was lengthy, complicated, costly and ineffective (IMF, 2013, p. 30).  
  8  .   The EU27 average ratio of DGS funds to the eligible deposits totalled 0.20 per 

cent, and to the total covered deposits −0.33 per cent. Thus, before the crisis (data 
for 2007–2008), the DGS funds suffered a severe lack of capitalization (Iwanicz-
Drozdowska, 2011, pp. 83–85).   
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   This chapter presents overall rules for the provision of state aid and the fiscal 
burden related to that aid. Soon after the collapse of Lehman Brothers, in 
October 2008, the European Commission issued the so-called ‘first banking 
communication’ to facilitate the financial support for banks. In 2010, it 
became necessary to provide financial support to countries. In 2012, the 
European Stability Mechanism was established. All in all, the net state aid 
(state aid less repayments) provided to banks in the form of recapitalization 
and capital provided for asset management companies from 2008 to 2013 
equalled EUR 535.6 billion. The state aid imposed a heavy burden on public 
finance in some EU countries, with Ireland presenting the heaviest.  

  3.1     State aid for financial institutions during the crisis 

  3.1.1     General rules for granting state aid 

 The European Commission approved the original guidelines for state aid to 
rescue and restructure the enterprises in 1994. Further guidelines followed 
in 1999  1   and when the financial crisis started, the guidelines in force were 
those approved in 2004 (EC, 2004, p. 2). The European Commission, or EC, 
decided that supporting firms in difficulty could not become a general rule, 
thus the terms and rules for granting such aid were precisely defined. Two 
forms of assistance were provided: rescue aid and restructuring aid. 

 The rescue aid is temporary, and it should allow the firm to preserve its 
liquidity for the time necessary to prepare a restructuring and/or liquida-
tion plan. Such aid should be limited to a necessary minimum. It takes the 
form of loan guarantees or loans. Once the restructuring (or liquidation) 
plan is approved and its implementation is started, any subsequent support 
is treated as the restructuring aid. In principle, the rescue aid is a one-off 
operation (‘one time, last time’ principle), however, the guidelines provide 
for exceptions to this principle in specific cases. 

     3 
 State Aid and Fiscal Costs   
    Małgorzata   Iwanicz-Drozdowska    ,     Elżbieta   Malinowska-Misiąg     and 
    Bartosz   Witkowski    
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 The restructuring aid is designed to recover the firm’s long-term viability. 
Restructuring most often comprises reorganization and rationalization of 
operations. It cannot be limited solely to mitigation of losses, but must also 
eliminate their causes. According to the general principle, the restructuring 
aid should be granted only if it does not contradict the Community’s inter-
ests – upon meeting the predefined requirements and only if distortion of 
competition is counterbalanced by advantages of the continued operations 
of the firm. 

 One of prerequisites for granting the aid is to implement a restructuring 
plan designed to restore the firm’s long-term viability. This plan must describe 
the circumstances that have led to the difficult situation and present various 
future scenarios, depending on whether more or less positive assumptions 
are adopted. 

 The state aid amount should be limited to a minimum that corresponds to 
the costs required for firm’s restructuring. The beneficiaries of the aid should 
make a significant contribution out of their own funds coming, for instance, 
from the sale of assets or external sources. 

 The EC controls implementation of the restructuring plans. Member states 
are obligated to regularly send documents allowing verification of accuracy 
of the plan’s implementation.  

  3.1.2     Guidelines for granting state aid to financial institutions 

 The spill over of the crisis urged the Economic and Financial Affairs Council, 
or ECOFIN, to undertake actions, in the autumn of 2008, aiming to improve 
the standing and stability of the financial system. Thus, in October 2008, the 
European Commission issued the so-called ‘first banking communication’.  2   

 Since the state aid for financial institutions may distort competition, 
particular emphasis was placed on the definition of common EU terms and 
conditions for state interventions. Regular monitoring of state aid programs 
was deemed particularly important so that the aid was granted only if neces-
sary. State aid should be limited to a minimum. Strict targeting of the aid 
funds was another measure to limit distortion of competition. The commu-
nication formulated guidelines for designing and implementing state aid in 
the form of recapitalization and guarantees for liabilities. 

 The EC concluded that banks with a generally good standing, whose 
liquidity problems resulted solely from crisis-related causes, should be treated 
differently from institutions characterized by inadequate management and 
excessive risk-taking. 

 Still in late 2008, once the EC approved recapitalization programmes in 
three member states and individual recapitalization measures, it was decided 
to issue more detailed guidelines for this form of state aid. Consequently, the 
EC issued such communication on 5 December 2008. 
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 In 2009, once several member states announced they intended to extend 
the state aid measures by adding aid associated with bank’s impaired assets, 
a new communication on this matter was issued. It was formulated in coop-
eration with the ECB and with the use of Eurosystem recommendations of 
5 February 2009.  3   

 Another communication, of 23 July 2009, supplemented the prior criteria 
for granting state aid, focusing primarily on the restructuring plan. 

 Further changes to the scope of state aid granted to financial institutions, 
which more precisely defined and updated certain regulatory issues, were 
introduced by two communications: on the application from 1 January 2011 
and from 1 January 2012. 

 The lessons learned since 2008 and the change of market conditions urged 
the EC in 2013 to issue another communication, which significantly altered 
the guidelines for granting state aid to financial institutions. This communi-
cation replaced the first banking communication of 2008, and adjusted and 
supplemented further communications from the EC on that issue. Since 1 
August 2013, the aid measures for recapitalization and impaired assets have 
been approved only upon the adoption of the bank’s restructuring plan. 
Guarantees are still available, although the group of beneficiaries has been 
limited to institutions without capital shortages. 

 Based on the EC communications we have drawn up the following brief 
description of state aid measures in favour of financial institutions applied 
since 2008, in the context of the financial crisis.  

  3.1.3     Guarantees for liabilities of financial institutions 

 Guidelines for guarantees for liabilities of financial institutions were specified 
in the first banking communication, which found the guarantees protecting 
deposits and deposit-like financial instruments of retail customers justified. 
For other customers, the scope of the guarantees should be very limited. It 
was also observed that in some cases, it might be justified to grant guarantees 
for certain wholesale deposits and short- and medium-term debt securities, 
as well. As regards the guarantees for non-retail deposits, the time and scope 
should be limited to a necessary minimum. The aid volume should also be 
minimal. 

 The Commission decided that the system of guarantees must be treated as 
an extraordinary and temporary measure of assistance, the purpose of which 
will be to mitigate the severe consequences of the crisis. The fees for the guar-
antees were combined with the spreads of the credit default swaps (CDSs). 

 Guarantee should be an extraordinary rescue measure, which precedes the 
restructuring or liquidation of its beneficiary. 

 At the end of 2009, the ECOFIN decided to gradually withdraw the meas-
ures of public assistance for banks, concluding that the process should start 
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with expiration of the government guarantees. In July 2010, the guarantee 
fee was increased and the beneficiaries who use the new guarantees and 
exceed a predefined cap of total guaranteed outstanding liabilities were obli-
gated to implement plans to restore long-term viability. 

 In 2012, the pricing and conditions for granting the guarantees were 
defined more precisely. Banks could use the guarantees when issuing new 
debt securities, except for instruments classified as tier 1 or tier 2 in bank’s 
capital. In principle, state guarantees should cover only debt instruments 
with maturity of between one and five years (or seven years – for covered 
bonds). 

 Further changes to the terms and conditions of guarantee granting were 
implemented by the communication from the EC in 2013. As the liquidity 
assistance and guarantees for liabilities temporarily stabilized banks’ funding, 
the Commission decided that the member states could notify such a form of 
assistance still before approving the restructuring plan. 

 The guarantees and liquidity assistance may be used for a particular finan-
cial institution or as programs targeting a wider group of entities. The commu-
nication set prerequisites for obtaining the Commission’s approval for the 
assistance. These prerequisites specified the type of debt, maturity of instru-
ments, and the minimum fee for the assistance granted. The communication 
also stipulated recommendations for the restructuring plan submission dead-
lines. For the guarantee programs and liquidity assistance it was also neces-
sary to fulfil additional requirements related, among others, to reporting. 
These programs may apply only to banks without capital shortages.  

  3.1.4     Recapitalization of financial institutions 

 One of the key goals of applying recapitalization is to regain financial 
stability and increase confidence necessary to revitalize the interbank market. 
Recapitalization allows covering losses caused by economic downturns and 
reduces the risk of financial institutions’ defaults. Another role of recapi-
talization is also to ensure financing to the real economy. Finally yet impor-
tantly, recapitalization may also constitute a rescue measure for insolvent 
banks, and in the longer run, a measure that supports banks in regaining 
long-term profitability or in the resolution process (EC, 2009, p. 2). 

 General guidelines for recapitalization of financial institutions were speci-
fied in the first banking communication and they largely overlapped with 
the guidelines for the guarantees. The EC’s December 2008 communication 
provided for more details. The communication defined rules for calculating 
fees for recapitalization and underlined the necessity to monitor the standing 
of recapitalization beneficiaries. 

 The Commission also underlined the need to analyse the beneficiary’s risk 
profile and thus differentiate approaches to granting assistance. Banks with 
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riskier profiles should generally pay more and fulfil more rigorous require-
ments. Such institutions may be recapitalized only on condition of under-
going liquidation or in-depth restructuring, which requires a restructuring 
plan. Until the assistance is repaid, there must be a mechanism to ensure 
appropriate management of the bank, such as a restrictive dividend payout 
policy or cutting salaries of top management. 

 The fourth communication from the EC issued in July 2009 explained 
how the Commission would examine the assistance for the restructuring of 
banks, referring, particularly, to the restructuring plans. The Commission 
decided that the restructuring plan had to comprise a precise diagnosis 
of problems and in order to restore long-term viability it would be neces-
sary to run a stress test. The restructuring plan should provide for different 
scenarios and the planned restructuring period should be as short as possible 
and must not exceed five years. The Commission also underlined that when 
granting assistance, the member states and the benefiting banks will share 
the burdens. 

 In 2011, the division of banks into those with stable finances and those 
in difficulty was eliminated. All banks benefiting from recapitalization or 
support for impaired assets were obligated to present the Commission with 
their restructuring plans. 

 The communications from the European Commission valid until 2012 
presented more detailed guidelines for fees for capital injections. 

 In order to limit moral hazard and distortion of competition, since the 
very beginning, a principle was introduced to limit the aid amount to a 
necessary minimum. The beneficiaries were also obligated to make their own 
contributions. However, subsequent years showed that the failure to prede-
fine the level of burden to be borne by the beneficiary had led to signifi-
cant differences between these contributions in individual EU states. In the 
banking communication in 2013, the Commission decided to increase the 
minimum burden sharing requirements – banks must exhaust all the other 
ways to raise capital. As assistance granted in the form of recapitalization 
is practically irreversible  4   and constitutes a significant burden on the state 
budget, the Commission will approve this measure only upon proving that 
all other recapitalization methods have been applied. 

 Member states were obligated to present the plan to increase capital before 
submitting the restructuring plan or as part of the restructuring plan. The 
potential beneficiary should specify what recapitalization measures are to 
be implemented (for instance, rights issue, sale of assets, securitization and 
retention of earnings). The Commission also stated that there should be 
measures to encourage management of banks to conduct restructuring activi-
ties during economic booms in order to prevent the need for state aid during 
economic slowdowns. Strict policies for remunerating top management had 
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to be applied until completion of the restructuring process or until repayment 
of state aid, if this took place before the restructuring process was finished. 

 Additionally, the banks that see the need for recapitalization must not 
pay dividends or buyback their own shares. Regarding hybrid capital instru-
ments, they cannot pay coupons and redeem these instruments. 

 If, upon implementing the capital increase programmes and sharing the 
burden, the bank is still in need of recapitalization by public funds, it must 
submit a restructuring plan and obtain approval for such assistance. 

 The Commission also provided for a procedure for granting aid necessary 
to maintain financial stability and a simplified procedure applicable to small 
banks only.  

  3.1.5     Assistance related to impaired assets 

 The aid measures related to impaired assets are applied to protect financial 
stability and sustain banks’ credit activity. Since the outbreak of the crisis, 
banks have faced the problem of impaired assets and uncertainty about their 
prices has weakened confidence in the banking sector and limited the effi-
ciency of the granted public assistance. Banks’ actions to resolve the problem 
of impaired assets  5   proved insufficient, so the state aid measures were extended 
by assistance applicable to such assets. As it became necessary to ensure a coor-
dinated approach to state aid, rules for granting this form of assistance were 
formulated in February 2009. These rules regulated, among others, the issues of 
transparency and disclosure of information, burden sharing among the state, 
shareholders, and creditors, and the design of these aid measures focusing on 
the classification, evaluation and management of impaired assets. 

 It was underlined that state aid related to assets should take into account 
both short- and medium-term goals, so it became necessary to properly 
direct the interventions of public authorities and equip them with effective 
monitoring tools. 

 The scale of the aid granted should take into account the situation in public 
finances, so that it would not result in excessive deficit and high public debt. 
The budgetary situation should determine how to manage the assets (for 
example, purchase of assets, insurance of assets, asset swaps or mixed solu-
tions) to be covered by the aid. Unconditional purchase of impaired assets 
affects the condition of the state budget in the most direct way. 

 As the asset-related aid is – similar to recapitalization – a structural opera-
tion, the same guidelines, such as necessity of preparing the restructuring 
plan or the adequate burden sharing, were formulated for both of them.  

  3.1.6     Assistance for liquidation 

 In some cases, member states may choose to liquidate the financial institu-
tion. This may be performed either as an action following the rescue aid or as 
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the only action. Liquidation of financial institutions may threaten financial 
stability; hence, it may require support from the state budget. 

 In its first banking communication, the Commission stressed the necessity 
to care for limiting moral hazard in the context of liquidation by, among 
others, excluding the shareholders as the beneficiaries of the support meas-
ures. The duration of liquidation and the amount of the aid should be limited 
to a necessary minimum. 

 The banking communication in 2013 also specified the issues related to 
assistance for liquidation. As the purpose of the resolution process must be 
to terminate the institution’s operations within a specific timeframe, this 
institution cannot undertake any new business activities. If maintaining 
some business activities reduces the resolution costs, such operations 
may be continued. Liquidation must also lead to selling a portion of the 
company or its assets in a tender, while income from this sale must finance 
the liquidation. 

 EU member states were obligated to present plans for the orderly liquida-
tion of the credit institutions and to prove that state aid enables the benefi-
ciaries to perform effective liquidation. Member states must also submit (at 
least once a year) assessment reports of each programme, along with infor-
mation on all the credit institutions undergoing liquidation. Additionally, 
they are obligated to present regular reports on the progress of bank liquida-
tion and final reports upon the completion of this procedure.   

  3.2     European Stability Mechanism and assistance to 
EU countries 

  3.2.1     European Stability Mechanism 

 The European Stability Mechanism, or ESM, was created under the ESM 
Treaty,  6   which the Eurozone countries signed on 2 February 2012.  7   The ESM 
started functioning on 8 October 2012. 

 The European Stability Mechanism replaced two stabilization mechanisms 
established in 2010, namely:

   European Financial Stabilisation Mechanism, or EFSM, and   ●

  European Financial Stability Facility, or EFSF.     ●

 Creation of the ESM did not instantly liquidate the EFSM. The role of the 
European Financial Stabilisation Mechanism is to continue the financing of 
the earlier assistance programmes (for Greece, Ireland and Portugal). Since 
July 2013, it may not be involved in operations. 

 The role of the European Stability Mechanism is to establish one of the 
main, permanent mechanisms to restore financial stability of the euro 
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zone countries. The ESM aid has already been granted to Spain and Cyprus. 
Assistance instruments offered by the ESM include:

   loans to countries affected or threatened by severe financial problems,   ●

  purchase of bonds of ESM member states on primary and secondary  ●

markets,  
  precautionary financial assistance in the form of a credit line: Precautionary  ●

Conditioned Credit Line, or PCCL, and Enhanced Conditions Credit Line, 
or ECCL,  
  loans to countries for recapitalization of banks,   ●

  direct recapitalization of banks upon fulfilment of specific conditions  ●

(ESM, 2015).  8      

 The decisions to grant aid funds are made unanimously; in matters that 
require quick decisions affecting economic and financial stability of the euro 
zone, extraordinary procedures prevail (the majority of 85 per cent of votes 
is required). 

 The ESM capital now totals nearly EUR 705 billion, EUR 80.55 billion 
of which is paid-in capital, and the remaining portion is callable capital. 
Participation in the ESM (the subscription key) is calculated based on the 
given country’s share in the European Union’s GDP. The ESM now comprises 
19 countries. In March 2014, Latvia joined and in 2015, Lithuania.  

  3.2.2     Assistance to countries 

 Both the aid granted by the ESM and assistance granted within the frame-
work of the pervious mechanisms (EFSM, EFSF) influence the situation of the 
public finances of the countries being supported. Loans increase public debt, 
which in those countries vastly exceeds the EU reference level of 60 per cent 
of the GDP. The debt service costs increase state budget expenditures and 
consequently – budget deficit. This aid, however, is to support the attempts 
to achieve fiscal stability in the long run. An in-depth analysis of the situation 
in a given country and its fiscal consolidation plans precedes the granting 
of a loan. A refusal to grant an ESM (EFSM, EFSF) loan would undoubtedly 
represent serious problems for a given country due to the limited access to 
other sources of financing. 

  3.2.2.1 Assistance to Greece  9   

 Since May 2010, the Eurozone member states and the International Monetary 
Fund have granted financial assistance to Greece in order to restore its fiscal 
balance and support the Greek government’s actions to implement struc-
tural reforms aimed at increasing competitiveness of the Greek economy. 
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 The first aid package for Greece was agreed on 2 May 2010. Then, the 
Eurogroup declared readiness for granting bilateral loans for a total of EUR 
80 billion (the so-called Greek Loan Facility, GLF) between May 2010 and the 
end of June 2013 (this amount was reduced by EUR 2.7 billion). Moreover, 
the International Monetary Fund declared to grant aid of EUR 30 billion. 

 Further instability of the public finances of Greece forced additional finan-
cial aid. On 14 March 2012, the finance ministers of the euro zone coun-
tries approved the second aid package declaring additional loans of EUR 130 
billion in 2012–2014. This assistance was in the form of EFSF loans. The 
total financial aid agreed within the second package amounted to EUR 164.5 
billion (including the amount not yet transferred within the GLF), of which 
EUR 144.7 billion was to come from the EFSF, and EUR 19.8 billion from the 
International Monetary Fund. The private sector involvement, or PSI, is to 
constitute an additional portion of this package. 

 From March 2012 until the end of August 2014, within the second aid 
package, Greece received the total amount of EUR 153.88 billion, EUR 
141.9 billion of which came from EFSF loans, and EUR 11.98 billion from 
the IMF. The aid was transferred in five tranches, comprising of numerous 
sub-tranches. 

 The European Commission is monitoring the situation in Greece and it 
prepares regular reviews of its achievements. The report of April 2014 stated 
that despite delays Greece had made significant progress in the consoli-
dation activities performed. The country has been continuing reforms in 
the areas of tax administration, public finance management, privatization, 
public administration, health care, pensions, welfare, education, and the 
fight against corruption (EC, 2014a). The public finance deficit was slightly 
reduced: while in 2009 the deficit-to-GDP ratio totalled 15.2 per cent, in 
2012 Greece reduced it to 8.6 per cent. However, in 2013 the country’s defi-
cit-to-GDP ratio increased to 12.2 per cent (more than four times the level 
agreed in the EU limits). The public debt level remains very high. For the 
past years, it has been growing almost continuously (with 2012 as an excep-
tion, when the ratio decreased). At the end of 2013, the public debt-to-GDP 
ratio totalled 174.5 per cent (based on Eurostat data). 

 Within the framework of the aid programs, the Greek government also 
conducted activities to restructure, consolidate and stabilize the Greek 
financial system. In July 2010, these activities resulted in establishing the 
Hellenic Financial Stability Fund, or HFSF. The HFSF is a private entity, 
the role of which is to maintain stability of the Greek banking system. 
Among others, the HFSF provides capital support to credit institutions and 
evaluates implementation of the restructuring plans by the recapitalized 
institutions. 
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 In March 2012, the European Financial Stability Facility (EFSF), the Greek 
state, the Bank of Greece and the HFSF signed an agreement for recapitaliza-
tion of credit institutions for an amount of up to EUR 109 billion. One month 
later, HFSF confirmed placement of EFSF deposits worth EUR 25 billion for 
recapitalization and revival of credit institutions. In December 2012, HSFS 
again was funded with EFSF bonds worth EUR 16 billion. The EFSM bonds 
were used (HFSF, 2014),  inter alia , to recapitalize such banks as the National 
Bank of Greece, Eurobank, Alpha Bank and Piraeus Bank (2012–2013).  

  3.2.2.2 Assistance to Ireland  10   

 From 2011 to March 2014, the European Union and the International 
Monetary Fund financed the Economic Adjustment Programme for Ireland. 
The key goals of the programme were:

   prompt strengthening and a comprehensive overhaul of the banking  ●

sector,  
  fiscal consolidation to restore fiscal stability and correct an excessive  ●

deficit by 2015,  
  reforms aiming at supporting economic growth.     ●

 The programme for Ireland was formally approved in December 2010. The 
amount for the financing of the programme was agreed at EUR 85 billion, 
of which EUR 17.5 billion was Ireland’s contribution and the remaining 
amount came from:

   EFSM (EUR 22.5 billion),     1) 
   EFSF (EUR 17.7 billion) and additional bilateral loans from the UK (EUR 2) 
3.8 billion), Sweden (EUR 0.6 billion) and Denmark (EUR 0.4 billion),  
  International Monetary Fund (EUR 22.5 billion).  3) 

  The last EFSM payment was made in March 2014.    
 Now Ireland is subject to post-programme surveillance, PPS, which will 

continue until at least 75 per cent of loans has been repaid, which will 
not occur earlier than 2031.  11   Within the PPS framework, the European 
Commission, in cooperation with the European Central Bank, will carry 
out regular surveillance visits to assess the economic and budgetary situa-
tions and the financial sector of Ireland. The review in spring 2014 revealed 
improvement of the financial sector’s condition. Restructuring activities 
are well under way (for example Bank of Ireland, AIB) and the restruc-
turing programme for Permanent TSB awaited the European Commission’s 
approval. Outstanding payments of mortgage loans still remain an issue (EC, 
2014a). 
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 Public finances also improved. After the record-high deficit in 2010 (32.4 
per cent of GDP), at the end of 2013 deficit equalled 5.7 per cent of GDP. At 
the end of 2013, public debt was twice the EU limits (it totalled 123.3 per 
cent of GDP) but its growth was hampered.  12    

  3.2.2.3 Assistance to Portugal  13   

 On 7 April 2011, Portugal requested financial assistance from the European 
Union, euro zone member states and the International Monetary Fund. In 
May 2011, the Economic Adjustment Programme for Portugal was formally 
adopted, which led to a loan agreement for EUR 78 billion. 

 The Programme presented actions to support economic growth, boost 
employment and competitiveness, as well as measures to reduce deficit and 
public debt and measures to ensure financial sector’s stability. 

 The loan to Portugal was to come (2011 to mid-2014) from three sources: 
EUR 26 billion from the European Union/EFSM, EUR 26 billion from the 
EFSF and about EUR 26 billion from the International Monetary Fund. 

 By the end of June 2014, the EFSM transferred EUR 23.9 billion, the EFSF, 
26 billion and the IMF, EUR 26.5 billion. The average maximum maturity of 
the EFSM loans is 19.5 years, and 20.8 years for the EFSF loans. 

 The Portuguese government decided to terminate the aid programme before 
receiving the total loan agreed from EFSM. The last tranche of the EFSM loan 
was transferred on 12 November 2014 (for a total amount of EUR 24.3 billion). 
Now Portugal is under supervision of the European Commission (post-Pro-
gramme surveillance), which will last until at least 75 per cent of the aid has 
been repaid – by 2026 at the earliest, according to the repayment schedule. 
Recapitalization of banks and extended supervision over them significantly 
strengthened the financial sector. However, after accomplishment of the 
programme, the sector’s achievements were obscured by the difficulties of 
Banco Espírito Santo (EC, 2014b), which required such radical measures as the 
creation of a bridge bank and recapitalization from a dedicated aid fund. 

 Portuguese public finances have been gradually improving. From the end 
of 2011 until the end of 2013, the deficit-to-GDP ratio decreased from 11.2 
per cent to 4.9 per cent. However, the public debt level remains very high 
and is continuously growing. At the end of 2013, Portugal’s public debt 
equalled 128 per cent of GDP (based on Eurostat data).  

  3.2.2.4 Assistance to Spain  14   

 In 2010, the Spanish authorities started restructuring processes to improve 
the standing of the banking sector; however, the situation was so severe that 
it became necessary to use external sources for capital support for banks. 

 On 25 July 2012, the government of Spain requested the Eurogroup to 
provide financial assistance to the Spanish banking system. According to 
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an external expert evaluation performed upon the Spanish government’s 
request, the need for bank recapitalization was estimated at the level of 
EUR 51–62 billion. Having taken the safety buffer into account, the Spanish 
government requested a loan of EUR 100 billion. 

 Financial assistance from the ESM funds was granted in two tranches:

   transfer of EUR 39,468 million on 11 December 2012 (maturing on 11  ●

December 2027),  
  transfer of EUR 1,865 million on 5 February 2013 (maturing on 11  ●

December 2025).    

 The first tranche, in the form of securities issued by the ESM, was trans-
ferred to the government’s Fund for Orderly Bank Restructuring, or FROB 
( Fondo de Restructuración Ordenada Bancaria ). FROB recapitalize four banks – 
BFA-Bankia, Catalunya-Caixa, NCG Banco and Banco de Valencia – with 
a total amount of EUR 37 billion. Additionally, FROB transferred EUR 2.5 
billion to SAREB, a company managing the assets of the restructured banks. 

 Another tranche was allocated to recapitalization of Banco Mare Nostrum, 
Banco Ceiss, Caja 3 and Liberbank. As with the previous tranche, the funds 
were transferred via FROB. The aid depended on the results of stress tests 
and reliable restructuring plans prepared by the banks. The second tranche 
was the last one requested by the Spanish government from the ESM to 
support Spanish banks. The aid programme expired at the end of 2013, so 
the disbursed aid (EUR 41.33 billion in total) turned out much lower than 
originally planned. 

 The Spanish government is responsible for repayment of the loan granted 
to the banking sector. According to the agreement, the loan will have been 
repaid by the end of 2027. Principal payments will start in 2022, while the 
repayment of interest and other fees has already started:

   EUR 1,304 million was repaid on 8 July 2014 (voluntary early repayment),      ●

   EUR 308 million was repaid on 23 July 2014 (planned repayment of  ●

unused funds).    

 The ESM assistance improved the standing of the Spanish banking sector. 
As at the end of September 2013, the core tier 1 solvency ratio in all major 
banks exceeded 9 per cent (ESM, 2013). 

 Deficit of the Spanish general government sector still remains high – at the 
end of 2013, it totalled 6.8 per cent of GDP. However, one must acknowledge 
significant improvement compared to the years of 2009 and 2012, when this 
ratio was exceptionally high (11.0 per cent and 10.3 per cent of GDP, respec-
tively). Public debt still remains very high and is continuously growing – at 
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the end of 2013, it exceeded 92 per cent of GDP (based on Eurostat data). 
Government actions have significantly reduced yields of government securi-
ties and extended their average maturity periods.  

  3.2.2.5 Assistance to Cyprus  15   

 On 25 June 2012, the Cypriot government requested aid from the Eurogroup. 
The macroeconomic adjustment programme was agreed after long negotia-
tions (25 March 2013), and on 24 April 2013 the ESM management board 
decided to grant financial assistance. 

 The adjustment programme for Cyprus aims to restore financial stability, 
downsize the financial sector and improve the condition of public finances 
in the forthcoming years. These goals have been described in detail in the 
European Commission’s Memorandum of Understanding, which speaks of:

   restoring the soundness of the banking sector and rebuilding deposi-1) 
tors’ confidence through restructuring and downsizing of the financial 
institutions,  
  continuation of fiscal consolidation to correct the excessive deficit by 2) 
2016, in particular through measures to cut current expenditure and 
maintain fiscal consolidation in the medium-term,  
  implementation of structural reforms to support competitiveness and 3) 
sustainable and balanced economic growth.    

 The Eurogroup agreed to grant the aid for a total amount of EUR 10 billion, 
of which EUR 9 billion was to come from the ESM and EUR 1 billion from 
the International Monetary Fund. This assistance was to cover three-year 
financial needs of Cyprus (from 2Q2013 to 1Q2016). 

 Financial assistance to Cyprus has been transferred in tranches. By the end 
of 2014, the Cypriot government received six tranches of aid worth a total of 
EUR 6,120.5 million, of which EUR 5,700 million from the ESM. The average 
maturity of the ESM loans is 15 years, and the maximum, 20 years. 

 Out of the total assistance approved for Cyprus, the portion allocated 
to recapitalization of banks totals EUR 2.5 billion. Cyprus has been imple-
menting restructuring processes and consolidation of cooperative banks. 
The decrease in non-performing loans is a top priority. 

 Public debt and its service costs remain a serious problem. Some of the 
ESM and IMF assistance will be used to repay due and payable loans. As at 
the end of 2013, public debt of Cyprus amounted to 102.1 per cent of the 
country’s GDP, which is nearly twice the rate in 2009. Public finance deficit 
in 2013 equalled 4.9 per cent of GDP, which represents improvement by 
9 percentage points in comparison to two previous years (based on Eurostat 
data).    
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  3.3     The impact of restructuring costs on public finance 

  3.3.1     Burden on public finance 

 According to EC data, from the beginning of 2008 until 1 October 2014, 
the EC approved assistance to the financial sector for a total amount of 
EUR 5,762.7 billion. Most of this aid was approved in 2008, and it involved 
primarily guarantees for liabilities. After 2008, the aid focused more on bank 
recapitalization and assistance related to impaired assets (DG Competition, 
2014). 

 Guarantees and other liquidity support measures peaked in 2009, total-
ling EUR 906.0 billion, or 7.68 per cent of EU countries’ GDP in that year. 
The highest guarantees were for financial institutions in Ireland (EUR 284.3 
billion), the UK (EUR 165.12 billion) and Germany (EUR 135.0 billion).      

 From the set-up of guarantee frameworks by the end of 2013, the amount of 
used guarantees was only EUR 3.13 billion, while the guarantee fees totalled 
EUR 38.16 billion (DG Competition, 2014). The governments gained on the 
provision of this aid. 

 In the 2008–2013 period, the size of recapitalization and asset relief meas-
ures amounted to EUR 661.42 billion (Table 3.1). For state aid provided 
(including liquidity means other than guarantees), EU governments received 
compensation for EUR 109.64 billion (DG Competition, 2014). 

 Slightly different figures represent state interventions in public finance 
statistics according to the Methodology of the European System of Accounts 
2010 (ESA 2010), which – in September 2014 – replaced the former ESA’95 
approach. In terms of ESA 2010, in 2010–2013 total income of EU coun-
tries from support measures granted to financial institutions was EUR 98.9 
billion, almost half of which were interest payments. Expenditure related to 
state aid granted exceeded in total EUR 252 billion, which means that the 
net impact of government interventions on EU countries’ budgets was an 
increase in deficit by EUR 153.2 billion. The highest increases were recorded 
in 2010 and 2012. 

 Since 2010, the impact of state aid for financial institutions on public debt 
has remained stable, slightly exceeding 5 per cent of GDP. Support meas-
ures had the greatest impact on public debt in 2010 and 2012, increasing it 
respectively by EUR 705.8 billion and EUR 742.4 billion. 

 EC documents presented these data. As they show values aggregated on 
the country level, they cannot be used to evaluate costs and (initial) effects  16   
of individual bank rescuing. Therefore, we have analysed 95 cases of bank 
restructuring in EU countries, and five asset management companies (AMCs). 
Reports drawn upon the analysis of these cases have been included in the 
Appendix. 
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 Originally, the analysed period was to cover 2008–2013, but as another big 
bank underwent restructuring in 2014 (Banco Espirito Santo, Portugal), and 
some of the granted assistance was repaid or further financial support was 
granted in 2014, we have extended the scope of data collection to include 
the events which took place in 2014. The case studies present all the infor-
mation we have collected, but as the year 2014 was not yet ‘closed’ for public 
finances, we present data for the 2008–2013 for the fiscal burden analysis. 

 Using the case studies, we have estimated that net capital injections to 
banks (capital injections net of the repayments made) and to AMCs (their 
initial capital and additional capital used to cover losses) from public sources 
in 2008–2013 amounted to EUR 535.6 billion (in 2008–2014, EUR 536.4 

 Table 3.1      Financial support provided to banks in the EU in 2008–2013  

Recapitalization
Impaired 

assets relief
Guarantees
(as of 2013)

Liquidity 
support other 

than guarantees 
(as of 2013)

billion 
EUR

% GDP 
(2013)

billion 
EUR

% GDP 
(2013)

billion 
EUR

% GDP 
(2013)

billion 
EUR

% GDP 
(2013)

Austria 11.10 3.54 0.50 0.16 2.38 0.76 0.00 0.00
Belgium 23.32 6.09 21.83 5.70 36.87 9.63 0.00 0.00
Cyprus 1.80 10.91 0.00 0.00 1.00 6.06 0.00 0.00
Denmark 10.77 4.33 0.32 0.13 0.74 0.30 0.02 0.01
Finland 0.00 0.00 0.00 0.00 0.00 0.00 0.00 0.00
France 25.05 1.22 1.20 0.06 46.90 2.28 0.00 0.00
Germany 64.17 2.34 79.97 2.92 3.04 0.11 0.00 0.00
Greece 40.85 22.44 0.00 0.00 47.81 26.26 2.30 1.26
Hungary 0.21 0.22 0.00 0.00 0.00 0.00 0.00 0.00
Ireland 62.78 38.27 2.60 1.58 37.16 22.65 0.91 0.55
Italy 7.95 0.51 0.00 0.00 81.68 5.24 0.00 0.00
Latvia 0.54 1.63 0.41 1.23 0.00 0.00 0.57 1.70
Lithuania 0.23 0.67 0.00 0.00 0.00 0.00 0.00 0.00
Luxemburg 2.60 5.72 0.00 0.00 3.76 8.27 0.05 0.11
Portugal 7.85 4.74 3.10 1.87 14.41 8.70 0.00 0.00
Slovenia 3.15 8.94 0.00 0.00 0.13 0.36 0.00 0.00
Spain 61.85 6.05 32.90 3.22 53.61 5.24 0.20 0.02
Sweden 0.78 0.19 0.00 0.00 1.33 0.32 0.00 0.00
Netherlands 23.02 3.82 5.00 0.83 12.40 2.06 3.75 0.62
United 
Kingdom

100.14 5.27 40.41 2.13 9.08 0.48 26.76 1.41

Total EU 448.16 3.43 188.24 1.44 352.29 2.69 34.55 0.26

     Note : Based on DG Competition (2014).    
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billion), the majority of which (67 per cent) was granted in the first two 
years. For reference, Table 3.2 contains EC data for 2008–2013 divided by 
type of the restructuring tool. We offer a tentative explanation of differences 
in the presented amounts below. Differentiation of the state aid beneficiaries 
is clearly visible (see Figures 3.1 and 3.2). In 2008, state aid targeted primarily 
institutions operating in the UK. They received EUR 125.7 billion, which 
equalled 57.8 per cent of total capital injections provided in that year. In the 
following year, recapitalization was carried out mainly in German financial 
institutions, which received EUR 98.1 billion (71.7 per cent of all the assist-
ance granted in that year). During the following two years, a significant part 
of the aid was granted to institutions in Ireland (55.1 per cent and 62.3 per 
cent, respectively), but those were much lower amounts as the scale of the 
support was greatly reduced. Since 2010, the major beneficiaries of state aid 
were financial institutions in Spain, which in total received capital injections 
of EUR 91.2 billion throughout the analysed period. 

 Not all EU countries had to recapitalize their financial institutions. Such 
assistance has not been used, among others, in the Czech Republic, Estonia, 
Poland or Malta. Latvia and Lithuania have supported their financial institu-
tions only to a very limited extent.           

 EUR 535.6 billion (2008–2013) is the net recapitalization amount, which 
means that it was reduced by the repayments. Institutions in countries with 
the highest financial support (the UK, Germany) repaid some of the aid; 
nevertheless, state aid to institutions in those two countries equals more 

 Figure 3.1      Recapitalization by country in 2008–2013 

  Notes : Negative figures represent repayment of recapitalization. Based on case studies.  
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than 40 per cent of the total net financial support in 2008–2013. None of the 
financial institutions in Spain – the third largest beneficiary of state aid (EUR 
91.3 billion) – had started repayment by the end of 2013. However, financial 
institutions operating in Ireland have made repayments, and in the analysed 
period, they account for 11.6 per cent of total net capital injections. 

 Recapitalization of financial institutions in Sweden proved profitable 
to this country’s government – upon the successful sale of Nordea shares 
the Swedish budget earned more in 2013 than it had granted in the form 
of capital injections in 2008–2009 and also more than it provided to the 
previous restructuring during the crisis in the 1990s.      

 When analysing the relation of assistance for financial institutions to 
GDP (Figure 3.3), Ireland attracts the most attention. In 2008–2013, recapi-
talization of financial institutions in Ireland equalled 6.3 per cent of GDP, 
on average, while the record high was observed in 2010 (22.7 per cent of 
GDP). For banks in the UK and Germany, which in 2008 and 2009 received 
the highest recapitalization, this assistance equalled 6.8 per cent and 4.1 
per cent of GDP, respectively. In 2009, the highest state aid to GDP was 
granted to institutions in Denmark (11.7 per cent). Financial institutions 
in Cyprus were recapitalized for the first and last time in 2012, and this aid 
amounted to 13.0 per cent of this country’s GDP. High recapitalization of 
financial institutions measured against GDP was recorded in that same year 
in Greece – 16.3 per cent of GDP – while in the following year in Slovenia, 
10.9 per cent of GDP.      

 Figure 3.2      Recapitalization of EU banks in 2008–2013 (in EUR million) 

  Notes : Negative figures represent repayment of recapitalization. Based on case studies.  
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 Data collected from the case studies reveal that in 2008–2013, EU coun-
tries earmarked EUR 535.6 billion EUR to recapitalize 84 banks analysed on 
an individual basis, banks benefiting from the Danish credit package  17   and 
five AMCs (Ireland, Spain, Germany, Slovenia and the UK). According to EC 
data, financial institutions received capital injections (a different concept 
than used by us, because EC does not take into account repayments) of EUR 
447.7 billion. The difference stands at EUR 87.9 billion, or EUR 57.7 billion, 
if just the financial assistance granted to 84 banks is considered. 

 Looking at individual years (2008, 2009 and 2013) the aggregated amounts 
of assistance based on the case studies are higher than those of the EC, 
while the opposite is observed for 2010–2012. The website section of DG 
Competition explaining the methodology says that recapitalization figures 
present recapitalization amounts from the reporting year and do not include 
any repayments of financial assistance. This would suggest that the amounts 
in our analysis should be lower than those of the EC. However, the situation 
is quite opposite. Sources of the differences cannot be clearly identified, and 
we are left with conjectures. Perhaps not all the capital injections we have 
identified came explicitly from the government sources. These may have 
been funds designated by central government agencies or state governments 
(for example  Länder ) that had the power to perform such operations. Some 
capital injections might have been accounted for with delay. Finally, in the 
case of capital injections, the amount stated could be only the face value of 
shares, excluding share premiums. Our doubts reveal insufficient transpar-
ency of the state aid statistics presented to the public. This should be modi-
fied on the wave of forthcoming reforms so that the presented data become 

 Figure 3.3      Recapitalization of EU banks in 2008–2013 (as % of GDP in given year) 

  Notes : Negative figures represent repayment of recapitalization. Based on case studies and Eurostat 
GDP data.  
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more transparent. So far, however, this issue has not been addressed on the 
political agenda.  

  3.3.2     Econometric model 

 In this section we are looking for answers to the following research questions:

   To what extent do macroeconomic factors determine the scale of assist-1) 
ance to the banking sector?  
  To what extent does the state aid depend on the condition of the economy 2) 
and to what extent on the condition of the banking sector?    

 In the analysis we used macroeconomic data and data covering banking 
sectors of EU countries (excluding Croatia) from 2006–2013. They form a 
composite panel of n = 27 units and T = 8 periods, resulting in 216 observa-
tions. The data for the research came from various sources, including Eurostat 
(macroeconomic data), the European Central Bank and central banks and 
banking supervision authorities of EU countries. The amounts of the net 
state aid come from the case studies prepared by our research team. 

 The analysis of the impact of macroeconomic factors on the scale support 
to the banking sector has used the variables listed in Table 3.3.      

 Table 3.3      Determinants of scale of financial assistance (net) for banking sector  

Variable Definition Source

C_GDP Loans to customers granted by the 
banking sector/GDP

Central bank websites 
and Eurostat

CREDIT_
GROWTH

Increase in lending (loans to customers 
granted by the banking sectorn/loans 
to customers granted by the banking 
sectorn-1) – 1

Central bank websites

ROE Return on equity: profit after tax of the 
banking sector/capital of the banking 
sector

LEV Leverage: banking sector assets/capital of 
the banking sector

D_C Customer deposits in the banking sector/
loans to customers in the banking sector

CAR Capital adequacy ratio of the banking 
sector

CR5 Concentration ratio of 5 banks (share in 
banking sector assets)

GDP_CH Change in GDP Eurostat
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 The equation uses SUPP_GDP as the dependent variable, defined as a ratio 
of net assistance granted in a given year to the country’s banking sector to 
GDP, expressed as an amount in current prices in a given year in the partic-
ular country. Table 3.4 contains statistical descriptions of the variables used 
as explanatory variables and of the dependent variable.      

 One may easily notice that all of the analysed potential regressors, as well 
as the dependent variable, demonstrate significant variability, which enabled 
a reliable estimation. Equally important is their diversity over time. Given 
the panel nature of the data used for the analysis, a one-way was applied:  

it i it itSUPP GDP =it =_ α β ε+ ′ +i iti it ++i +

 where: 

 SUPP_GDPit – dependent variable for country  i  in year  t , 
xit  – vector of explanatory variables, consisting of variables C_GDP, CREDIT_
GROWTH, ROE, LEV, D_C, CAR, CR5 defined in Table 3.3 of country  i  in year 
t  and lagged by one period (year) variable GDP_CH, and the constant, 
αi  – individual country effect  i , 
εit  – error term, 
β – vector of the model parameters. 

 The reason for including a one period lagged (rather than the current value) 
variable GDP_CH in the equation is economically justified, as the size of 
recapitalization of the banking sector depends on the potential condition of 
the economy, however a relevant response is not instantaneous. Additionally, 
such a structure allows eliminating the problem of endogeneity of variable 
GDP_CH. This, however, results in shortening the time series used in forming 
the panel by one (initial) period. 

Table 3.4      Descriptive statistics of potential determinants of scale of government 
support for banking sector  

Variable Mean Standard deviation Minimum Maximum

SUPP_GDP 0.0061 0.0244 −0.0142 0.2265
C_GDP 1.7830 2.6870 0.0005 17.9421
CREDIT_GROWTH 0.0683 0.1628 −0.9991 0.6667
ROE 0.0432 0.2039 −1.3753 0.3730
LEV 17.1782 16.2873 5.0974 132.5310
D_C 0.9370 0.2199 0.4819 1.4331
CAR 0.1469 0.0584 0.0665 0.5462
CR5 0.5940 0.1718 0.2199 0.9700
GDP_CH 0.0138 0.0646 −0.5200 0.3400
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 The static nature of the equation leads to the conclusion that it may be 
estimated using one of the standard approaches with fixed or random indi-
vidual effects. Note that the data do not represent a random sample but, 
rather, a closed population of EU countries. Moreover, among the variables 
considered as potential regressors, there is none with zero variance in time. 
Consequently, it seems adequate to apply the fixed effects approach, which 
does not necessitate making additional assumptions about independence of 
individual effects from explanatory variables. Therefore, such a solution has 
been applied. The results of the estimation of the Equation (3.1) using the 
intra-group estimator (fixed effects) have been presented in Table 3.5. The 
error term is assumed to be spherical, which the results of the statistical tests 
confirm.      

 The results indicate that the list of the variables that can be considered as 
determinants of the scale of government support for the banking sector is 
very limited. Even assuming a liberal significance level of 0.1, only variables 
C_GDP (positive impact), ROE (negative impact), and CR5 (positive impact) 
show a statistically significant effect on the dependent variable. These three 
variables independently demonstrate parameters characterizing the banking 
sector and its size. The variable C_GDP with a positive impact shows the 
volume of credits and loans granted by the banking sector to the economy 
(excluding loans to other banks). The larger the volume of lending by the 
banking sector, the higher the potential credit losses and impairment. If the 
banking sector was very negatively impacted by provisioning, this would 
have contributed to a higher need of capital support. Our study confirmed 
this intuitive relationship. 

 The study also confirms the expected relationship as regards CR5. The 
higher the concentration measured by the share of five banks in the assets, 
the higher the costs of bank restructuring due to their sizes or the bigger 

 Table 3.5      Results of estimation equation of scale of support for banking sector  

Variable Parameter estimate Standard error  p  value

C_GDP 0.0055 0.0033 0.099
CREDIT_GROWTH 0.0074 0.0140 0.600
ROE −0.0677 0.0102 0.000
LEV −0.0002 0.0002 0.167
D_C −0.0099 0.0200 0.622
CAR −0.0333 0.0514 0.518
CR5 0.0870 0.0511 0.091
GDP_CH(-1)* 0.0095 0.0276 0.730
Fixed −0.0351 0.0396 0.377

     Note :  * Annual variable lag GDP_CH.    
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the side effect in the form of imposing competitive terms on smaller banks, 
which could fail to handle the consequences of aggressive risk-taking. 

 The ROE variable is one of the basic profitability measures. If the return 
on equity is positive, the banking sector is, at least to some extent, able to 
replenish its capital and improve solvency. This relationship has also been 
confirmed. 

 The solvency ratio (CAR), credit growth (CREDIT_GROWTH), the change 
of GDP with a time lag (GDP_CH), leverage (LEV), and the relation of 
deposits to credits (D_C) were statistically insignificant. The conclusion that 
CAR is not a good measure of bank’s safety and capital adequacy would be 
too far-reaching. However, the reason for this absence of statistical signifi-
cance is worth consideration. First, financial assistance was tapped not 
only by banks that did not maintain the required minimum level of CAR 
(8 per cent) but also by banks with CAR exceeding the minimum by several 
percentage points. Second, some of the items included in tier 1 capital 
could not be used to cover losses, thus making the actual solvency lower 
than reported. This shortcoming will be ultimately eliminated by Basel III 
regulations (CRD IV/CRR in the EU). Third, banks in the ‘old’ EU countries 
could, thanks to advanced credit risk management techniques, understate 
risk weights (denominator of CAR), which artificially increased their level 
of solvency.  18   

 Credit growth and GDP change are usually regarded as important factors 
for the banks’ financial standing. During an economic slump banks’ results 
deteriorate. On the other hand, excessive growth of credit caused by a too 
liberal credit policy, during an economic slowdown, contributes to high 
impairment for bad loans. The lack of their statistical significance should 
be linked to the fact that credit portfolio was not the only source of losses. 
These were also ‘toxic’ financial instruments, government debt securities, 
and the Icelandic default. Additionally – as shown in Chapter 1 – the conta-
gion effect was observed, and consequently, the economic situation in a 
given country could play a less important role. 

 Statistical insignificance of leverage (LEV) may be surprising. The higher 
the leverage, potentially, the higher the risk. How can this be explained? In 
general, we have calculated the leverage excluding off-balance sheet expo-
sures (no such data was available), and thus we have based our analysis only 
on balance sheet items. This has naturally reduced leverage. 

 In the case of the deposits-to-loans ratio (D_C), we may explain the lack 
of statistical significance by the similar structure of financing among EU 
banking sectors. The inappropriate structure of financing, though treated as 
a serious problem observed during the ongoing global financial crisis, on the 
banking sectors’ level, did not affect the scale of assistance, which may have 
resulted from central banks’ effective provision of liquid funds to banks. 
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 In conclusion, the more concentrated the banking sector (CR5) and the 
more developed the financial operations (C_GDP), the higher the costs of 
bank restructuring. Consequently, this brings back the frequently raised 
issue of ‘financialisation’ ( inter alia  Dembinski, 2011) of the economy and 
financial institutions which are too big comparing to the size of the real 
economy. This is not only a question of the ‘philosophy’ of the financial 
sector’s functioning but also a question of its true importance to the economy. 
The problem of financial institutions which are ‘too big (too complex, too 
interrelated) to fail’ has been raised in the literature for years. So far, no solu-
tion has been found to limit the size of financial institutions except for deep 
restructuring. A certain counterbalance for such big institutions may be the 
additional capital requirements prepared for global, systemically important 
banks (BCBS, 2013) and other systemically important financial institutions. 

 Higher market concentration determines the level of competition and 
pricing terms. If banks price their loans taking into account the actually borne 
risk, they should maintain relevant levels of ROE, which – as demonstrated 
in the model – reduced recapitalization of the banking sector. However, if 
banks’ policies are based on margins that improperly reflect the risk incurred 
in order to maximize the market share, ROE may not be sufficient to rebuild, 
at least partially, banks’ equity during an economic recession. The right 
pricing policy allows building a buffer for the future loss absorption.   

Notes

  1  .   In 1997, detailed rules for agriculture were added.  
  2  .   This communication, as well as additional ones, are available on EC website 

(Europa, 2015).  
  3  .   These recommendations provide for the qualifying criteria, definition and evalu-

ation of assets acceptable for state aid, distribution of risk (to reduce costs for the 
state budget), the periods of time for the application of the aid programs, manage-
ment of institutions and evaluating the state aid programs with the use of measur-
able indexes.  

  4  .   Except for the option to sell shares that has been used also during the current 
financial crisis.  

  5  .   Such actions included, for instance, accounting for significant impairment losses, 
setting aside additional reserves, reclassification of the assets in the balance sheet.  

  6  .   Full name: Treaty establishing The European Stability Mechanism between The 
Kingdom of Belgium, the Federal Republic of Germany, the Republic of Estonia, 
Ireland, the Hellenic Republic, the Kingdom of Spain, the French Republic, the 
Italian Republic, the Republic Of Cyprus, the Grand Duchy of Luxembourg, Malta, 
the Kingdom of the Netherlands, the Republic of Austria, the Portuguese Republic, 
the Republic of Slovenia, the Slovak Republic and the Republic of Finland.  

  7  .   The original text of the Treaty was signed in July 2011; the text signed in February 
2012 is an updated version.  

  8  .   More in: (Trzcińska, 2013, p. 16).  
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  9  .   Based on EC data (Europa, 2015a).  
  10  .   Based on EC data (Europa, 2015b).  
  11  .   Unless earlier payments are made, in addition to the approved schedule.  
  12  .   In 2012, the debt-to-GDP ratio totalled 121.7 per cent, in 2011, 111.1 per cent, 

and in 2010, 87.4 per cent (based on Eurostat data).  
  13  .   Based on EC data (Europa 2015c).  
  14  .   Based on ESM data (ESM, 2015a).  
  15  .   Based on ESM data (ESM, 2015b).  
  16  .   Effects of bank restructuring may be evaluated only in the long run when banks 

are able to pay back the aid and/or the shares owned by the state treasury are sold 
to private investors.  

  17  .   Process carried out by Finansiel Stabilitet.  
  18  .   For instance: in Poland, in 1Q2014 the ratio of risk-weighted assets to assets 

totalled 63.8 per cent, while the average in EU countries was 37.5 per cent (NBP, 
2014a).  
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   This chapter describes the restructuring tools applied during the recent crisis 
to the EU banks and the costs associated with them. The most typical tool 
was recapitalization, combined also with deep restructuring of a bank or a 
merger, or a bailout, in other words. Liquidation and nationalization were used 
rather rarely, mostly in the case of small and medium-sized banks. A new 
tool, bail-in, was used in Cyprus and Slovenia. This chapter is complemented 
by a comprehensive Appendix, offering descriptions of case studies of bank 
restructuring, presented together with ‘bad’ asset management companies 
and resolution processes applied in several EU countries.  

  4.1     General assumptions 

 We present results of analysis of the effects of rescue measures applied by EU 
countries toward banks in the 2007–2014 and costs of these measures. We 
extended the period used in Section 3.3 by 2014 because of repayments of 
the state aid in several countries as well as new rescue operation of one of 
Portugal’s largest banks. As we are not examining the public finances in this 
chapter, the longer period of the analysis is justified. 

 The analysis has been based on macroeconomic country data, mesoeco-
nomic data regarding the banking sector and microeconomic data for 
restructured banks. We have applied a comparative analysis to evaluate how 
individual countries handled banks rescue operations. We have carried out 
case studies for 84 banks, five asset management companies (in Ireland, 
Spain, Slovenia, the UK and a company from Germany indirectly involved 
in these operations), as well as three ‘aid packages’ (covering 11 banks) 
targeting banks in Denmark. Detailed analysis appears in the Appendix. The 
collected financial data allowed a quantitative analysis of 80 banks, taking 
into account not only the amount of the aid granted but also the banks’ 
microeconomic data. Financial data were gathered for the 2006–2013 period 
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to examine banks’ behaviours before the crisis. It was not always possible to 
obtain data for this entire period, as ‘historical’ financial reports were not 
available or banks’ web sites had been deleted. In spite of these obstacles, the 
collected data are sufficient for an analysis of the scale of the banks’ opera-
tions and solvency in the year the aid was granted or (in justified cases) in 
the preceding year. For the analysis, we have also defined the following types 
of restructuring instruments:

   CAP – bank recapitalization with public funds,      ●

   CAP_MERGER – recapitalization or temporary nationalization of the bank  ●

and subsequent merger with another bank; the key point of this solu-
tion is a merger with another bank upon a capital injection from public 
funds,     
   CAP_RES – recapitalization and significant restructuring of the bank,      ●

   LIQ – liquidation of the bank, often preceded by capital support,      ●

   GUAR – guarantee,      ●

   NAT – nationalization of the bank and continuation of operations on the  ●

market; nationalization meant taking over full control of the bank, by the 
government or its agencies, and often significant restructuring of the bank.    

 These symbols indicate the leading instrument applied, as in most cases, the 
restructuring process was based on a combination of these measures. 

 The abovementioned five bad asset management companies and the 
‘packages’ offered to banks in Denmark cannot be evaluated with the same 
methods as the banks. This is because the ‘bad’ assets recovery process is long 
and its real effects may be revealed approximately ten years after it begins, 
especially since a significant portion of loans was related to the real estate 
market and not, for instance, consumer loans. 

 We analysed the financial support banks received using the following 
criteria: the type of the instrument used, the size of the bank and the year 
the aid was granted.  

  4.2     Comparative analysis 

 Our comparative analysis covers the type of the restructuring instrument 
used in a given country and the size of the bank to which it was applied. We 
check whether the ‘diagnosis’ of the scale of the problems in the bank was 
correct, by comparing the first financial support granted to the bank with 
the total amount of the financial aid (net). If the latter is lower or equal, the 
‘diagnosis’ is deemed correct.      

 The most expensive was the support granted to banks of relatively small 
and medium sizes, i.e. with less than 10 per cent of the banking sector assets 
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(in particular, between two and 10 per cent). This is also the biggest group 
comprising nearly three quarters of the rescued banks (Figure 4.1). As regards 
the average amount of support per bank, it was similar for small (less than 2 
per cent), large (10–20 per cent) and systemic banks (more than 20 per cent). 
On average, rescuing medium-sized banks was noticeably more expensive. 
Thus, the total costs of rescuing medium-sized banks were higher than in the 
case of larger banks’ restructuring.      

 Bank restructuring was the greatest burden in Ireland and involved rela-
tively large banks (Figure 4.2). The biggest banks obtained support in Sweden, 
Belgium (including Fortis and Dexia cases), the Netherlands and Cyprus, 
although they did not represent as large burden as did in Ireland. It is diffi-
cult to group the cases in other countries. The smallest banks were the main 
beneficiaries of financial assistance in Denmark, Spain ( cajas ), Germany 
( Landesbanken ), Italy, Lithuania and Latvia. The medium-sized banks were in 
turn rescued mainly in France, Austria, Portugal and the UK.      

 The analysis of data in Table 4.1 shows that in a vast majority of coun-
tries, financial resources of deposit guarantee schemes (DGS) would have 
been insufficient to meet the demand for deposit payouts, should the finan-
cial assistance not have been granted and the bank declared bankrupt.  1   
Especially in the case of Germany, Slovenia and Ireland (and to a smaller 
extent also Greece, Austria and Latvia) the undercapitalization of DGSs 
was too large taking into account the possible needs of deposit payouts. 
As a result, it required the governments to provide very high amounts of 
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 Figure 4.1      Total net aid (in EUR million) and bank’s share in banking sector assets 

  Note : Total net financial assistance granted – left scale (columns); average net financial assistance 
granted to a bank in a given size range – right scale (dots). Based on case studies.  
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financial assistance to rescue banks. The exceptions include Spain, Portugal 
and Sweden, where the financial potential of DGS was high enough to – on 
average – pay out deposits of a bank, which would otherwise have defaulted 
without state aid. Most likely for political reasons the public authorities 
preferred to avoid application of such tools. 

 Problems in the banking sectors began at the ‘core’ of the EU – the UK, 
Belgium, France and the Netherlands – and were gradually manifested in 
‘periphery’ countries,  inter alia  in Spain, Cyprus and Portugal. Banks in 
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 Figure 4.2      Total financial aid (net) to GDP (2009) vs. average size of rescued banks to 
GDP (2009) 

  Notes : Total Financial Aid (Net) to GDP (2009) – horizontal scale; average size of rescued   banks to 
GDP (2009) – vertical scale. Based on case studies.  
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many countries kept committing the same mistake – they were pursuing 
overly aggressive lending policies and engaging in trading risky financial 
instruments. Although European banks suffered the consequences of the US 
subprime crisis, they also committed many mistakes in risk management, 
which has been presented in the Appendix.      

 Using the data from Table 4.2, one may analyse the tools and costs of 
rescuing banks. 

 In Austria, the recapitalization measure was gradually applied in 2008–2012, 
and amounts of the granted aid became lower over time, which means that 
the crisis did not escalate and was controlled in the first years. This is also 
confirmed by the relatively high level of correct ‘diagnosis’ (71.4 per cent). 
Recapitalization was applied to large banks (five) while smaller ones (two) 
were nationalized. Nationalization of smaller banks was more costly. Most of 
the rescued Austrian banks had recorded excessive credit growth. 

 In Belgium, the crisis escalated in 2008 and three banking groups required 
recapitalization and restructuring. Instability in the Belgian banking sector 
was intensified by the cross-border range of operations of the rescued banks 

 Table 4.1      Total financial assistance (net) vs. financial capacity of deposit guarantee 
scheme  

Country

Average relation of total 
financial assistance (net) to 

customer deposits in 
rescued banks

Average relation of funds 
accumulated by DGS to 

customer deposits in 
rescued banks

Germany 60.5% 14.8%
Greece 38.0% 17.5%
Slovenia 36.3% 0.0%
Latvia 35.5% 22.8%
Ireland 33.3% 3.2%
Spain 31.9% 61.8%
Denmark 25.9% 21.0%
Lithuania 22.7% 19.3%
Austria 15.6% 0.0%
Portugal 10.7% 16.1%
Belgium 7.9% 0.5%
Netherlands 6.3% 0.0%
United Kingdom 5.1% 0.0%
France 4.2% 2.4%
Cyprus 4.1% 0.3%
Italy 1.1% 0.0%
Sweden 0.0% 1.3%

     Notes : In Belgium with Dexia and Fortis. Credit Immobilier de France and Bradford & Bingley (UK) 
were dropped as outliers. Based on case studies.    
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 Table 4.2      Restructuring methods and their cost in EU countries  

Country

Number 
of rescued 

banks

Number 
of rescued 

banks 
with credit 
expansion*

Average 
size of 
bank 

(assets/
GDP)**

Average 
relation of 
financial 
assistance 

(net) to 
customer 
deposits

Amount 
of the first 
assistance 
(in EUR 
million)

Total 
amount of 
assistance 

(net, 
in EUR 

million)

Austria 7 5 27.3% 15.6% 8,070 9,775
CAP 5 3 32.5% 4.5% 6,220 4,170
NAT 2 2 14.3% 43.2% 1,850 5,605
Belgium 1 0 96.8% 0.6% 3,500 1,250
CAP 1 0 96.8% 0.6% 3,500 1,250
Belgium/
France/
Luxemburg

1 1 72.6% 13.8% 3,000 9,915

CAP_RES 
( Dexia )

1 1 72.6% 13.8% 3,000 9,915

Belgium/
Netherlands/
Luxemburg

1 0 169.2% 9.3% 4,700 3,670

CAP_RES 
( Fortis )

1 0 169.2% 9.3% 4,700 3,670

Cyprus 3 2 128.4% 4.1% 2,300 2,420
CAP_RES 1 1 175.1% 2.2% 500 620
GUAR 1 0 38.7% 0.0% 0 0
LIQ 1 1 171.4% 10.1% 1,800 1,800
Denmark 1 1 2.5% 25.9% 603 603
LIQ 1 1 2.5% 25.9% 603 603
France 5 5 37.6% 4.2% 16,042 8,092
CAP 3 3 57.6% 0.5% 8,992 3,092
CAP_MERGER 1 1 13.6% 19.7% 7,050 5,000
LIQ 1 1 1.8% 0.0% 0 0
Greece 7 7 22.9% 38.0% 3,590 47,507
CAP 4 4 34.8% 23.5% 2,610 38,839
CAP_MERGER 1 1 12.3% 5.5% 675 1,145
LIQ 2 2 4.5% 82.3% 305 7,523
Spain 13 12 4.7% 31.9% 42,725 91,042
CAP_MERGER 10 9 3.6% 37.0% 27,922 55,450
CAP_RES 1 1 4.5% 14.1% 4,999 4,999
NAT 2 2 10.6% 15.3% 9,804 30,593
Netherlands 3 2 121.4% 6.3% 13,250 15,980
CAP 2 1 173.1% 2.3% 12,500 13,215
NAT 1 1 18.0% 14.4% 750 2,765
Ireland 6 2 66.3% 33.3% 21,075 57,675
CAP_MERGER 1 0 13.3% 8.9% 875 875
CAP_RES 2 1 109.5% 10.9% 7,000 18,300

Continued
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and the need to earmark very high amounts for restructuring. Dexia and 
Fortis – banking groups operating internationally – were rescued with the 
use of recapitalization, however, combined with deep restructuring. In the 
case of the smaller one, Dexia, which had been pursuing expansive credit 
policy, the cost of assistance was three times higher than the restructuring of 

Country

Number 
of rescued 

banks

Number 
of rescued 

banks 
with credit 
expansion*

Average 
size of 
bank 

(assets/
GDP)**

Average 
relation of 
financial 
assistance 

(net) to 
customer 
deposits

Amount 
of the first 
assistance 
(in EUR 
million)

Total 
amount of 
assistance 

(net, 
in EUR 

million)

LIQ 2 1 52.5% 107.7% 9,400 34,700
NAT 1 0 46.6% 28.4% 3,800 3,800
Lithuania 1 1 3.5% 22.7% 231 231
LIQ 1 1 3.5% 22.7% 231 231
Latvia 2 2 9.7% 35.5% 137 282
CAP_RES 2 2 9.7% 35.5% 137 282
Germany 10 5 12.1% 60.5% 95,145 98,730
CAP 6 3 9.4% 10.1% 14,325 19,580
CAP_RES 1 0 25.3% 0.8% 8,200 1,300
LIQ 1 1 10.2% 7.2% 700 2,000
NAT 1 1 17.0% 476.0% 71,920 75,850
Portugal 6 4 35.7% 10.7% 12,610 11,980
CAP 2 1 40.3% 5.0% 4,400 3,920
CAP_MERGER 2 1 38.3% 12.9% 2,210 2,210
CAP_RES 1 1 48.6% 13.3% 4,900 4,900
NAT 1 1 8.2% 15.1% 1,100 950
Slovenia 5 5 15.3% 36.3% 1,992 4,376
LIQ 2 2 2.9% 56.7% 521 521
NAT 3 3 23.6% 22.7% 1,471 3,855
Sweden 1 1 142.3% 0.0% 518 −407
CAP 1 1 142.3% 0.0% 518 −407
UK 5 2 42.3% 1389.3% 125,726 112,476
CAP_MERGER 1 0 40.3% 0.6% 14,761 1,511
CAP_RES 3 2 55.9% 6.6% 50,751 50,751
NAT 1 0 3.2% 6926.0% 60,214 60,214
Italy 4 4 6.9% 1.1% 4,050 3,900
CAP 4 4 6.9% 1.1% 4,050 3,900

     Notes : CAP – bank recapitalization; CAP_MERGER – recapitalization or temporary nationalization 
of the bank, and subsequent merger with another bank; CAP_RES – recapitalization and significant 
restructuring of the bank; LIQ – liquidation of the bank, preceded by capital support; GUAR – 
guarantee; NAT – nationalization of the bank. Based on case studies. 

*We recognized credit expansion if in 2006–2008 credit growth exceeded 20%. **GDP as of 2009.    

Table 4.2 Continued
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the Fortis Group, which is also reflected in Dexia’s higher ratio of the granted 
net aid to customer deposits. 

 Cyprus experienced problems as late as 2012 and applied various restruc-
turing instruments, including bail-in. One very large bank was recapitalized 
and restructured, while another – equally big – was liquidated. These banks 
had been pursuing aggressive lending policies. The aid granted was relatively 
small compared to other countries because of the bail-in tool applied to 
deposits of over EUR 100,000. This was the farthest-reaching decision among 
EU countries, stimulated by international ‘helping hands’. The burden on 
public finances in this country was the second biggest (after Ireland). Had this 
operation not been performed, fiscal consequences would have been signifi-
cantly more severe. The bail-in measure has also been applied to holders of 
shares and bonds in other countries (for instance, Slovenia, Ireland). 

 In Denmark, state aid granted to a small bank (Roskilde Bank) was a very 
heavy burden (in terms of the total net aid to customer deposits) and finally, 
Finansiel Stabilitet resolved this bank, like other Danish banks. The opera-
tions of Finansiel Stabilitet, thanks to an agreement between the government 
and the banking sector, were largely supported by private funds gathered 
by a company affiliated to the banks’ association – Det Private Beredskab – 
Private Contingency Association (PCA). 

 Very high amounts were designated in France in 2008 to recapitalize the 
banks that had been pursuing expansive credit policies. The aid was granted 
to the largest banks (three) in the country; however, the French banking 
system represents low concentration. Assistance to a medium-sized bank was 
combined with a merger, and the smallest bank is undergoing liquidation. 
French banks have already repaid some recapitalization amounts. 

 The crisis in the Greek banking sector intensified in 2009, when most of 
the rescued banks were recapitalized (five), and others (two) – liquidated. 
This, however, was ineffective. The problems of the Greek banks were not 
correctly ‘diagnosed’. The biggest banks benefited from recapitalization, 
and a medium-sized bank was merged with another one. Assistance to two 
liquidated smallest banks constituted the heaviest burden (total net aid to 
customer deposits). 

 The restructuring of banks in Spain took place between 2008 and 2012. 
The restructuring operations were mainly performed in 2010 (six), and in 
that year the banks were granted the highest financial support. The Spanish 
banking sector underwent restructuring mostly by way of mergers and take-
overs, which were performed in each year of the 2008–2012 period. This 
was a consequence of bigger, financially strong banks taking over smaller 
banks. Out of 13 rescued Spanish banks, as many as 12 had been pursuing 
aggressive lending policies in 2006–2008. For banks recapitalized and then 
merged, restructuring was the most expensive in terms of total net aid 
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granted to customer deposits. This measure was applied to small banks. Two 
big banks (assets to GDP more than 10 per cent) were nationalized. This 
restructuring tool was slightly more costly than recapitalization combined 
with deep restructuring. In Spain, in addition to recapitalization, two enti-
ties were involved in crisis resolution: a resolution fund (FROB – Fondo de 
Reestructuración Ordenada Bancaria, established in 2009) and a bad asset 
management company (SAREB – Sociedad de Gestión de Activosprocedentes 
de la Reestructuración Bancaria, created in 2012). With the exception of 
two cases of bank restructuring FROB intervened in banks in difficulty and 
became their co-owner. 

 In the Netherlands, the crisis was visible in 2008 and 2009, when high 
recapitalization amounts were spent on assistance for banks. Two largest banks 
received capital injections, and a medium-sized bank was nationalized. 

 In Ireland, where bank restructuring put the greatest burden to public 
finances, the crisis lasted between 2009 and 2011 and various bank-rescuing 
strategies were implemented. Capital support combined with restructuring 
was offered to the largest banks (two) and other banks were either nation-
alized or liquidated. Amounts spent on the largest and liquidated banks 
turned out to be significantly higher than the first aid amount. In particular, 
in banks that were finally liquidated, the financial support represented a 
very heavy burden. An important role in the bank restructuring process was 
played by NAMA (National Asset Management Agency, created in 2009), 
which managed bad assets. 

 In Lithuania and Latvia, state aid was granted to relatively small banks 
that had been pursuing expansive lending policies. Though the aid amounts 
were similar, the applied restructuring tools differed. In Lithuania, a bank 
was liquidated, while Latvia carried out recapitalization combined with deep 
restructuring. 

 Germany’s banking sector experienced problems in 2007–2011. 
Recapitalization was the most often used tool. Additionally, in 2009 deci-
sions were made to liquidate and nationalize selected banks. In Germany, 
where half of the rescued banks had been carrying out aggressive credit 
activities, the highest state aid went to the smallest banks in the form of 
recapitalization alone or combined with restructuring. One medium-sized 
bank was liquidated, and another, nationalized. Germany also established 
SocFin, a company that managed impaired assets. 

 Portugal’s banking sector suffered the crisis relatively late – in 2012–2014. 
Recapitalization was the most frequently used rescue tool. The majority of 
banks in Portugal had been conducting expansive credit activities. Banks 
that were granted state aid were relatively big and the assistance was usually 
costly compared to customer deposits. The authorities decided to nationalize 
the smallest banks. 
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 Also in Slovenia, banks were rescued between 2011 and 2013 but unlike 
in other EU countries, here the prevailing tool was nationalization (in 
one case combined with liquidation). The choice of nationalization as the 
restructuring tool resulted from Slovenian state treasury’s co-ownership of 
some banks before the crisis. All the rescued banks in Slovenia had been 
pursuing aggressive lending policies towards corporate customers. Smaller 
banks (two), for which the total state aid became too heavy a burden in rela-
tion to customer deposits, are now undergoing liquidation. Further, large 
banks (three) were nationalized and their stocks and subordinated loans 
were subject to bail-in. In 2013, Bank Asset Management Company, BAMC, 
was created (Družba za upravljanje terjatev bank – DUTB), which is gradually 
taking over bad assets of the nationalized banks. 

 The United Kingdom was the first country to experience the crisis in 
2007–2008. The tools used included mainly recapitalization, combined with 
restructuring and mergers. The rescued banks in the United Kingdom, gener-
ally, had not been pursuing aggressive lending policies. Most banks that 
received recapitalization combined with mergers or restructuring were large. 
However, the total net aid amount was relatively low in relation to customer 
deposits. In 2008, an AMC called UK Asset Resolution was created to manage 
assets of two restructured banks (Bradford & Bingley and Northern Rock). 

 In 2009, recapitalization support was given also to banks in Italy (Tremonti 
bonds). Small Italian banks that had been pursuing aggressive credit poli-
cies were recapitalized, the first aid amount in most cases was sufficient, 
although one may doubt whether Italy’s state budget deficit allowed further 
support to banks. 

 Using data obtained from banks, in 77 cases, we were able to evaluate 
whether the bank’s standing improved because of restructuring. Our assess-
ment shows that there was a recovery only in 40 out of 77 banks. Nevertheless, 
the macroeconomic situation in the eurozone did not provide a favourable 
environment for improvement of banks’ performance during this whole 
period. Moreover, as of 2009 banks have been subjected to stricter regula-
tory requirements concerning capital adequacy, which has also negatively 
affected their profitability.      

 In conclusion, (Table 4.3) the most frequently applied form of financial 
assistance (in addition to various types of guarantees) was recapitalization 
(combined with restructuring and/or merger). It generally supported medi-
um-sized and large banks. Nationalization and liquidation were applied only 
to medium-sized and small banks. Liquidation was hardly used for large and 
systemic banks (except Cyprus), which may indicate that during the crisis 
the dominating approach was to bailout the  too-big-to-fail  banks. 

 The ‘diagnosis’ of banks’ problems, which is important for successful 
restructuring, was not always correct. We calculated the relation of correct 
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‘diagnosis’ to the total number of cases to assess if actions were effective 
in EU countries. Effective actions towards all the restructured banks were 
performed in Denmark, France, Lithuania, Portugal, Sweden and the UK. 
Actions resulting in good and moderate efficiency were achieved by Italy, 
Austria, Belgium, Cyprus, Ireland, Germany and Slovenia. Poorer efficiency 
of the aid programs was observed in the Netherlands, Spain, Greece and 
Latvia. In Spain, the poor effects arose from the need to spend relatively high 
amounts of state aid, although the assistance mostly was to relatively small 
savings banks. As regards aid to cross-border banks, the assistance to Dexia 
proved ineffective. The ‘diagnosis’ was selected as independent variable in 
the model presented in the next section.  

  4.3     Econometric model 

 We have developed an econometric model describing the ratio of the net aid 
granted to customer deposits (variable  ASS_D ). We treat the ASS_D variable 
as the cost of bank rescuing. The higher the variable, the rescue cost may 
be found lower, and consequently, the restructuring – more efficient. The 
choice of the variable defined in this manner arises from the assumption 
that if the financial support had not been granted to restructure the bank, it 
would have defaulted and consequently, guaranteed deposit payouts would 
have had to follow. We assume that the goal of the public authority is to 
minimize the costs related to banks’ financial difficulties. The explanatory 
variables applied have been listed in Table 4.4.      

 Table 4.3      Restructuring methods depending on bank’s size  

<2% [2–10%)

 CAP+  NAT  LIQ  CAP+  NAT  LIQ 

ES UK DK, GR, LT IT, AT, IE, 
LV, DE

AT, ES, IE, 
PT, NL, DE

DE, SI, IE

[10–20%) ≥20%

 CAP+  NAT  LIQ  CAP+  NAT  LIQ 

CY, FR, GR, 
PT, UK

SI BE, NL, SE CY

     Note : Systemic banks are those banks whose average size of assets to country’s GDP in 2009 
was equal or more than 20%, large banks are banks with assets to country’s GDP in the range 
of 10–20%, medium banks are banks with assets to country’s GDP in the range of 2–10%, and 
small banks are banks with assets to country’s GDP of less than 2% of GDP. Based on case 
studies.    
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 Note that RESCUE is a qualitative variable, hence in the model it must 
be replaced with a group of binary variables corresponding to individual 
possible options of the RESCUE variable. As a consequence, we have applied 
the following variables:  2    

   RESCUE-CAP – the value of one for banks that were rescued by recapitali- ●

zation and zero otherwise,     
   RESCUE-CAP_MERGER – the value of one for banks that were recapitalized  ●

or nationalized and then merged with another bank; zero otherwise,     
   RESCUE-CAP_RES – the value of one for banks that were recapitalized and  ●

restructured with the use of different tools and zero otherwise,     
   RESCUE-LIQ – the value of one in case the bank was liquidated and zero  ●

otherwise,     
   RESCUE-NAT – the value of one in case the bank was nationalized and  ●

zero otherwise.    

 However, to avoid exact co-linearity in the model, we omitted variable 
RESCUE-CAP. In this way, the banks that were rescued through recapitaliza-
tion are the reference group. The evaluation of parameters of other variables 
from the RESCUE class should be regarded as indicating the situation in this 
group of banks in relation to the banks belonging to the reference class. 

 To estimate the model, we have used data for 80 banks for which it was 
possible to access complete financial data.  3   The basic statistics for variables used 
in the study have been presented in Table 4.5. Statistics for variable A_GDP are 
not included, as it has a very strong correlation with the other variables (B_
SHARE and D_GDP) and therefore had to be removed from the final model.      

 Among the analysed 80 cases of bank restructuring, the diagnosis was correct 
for nearly 59 per cent. In more than three quarters of cases, in 2006–2008 

 Table 4.4      Variables used in the model of financial assistance (net) to deposits ratio  

Variable name Variable definition

B_SHARE Bank assets/sector assets
A_GDP Bank assets/country GDP
D_GDP Customer deposits/country GDP
LEV Bank assets/bank capital
CAR Capital adequacy ratio of the bank
DGS_D DGS accumulated funds/customer deposits
DIAG Correct diagnosis of the bank (Y = 1 if the amount of first capital 

support measure was not higher than the whole net state aid granted)
RESCUE State aid method (descriptive variable)
CR_EXP Credit expansion between 2006–2008 (Y = 1 if the growth rate of 

lending in 2006–2008 amounted at least to 20%)

     Note : Data collected from case studies.    
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the banks conducted expansive lending policies, which, in consequence, 
led to deterioration of assets and loan impairments. As for the restructuring 
tools, the leading instrument was ‘pure’ recapitalization and its variations 
(recapitalization plus merger and recapitalization plus restructuring), that is 
bailout. Liquidation was the least used tool in the analysed group. 

 A major dilemma was the selection of an adequate functional form of the 
final model. Certainly, it cannot be linear because of the untypical distribution 
of the dependent variable. First, for some banks the level of ASS_D was zero 
(which means that the financial assistance already has been repaid); while for 
one bank, it amounted to tens of per cent. In the other cases, it was within 
the range of a few per cent. Banks with either zero value or very high levels of 
ASS_D should rather be treated as outliers. This means the linear regression is 
inadequate, and further, as a significant percentage of variable ASS_D equals 
zero, the model based on logarithms of variables becomes unattractive (obser-
vations of zero values would then be excluded from the sample). However, 
it seems that the appropriate model for such structured data is, for instance, 
a logit model. Its use requires creation of a dependent variable determining 
inclusion in one of the categories in terms of ASS_D value, not the nominal 
value of assets. As it is difficult to determine the optimal number of catego-
ries, after several divisions, a dependent variable was created with values in 
3–6 options assigning banks to groups of an equal size in terms of asset value. 
This procedure allowed the far-reaching conclusion about strong robustness 
of the results to the number of separate variants in terms of the asset level. In 
this chapter, we present the results for the dependent variable divided into 
four categories, while emphasizing that conclusions (particularly of the quali-
tative nature) do not differ significantly from those with a different number 
of options considering the dependent variable.      

 Table 4.5      Descriptive statistics of variables used in model of ratio of net financial aid 
to customer deposits  

Variable Mean
Standard 
deviation Minimum Maximum

Quantitative variables
ASS_D 1.1155 7.7365 0 69.2596
B_SHARE 0.0922 0.1188 0.0012 0.6053
D_GDP 0.1575 0.2567 0.0002 1.6051
CAR 0.1007 0.0349 −0.0385 0.2170
LEV 34.3258 26.4290 9.1766 155.1250
DGS_D 0.2259 0.7104 0 5.3646

Qualitative variables
DIAG 0: 41.25%. 1: 58.75%
CR_EXP 0: 23.75%. 1: 76.25%
RESCUE CAP: 36.25%, CAP_MERGER: 20%, CAP_RES: 16.25%, 

LIQ: 12.5%, NAT: 15%
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 In addition, the value of the McFadden pseudo-R 2  equals 0.29, which indi-
cates that the model matches the data to a sufficient extent. Note that the 
model is estimated based on only 80 observations, making it easier to obtain 
such high values of this measure. 

 The estimation results (Table 4.6) show a statistically significant impact 
of most of the analysed variables on the level of state aid net in relation 
to customer deposits. Assuming 0.1 as the level of significance, D_GDP, 
CAR, DGS_D and DIAG, significant in the statistical sense, contributed to 
the reduction of the dependent variable level, while none of the variables 
contributed to a statistically significant increase. 

 Let us start the explanation from CAR, the capital adequacy ratio, which 
is the variable with the greatest impact. The higher the CAR, the lower the 
potential amount of aid needed in order to improve the financial standing 
of a bank. Capital (tier 1) serves as a buffer to absorb potential losses and 
determines the bank’s safety. The ratio of customer deposits to GDP (D_GDP) 
shows the systemic size of the bank. One can assume that a large bank has a 
greater financial potential and human resources and thus is able to manage 
its risks better. Therefore, the amount of financial assistance that is needed 
for the rescue should be relatively lower than in the case of smaller banks 
with less financial potential. The correct diagnosis also plays an important 
role in the model, since it allows taking timely rescue actions on an adequate 
scale. In the case of an incorrect diagnosis, the identification of problems is 
postponed, so they may accumulate. A delayed reaction can raise the total 
costs of restructuring. The last statistically significant variable is the ratio of 
accumulated DGS funds to customer deposits of a bank. In the case of a DGS 
with  ex post  financing, the value of this variable is zero. This is the case in 
countries such as Austria, the Netherlands, Slovenia, the United Kingdom 
and Italy. In the other cases, the value of this variable was greater than zero. 

 Table 4.6      Results of ordered logit model estimation ASS_D level  

Variable Estimate Standard error  p  value

B_SHARE −0.0911 3.3471 0.978
D_GDP −4.7612 1.8019 0.008
CAR −17.3671 8.1157 0.032
LEV −0.0106 0.0091 0.246
DGS_D −0.6555 0.3749 0.080
DIAG −1.7680 0.5162 0.001
CR_EXP −0.6436 0.6122 0.293

Binary variables for the RESCUE * 
CAP_MERGER 2.3382 0.7425 0.002
CAP_RES 2.0418 0.7081 0.004
LIQ 3.9234 0.9649 0.000
NAT 3.0063 0.7658 0.000

     Note :  * CAP is the reference category for the parameter estimates given in this group of variables.    
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With the exception of three countries, the ratio of the net amount of financial 
assistance granted to banks was higher than the average ratio of DGS funds 
to bank’s customer deposits. This leads to the conclusion that the deposit 
guarantee scheme alone would not be able to cover the consequences of the 
bank’s restructuring or bankruptcy. The significance of this variable in the 
model may be related to the behaviour of policymakers deliberately reducing 
the amount of financial assistance for individual restructured banks if the 
deposit guarantee system is well capitalized. One could also assume that 
banks, once obligated to make regular contributions to the deposit guarantee 
system, would be systematically disciplined to manage their risks better. 

 An analysis of the parameter estimates using binary variables used to 
categorize the RESCUE variable must be carried out taking into account the 
fact that the benchmark are banks for which the value of CAP = 1 (that is 
banks restructured through recapitalization). Positive and statistically signifi-
cant parameter estimations of the other variables in this group indicate that 
 ceteris paribus  ASS_D level is the lowest in the group of the banks that were 
capitalized (CAP). The probability of being in a group with a higher value 
of ASS_D increases for the group of banks recapitalized and significantly 
restructured (CAP_RES). It is even higher among banks that merged after 
the recapitalization with another bank (CAP_MERGER), and then those that 
were nationalized (NAT). The maximum value of ASS_D is  ceteris paribus  
in the group of banks that were liquidated (LIQ).This may be explained 
as follows: ‘pure’ recapitalization was applied to the bank when its finan-
cial standing was not very bad, and it only required support to recover. 
During the crisis, the possibility to raise capital quickly by issuing shares on 
the market is significantly limited. As demonstrated by the case studies – 
this would be a short-term support. If the bank’s recovery was possible but 
required significant changes to the business model, management strategies 
or limitation of certain activities, decisions were made to either merge it 
with another bank or restructure deeply. The decision to nationalize was 
taken when the bank required extremely significant changes and extensive 
support from the government in order to continue operating in the market. 
Liquidation was applied when there was no economic justification for the 
bank’s continued operations on the market. In order to carry out (ordered) 
liquidation, there was also a need for capital support (and in one case, for 
guarantees) and, as demonstrated by the analysed data, this was the most 
expensive form of bank rescue. 

 The variety of the instruments used to restructure banks and the diversity 
of the costs indicate that the recapitalization of banks (bailout) cannot be 
entirely written off the political agenda and fully replaced with the compen-
sation of losses by the owners and creditors (bail-in). It would be purposeful 
to introduce predictable and clearly defined rules for bank owners to cover 
the losses as well as principles for the governments or their agencies to 
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purchase bank shares. Based on the examples of Denmark and Sweden, bank 
restructuring might be financially beneficial for state budgets.  

  4.4     Cluster analysis  

 To supplement the analyses described above, we have performed an anal-
ysis of clusters presented in Table 4.7. Here the k-means clustering method 
was applied based on seven main groups. The analysis employs variables 
B_SHARE, D_GDP, and ASS_D.      

 Table 4.7      Clusters of banks  

Abbreviation
Year of 

intervention B_SHARE D_GDP ASS_D
Cluster 
number

DE-IKB 2008 0.6% 0.2% 40.0% 1
FR-BP 2008 3.4% 1.3% 19.7% 1
DK-ROSK 2008 0.6% 1.0% 25.9% 1
NL-SNS 2008 4.8% 3.4% 14.4% 1
AT-KOM 2008 3.5% 0.4% 25.0% 1
GR-PIREUS 2009 11.0% 13.0% 50.1% 1
ES-CAJA3 2009 0.6% 1.2% 13.4% 1
ES-MANCHA 2009 0.8% 1.0% 16.6% 1
GR-POST 2009 3.6% 5.5% 42.4% 1
AT-VOLKS 2010 4.7% 2.6% 17.1% 1
ES-UNNIM 2010 0.8% 2.0% 18.1% 1
ES-NCG 2010 2.1% 3.6% 27.8% 1
ES-CEISS 2010 1.3% 2.0% 23.8% 1
ES-SUR 2010 0.5% 0.8% 26.1% 1
ES-MARE 2010 2.0% 5.0% 15.8% 1
ES-CAM 2011 1.9% 2.2% 26.0% 1
IE-ILP 2011 2.0% 8.2% 28.4% 1
PT-BPN 2012 0.7% 1.4% 23.4% 1
ES-GALLEGO 2012 0.1% 0.2% 40.8% 1
ES-LIBER 2012 1.3% 3.4% 14.1% 1
SI-NKBM 2012 10.5% 10.2% 26.9% 1
LT-UKIO 2013 1.5% 2.9% 22.7% 1
SI-PROB 2013 2.0% 1.6% 41.6% 1
SI-ABANKA 2013 7.1% 6.1% 16.3% 1
PT-BANIF 2013 2.6% 3.8% 15.1% 1
DE-HYPO 2009 5.3% 0.6% 476.0% 2
UK-BB 2008 0.7% 0.0% 6926.0% 3
UK-ROCK 2007 1.2% 2.9% 2.9% 4
FR-SG 2008 14.7% 14.6% 0.3% 4
FR-CM 2008 5.5% 4.6% 0.8% 4
DE-BAYERN 2008 5.3% 3.7% 9.7% 4
UK-HBOS 2008 8.5% 13.6% 0.6% 4
DE-COMMERZ 2008 7.9% 6.9% 0.8% 4
TRANS-DEXIA 2008 18.4% 12.8% 13.8% 4

Continued
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Abbreviation
Year of 

intervention B_SHARE D_GDP ASS_D
Cluster 
number

UK-LLOYDS 2008 5.2% 9.8% 13.1% 4
GR-EFG 2009 17.1% 20.3% 16.6% 4
AT-RAIFF 2009 14.8% 20.9% 0.0% 4
IT-POPOLARE 2009 3.6% 6.9% 0.0% 4
IT-VALTE 2009 0.7% 0.9% 0.0% 4
IT-SIENA 2009 6.0% 6.0% 4.3% 4
GR-ALPHA 2009 14.1% 18.6% 12.1% 4
AT-BAWAG 2009 3.9% 8.0% 0.0% 4
DE-AEREAL 2009 0.5% 0.8% 0.0% 4
IT-MILANO 2009 1.0% 1.2% 0.0% 4
DE-BADEN 2009 5.7% 4.2% 3.9% 4
DE-HSH 2009 2.6% 2.1% 5.7% 4
GR-ATE 2009 5.8% 9.1% 5.5% 4
LV-PAREX 2009 10.8% 8.8% 3.9% 4
DE-WEST 2009 3.3% 1.2% 7.2% 4
IE-EBS 2010 1.3% 6.1% 8.9% 4
ES-BANKIA 2010 4.4% 14.3% 15.0% 4
DE-NORD 2011 2.8% 4.9% 1.1% 4
PT-BPI 2012 7.7% 14.4% 3.7% 4
AT-TIROL 2012 1.1% 1.0% 3.0% 4
FR-CIF 2013 0.5% 0.0% 0.0% 4
PT-BES 2014 15.6% 22.2% 13.3% 4
BE-KBC 2008 26.3% 56.8% 0.6% 5
AT-ERSTE 2008 19.0% 38.7% 2.5% 5
FR-CA 2008 23.1% 27.3% 0.3% 5
UK-RBS 2008 28.9% 36.6% 3.8% 5
TRANS-FORTIS 2008 43.6% 50.9% 9.3% 5
SE-NORDEA 2009 52.2% 44.6% 0.0% 5
NL-ABN 2009 30.8% 36.6% 3.3% 5
GR-NBG 2009 23.0% 30.8% 15.2% 5
IE-BOI 2009 11.1% 52.3% 3.3% 5
IE-AIB 2009 10.7% 51.7% 18.5% 5
SI-NLB 2011 31.4% 28.2% 24.9% 5
PT-BCP 2012 16.3% 27.8% 6.3% 5
PT-CAIXA 2012 22.1% 41.2% 2.3% 5
CY-HEL 2013 7.1% 33.4% 0.0% 5
ES-CAIXA 2008 1.9% 1.9% 79.5% 6
AT-HYPO 2008 4.1% 3.1% 61.4% 6
LV-LHZB 2009 3.0% 1.3% 67.0% 6
GR-PROTON 2009 0.6% 0.8% 124.0% 6
IE-AIB 2009 5.2% 16.8% 107.7% 6
ES-VALENCIA 2011 0.6% 0.7% 97.5% 6
SI-FACTOR 2013 2.0% 1.1% 71.8% 6
NL-ING 2008 60.5% 91.9% 1.2% 7
CY-BOC 2012 24.2% 160.5% 2.2% 7
CY-LAIKI 2012 23.7% 100.8% 10.1% 7

Table 4.7 Continued
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 Clusters 2 and 3 consist of one element each and comprise cases that 
significantly depart from the others. Both these banks were nationalized, 
and the costs of rescuing them were horrendous. Cluster 1 contains 25 banks. 
Their shares in the banking sector assets were low to medium, just like their 
deposit-to-GDP ratios. The costs of restructuring, measured by ASS_D, were 
relatively high and varied from 13 to 42 per cent. 

 Cluster 4 groups 29 banks with low to medium shares in the banking 
sector assets and similar deposit-to-GDP ratios. However, unlike in cluster 1, 
the costs of restructuring were lower and remained below 17 per cent. 

 Cluster 5 comprises 14 banks with medium to high shares in the banking 
sector and medium to high deposit-to-GDP ratios. The costs of restructuring 
of these banks did not exceed 25 per cent. 

 Cluster 6 groups seven relatively small banks, whose restructuring costs, 
however, were high, ranging between 61.4 to 124 per cent of the ratio of net 
aid to customer deposits. 

 Cluster 7 comprises three large banks of systemic importance, the restruc-
turing of which was relatively cheap considering the ratio of the net aid 
granted to customer deposits. This group contains two Cypriot banks, to 
which extensive bail-in was applied. 

 We may conclude that various ‘cures’ were applied to similar cases. The 
restructuring costs close to the amount of customer deposits, treated as an 
approximate amount to be paid out should the bank default, may hardly be 
justified in economic terms. In such cases, the decision to restructure the bank 
is most likely made based on non-economic (including political) grounds. 

 Further research into bank restructuring should ask about the restructuring 
tool that should be applied depending on the costs of this process. Following 
the experiences with the Asset Quality Review (AQR), it seems justified to 
expect that the bank’s standing be diagnosed using a similar standard, so 
that the amount of the required funds can be estimated at the start of the 
potential restructuring process. Additionally, a set of restructuring methods 
needs to be developed to properly apply them after a diligent diagnosis.  

Notes

  1  .   For systems with  expost  financing, the amount of accumulated funds equalled 0.  
  2  .   Guarantee (GUAR) was used only in one bank as a leading form of restructuring, so 

for modelling purposes this variable was replaced with CAP.  
  3  .   This was not possible in only four restructured banks.  
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   This chapter characterizes the changes caused by the recent global financial 
crisis (GFC). The starting point is the macroeconomic situation combined 
with the situation in the EU banking sectors. Because the GFC forced the 
decision-makers to rebuild the financial safety net, the most significant 
changes for the EU banking sectors have been also elaborated. These include 
more restrictive capital regulations, liquidity regulations, responsibilities 
of the financial safety net players and the resolution authority and tools. 
The chapter also emphasizes the banking union, which is a new concept 
implemented gradually for the Eurozone. On 4 November 2014, the Single 
Supervisory Mechanism (SSM) started to operate as the first pillar of the 
banking union.  

  5.1     Economic situation and changes in 
EU banking sector after the outbreak of the crisis 

 The condition of the European economy significantly deteriorated after the 
outbreak of the crisis. Eurostat data show that in 2009 nearly all EU countries 
experienced recession (in EU-28 GDP dropped by 4.4 per cent Y/Y). Although 
the decreasing trend reversed and GDP increased in 2010 and 2011, in 2012 
GDP dropped again and no economic growth was recorded in 2013. In 2013, 
GDP was still lower than in 2008 in Greece, Spain, Portugal, and Cyprus. 
As a result, most EU countries after 2008 recorded a significant increase of 
the unemployment rate, which led to the growth of non-performing loans 
and limited the prospects of improving banks’ standing, as credit demand 
diminished. On the other hand, a relatively high GDP increase was observed 
in Sweden, the Baltic states, and some CEE countries. Nevertheless, these 
countries also recorded a higher unemployment rate. In most EU countries, 
the Y/Y inflation rate during the 2008–2013 period revolved around infla-
tion targets of set by central banks. However, since 2014 the dynamics of 
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consumer prices in EU countries has clearly slowed down (below 1 per cent). 
Because of the central banks decreasing the interest rates, banks’ opportu-
nities to generate interest income have been shrinking. Real estate prices, 
following serious drops in 2007–2009 (mainly in Ireland, the UK and Spain), 
since 2010 have become stable in most EU countries (except for the UK, 
Austria and Sweden, where the prices were growing). 

 The worsening economic situation and the aid to the banking sector 
resulted in the growth of budget deficits and public debt in virtually all 
EU countries after the outbreak of the crisis. This was the case both in the 
Eurozone (mainly in southern European countries and Ireland) and in CEE. 
Public debt to GDP doubled in 2008–2013 (for instance, in Slovenia, Romania, 
Lithuania, Ireland and Spain). Problems in the banking sector and signifi-
cant deterioration of the fiscal condition of EU countries revealed negative 
feedback loops between the banking sector and public finance (mainly in 
the South of Europe). This limited the possibility to improve the standing 
of both banks holding government bonds in their portfolios and countries 
financing rescue packages for the banking sector. The correlated prices of 
banks’ and governments’ CDSs increased significantly, which resulted in 
more difficult access to sources of financing and in impaired liquidity in the 
interbank market. 

 During the crisis, the ECB, like other central banks, undertook non-
standard actions to clear the channels transmitting monetary impulses and 
support liquidity in the banking sector for a longer period. In addition to 
making the existing instruments more flexible and to reducing interest rates 
to very low levels, the ECB performed non-standard actions and imple-
mented programmes to purchase various types of assets. While in the short 
term they allowed taming the panic on the European markets, their effi-
ciency in recovering the credit activity and stimulating the economy was 
limited and posed numerous threats in the medium term. Interventions of 
central banks (mainly the ECB) partly improved liquidity in the European 
banking system. Nevertheless, the limited confidence in the sector and low 
credit supply and demand are still lingering problems. 

 The financial crisis hampered the growth of the size of banking systems in 
the EU (EU banking sector’s assets practically did not change in 2008–2013), 
while shadow banking has been gradually increasing. However, differences 
may be observed on the levels of individual countries. The banking sector 
has shrunk significantly in EU ‘periphery’ countries, in particular, those 
most intensively affected by the crisis, namely Ireland, Belgium, Cyprus and 
Greece. For the rescued banks, reducing their operations (mainly by limiting 
the riskiest business lines and/or sale of foreign subsidiaries) was frequently 
a prerequisite for receiving state aid. Banks which had been granted public 
assistance reduced their sizes by about one fourth, while some of the banks 
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which had not required state aid increased in size (Schoenmaker and Peek, 
2014, p. 9). 

 The crisis also contributed to limiting financial integration in Europe. 
Fragmentation and segmentation increased, particularly in the government 
bonds’ and interbank markets (ECB, 2012, pp. 8–10). First, to improve capital 
adequacy banks limited their foreign exposures, which – in the Eurozone – 
resulted in deleveraging, limited credit supply and outflow of foreign capital 
from the banking sectors of the Baltics and CEE countries (Eidenberger et al., 
2014, pp. 50–63). The financial crisis reversed the earlier trend towards 
developing cross-border operations and expansion of the Eurozone banks 
outside the Eurozone. 

 Consolidation of the banking sector as well as mergers and takeovers of 
defaulting banks did not significantly change the concentration level upon 
the outbreak of the banking crisis in the EU (measured by HHI), despite the 
decrease of the number of credit institutions. Major concentration growth 
has been, however, recorded particularly in ‘periphery’ countries ( inter alia  
Ireland, Greece and Spain). 

 Lending to private customers in the Eurozone, upon the slump in 2008, 
has remained stagnant. ECB data (2014, pp. 16–27) show that in the balance 
sheets of the Eurozone banks, the decreasing volume of loans in assets is 
accompanied by the growing importance of debt securities, and in liabili-
ties – a gradual increase of the deposit base. As a result, LtV ( loan to value ) 
was gradually dropping to about 110 per cent in 2013. Profitability ratios 
in the Eurozone banks have been very low (close to zero) since 2008, while 
non-performing loans (NPL) increased significantly. Gradual improvement 
of capital adequacy ratio since 2008 resulted primarily from deleveraging 
(decrease of risk-weighted assets) in the Eurozone banks, and to a smaller 
extent, from stronger capital base. 

 Summing up, the macroeconomic environment and the fiscal policy 
did not positively contribute to the standing of the restructured banks. 
Paradoxically, because of the relationships with the public finance, the 
high amounts designated for bank rescuing, in addition to ad hoc finan-
cial support, caused such side effects as weakening of the condition of the 
countries, and consequently, of banks. Monetary policy with non-standard 
actions of central banks only partly limited the scale of the liquidity crisis 
in the short run, but the actions to stimulate the credit activity are still 
ineffective. Low profitability in the Eurozone banking sector and growing 
non-performing loans limit the prospects of quick improvement of the 
standing of the rescued banks, in particular. Additionally, banks are facing 
new challenges of stricter prudential requirements and macroprudential 
instruments implemented, since 2014, by newly created macroprudential 
authorities in some EU countries in order to limit the systemic risk. These 
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new requirements are imposing constraints on the loan policies carried out 
by banks.  1   Note that credit activity is in most cases the major source of 
profits for banks.  

  5.2     Changes in prudential regulations and the financial 
safety net 

 A financial (or banking) crisis usually constitutes an impulse for public 
authorities to undertake actions to reduce the probability of a similar crisis in 
the future. The ongoing global financial crisis was the first event in the 21st 
century that drove the decision-makers  2   to undertake numerous actions to 
rearrange the financial safety net and prudential regulations in order to fill 
the identified gaps. At the EU level, an important publication was a report of 
the de Larosiere Group published in February 2009 (The de Larosière Group, 
2009), which – in addition to the diagnosis of the crisis causes – presented 
proposals of reforms. The most important postulates include:

   standardization of supervision and regulation, including, for instance,  ●

definition of capital, particularly in the aspect of loss absorption,  
  more demanding capital requirements, mainly for trading book,   ●

  ensuring sustainable financing of banks’ operations (alignment of matu- ●

rity of loans and deposits),     
   counter-cyclical changes in capital and loan loss provisions,   ●

  standardization of deposit guarantee schemes’ (among others, regarding  ●

 ex ante  financing),  
  establishment of the European System of Financial Supervision (ESFS),  ●

which,  inter alia , would improve cooperation between individual national 
supervision authorities,  
  introduction of macroprudential supervision, also within ESFS,   ●

  formulation of crisis management and resolution rules,   ● 3    
  extension of supervision to cover shadow banking,   ●

  reforms of credit rating agencies to eliminate the conflict of interest.     ●

 In the next section, we describe the implementation of these postulates, 
except for the last two, which we find less significant for the subject of this 
book. 

  5.2.1     Changes in prudential regulations 

 The flagship changes in prudential regulations on the global level were called 
Basel 2.5 (2009) and Basel 3 (2010), while in the EU – CRD III and CRD IV/
CRR package, adopted on 16 April 2013 by the European Parliament.  4   CRD 
IV/CRR is accompanied by binding technical standards, or BTS  5   prepared 
by taskforces of the European Banking Authority (EBA). Our aim is not to 
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analyse the adopted solutions in detail, but to present them in a synthetic 
manner and to evaluate whether they could meet the expectations that 
accompanied their adoption. 

 In July 2009 (BCBS, 2009), changes to the treatment of the market risk 
(following earlier consultation documents) were published and updated in 
December 2010 (BCBS, 2011) – Basel 2.5. Major decreases in prices of financial 
instruments of the trading portfolio in selected periods of 2007–2008 showed 
that classification of the market risks still requires significant improvements. 
Basel 2.5 addressed this particular problem. Losses actually incurred exceeded 
(often vastly) the capital requirements included in the solvency ratio. Thus, 
a decision was made to include, in the regulations, obligatory classification 
of the consequences of the risk of correlation between instruments and of 
setting the stressed  VaR . An amended approach was implemented for setting 
the components of the trading portfolio. It specified that the instruments 
that constitute exposures to hedge funds, private equity, securitization 
vehicle and to the real estate market may not be deemed components of the 
trading portfolio due to their limited liquidity. Previously, classification of 
these positions as the trading portfolio represented benefits to the banks in 
the form of lower capital requirements. 

 The key purpose of Basel 3 was to reduce the weaknesses in the regulations 
of banks’ solvency and liquidity and, consequently, to improve their safety. 
Implementation of individual solutions is spread over time and should be 
completed by 2019. Such a long period – nine years – arises from the fact that 
many international banks were not able to comply with Basel 3 standards. 
According to QIS survey conducted by CEBS (2010) and the Basel Committee 
on Banking Supervision (2010), smaller banks (the so-called group 2), which 
also feature lower internationalization of operations, revealed less non-compli-
ance with the standards set than big banks pursuing international operations 
(the so-called group 1). The status of banks’ preparations is being monitored 
by supervision authorities as part of their responsibilities in individual coun-
tries, and – on a semi-annual basis – by EBA for the EU banking sector. 

 Major changes introduced by Basel 3:

   more restrictive capital requirements,   ●

  introduction of capital buffers (conservation buffer, counter-cyclical  ●

buffer, buffer for G-SIBs,  6   buffer for other systemically important institu-
tions, systemic risk buffer),  
  implementation of the leverage ratio, which is a relation of tier 1 capital  ●

to total exposure,  
  regulation of liquidity (LCR – liquidity coverage ratio; NSFR – net stable  ●

funding ratio).    
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 Two of the previous three categories of capital were kept, specifically:

   tier I capital, also referred to as going concern capital, which should  ●

constitute at least 75 per cent of total capital,  
  tier II capital, or gone concern capital,   ●

  in addition,   ● common equity tier 1  (CET I) was distinguished within tier I, 
which constitutes capital of top quality.    

 CET I, which should make up at least 75 of tier I, comprises mainly:

   ordinary shares issued by the bank,   ●

  share premium arising from instruments classified as   ● CET I ,  
  profits earned and other accumulated profits and disclosed reserves.     ●

 The global crisis urged the regulators to assign bigger roles to tier I, particu-
larly to its most reliable components, to make sure that banks have sufficient 
capital to cover losses. The first wave of the global financial crisis revealed 
that some hybrid instruments, classified as tier I, could not be used to cover 
losses and consequently, they did not fulfil the basic requirements of tier I 
capital. This resulted from a too liberal approach applied by supervision 
authorities in some countries to the classification of hybrid instruments as 
components of this category of capital. 

 Due to the more restrictive approach of the regulators represented by 
Basel 3, contingent convertible capital instruments or bonds, referred to as 
‘Cocos’, are becoming more important as a component of tier I (or tier II). 
These are financial instruments convertible to bonds (or written off as 
losses) when certain conditions ( triggers)  are fulfilled. They may be classified 
as supplementary tier I (so-called  high-trigger Cocos ) or as tier 2 ( low-trigger 
Cocos ). When a given condition is fulfilled, the loss absorption mechanism 
is launched (find more in: Avdjiev et al., 2013). Such a construction of the 
instrument fulfils the regulators’ expectations. 

 Basel 3 regulations provided only for implementation of two first buffers: 
conservation and counter-cyclical buffers. The buffer for G-SIBs was also 
designed by the Basel Committee but was set up beyond Basel 3. The CRD 
IV/CRR package introduced two additional buffers. The conservation buffer 
is identical for all the banks, and it will gradually increase as of 2016 from 
0.625 per cent to 2.5 per cent of the denominator of CET 1 solvency ratio. 
The others include: the counter-cyclical buffer (up to 2.5 per cent of CET 
1) implemented to cool down banks’ credit activity, the buffer for G-SIBS 
(1–3.5 per cent), the buffer for other systemically important institutions (up 
to 2 per cent) and the systemic risk buffer (between 1 and 5 per cent), set 
at least for a group of banks (a subset of the financial sector).  7   Each of these 
buffers requires that the banks gather additional capital of top quality. The 
buffers will constitute a part of capital that will first cover the generated 
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losses. With those buffers, the minimum value of the solvency ratio (8 per 
cent) should remain untouched after covering the losses. 

 Changes in the structure, quality of capital components, and implemen-
tation of capital buffers should positively contribute to the banks’ ability 
to absorb the losses, which is a typical role of equity. This forced the banks 
to alter their profit accumulation and dividend payment policies. However, 
on the other hand, the significant increase of capital of banks will limit the 
possibilities to improve the return on equity (ROE), which is one of the basic 
measures of attractiveness of a given sector for investors. Additionally, the 
literature contains no clear indications that the growth of equity contrib-
utes solely to greater safety. It may also stimulate banks to increase the risk 
of their assets, the consequences of which would be far from expectations 
(Iwanicz-Drozdowska, 2014). 

 As one of the identified causes of the crisis was too high leverage, the 
regulators decided to introduce (now for observation purposes only) the 
leverage ratio, which has been defined as a monthly average, within one 
quarter, calculated as a relation of tier I to the total exposure. The Basel 
Committee set the ratio test level at 3 per cent; it has been subject to obser-
vation since 1 January 2013 and will be observed for four years. The delev-
eraging of banks is gradually progressing. This will most likely be a slow and 
long-lasting process. Its effects will depend – as there are no final rulings in 
this respect – on the policies of banks and investors’ expectations. The effects 
of the proposed but not finalized solutions may hardly be evaluated. 

 The issue of liquidity of banks has long awaited the Basel Committee’s 
attention. Only identification of serious shortages of current and struc-
tural liquidity in banks urged the regulators to implement specific, global 
standardized solutions. The Basel Committee addressed two key mistakes 
committed by banks:

   failure to ensure the proper quality of liquid assets,   ● 8   to be able to rescue 
liquidity in case of emergency (this is the role of LCR),  
  the lack of structural alignment of sources of financing to bank needs for  ●

financing of long-term assets with interbank deposits  9   (this is the role of 
NSFR).    

 Implementation of these two measures should significantly improve the 
banks’ liquidity position and increase their stability during potential market 
turbulences. 

 In addition to the abovementioned regulatory changes, there were also 
others arising from the crisis. They include increased safety of trading 
derivative instruments on the OTC market (European Market Infrastructure 
Regulation, or EMIR  10  ) and regulation on credit rating agencies.  11   These and 



Landscape after the Lessons of the Crisis 81

other implemented changes are to strengthen the safety of financial institu-
tions and consumers using their services. As past lessons show, regulatory 
changes not always fulfilled the expectations. The major changes labelled 
as Basel 3 may be deemed regulation of liquidity and improvement of the 
quality of capital. These changes should improve the safety of the banking 
sector.  

  5.2.2     Changes in financial safety net 

 The financial safety net is mainly responsible for safeguarding the safety of 
financial institutions. After the start of the global financial crisis, the finan-
cial safety net consisted of such institutions as: (1) the ministry of finance 
(or sometimes the ministry of state treasury), (2) central bank, (3) supervision 
authority (or authorities), (4) deposit guarantee institution and other guarantee 
institutions (compensation for investors and, in some countries, compensa-
tions upon bankruptcy of insurance companies). 

 Each of these institutions was assigned a specific scope of competence. 
The ministry of finance most often was given regulations for the financial 
sector and performance of (indirect or direct) supervision of other institu-
tions of the safety net (excluding the central bank). The central bank played 
the role of a lender of last resort and, in some countries, was responsible 
for supervision. The supervision authority (or authorities) cooperated on 
preparation of regulations and analysed standing at each supervised insti-
tution (microprudential supervision). The deposit guarantee schemes (and 
related institutions) paid compensations to the customers of the bankrupt 
banks. Sometimes the guarantee scheme had wider scopes of competence 
comprising the financing of bank restructuring. 

 Within the financial safety net architecture, before the crisis, the following 
three deficiencies may be identified:

   the lack of clear assignment of responsibility for financial stability,   ●

  the lack of the macroprudential supervision authority,   ●

  the lack of an authority responsible for restructuring and resolution.     ●

 This situation gradually started to change upon the first wave of the crisis. 
The central banks were directly assigned responsibility for financial stability, 
for instance, the bank of England was granted such a mandate in 2009. The 
division into microprudential and microprudential supervision, which was 
in fact non-existent prior to the crisis, became popular. High costs of bank 
rescuing and burdens imposed on state budgets (and in the case of bankrupt-
cies, also on deposit guarantee institutions) revealed that there was a need 
for a mechanism other than bailout for resolving bank problems. On the 
global forum, a tool that started to be promoted was the resolution regime, 
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a mechanism known from the 1980s in the US, which allowed reducing the 
costs of bank restructuring. European solutions regarding resolution will be 
presented in Section 5.3. The target model of the safety net at the country 
level will be supplemented by these three elements, which were missing 
before. 

 In addition to institutional and competence extension of the financial 
safety net, one may observe other changes. When the crisis revealed the 
weaknesses of the financial safety net, particularly the insufficient pruden-
tial supervision, the decision makers drew attention to the purposefulness of 
increasing the central bank’s involvement in supervision of financial institu-
tions because analytical resources and systemic risk assessment capabilities 
are serious strengths of central banks. The ‘twin peaks’ model, which engages 
two institutions in supervision, was gradually gaining in popularity. One of 
these institutions concentrates on prudential supervision and the other – 
on the conduct of business supervision, that is, customer relationships and 
market behaviours. Until the outbreak of the global financial crisis, the ‘twin 
peaks’ model functioned only in the Netherlands (prudential supervision was 
within the central bank). In 2010, this model was implemented in France, in 
2011, in Belgium (which gave up integrated supervision), and in 2013, in the 
United Kingdom (giving up integrated supervision). In these three cases, the 
position of the central bank became stronger. Changes were implemented 
also in supervisory structures in other EU countries. 

 The second stage of the global financial crisis made EU authorities to 
rapidly increase the guarantee level to EUR 50,000 (October 2008) and after-
wards to EUR 100,000 (since 1 January 2011) to rebuild (or maintain) the 
depositors’ confidence in the banking sector. These and other key changes 
were implemented in the amended directive on deposit guarantee schemes 
of March 2009 (Directive of the European Parliament and of the Council 
2009/14/EC).  12   Payouts to depositors should be made within 20 business 
days upon fulfilling the guarantee conditions (meaning mainly upon filing 
for bankruptcy), with an option to extend it by a maximum of ten business 
days. Prior to the amendment, this period was three months, with an option 
to extend it by three months twice. 

 Another challenge that the decision-makers faced was to extend harmo-
nization of the rules for financing the deposit guarantee schemes. Two 
key issues involve decision on the financing rules ( ex ante  vs.  ex post ) 
and setting the target level of accumulated funds. Before the crisis 15 EU 
countries chose  ex ante  financing, five  13   chose  ex post , while the others, 
mixed. In the documents of 2010, the EC (EC, 2010) concluded that it was 
purposeful to introduce  ex ante  financing, with an option of  ex post  support. 
According to the moderate scenario, the deposit guarantee schemes, using 
 ex ante  financing, should accumulate 1.5 per cent of deposits covered by 
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guarantees. These funds should be collected within 10 years. Additionally, 
the guarantee scheme could increase the accumulated funds by 0.5 per 
cent of deposits protected by guarantees, using  ex post  financing. Such a 
volume of funds (2 per cent in total) would be enough to finance deposit 
payouts in a bank of a medium size. Works to resolve this problem were 
finalized in 2014 by adoption of the directive on deposit guarantee 
schemes (2014/49/EC).  14   A decision was made that the deposit guarantee 
institutions will be financed ex ante . The target amount of accumulated 
funds was set to 0.8 per cent of the guarantee deposits (10-year period for 
gathering funds). As the banks had to carry new burdens, the 1.5 per cent 
value was given up to reduce the burden on the banking sector. Now the 
average relation of accumulated funds to guaranteed deposits in the EU 
totals 0.31 per cent (with 0.15 per cent coverage in Germany), while in the 
Eurozone – 0.23 per cent. EU operating banks would additionally need to 
pay premiums of approximately EUR 4.3 billion to reach the target level of 
0.8 per cent (Iwanicz-Drozdowska et al., 2015). Additionally, a possibility 
of voluntary borrowing of funds between the deposit guarantee schemes 
was introduced. Finally, by 2024 the payout period should be no longer 
than seven business days. 

 Following de Larosiere Group’s report, microprudential and macropruden-
tial supervision was implemented at the EU level, which started to operate 
since the beginning of 2011. The European Systemic Risk Board hosted 
by the European Central Bank performs the macroprudential supervision. 
Microprudential supervision has been assigned to three bodies at the EU 
level:  15    

   European Banking Authority (EBA),   ●

  European Insurance and Occupational Pensions Authority (EIOPA),   ●

  European Securities and Markets Authority (ESMA).     ●

 These bodies perform mainly coordinating and consulting roles. Along 
with national supervision authorities, the above-listed agencies form up the 
European System of Financial Supervision.      

 At the country level, in the case of non-Eurozone countries, the financial 
safety net executes the abovementioned roles in four, three or two separate 
institutions (see Figure 5.1). The supervision authority may be associated 
with the central bank, while the resolution body, with the deposit guar-
antee institution. The situation is different in the Eurozone countries that 
are members of the banking union. Its key concepts of banking union have 
been presented in Section 5.4.   
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  5.3     Banks’ restructuring and resolution 

  5.3.1     The genesis of the restructuring and resolution regulations 

 The financial crisis has exposed numerous gaps of the legal and regulatory 
instruments at various levels of crisis management. First, there were no good 
tools that could ensure effective and efficient actions of public authorities to 
resolve problems of financial institutions. Regulatory deficiencies revealed 
in 2007–2013 and their severe consequences for state budgets, presented in 
Section 3.3, resulted in sufficient political motivation to change the  status 
quo  in many countries. As a result, proposals were presented to develop tools 
that could prevent defaults of financial institutions regardless of the range 
of their operations and mitigate their negative consequences (assuming, 
though, the default may happen).  16   

 In many countries, the regulators arrived at the conclusion that standard 
procedures for bankruptcy or restructuring applied towards financial insti-
tutions were ineffective. This lack of effectiveness most often resulted from 
lengthy court supervision of the bankruptcy procedure and a significant 
decrease of the value of assets of the defaulting company, which in court 
proceedings is very hard to prevent. This overlaps with the nature of the 
court proceedings, which lack the capability of fast decision-making and 
quick interventions. Such a situation does not contribute to preserving 
continuity of critical functions of a financial institution and destabilizes the 
market. Thus, it became necessary to develop a new approach that could 
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 Figure 5.1      Financial safety net on country level and cooperation in the EU for coun-
tries outside eurozone  
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allow smooth elimination of financial institutions from the market, regard-
less of their sizes or relations with other entities. 

 Therefore, the G-20 Group produced a document specifying the basic rules 
for the effective functioning of the liquidation regime dedicated to finan-
cial institutions (FSB, 2011). Another milestone was a document developed 
together by the FDIC and the Bank of England (2012), which provided for 
possible approaches to resolving systemically important financial institutions. 
Documents by various taskforces and a number of reports of the financial 
safety net institutions led to the establishment of binding legal frameworks 
of a new financial architecture and provided a solid theoretical foundation. 
It may be assumed that roughly as of 2010 modern (post-crisis) institutional 
frameworks for restructuring and resolution of financial institutions started 
to be implemented in national legal regimes. Some of the most important 
regulations are the Dodd-Frank Act in the USA, the amended banking act 
in the UK, or adoption of the Bank Restructuring and Resolution Directive 

 Table 5.1     Implementation of resolution in selected countries and responsible authorities 

Country Authority responsible for resolution

Implementation of 
resolution regulation 
or its amendments

Argentina central bank, supervisor 1997, 2003
Australia supervisor 2008, 2010
Brazil central bank, supervisor 2010
Canada guarantee scheme 2012
China central bank, supervisor 2012, 2014
Denmark resolution authority 2010
France supervisor 2013
Germany supervisor 2011, 2013
Hong Kong supervisor 2012
India central bank, supervisor 2013
Indonesia resolution authority 2008, 2009
Italy central bank, supervisor 2008, 2009
Japan guarantee scheme 2013, 2014
Mexico guarantee scheme 2006, 2013, 2014
Netherlands central bank, supervisor 2012
Russia central bank, supervisor, guarantee scheme 2010, 2011
Singapore central bank, supervisor 2013
South Africa supervisor 2012
South Korea supervisor, guarantee scheme 2013
Spain resolution authority 2009, 2012
Switzerland supervisor 2011, 2012
Turkey supervisor, guarantee scheme 2005, 2007
UK central bank, ministry of finance 2009, 2012, 2014
USA guarantee scheme 2010

     Note : Prepared by R. Juszkiewicz, J. Kerlin; based on IMF (2015) and FSB (2013).    
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(BRRD) in the  EU .  17   For details about preparation of relevant legal acts intro-
ducing resolution and choosing the resolution authority, see Table 5.1.      

 The data presented in Table 5.1 show that the need for consistent imple-
mentation of resolution procedures in national legal frameworks arose mainly 
during the post-crisis period, although according to declarations of some 
countries, certain extraordinary mechanisms for resolution of financial insti-
tutions had been implemented earlier (for instance, in Mexico, Argentina 
and Indonesia). The leaders in regulation implementation are countries with 
the most developed banking sectors (mainly Europe, the USA and some Asian 
countries). The process of selecting the entity responsible for the resolution 
process is arranged differently all over the world. In the European Union, 
the prevailing concept is to appoint an independent resolution authority 
or the central bank, still leaving some of the supervision competence with 
the supervisory authority, while outside the European continent this role is 
often awarded to the deposit guarantee scheme.  

  5.3.2     Objectives and rules of the resolution process 

 Because of the crisis, the EU political decision-makers and regulators 
concluded that it was required to implement a set of systemic solutions that 
would ensure the functioning of effective and quick instruments allowing 
the application of a full range of actions in the financial institution in diffi-
culty. For this reason, general objectives were set for the restructuring and 
resolution of financial institutions.  18   The most important objectives to be 
achieved during the proceedings included:

   ensuring continuous performance of key functions of the financial insti- ●

tution (the so-called critical functions),  
  elimination of negative consequences to the financial stability (through,  ●

 inter alia , prevention of the domino effect and caring for market 
discipline),  
  protection of public finance by minimizing the necessity to grant state aid,   ●

  protection of depositors’ interests (at least up to the guaranteed amounts),   ●

  protection of financial funds and assets of customers of the financial insti- ●

tution in difficulty.    

 Thus, the objectives of restructuring and resolution should comprise ensuring 
continuity of the financial institution’s critical functions and should not 
destabilize the market situation. This, in turn, in the long run, allows 
avoiding negative consequences to the financial stability and protection of 
public funds (stemming from the lack of extraordinary financial support 
for institutions facing default), and protection of depositors and investors 
included in the guarantee schemes. Upon setting the objectives of restruc-
turing and resolution of financial institutions, decisions were made also to 
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regulate the catalogue of the basic rules for conducting such a procedure. As 
a result of creating the new legal and administrative path, in order to imple-
ment the resolution process, it was necessary to design general, universal 
rules to regulate such a process and to justify application of those rules.  19   The 
basic principles of procedure, which were designed as a result of the legisla-
tive work in the European Union, include:

   preserving a strict hierarchy of incurrence of loss and costs of proceedings,   ● 20    
  necessity to replace the management board and top management,   ●

  support from the management board and top management,   ●

  bearing personal liability for the default of a financial institution,   ●

  no creditor worse off, known as the NCWO principle, which means that  ●

the creditors will not incur higher costs than those they would incur if 
the financial institution was liquidated as part of standard bankruptcy 
proceedings,  
  ultimate protection of the guaranteed deposits,   ●

  application of collaterals and limiting the impact of the proceedings on  ●

other entities and on financial stability,  
  providing information to and consulting the employees.     ●

 Although most of the rules mentioned above raise no doubts, the NCWO 
principle requires further explanation. As the actions undertaken as part 
of the resolution process are frequently final and irreversible or may not 
be appealed, a rule to protect the interests of creditors, including share-
holders, was introduced. It provides that in the resolution process, on 
no condition should they incur higher losses than they would incur in a 
standard bankruptcy procedure. Thus, a comparison is made of the credi-
tors’ situation in the resolution process and in a hypothetical standard 
liquidation procedure. The situation of the creditors may be evaluated 
through estimation.  21   Here, particular attention should be drawn to the 
privileged position of the deposit guarantee scheme. In most cases when 
deposits are paid out within the deposit guarantee framework (either in 
resolution or in a standard procedure), special privileges will be assigned 
to the deposit guarantee fund in the hierarchy of claims. These privileges 
will involve a recourse claim of the deposit guarantee scheme towards the 
bankruptcy estate (or the restructured bank). The claim will be so high 
that the shareholders and creditors from the other categories will not be 
satisfied. Implementation of these rules allows undertaking all measures to 
limit the costs to the minimum and to treat the creditors of the same claim 
category in a fair manner. Goals and rules of procedure defined in this way 
allow achievement of positive results, which may hardly be achieved in a 
standard court procedure. 
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 Works on new solutions also pointed to the need for determining the 
course of operational activities, which should be undertaken to ensure 
smooth functioning of the new procedure. First, it was decided that a set of 
tools needed to be introduced to enable sufficiently early and quick interven-
tion towards institutions in financial difficulty or at the verge of bankruptcy. 
A state intervention in these circumstances should allow continuation of 
critical functions and should mitigate the potential negative impact of these 
problems on the financial sector and the economy. Further, it was decided 
that as part of extraordinary actions, special protection would be applied 
to certain categories of creditors or customers. They would include, among 
others, small depositors or people using the payment system, or employees 
of the financial institutions in difficulty, which should be the last to suffer 
the consequences of the interventions. 

 Second, it was concluded that due to the so-far budget burdens (staid aid 
granted on a large scale), it will be necessary to set new criteria to specify the 
hierarchy of losses to be incurred by specific people or entities. In the new 
hierarchy, mainly the people and entities responsible for the bad situation of 
the financial institution should carry the burden of restructuring or resolving 
it. Thus, losses should first be incurred by the shareholders of the companies 
in difficulty, and then by their creditors (starting with professional market 
players). Such an approach allows predicting the distribution of the losses 
(known  a priori  and determined still before the actions are taken), for which 
one may prepare in advance.  22   

 Third, EU regulators, through the BRRD, implement and communicate 
in advance universal, operational tools for the restructuring or liquidation 
of financial institutions. They have been developed taking into account 
various circumstances and scenarios. To ensure their effectiveness, it was also 
necessary to implement relevant financing mechanisms. The deadline for 
application of new regulations in the legislation of individual countries was 
1 January 2015, providing for gradual fulfilment of certain requirements, 
particularly those related to burdens for the financial sector and those most 
intensively interfering with ownership rights (bail-in).  23   

 By the end of the works on the final wording of the directive, the effec-
tive scope of the BRRD remained an unresolved issue. On the one hand, the 
original solutions were prepared with banks (credit institutions) in mind, 
because of the specificity of their operations and the highest risk of lengthy 
bankruptcy proceedings. However, later a wider scope of the BRRD was taken 
into consideration and other entities were included – ones that may poten-
tially strongly destabilize the market and expose individual customers to 
significant losses. These entities included, among others, investment firms 
as defined in the EU law  24   and insurance companies, which have finally 
not been included in the scope of the regulation because of the different 
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nature of operations and lower risk of bankruptcy consequences.  25   Finally, 
the BRRD shall apply to institutions that are subject to prudential require-
ments and to various configurations of holdings. The scope defined in this 
way may be deemed safe because it provides for procedures to be applied 
not only to credit institutions but to diverse groups (for instance, multi-level 
institutions pursuing mixed operations including cross-border activities).  

  5.3.3     Resolution authorities 

 The works on new regulations revealed that it would be necessary to prepare 
many new solutions, which should be supported by numerous adminis-
trative powers. Introduction of new tools and legal frameworks for the 
elimination of financial institutions from the market first requires appro-
priate institutional preparation. Thus, it became necessary to appoint one 
of the financial safety net entities to become responsible for conducting 
the resolution procedure. For these reasons, also the BRRD requires that 
the member states appoint public administration authorities, which would 
be authorized to perform functions and tasks related to restructuring and 
resolution of financial institutions. Because of the legal complexity of the 
issues and protection of interests of many participants of this process, no 
standardized decision was made, at the EU level, as to which entity of the 
financial safety net should perform this function. Standardization would 
facilitate coordination of works and improve the process. However, the 
required level of interference with the system of legal protection of credi-
tors in individual member states arising from such an appointment might 
be a too bold decision, which could in fact block the possibility to quickly 
implement the proposed solutions in the national law. Therefore, this 
dilemma was vaguely resolved by deciding that the appropriate scope of 
coordination may also be achieved through a less interfering requirement. 
According to the BRRD, ‘restructuring and resolution authorities may be 
national central banks, competent ministries or other public administrative 
authorities’. This set of entities is not a closed list; however, the regulators 
require that these should be state authorities (which have been entrusted 
with public administrative powers). In other publications, recommenda-
tions for governments comprise a similar catalogue of entities that may 
be appointed to perform the resolution process (FSB, 2012; Pollner, 2012; 
IADI, 2014). 

 Further regulations precisely stipulating the establishment of resolu-
tion authorities provided for several additional reservations. First, the 
member states may appoint the supervision institution to be the reso-
lution authority only as an exception to the rule. This arises from the 
risk of forbearance, which is the highest on the part of the supervision 
authority.  26   This option, however, is regulated by additional conditions 
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that require application of specific measures. If one entity performs the 
role of a supervisor and a resolution authority, it is necessary to ensure 
operational independence of the resolution function and operate in a 
manner that eliminates the conflict of interest between the resolution and 
supervision functions. The BRRD also introduces a direct requirement for 
the government or the finance minister to participate in the resolution 
process, if state aid is necessary. 

 The resolution function may be assigned to the following institutions:

   the central bank,   ●

  the supervisor,   ●

  an independent resolution authority,   ●

  the ministry of finance,   ●

  a deposit guarantee scheme.     ●

 When appointing the resolution authority, the member states should take 
into account the regulatory environment and the conditions of the internal 
financial market. For this reason, the decision should be preceded by an 
analysis of possible solutions regarding the institutional system in the forced 
restructuring and crisis management process. The key issues that facilitate 
the choice of the right authority include:

   experience of the authority (for instance, in providing financial support  ●

or compulsory administration),  
  financial resources of the authority (for example, bank contributions  ●

collected by deposit guarantee schemes), 
competence to pursue specific administrative powers (for instance, audit  ●

performance),  
  a strong position and independence within the country’s economic and  ●

political system (regulated by an act).    

 The appointed resolution authority should be equipped with necessary 
authorizations (tools) provided for in the BRRD and be responsible for 
following a relevant sequence of actions in the procedure and for collection 
of financial resources for restructuring. Additionally, the Directive points to 
the fact that the resolution authorities should be granted such authorizations 
and powers that may be applied in various configurations. This includes their 
independence and strong position in the political and economic system, 
allowing them to apply far-reaching administrative powers. Among others, 
they comprise a unilateral transfer of shares or assets of the institution being 
on the verge of bankruptcy to another entity and the right to deprive third 
parties (for instance, owners) of their rights, and the right to terminate 
contracts or waive liabilities of the restructured institution.  
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  5.3.4     Sequence of actions 

 The directive introduces several action paths when using the BRR tools. 
First, the prudential standards and banking business principles supported by 
supervision should allow avoiding threats in banking operations (stage one). 
In spite of that, upon occurrence of a situation that impairs the financial 
condition of a given institution, the public authority should start coordi-
nated restructuring actions and an early intervention (stage two). The critical 
aspect here are actions undertaken by relevant financial safety net bodies 
to prevent further deterioration of the entity’s financial and economic 
standing, before it finds itself in a situation where the authorities will have 
no other alternative and will be forced to perform the resolution process. If 
there are no effects, if such an action fails or if the early intervention is not 
performed at the right time, it will be necessary to eliminate a given institu-
tion from the market (in a resolution or standard procedure). Examples of 
actions performed at given stages have been presented in Table 5.2.      

 According to the assumptions, stage three of the procedure is started only if 
the other two have failed to produce the desired outcome. Before the restruc-
turing and resolution tools are used, one must always consider performing 

 Table 5.2     Stages of new resolution procedures for financial institutions 

Undisturbed 
operations stage

 Early intervention 
 stage 

Restructuring and 
resolution process

 Supervision:
capital and liquidity • 
requirements 
 reporting • 

 Preparatory measures:
supervision programmes • 
 individual restructuring • 
plans 
 stress tests • 

 Preventive measures:
individual resolution • 
plans 
 orders to limit • 
operations 

 Measures undertaken by 
supervision authority:
orders to increase capital • 
 replacement of • 
management board 
 order to introduce • 
the restructuring plan 
provisions 
 introduction • 
of compulsory 
administration 

 Decision to select the type 
of procedure:
decision to start resolution • 
or standard bankruptcy 
procedure 

 Resolution:
choosing the right tools • 
 waiving and conversion • 
of debt 
 sale of the bank • 
 bridge institution • 
 separation of assets • 

 Standard bankruptcy 
procedure:

notifying relevant • 
authorities of the standard 
action procedure 
 liquidation of the • 
institution 

     Note : Based on EC (2012b, p. 13).    
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a standard bankruptcy procedure. However, if application of the standard 
procedure threatened financial stability, disturbed critical functions and 
significantly affected, for instance, the protection of depositors, then the 
resolution path must be chosen. According to the detailed requirements of 
the BRRD, the decision to follow the resolution process may be made when 
the resolution authority concludes that:

   the institution is on the verge of bankruptcy or faces a threat of  ●

bankruptcy,  
  it is not very likely that any alternative actions of the private sector  ●

towards the institution in difficulty could prevent its bankruptcy within 
a reasonable time,  
  the action is necessary for the public good.     ●

 Once the first two conditions are met, the resolution authorities should 
instantaneously undertake relevant and coordinated actions to protect the 
public interest. 

 The recommended BRRD approach to setting the moment of starting stage 
three (meaning starting the resolution procedure) is prudent. The procedure 
should be started without delay, however, even before insolvency occurs, 
as defined in the accounting standards, and before the capital of the insti-
tution in difficulty runs out.  27   The premises for classifying an institution 
as an entity on the verge of bankruptcy or under threat of bankruptcy are 
vague. The first is deemed fulfilled when, among other things, the resolution 
authority believes the institution violates or is likely to violate, in the near 
future, the requirements the fulfilment of which is necessary for preserving 
the licence for a given activity (for instance, bank or brokerage house 
operations). An institution on the verge of bankruptcy should continue its 
operations with the support of restructuring and resolution tools and with 
the use of private funds (to a maximum extent). The other conditions for 
starting the resolution procedure require another prerequisite, specifically, 
exhausting the possibilities to find financial support in the private sector. It 
is sufficient to demonstrate that there are no entities that are ready to offer 
capital injections to a given institution for amounts at least allowing restora-
tion of viability and stable operations. Third, to start the resolution proce-
dure it is necessary to prove the public interest, which will speak in favour 
of applying the restructuring and resolution procedure to the institution 
instead of standard bankruptcy proceedings. The public interest is broadly 
understood and may represent the necessity to minimize costs of the proce-
dure or to guarantee preservation of the value of the financial institution’s 
assets. Significant limitation of the rights of the shareholders and creditors 
has been possible thanks to the protection of the public interest.  
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  5.3.5     Resolution tools 

 If the financial institution fulfils the prerequisites for starting the procedure, 
the resolution authorities should undertake an individual decision on the 
type and scope of the tools to be applied. The tools were standardized to a 
minimum extent and they are subject to joint terms, objectives, and rules 
common for the entire Union. The restructuring and resolution instruments 
stipulated in the BRRD include:

   the sale of business,   ●

  establishment of a bridge institution,   ●

  asset separation,   ●

  waiver or conversion of debt, known as bail-in.     ●

 The traditional bankruptcy or liquidation proceedings aim to terminate the 
entity’s operations and usually end with the disposal of the company’s assets 
and final accounting for its accounts receivable and payable. The instrument 
to sell the company’s business is to enable the resolution authority to carry 
out functional sale of the institution or its specific part, to a private buyer. 

 The takeover instrument allows transferring the operations, in part or in 
whole, to a private entity, which is going to continue the operations. This 
helps to avoid negative consequences that the customers of the liquidated 
company could suffer if the services they received were terminated. Such 
a takeover may be carried out even without the shareholders’ approval for 
the whole operation. For the use of this tool, the BRRD requires application 
of diligence in the entire process, so that the sale procedure could be based 
on openness, transparency and the lack of discrimination. The purpose of 
the tool is not only to find an entity willing to take over the enterprise in 
difficulty (in part or in whole), but also to achieve the highest possible price 
for the transaction. The company takeover instrument secures the interests 
of the customers of the enterprise being taken over, but it should also be 
advantageous for other creditors as the destruction of value is stopped. This 
solution was applied when restructuring banks in EU countries during the 
current crisis (for instance, in Denmark and Belgium). 

 Another tool is establishment of a bridge institution. This mechanism 
provides for creating a specific purpose company, which a public authority 
should own, or at least control. The bridge institution is established to ensure 
continuous provision of basic financial services to its customers and contin-
uous performance of other basic activities. The effective period of operations 
of the bridge institution should be limited. Upon the lapse of the period 
set for finding the buyer, the institution should be sold or liquidated. Such 
a solution was rarely used when restructuring banks in the EU during the 
current crisis, but was fairly common in the US in the 1990s. 
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 The role of asset separation is similar. This instrument enables the authority 
to transfer assets or rights and liabilities of a financial institution to another 
entity. The asset management vehicle is obligated to manage the transferred 
assets in a way that maximizes their value until the institution has been finally 
sold or liquidated. This is an auxiliary instrument, which should be combined 
with other tools. Such a solution was applied to restructure banks in the EU 
during the current crisis (for instance, in Ireland, the UK and Slovenia). 

 The most controversial instrument stipulated in the BRRD is the write-down 
or conversion of debt, which severely interferes with ownership rights (Zhou 
et al., 2012). This instrument may be used to restore the appropriate level of 
the institution’s capital, so that it may continue its operations. The first cate-
gory of people entitled to the waiver includes the entity’s shareholders and 
unsecured creditors. The risk of incurring major losses should encourage this 
group to monitor more strictly the condition of the institution in an ordinary 
situation. However, this instrument may be used only while fully respecting 
the collaterals granted for certain claims. Additionally, certain categories of 
non-collateralized liabilities (for example guaranteed deposits) were excluded 
from the scope of application of the debt waiver or conversion instrument. 
However, because of protection of the depositors, the deposit guarantee scheme 
should contribute to financing the restructuring and resolution procedure. 
This contribution was designed as the possibility of covering the losses up to 
the net amount of losses that the deposit guarantee scheme would have to 
incur when making payments to depositors in a standard bankruptcy proce-
dure. Interference, if any, in ownership rights must be proportionate, and the 
creditors and shareholders affected by the procedure should not incur higher 
losses than they would incur in a traditional bankruptcy process. Such a solu-
tion was applied to bank restructuring in EU countries during the current crisis 
(mainly in Cyprus, Slovenia and Denmark). 

 The EU regulators decided that it was not necessary to determine the 
detailed measures that the resolution authorities should apply towards the 
restructured bank. The measures used should always depend on individual 
circumstances. Thus, the directive imposes an obligation to prepare individ-
ualized resolution plans for financial institutions (the so-called living wills). 
It was concluded that there was a need for prior preparation of plans for 
potential recovery and restructuring and resolution plans. The plans should 
provide for critical information that determines the rules for performing the 
procedure and adjusting it to the specific institution, however, detailed rules 
are beyond the scope of this book. 

 In addition to the BRRD tools directly affecting EU countries, similar 
regulations were formulated in other parts of the world. Some of them were 
solving the above-described dilemmas related to entities covered by the 
restructuring procedure, the choice of the tools or the scheme of funding 
the procedure. Detailed information is presented in Table 5.3.      
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 Figures in the table represent the following:

   Entities covered by the resolution procedure:  ●

   Banks (1)   ●

  Insurance companies (2)   ●

  Investment firms and brokerage houses (3)   ●

  Financial market infrastructure entities (4)   ●

  Financial market infrastructures registered as banks (5)   ●

  Insurance and bank holdings (6)   ●

  Holdings which comprise banks or insurance companies (7)     ●

  Resolution tools:  ●

   Bridge institution (8)   ●

  Asset separation (9)   ●

  Asset management company (10)   ●

  Taking over the entity (11)   ●

  Limitation of ownership rights (12)     ●

 Table 5.3     Resolution procedures in selected countries 

Country
Scope of entities 
covered Resolution tools

Funding of 
resolution regime

Argentina 2 9, 12 18
Australia 2 8, 9, 10, 11, 12 19
Brazil 2, 3, 6, 7 8, 9, 10, 11 18
Canada 2 8, 9, 10, 11, 12, 14 18, 19
China 2, 3 9, 11, 12 19
EU (BRRD) 1, 3, 6, 7 8, 9, 10, 11, 12, 13, 14, 15, 16 17, 19, 20
France 2, 3, 4, 5, 6 11 18, 19
Germany 1, 2, 3, 4, 5, 6 8, 9, 10, 12 17, 19
Hong Kong 2 9, 10, 11 19
Indonesia 1 8, 9, 11, 12, 18
Italy 2, 3, 4, 6, 7 9, 10, 12 18, 19
Japan 1, 2 8, 9, 10, 11, 12 17, 18, 19
Mexico 2 8, 9, 10, 11, 12 18
Netherlands 1, 2, 3, 4, 6 8, 9, 10, 12 18
Russia 1, 2, 3, 4 9, 10, 11, 12 18
Saudi Arabia 2, 3, 7 8, 9, 10, 11, 12 -
Singapore 2 8, 9, 10, 11, 12, 19
South Korea 2, 3, 6 8, 9, 10, 11, 12 18, 19
Spain 2, 3, 7 8, 9, 10, 11, 12, 13, 14, 16 18, 19, 20
Switzerland 1, 2, 3, 4, 5, 7 8, 9, 10, 11, 12, 13, 14, 16 -
Turkey 2 9, 10, 11, 12 18, 19
USA 1, 2, 3, 4, 6, 7 8, 9, 10, 11, 12, 13, 14, 16 17, 18, 19
UK 1, 2, 3, 4, 6, 7 8, 9, 11, 12, 16 18, 19

     Note : Prepared by R. Juszkiewicz; based on IMF (2015) and FSB (2013).    
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  Debt waiver and conversion through:  ●

   Conversion of debt into capital (13)   ●

  Termination of agreements or stopping of agreement execution (14)   ●

  Other collaterals (15)   ●

  Restructuring and resolution planning (16)     ●

  Funding of the resolution regime:  ●

   Private funding (17)        ●

   Deposit guarantee scheme (18)   ●

  Protection fund (19)   ●

  Resolution fund (20)     ●

 With the use of the presented data one could distinguish countries with 
narrow scopes of the procedures (for example, Indonesia, Japan and Australia) 
and countries with broadly designed regulations, which were to be applied to 
as many entities as possible (EU, US regulations). This is similar as regards the 
variety and spectrum of the planned restructuring mechanisms. Financing 
of the procedures was most often planned through creation of a dedicated 
resolution fund supported, in specific conditions, by the deposit guarantee 
scheme. Combination of these two functions, in the light of cost savings 
made, may be deemed recommended and justified in certain situations.  28    

  5.3.6     Funding the resolution procedure  

 Generally, the member states should ensure sufficient funding of the resolu-
tion procedures. This should be done through national financing mechanisms 
and it is a responsibility of the resolution authorities. Private institutions 
(covered by the scope of the Directive) should finance the resolution fund. 
However, the algorithm for contribution calculation has not yet been deter-
mined. Contributions should be charged before starting any restructuring or 
resolution activities (the funds should be accumulated  ex ante ). To build the 
financial potential, the Directive set a certain minimum target level that the 
funds should aim to collect. This level was set as 1 per cent of the guaranteed 
deposits, which should allow accumulating, for the entire European Union, 
a fund of EUR 57 billion (EC data for 2009).  29   The member states should 
reach the assumed target by the end of 2024.      

 Table 5.4, in column two and column five, presents total volumes of 
deposits in billion EUR collected in EU banks as at the end of 2012. Column 
three and column six present target values of resolution funds, set up by the 
directive, amounting to 1 per cent of the guaranteed deposits in the banking 
sector (data as at 2012 year-end). Due to the sizes of their banking sectors, the 
highest nominal amounts will need to be collected in Germany, France, and 
the UK, which will set up the biggest funds in the future. As the minimum 
accumulation amount of the resolution fund will be indexed against the 
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guaranteed deposits, each year the target total amount is likely to increase. 
While in 2009 the anticipated total amount was estimated at approximately 
EUR 57 billion, in 2012 this amount is close to EUR 65 billion. 

 To boost the financial potential, the deposit guarantee schemes may support 
the resolution funds with capital. However, this may be done only on condi-
tion that upon contributing this support, access to the guaranteed deposits 
will be preserved. In such a situation, the schemes will be obligated to make 
contributions of up to the amount of net losses that would be incurred if the 
bank were liquidated as part of a standard bankruptcy procedure.  30    

  5.3.7     Evaluation of solutions 

 Although the resolution instrument dates back to the times before the crisis, 
only after the outbreak of the current financial crisis were the works on new 
solutions intensified. The developed assumptions, principles and objectives 
of the resolution process seem to be correct and universal. One of the key 
provisions is that the restructuring and resolution procedures should be 
carried out to protect public finances and in the interest of the public. After 
years of granting state aid by many countries, this is the first sanctioning of a 
solution that states that the public interest will be protected at the cost of the 
banks’ creditors who put it in the threatening situation. Changing the insti-
tutional and legal frameworks of the safety net, by providing its institutional 

 Table 5.4     Total amount of deposits and target amount of resolution funds in EU 
countries at 2012 year-end (in EUR billion) 

Country

Total 
amount 

of deposits

1% of 
guaranteed 

deposits Country

Total 
amount 

of deposits

1% of 
guaranteed 

deposits

Austria 324,900 1,734 Italy 1,511,600 4,905
Belgium 529,000 2,291 Latvia 17,765 60
Bulgaria 28,972 184 Lithuania 13,400 67
Croatia 37,496 375* Luxemburg 215,900 304
Cyprus 104,392 519 Malta 28,004 70
Czech Republic 123,620 653 Netherlands 863,684 4,470
Denmark 166,900 1,055 Poland 278,563 1,032
Estonia 10,825 53 Portugal 221,500 1,102
Finland 136,538 778 Romania 64,295 274
France 1,577,301 11,035 Slovakia 45,940 242
Germany 3,171,800 15,752 Slovenia 23,512 149
Greece 175,000 1,048 Spain 1,568,800 6,749
Hungary 60,048 303 Sweden 267,100 1,409
Ireland 194,000 800 UK 2,922,200 12,188

     Notes : Based on EC data (2012b, 2014c). 
* For Croatia – 1 per cent of total deposits.    
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participants with new tools, may be deemed a proper step. However, the 
limited experience in using those tools, as they have so far been applied to 
small institutions, raises certain concerns.   

  5.4     Banking union 

  5.4.1     Construction of the banking union 

 In the case of the first pillar of the banking union – the Single Supervisory 
Mechanism, or SSM – the regulation conferring specific tasks on the European 
Central Bank concerning policies relating to the prudential supervision of 
credit institutions was adopted on 15 October 2013, and the SSM started to 
operate on 4 November 2014. The legal basis for the SSM is art. 127 section 
6 of the TFEU.  31   In July 2014, the regulation on the second pillar, that is 
the Single Resolution Mechanism, or SRM, based on art. 114 of the TFEU, 
was finally adopted. The SRM will fully come into force on 2016. Although 
the logic of constructing the first and second pillars is similar (centraliza-
tion of powers at the pan-European level), the reform of the deposit guar-
antee schemes strengthened only the harmonization of the network of 
national deposit guarantee schemes. There are still no specific plans to build 
a common deposit guarantee scheme, although such intentions originally 
had been declared. 

 The first pillar of the banking union confers, upon the ECB, specific – most 
important – powers of the microprudential supervision  32   over banks from 
participating countries, that is at least the Eurozone countries. The ECB and 
national supervisory authorities share responsibility for supervisory activi-
ties (Figure 5.2).      

 The ECB directly supervises systemic banks, classified according to specific 
criteria.  33   Altogether it supervises 120 banking groups holding approximately 
85 per cent of the Eurozone banking sector assets (ECB, 2014b). National 
competent authorities perform supervision of smaller banks (indirect super-
vision, about 3,700 banks), however, still complying with the ECB method-
ology and guidelines.  34   They follow the instructions of the ECB and actively 
support it in carrying out supervisory functions by, among others, partici-
pating in Joint Supervisory Teams (JST). However, regardless of whether a 
bank is systemic or not, the national competent authorities’ are still respon-
sible for selected supervisory tasks.  35   Thus, supervision within the SSM covers 
about 4,900 banks in the Eurozone countries. The decision-making process 
falls into the responsibility of the Supervisory Board. This, however, is not 
an ECB body provided for in the TFEU, but a collegial entity consisting of 
a chair, vice chair, representatives of national microprudential authorities 
and four ECB representatives. The role of the Supervisory Board is to prepare 
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supervisory decisions for the Governing Council. The Supervisory Board 
adopts the drafts of decisions by simple majority vote (each member has one 
vote). The decision drafts then are presented to the ECB Governing Council 
for approval, which is granted when the Council does not object within 
a required period (usually no longer than ten business days). The macro-
prudential policy in the SSM remains within the competence of national 
authorities. The ECB may top-up the parameters of the macroprudential 
policy tools only with regard to instruments harmonized by EU regulations 
(CRDIV/CRR).  36   A novelty is the necessity to coordinate macroprudential 
tools applied by individual countries and the ECB, through the mechanism 
of prior mutual notification and the need to duly consider objections of the 
other party prior to proceeding with the decision. The Eurozone countries 
automatically joined the SSM, while non-Eurozone EU countries may, upon 
request, voluntarily join the mechanism by establishing a close cooperation 
with the ECB. The country must declare to provide supervisory information 
and to implement, in the national law, relevant changes confirming that the 
national supervisor follows the ECB guidelines and instructions. 

 Preparations before the SSM were properly conducted. Quarterly reports 
(ECB, 2014d) on the functioning of the SSM confirmed significant progress 
in operational preparations before the launch of the SSM. The ECB points 
out that the procedure for approval of draft decisions of the Supervisory 
Board by the ECB Governing Council functions efficiently and that a 
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 Figure 5.2      Competence scopes in SSM  
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significant number of employees were hired still before the start of the SSM 
as well as necessary JSTs were set up. When pursuing its functions the ECB 
attempts to apply top quality supervision standards in compliance with 
the international guidelines (BCBS, 2012). The declared priorities in the 
construction of effective supervision within the SSM include (ECB, 2014b, 
pp. 5–7):

   the use of best practices,   ●

  integrity and decentralization,   ●

  homogeneity within the SSM,   ●

  consistency with the single market,   ●

  independence and accountability,      ●

   risk-based approach,   ●

  proportionality,   ●

  adequate levels of supervisory activity for all credit institutions,   ●

  effective and timely corrective measures.     ●

 Within the SSM, banks are obligated to pay annual fees for the supervision. 
An additional fee paid to the ECB does not exclude the possibility for the 
national supervision authority to charge further fees. Regulation of the ECB 
on supervisory fees came into force on 1 November 2014 and was adopted 
by the Governing Council following public consultations. The regulation 
stipulates the rules for ECB imposing of the annual supervisory fee to cover 
the expenditures incurred. In particular, the regulation specifies the meth-
odology of calculating the total annual supervisory fee and the amounts 
allocated to individual supervised banks and banking groups as well as terms 
of charging the annual supervisory fee (ECB, 2014e, p. 16). The fee for execu-
tion of supervisory tasks by the ECB must be paid by all the supervised banks 
and branches opened in the participating country by a bank domiciled in a 
non-SSM country. The directly supervised banks incur a significantly bigger 
portion of the total fee than the indirectly supervised banks. The ECB first 
calculates the annual cost of performing its direct and indirect supervision 
tasks (estimated at about EUR 260 million in 2015). Afterwards, based on an 
algorithm, it allocates annual costs to burdens that the banks are obligated 
to carry. The fee calculation algorithm takes into account the size and profile 
of the bank’s operations. 

 Prior to the establishment of the SSM, the ECB performed a comprehensive 
assessment of banks’ balance sheets in cooperation with the national super-
visors from the SSM. This comprised reviewing major risk types within the 
Asset Quality Review (AQR) and a stress test conducted in cooperation with 
the European Banking Authority. The assessment covered 130 banks and 
banking groups from the Eurozone and Lithuania, making up approximately 
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82 per cent of all the assets of the SSM banking sector. On 26 October 2014, 
the results of the comprehensive assessment were published. Twenty-five 
banking groups ‘failed the exam’ (mainly in Italy, Cyprus and Greece) and 
they had to supplement their capital shortages. Just the very announcement 
of conducting the assessment made the banks collect capital in advance,  37   
which stresses the importance of the ECB’s role of moral suasion and its 
supervisory authority. The purpose of the comprehensive assessment was 
to enhance transparency of banks’ balance sheets and to present a reliable 
assessment of their financial standing, which was intended to translate into 
greater trust in the banking sector in the SSM countries and consequently, 
in the increased credit activity, although this was not observed right after 
publishing the results. 

 Having analysed the restructured banks which we studied and which were 
at the same time subject to the comprehensive assessment, one may come 
to certain conclusions. Only slightly more than half of the banks evalu-
ated by the ECB, which had also been granted financial support during 
the crisis, were found systemically important in the SSM. The set of banks 
that were both rescued and subject to the comprehensive assessment of the 
ECB was divided into two subgroups: banks that revealed capital shortages 
and banks that fulfilled the requirements of the comprehensive assessment 
(Table 5.5).      

 The biggest capital shortages were identified in banks (which had been 
granted financial aid) from Italy, Cyprus, Portugal, Greece and Slovenia. In 
nearly a half of these ‘deficit’ banks, the diagnosis was not correct and those 
were relatively big and overleveraged banks (with the leverage ratio of over 
33). In addition, three quarters of them pursued expansive credit policies in 
2006–2008. The capital shortages still were identified in these banks despite 
the fact that most of them, during the crisis, had been rescued by recapi-
talization, had not been nationalized, and had improved their financial 
standing. Moreover, the majority of these banks were and still are listed on 
the stock exchange. 

 On the other hand, in the group of the rescued banks that did not reveal 
capital shortages in the comprehensive assessment, nearly all of them are 
covered by the ECB direct supervision. This is a definitely bigger group of 
banks than those in which capital shortages were revealed. These are banks 
mainly from Germany, the Netherlands, France and Austria. One third of 
these banks have been nationalized, and the financial standing of nearly 
a half of them has improved. The total amount of net aid granted to these 
banks was over twice the amount granted to the banks which ‘did not pass’ 
the extensive review. Just like in the previous group, these were large banks 
with very similar leverage levels (leverage ratio of about 35). Unlike in the 
previous group, for nearly a half of these banks the diagnosis was correct, but 
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only more than a half of them had been pursuing aggressive credit policies 
before the crisis. Also in this group, most banks were restructured by recapi-
talization during the crisis. 

 When comparing the basic features of both these groups, it may be 
concluded that:

   banks from countries where problems in the banking sector emerged rela- ●

tively earlier (mostly the EU ‘core’ countries) obtained better results in the 
comprehensive assessment than banks from the South of Europe,  

 Table 5.5     Results of ECB’S comprehensive assessment for restructured banks with 
capital shortages 

Country
Name of the 
bank

Shortage 
of capital 
after AQR 
(in EUR 
million)

Shortage 
of capital 
in basic 
scenario 
(in EUR 
million)

Shortage 
of capital 
in stress 
scenario 
(in EUR 
million)

Total 
financial 
aid (net, 
in EUR 

million)

Austria Österreichische 
Volksbanken AG

191 865 1,250

Belgium Dexia – – 339 9,915
Cyprus Bank of Cyprus 168 69 919 620
Cyprus Hellenic Bank 126 85 277 0
Greece EFG Eurobank 

Ergasias S.A
71 – 18 7,752

Greece National Bank of 
Greece (NBG)

273 – – 10,834

Spain Liberbank 32 – – 4,999
Ireland Irish Life & 

Permanent Group 
Holdings (IL&P)

– – 855 3,800

Portugal Banco Comercial 
Português (BCP)

– – 1,137 3,000

Italy Banca Monte dei 
Paschi di Siena 
(MPS)

845 1,516 4,250 3,900

Italy Banca Popolare di 
Milano (BPM)

482 647 684 0

Italy Banco Popolare 34 693 427 0
Slovenia Nova Ljubljanska 

Banka (NLB)
– – 34 2,534

Slovenia Nova Kreditna 
Banka Maribor 
(NKBM)

– – 31 973

     Notes : Based on (ECB, 2014a) and (ECB, 2014c).    
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  banks that during the crisis were recapitalized to a greater extent (higher  ●

state aid amount) and for which the diagnosis proved correct later revealed 
smaller capital shortages in the comprehensive assessment,  
  the relative size of the rescued bank (in relation to GDP) and the level of  ●

risk taken by the bank (measured by the leverage ratio) did not have any 
major impact on the result of the comprehensive assessment.    

 The second pillar of the banking union is a single pan-European mechanism 
for the restructuring and resolution of banks (SRM). The SRM is to be acti-
vated during the crisis management stage to limit the scale of the crisis in 
the banking sector. The SRM integrates and centralizes the decision-making 
process regarding the resolution procedure and introduces common princi-
ples of handling banks in the banking union when they are under threat of 
bankruptcy. The resolution principles in the SRM supplement and expand 
the solutions applicable to all EU countries, arising from the BRRD, which 
provided for partial harmonization of the resolution process at the national 
level (see more in Section 5.3).  38   

 Within the SRM the Single Resolution Fund, or SRF, will be created. It will 
consist of combined national funds undergoing gradual mutualization for an 
eight-year transitional period, until it reaches the target level of at least 1 per 
cent of the guaranteed deposits, which should take place by 2024.  39   The SRF 
will be financed from private sources ( ex ante  contributions of banks calcu-
lated on the basis of their risk profiles). Establishment of the SRF is to mini-
mize the necessity to use public funds. Should the collected amounts be not 
sufficient, the fund may be additionally financed out of further fees charged 
from banks, by the market or out of loans from the fiscal aid mechanism. 

 The SRM decision-making body is supranational Single Resolution Board, 
SRB, consisting mainly of representatives of national resolution authorities, 
in addition to a chair, vice-chair and four permanent members. Based on 
information from the ECB acting as the supervisor (or out of SRB initia-
tive) about a bank being threatened by bankruptcy, the SRB will decide on 
the restructuring plans (which may afterwards be rejected by the European 
Commission and the Council of the European Union) and the potential 
use of SRF funds. The SRB may be convened in either executive or plenary 
sessions. The SRB in the executive session undertakes decisions about the 
method of restructuring a given bank and on the use of the SRF (up to EUR 5 
billion), while national authorities’ participation in the session is limited only 
to representatives of those countries in which the threatened bank operates. 
On the other hand, decisions are made at plenary sessions whenever they 
require the use of the SRF funds of over EUR 5 billion. The SRB makes deci-
sions by simple majority vote (while the votes are measured by the amount 
of the SRF contribution, if the decision concerns using the SRF). 
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 To ensure a level playing field, the scopes of entities covered by the SRM 
and SSM are identical – all banks from countries participating in the banking 
union. However, the restructuring rules do not differ depending on the 
systemic importance of the bank, as is the case with supervision within the 
SSM. In addition, a similar division of resolution responsibilities functions 
at the national and European levels. The SRB is directly in charge of reso-
lution of systemic banks (similarly in the SSM) and cross-border banking 
groups, while national resolution authorities are responsible for smaller 
banks, unless it becomes necessary to use the SRF funds. The SRB, however, 
may take over the resolution of any bank, at any time (just like the ECB with 
regard to supervision) and out of its own initiative. Like in the SSM, also in 
the SRM the national resolution authorities are obligated to follow the SRB 
instructions and support SRB operations. They, too, implement the restruc-
turing plans according to the national law. The functioning of the SRM, like 
the SSM, is financed out of banks’ contributions.  

  5.4.2     Evaluation of the banking union 

 The purpose of establishing the banking union was to mitigate at least partly 
the deficiencies of the regulation and supervision of banks as well as to 
contain the financial crisis in the Eurozone. 

 While the Emergency Liquidity Assistance, ELA, is provided by national 
central banks, the crisis clearly revealed that only the ECB is able to 
effectively ensure liquidity for the entire banking system within the 
Eurozone and prevent the collapse of financial markets. Creation of the 
SSM offered an opportunity to increase efficiency of the function of the 
Lender of Last Resort. This opportunity arises from the fact that the ECB 
now has supervisory data of the banks. This should enable the ECB to 
adjust the offered scope of liquidity support to the actual standing of 
the bank more precisely than before, when the ECB did not have data 
from individual banks. Combining results of the analysis from the micro 
and macro perspectives should make it easier for the ECB to determine 
the demand for liquidity, both in individual banks and within the entire 
system. Nevertheless, there is still a problem of evaluating the true condi-
tion of banks at the particular moment when the liquidity support is 
needed, which is possible in a reliable manner only  ex post . Goodhart and 
Schoenmaker (2014) argue that the liquidity support function should be 
fully transferred from the national to EU level in the banking union for 
systemic banks. However, they point to the problem that the ECB and the 
SRB may make their decisions considering stability at the pan-European 
level even if it increased the costs of bankruptcy of a given bank at the 
national level. The ECB may be too restrictive and may choose not to 
grant liquidity support to a bank, if it is deemed insolvent, and to start 
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the resolution procedure and the resulting cost of deposit pay-outs will be 
borne by the national DGS. 

 Centralizing supervisory powers in the ECB alone does not guarantee 
better supervision. In the case of the SSM, the problematic may be  40   not 
only the scope of the supervisory tasks, but also the geographical range and 
the number of banks the SSM covers. Another challenge is smooth coopera-
tion between the central level (the ECB) and the national level (national 
supervisors) as well as the distribution of tasks regarding the micropruden-
tial supervision in practice. If the ECB’s supervisory standards and the SSM 
functioning result in synergy effects (popularization of ‘best practices’), 
this provides an opportunity to limit the mistakes of national supervi-
sion authorities and the favouring of national banks. It might also limit 
the national authorities’ inaction bias and contribute to faster identifica-
tion of problems in banks and to objective evaluation of the scale of these 
problems. It would, as well, enable quicker interventions during the crisis, 
improve the diagnosis of the bank’s standing, and consequently, effective-
ness of public support measures or even limit the need for applying such 
support. Taking into account the very high costs of support programmes 
analysed in the previous chapters, this is the key aspect of introducing the 
banking union. 

 The institutional structure of the macroprudential supervision became 
even more complex after establishing the banking union. Firstly, the national 
competent supervisory authorities in the Eurozone, as a rule, may freely exer-
cise the macroprudential policy. Second, the ECB has the powers to tighten 
the parameters of macroprudential tools from the CRDIV/CRR package. 
Third, the ESRB performs the role of an institution that issues recommenda-
tions and forms the macroprudential policy framework. 

 Further aspects that must be taken into consideration include the different 
geographical range (the SSM – the Eurozone plus opt-in countries, the ESRB – 
the entire EU) and the subject scope (the SSM – the banking sector, ESRB – all 
the financial system sectors). This poses the risks of task duplication and 
competence overlapping and consequently, the dilution of responsibility. 
Thus, in practice it may be difficult to ensure effective performance of the 
macroprudential policy in the EU and, at the same time, to limit the nega-
tive cross-border spillovers of applying supervisory tools at the national 
level. This becomes even more important as the role of the macropruden-
tial policy is to strengthen the financial system’s resistance to future crises. 
Additionally, the ECB – unlike the national supervisor – may underestimate 
the systemic risk at the national level, if it is not significant from the perspec-
tive of the SSM as a whole. A standardized approach to supervision to a 
limited extent, may take into account the specificities of banking sectors in 
individual SSM countries. 



106 Iwanicz-Drozdowska, Kerlin and Smaga

 Additionally, the ECB in the SSM may provide favourable conditions 
for centralized capital and liquidity management at the consolidated level 
within the SSM. This means that prudential standards may be executed 
only at the consolidated level, and that the holding companies are expected 
to guarantee transfers of assets and liquidity to their subsidiaries should 
their solvency or liquidity be under threat. As regards the Eurozone banks, 
such a situation should not increase the risk due to their access to the ECB 
liquidity facility and potential financing from the ESM. This, however, may 
pose a threat to subsidiaries of banks from the Eurozone and for opt-in 
countries, which do not have access to the abovementioned mechanisms 
(NBP, 2014, p. 86). 

 The possibility of developing effective coordination between the ECB’s 
macroprudential policy and independent monetary policy of a non-Euro-
zone central bank, which has established close cooperation with the ECB 
within the SSM, remains an open issue. Given the similar transmission chan-
nels and the significant role of banks in the monetary transmission mecha-
nism, it will be necessary to make sure that the actions undertaken within 
both these policies are not contradictory. 

 Although the BRRD may be evaluated positively, the deficiencies in the 
construction of the SRM may limit effective functioning of this mechanism 
during the crisis. The National Bank of Poland (NBP, 2014) points out the 
dilemmas related to the creation of the SRM and those features of the SRM 
construction that may impair the effectiveness of the resolution process at 
the pan-European level. The SRB’s decision-making process should take into 
account the need for prompt reaction and ensure smooth performance of 
the resolution process. This is particularly important when deciding on and 
undertaking, during the crisis, restructuring activities towards a large bank 
pursuing cross-border operations, when delayed support may undermine 
the effects of the aid, and a faulty diagnosis frequently increases the costs 
of support. The procedure of activating the resolution process in the SRM 
seems too complicated, overly time-consuming and engages too many insti-
tutions at the EU level (including the Council of the EU and the European 
Commission) to implement aid activities ‘over the weekend’ and contain the 
panic in the financial markets. The modifications of the resolution plans also 
require a time-consuming procedure. Finally, it will be difficult to centralize 
the process and at the same time, ensure appropriate balance between the 
home and host countries. 

 The NBP also points to the need for appropriate funding of the resolu-
tion process in the SRM. The key is to make sure that the SRF funds are 
mutualized since the beginning of the SRM functioning. Should this not 
be ensured, some of the costs of the aid to banks will still be incurred at the 
national level, while the decisions will be centralized, which will result in 
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the conflicts of interest and the risk of imposing further burdens of restruc-
turing costs on the state budgets. The Single Resolution Fund would have 
at its disposal potentially higher amounts than the individual national sub-
funds, which would partly limit the problem of burden sharing among the 
countries in the case of resolution of a large cross-border bank and the issue 
of mutual loans between the sub-funds. The present formula does not clearly 
specify the mechanism of emergency financing of the SRM and the source 
of the financing, which may limit the efficiency of the pan-European resolu-
tion procedure, particularly at an early stage of the mutualization. 

 The identified deficiencies limit the potential operational efficiency of the 
pan-European resolution process, which may, however, be evaluated  ex post  
only when the bank defaults upon a full launch of the SRM in 2016. 

 Right after completion of the SSM and the SRM, no work was done to 
create a pan-European Single Deposit Guarantee Scheme, or SDGS. The 
SDGS would not only supplement the currently incomplete structure of the 
banking union, but would also contribute to solving problems arising from 
excessive fragmentation of national DGS networks and relationships between 
the countries upon a bankruptcy of a cross-border bank. Additionally, having 
fully standardized the rules for and levels of guarantees, the single scheme 
would limit regulatory arbitrage and ensure level playing field within the 
banking union. However, one must be aware that today’s financial poten-
tial of national DGSs is low. Thus, mutualization of funds within the SDGS 
would be a long-lasting process, also when taking into account the new 
burdens imposed on the EU banking sector since the outbreak of the crisis. 
Until a sufficiently capitalized SDGS is created, the transfer of the financial 
safety net powers to the European level in the banking union will not be 
accompanied by a full transfer of responsibility for financial stability and 
costs of the crisis, leaving some of that responsibility still at the national 
level (e.g. deposit pay-outs from national DGSs). 

 The main purpose of creating the banking union (EC, 2012) was to limit 
or even eliminate the negative feedback loop between banks and sover-
eigns (visible, for instance, in the correlation of bank and sovereign CDSs 
in crisis, Acharya et al., 2012, pp. 54–56). To evaluate feasibility of this 
goal, one must first identify the causes and channels of the sovereign-bank 
nexus. The reason why banks have government bonds in their portfolios 
is, among others, their zero risk weight, exclusion of government securi-
ties from concentration limits, the possibility to use them as collateral for 
interbank transactions and transactions with the central bank. Additionally, 
banks tend to hold more home than foreign bonds in their portfolio (home 
bias).  41   Due to the high home bias, the banks that are particularly exposed to 
the consequences of the negative feedback loop are those that operate in the 
Eurozone periphery countries. 
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 The key channels  42   via which risks are transferred between the public 
finance and the banking sectors are:

   a higher sovereign risk results in a decrease in the value of government  ●

bonds and thus their quality in banks’ portfolios deteriorates, which in 
turn increases banks’ market funding costs; banks must rely more on 
liquidity from the central bank,  
  a decrease in sovereign credit rating is frequently accompanied by lower  ●

credit ratings of banks operating in the country, which further increases 
the costs of funding and limits access to the market,  
  an increased number of government bond issues may result in crowding  ●

out banks’ bonds and increasing the cost of placing them in the market.    

 The banking union limits the abovementioned links of the feedback loop to 
a very limited extent, and it may even strengthen them. Among others, this 
is the result of the incomplete mutualization of the SRM (before 2024) or the 
absence of an SDGS, which makes the trust in the deposit guarantee system 
still determined by the possibility of receiving national government support 
in case of emergency. Even if there is SRM emergency financing from the ESM, 
the feedback loop is not actually broken but is transferred from the national 
to pan-European level and a solidarity mechanism is created involving joint 
financing of the ESM, still from the Eurozone counties’ budgets, and not 
only from banks’ contributions. 

 Neutralization of the main causes of the feedback loop described above 
will take a long time and will require major regulatory changes, but most of 
all, the political will. In a short time the ECB, being the supervision authority 
(Huertas, 2013, p. 37), may attempt, for instance, to limit home bias by 
imposing national concentration and diversification limits for government 
bonds and encourage banks to hold them in the trading book (which would 
result in  mark-to-market  valuation and increased capital requirements). 
Consequently, this should weaken the abovementioned links, improve the 
assessment of risk associated with government bonds held by banks and 
increase banks’ resistance to shocks in the bonds market due to the higher 
capital adequacy level. 

 The crisis has revealed the problems of too-big-to-fail (TBTF) banks and the 
need for structural separation in banks (separation of the deposit and credit 
activities from the investment operations). Although solving these prob-
lems is not a direct objective of the banking union, it does not significantly 
contribute to finding solutions to them, either. The ECB directly supervises 
some of the largest banks, while supervision of the smaller ones falls into 
the scope of responsibilities of national supervisors. Even the fact of clas-
sifying the banks as ‘systemically important’ within the SSM may contribute 
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to perceiving them as TBTF. On the other hand, the fact that they are directly 
supervised by the ECB, on condition a high quality of supervision is ensured, 
may make the market perceive those institutions as less risky. However, the 
research presented in this book shows that the highest amounts of state aid 
were granted to relatively smaller banks, which means that the banks that 
are not systemically important may become distressed to the point that they 
threaten the stability of the banking system and that they, too, should be 
subject to high quality supervision. The banking union does not also have 
solutions to the problems arising from excessive development and the growing 
size of whole banking sectors in the EU.  43   Internationalization and further 
increase in quality of the supervisory process as well as political neutrality of 
the ECB may discourage the ECB (unlike the national supervision authorities) 
from adhering to the TBTF principle (Rogowski, 2013, p. 57). 

 As the history of the banking union still remains short, one may hardly 
evaluate to what extent the identified deficiencies will affect its efficiency. 
The efficiency may be understood as improvement of quality of supervi-
sion in the SSM and strengthening of confidence in the banking sector. The 
banking union is certainly not a cure for all diseases of the banking sector 
in the Eurozone. The banking union is an attempt to resolve the financial 
trilemma formulated by Schoenmaker (2011), namely, that it is not possible 
to achieve at the same time more than two of the three objectives: a stable 
financial system, an integrated financial system and national authorities’ 
responsibility for financial stability. Theoretically, centralization of the 
supervision powers at the pan-European level, given the integrated EU finan-
cial system, is to make a positive contribution to the financial stability – the 
public good of the entire EU. However, the evaluation of the banking union 
project largely depends on the point of view. Paradoxically, the success of the 
complete banking union (high quality supervisory standards, sufficiently 
capitalized SRM and SDGSs, access to ESM support and good reputation of the 
ECB) may prove, in the end, disadvantageous to the countries and banking 
sectors outside the SSM. This may be the case if the risk premium decreases 
for SSM banks, and increases for those outside the SSM. This would translate 
into potential growth of bank financing costs and lower attractiveness of the 
banking sectors outside the SSM as directions for pursuing banking activities 
by, for instance, establishing and holding subsidiaries.   

          Notes 

  1  .   A regularly updated overview of instruments applied in EU countries, along with 
brief descriptions is available at the ESRB web site (ESRB, 2015).  

  2  .   For instance, G-20 summit in Washington in 2008, in London and Pittsburgh in 
2009 and in Toronto in 2010.  

  3  .   These issues have been presented in Section 5.3.  
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  4  .   CRD IV – Directive 2013/36/EU of the European Parliament and of the Council 
of 26 June 2013 on access to the activity of credit institutions and the pruden-
tial supervision of credit institutions and investment firms, amending Directive 
2002/87/EC and repealing Directives 2006/48/EC and 2006/49/EC (OJ EU L 176 
of 27 June 2013, p. 338). CRR – Regulation (EU) No. 575/2013 of the European 
Parliament and of the Council of 26 June 2013 on prudential requirements for 
credit institutions and investment firms and amending Regulation (EU) No 
648/2012 (OJ EU L 176 of 27 June 2013, p. 1).  

  5  .   These are very detailed regulations on the execution of supervision practice (regu-
latory technical standards) and execution of provisions of CRD IV/CRR by the 
supervised entities (implementing technical standards).  

  6  .   According to BCBS methodology (2013).  
  7  .   Upon relevant justification and observance of information standards, the supervi-

sion authorities may set higher buffers.  
  8  .   Liquid top quality assets are assets that may be disposed of quickly and at a good 

price even in market turbulences.  
  9  .   In this context, deposits of individual customers and small and medium enter-

prises are treated as a better source of financing, which was reflected in the run-off 
rate in NSFR.  

  10  .   Regulation (EU) No. 648/2012 of the European Parliament and of the Council of 
4 July 2012 on OTC derivatives, central counterparties and trade repositories (OJ 
EU L 201 of 27 July 2012, p. 1).  

  11  .   Regulation (EC) No. 1060/2009 of the European Parliament and of the Council of 
16 September 2009 on credit rating agencies (OJ EU L 302 of 17 November 2009, 
p. 1).  

  12  .   Directive 2009/14/EC of the European Parliament and of the Council of 11 March 
2009 amending Directive 94/19/EC on deposit guarantee schemes as regards the 
coverage level and the payout delay (Text with EEA relevance) (OJ EU L 68 of 13 
March 2009, p. 3).  

  13  .   These are Italy, Slovenia, the Netherlands, Austria and Luxembourg.  
  14  .   It will come into force on 4 July 2015.  
  15  .   There is also Joint Committee of the European Supervisory Authorities.  
  16  .   The purpose of the work was to design a procedure allowing, first of all, preserva-

tion of important systemic functions of a given institution (for instance, servicing 
of individual customers, execution of payments and settlements) while gener-
ating no burden for the state budget.  

  17  .   Directive 2014/59/EU of the European Parliament and of the Council of 15 May 
2014 establishing a framework for the recovery and resolution of credit institu-
tions and investment firms and amending Council Directive 82/891/EEC, and 
Directives 2001/24/EC, 2002/47/EC, 2004/25/EC, 2005/56/EC, 2007/36/EC, 
2011/35/EU, 2012/30/EU and 2013/36/EU, and Regulations (EU) No 1093/2010 
and (EU) No 648/2012, of the European Parliament and of the Council (EU OJ L 
173 of 12 June 2014, p. 190).  

  18  .   The objectives of the actions were directly set forth in art. 31 of the BRRD, however, 
a significant portion of the objectives is specified indirectly and has been included 
at the beginning of the act ( inter alia , in the recitals) and in other articles.  

  19  .   The rules of procedure have been specified in detail in art. 34 of the BRRD.  
  20  .   According to this principle, losses should first be attributed to shareholders, and then, 

to creditors of the institution undergoing restructuring and resolution (according to 
the hierarchy of claim satisfaction in ordinary bankruptcy proceedings).  
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  21  .   Compare for instance with art. 36 of the BRRD regarding the procedure of and 
rules for pricing for restructuring and resolution purposes.  

  22  .   The BRRD provides for a possibility to produce plans of resolution in the financial 
institution still before fulfilling the prerequisites for the procedure.  

  23  .   Except for regulations on waiver and conversion of liabilities (From 1 January 
2016) and target resolution fund levels (accumulation planned for the end of 2012).  

  24  . Some of the countries do not have classical representatives of such entities, e.g. in 
Poland they are most often brokerage houses  .  

  25  .   However, holdings and conglomerates with insurance companies in their struc-
tures are subjected to the BRRD regulations in entirety.  

  26  .   The supervisor is the most interested in delaying the resolution process. Leaving 
the decision to start the resolution process solely to the supervisor is risky as, 
because of the reluctance to accept a failure when performing supervision activi-
ties, the supervisor may delay the decision to start the procedure.  

  27  .   The directive literally regulates this issue by specifying it should occur  before a 
financial institution is balance sheet insolvent (recital 41 of BRRD) .  

  28  .   BRRD in art. 109 provides for the involvement of the deposit guarantee scheme 
in the resolution procedures. This view is also supported, among others, by IADI 
(2014) – Principle 14.  

  29  .   Data as at 2009 year-end. (EC, 2012b, p. 203).  
  30  .   The detailed rules for capital contributions of the deposit guarantee scheme in 

funding the resolution procedure have been presented in art. 109 of the BRRD.  
  31  .   ‘The Council (of the European Union – author), acting by means of regulations 

in accordance with a special legislative procedure, may unanimously, and after 
consulting the European Parliament and the European Central Bank, confer 
specific tasks upon the European Central Bank concerning policies relating to the 
prudential supervision of credit institutions and other financial institutions with 
the exception of insurance undertakings.’  

  32  .   The key supervisory tasks include: granting and withdrawal of banking licences; 
assessing notifications of the acquisition and disposal of qualifying holdings; 
ensuring that banks comply with prudential regulations and implementation 
of sound governance arrangements, including risk management, remuneration 
policy, and internal capital adequacy evaluation processes; conducting supervisory 
reviews and stress tests; carrying out supervision on a consolidated basis; perform-
ance of supervisory tasks with respect to recovery plans and early intervention.  

  33  .   These criteria include the face value of bank assets to country’s GDP, a signifi-
cant scale of cross-border operations and the bank’s use of ESFS or ESM aid. The 
ECB, out of its own initiative or upon request of the national authority, may take 
over direct supervision of the bank. The ECB, regardless of the indicated criteria, 
directly supervises at least three banks in the country.  

  34  .   Regulation (EU) No 468/2014 of the European Central Bank of 16 April 2014 estab-
lishing the framework for cooperation within the Single Supervisory Mechanism 
between the European Central Bank and national competent authorities and with 
national designated authorities (SSM Framework Regulation) (ECB/2014/17) (EU 
OJ L 141 of 14 May 2014, p. 1), pp. 9–12.  

  35  .   They are related, among others, to supervision of credit institutions from third 
party countries that open branches or provide cross-border services in the EU; 
supervision of payment services; execution of supervision of financial instrument 
markets; combating money laundering and terrorism financing and performance 
of consumer protection tasks.  
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  36  .   Harmonized instruments include capital buffers and risk weights, and non-har-
monized instruments include, for instance, LtV, DtI and leverage ratio.  

  37  .   The ECB, in its announcement of the results, informed that since July 2013 when 
the tests were announced, 30 largest banks have increased their capital by EUR 60 
billion.  

  38  .   Additionally, due to the limitations imposed on by the treaty, the SRM is supple-
mented with the  Intergovernmental Agreement , IGA, which, among others, regulates 
the rules for transfers and mutualization of national funds for the SRF, the sequence 
of using the funds’ sources, terms of mutual loans granted among national compart-
ments and the rules for participation of opt-in countries in the SRF.  

  39  .   According to the IGA, initially, from 2016 the SRF will consist of national compart-
ments, which will be gradually mutualized for an eight-year transitional period 
(in the first year the mutualization of the funds will total 40 per cent, in the 
second – 60 per cent, and afterwards will be growing gradually).  

  40  .   Another challenge is the operational efficiency of SSM supervisory structures as 
well as calibration and implementation of micro- and macroprudential tools in 
different legislative systems and by different types of authorities in individual 
SSM countries.  

  41  .   This may also result from the state financial repression (Becker and Ivashina, 
2014).  

  42  .   The public debt management and financing strategies and the structure of the 
public debt also affect these.  

  43  .   More in ASC (2014).   
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    Historia est magistra vitae (?)  

 In this book, we have presented an analysis of the situation before the 
outbreak of the crisis and of its sources, approaches to crisis management 
and bank restructuring in EU countries and the implemented changes. 

 The history of banking crises and bank rescues shows that for years the 
market players have been making similar mistakes, although their context 
might have been different. Globalization, growing financialization, dynamic 
growth of financial innovations, deficiencies of the financial safety net 
and banks’ own policies contributed to the biggest crisis since the Great 
Depression. Unlike previous crises dating back to the 1970s, the current one 
mainly affected highly developed countries, giving an impulse to implement 
major changes to the functioning of the banking sector. These changes – just 
like before – should make future crises less likely. The major changes include 
development of standards for additional capital requirements for global 
systemically important banks (G-SIBs), formulation of bank resolution rules 
and a new approach to bank supervision that distinguishes macropruden-
tial from microprudential supervision. Additionally, the European Union 
decided to centralize supervision of banks (and finally other elements of the 
financial safety net) of the Eurozone countries within the banking union. 
Limiting the possibility of future crises is an objective of these changes. But 
if a crisis actually occurs, then banks should demonstrate greater capacity to 
absorb losses, and potential costs incurred should be lower. 

 As mentioned in the Introduction, it is advisable to verify, in five to ten 
years, the standing of the restructured banks, the financial results of bad 
asset management companies and other entities involved in crisis manage-
ment. This will enable us to assess the long-term cost of this crisis and the 
effectiveness of the restructuring actions. Verification also will provide an 
opportunity to evaluate the changes implemented on the wave of the crisis 

   Summary   
    Małgorzata   Iwanicz-Drozdowska    
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and the consequences of rescuing the banks, mainly in the context of moral 
hazard. 

 The efforts of the decision makers, financial safety net institutions and 
the academic world to analyse the causes of the crisis should produce real, 
positive effects. However, Kane’s regulatory dialectic raises doubts about the 
policies of banks in the new reality and about how intensively they will 
seek opportunities to enter new spheres that are not covered at all or are 
less restrictively regulated. This question may be answered not earlier than 
in few years’ time. Stakeholders, including financial safety net institutions, 
should analyse banks’ activities to create possibilities for quick reactions and 
to implement – if needed – changes to regulations or to modify the financial 
safety net.  
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BAWAG P.S.K. 119
Erste Bank Group 121
Hypo Alpe-Adria Bank AG 124
Hypo Tirol Bank Aktiengesellschaft 126
Komunalkredit Austria AG 128
Österreichische Volksbanken AG  130
Raiffeisen Bank International AG  132

BELGIUM 134
Dexia  134
FORTIS Group  137
KBC  140

CYPRUS 146
Bank of Cyprus  146
Cyprus Popular Bank (Laiki Bank)  148
Hellenic Bank  150

DENMARK 152
Bank package  152
Credit package  157
Exit package and consolidation package  160
Roskilde Bank  163

FRANCE 166
Crédit Agricole  167
Crédit Immobilier de France  169
Crédit Mutuel  172
Groupe Banque Populaire  174
Société Générale  176



GERMANY 178
Aareal Bank Group  178
Bayerische Landesbank  180
Commerzbank  182
HSH Nordbank  184
Hypo Real Estate Holding AG  186
IKB Deutsche Industriebank AG  188
Landesbank Baden Württemberg  192
Landesbank Sachsen AG  194
Norddeutsche Landesbank  195
Sonderfonds Finanzmarktstabilisierung  197
WestLB  200

GREECE 202
Agricultural Bank of Greece  203
Alpha Bank  205
EFG Eurobank Ergasias S.A  208
National Bank of Greece  210
Piraeus Bank  213
Proton Bank/Nea Proton Bank  215
TT Hellenic Postbank SA  217

IRELAND 219
Allied Irish Bank  219
Anglo-Irish Bank  222
Bank of Ireland  225
Educational Building Society  229
Irish Life & Permanent Group Holdings  231
Irish Nationwide Building Society  233
National Asset Management Agency  235

ITALY 237
Banca Monte dei Paschi di Siena  238
Banca Popolare di Milano  241
Banco Popolare  242
Credito Valtellinese  244

LATVIA 245
Mortgage and Land Bank  245
Parex Bank  246

LITHUANIA 251
AB Ukio Bankas  251

PORTUGAL 253
Banco BPI  255
Banco Comercial Português  256
Banco Espirito Santo  257
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Banco Internacional do Funchal S.A.  259
Banco Privado Português  260
Banco Portugues de Negocios  262
Caixa Geral de Depósitos  264

SLOVENIA 266
Abanka Vipa  266
Bank Asset Management Company (BAMC)  268
Factor Banka  270
Nova Kreditna Banka Maribor  272
Nova Ljubljanska Banka  274
Probanka  277

SPAIN 279
Banco CAM  280
Banco Ceiss  282
Banco de Valencia  284
Banco Gallego  286
Banco Mare Nostrum  288
Bankia-BFA  290
Caja3  292
Caja Castilla La Mancha  294
Caja Sur  296
Catalunya Banc (Caixa)  298
Liberbank  300
NCG Banco  302
SAREB  304
UNNIM Banc  306

SWEDEN 308
Carnegie Investment Bank AB and Max Matthiessen Holding AB  308
Nordea  311

THE NETHERLANDS 313
ABN Amro Group  313
ING Groep N.V.  316
SNS REAAL  319

UNITED KINGDOM 322
Bradford & Bingley  322
HBOS  324
Lloyd’s  326
Northern Rock  328
RBS  330
UK Asset Resolution  332
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AUSTRIA

Introduction

FIMBAG (Federal Corporation of Financial Market Participation) was 
established on 11 November 2008 under the Act of the Parliament and 
the decision of the Minister of Finance to manage government shares in 
rescued financial institutions (banks and insurance companies) and support 
to government rescue operations in the banking sector. One of the prereq-
uisites for the bank to use a ‘rescue package’ of EUR 15 billion (from 26 
October 2008) was to sell part of the bank shares to the government through 
FIMBAG

FIMBAG has been established with an initial capital of EUR 7,000 paid 
by the government and is a fully owned subsidiary of Österreichischen 
Industrieholding AG (a government institution managing partly or fully 
nationalized companies in Austria). FIMBAG acts on behalf of the govern-
ment and exercises the rights attached to the shares in the rescued institu-
tions and controls obligations imposed on the rescued institutions. FIMBAG 
periodically reports the results of its activities to the Ministry of Finance. 
FIMBAG also provides the flow of dividends and revenues available to the 
government from the rescued banks. Moreover, FIMBAG is responsible 
for the privatization of state-owned shares, e.g. as in the case of rescued 
Kommunalkredit Austria AG.

As of 30 June 2014, FIMBAG’s share in rescued institutions equalled 99.78 
per cent in Kommunalkredit Austria AG and 100 per cent in KA Finanz AG.

Prerequisites for granting the aid usually include about 9.3–10 per cent 
interest per annum on capital support from the government. The interest 
gradually increases from the sixth year after the aid is granted, but up to a 
limit of 12M EURIBOR + 10 bps. Also, 10 years after granting state aid, the 
capital conversion rate on the outstanding aid increases. Moreover, payment 
of dividends to shareholders is limited to 17.5 per cent of annual earnings of 
the rescued institutions.

FIMBAG reviews mandatory reports prepared by the rescued institutions on 
sustainable business model (so-called Viability Report) and recovery plans. The 
rescued institution is also required to provide credit to the Austrian economy, 
change the remuneration scheme and maintain the level of employment, 
which is also subject to FIMBAG supervision on pain of fine.

By the end of 2013, some of the rescued institutions repaid part of the aid 
(ERSTE Group Bank AG – repaid in full, BAWAG PSK and Österreichische 
Postsparkasse AG – EUR 350 million outstanding, Hypo Alpe-Adria Bank 
AG – EUR 275.111 million outstanding, Oesterreichische Volksbank AG – 
EUR 300 million outstanding, Raiffeisen Bank International AG – EUR 
1,750 million outstanding).
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FRANCE

Introduction (re. Crédit Agricole, Crédit Mutuel, Groupe Banque 
Populaire, Société Générale)

a) On 20 October 2008, the French Government announced that by the end 
of 2008 a special purpose entity (Société de prise de participation l’état, SPPE) 
would be in a position to subscribe to a total issue of EUR 10.5 billion of 
subordinated debt instruments from selected French credit institutions. 
The instruments were issued in the form of hybrid securities (subordinated 
debt notes classed as non-core Tier 1 capital). For the initial five years, the 
coupon should be fixed; thereafter, the instruments were expected to bear 
a variable interest rate. The yield (ca. eight per cent per annum) was to 
reflect solvencies of the respective institutions via a mechanism of credit 
default swaps, CDSs, which linked the cost of credit with the changing 
creditworthiness perceptions of the issuers involved.

b) Further, following an approval from the European Commission (EC) 
(granted 8 December 2008), the French Government makes the afore-
mentioned subscription through perpetual super-subordinated notes.

c) On 24 October 2008, the French Finance Ministry announced a finan-
cial support facility totalling EUR 5 billion via lending from Société de 
Financement de l’Economie Française (SFEF) to seven French banks (inter 
alia, Banques Populaires, Caisse d’Epargne, Crédit Agricole, Crédit Mutuel 
and Société Générale). To finance the operation, the SFEF borrowed capital 
from Caisse des dépôts et consignations (CDC) on the back of govern-
ment guarantees. Specific financial conditions of the operation were not 
made public. The disclosed information was limited to estimating CDC’s 
costs (equivalent to the three-month Euribor plus 0.40 per cent).

The public support was contingent on commitments by the beneficiary 
banks to expand loans and credit guarantees to French borrowers (in partic-
ular households, enterprises and local governments)
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GREECE

Introduction

On 19 November 2008 the European Commission (EC) approved an aid 
scheme for credit institutions (Support Measures for the Credit Institutions 
in Greece) in order to ensure the stability of the financial system in Greece 
(the programme was later modified and extended).

The programme consisted of:

recapitalization scheme, under which the state acquired preference shares  ●

of credit institutions,
guarantee scheme for debt instruments with maturity ranging from three  ●

months to three years,
bond loan scheme to support the liquidity of credit institutions. ●

Recapitalization of credit institutions. Acquiring help in the framework 
of the programme required submission of a restructuring plan describing 
actions to ensure long-term viability of the bank.

Hellenic Financial Stability Fund (HFSF) was established in July 2010 as 
a private entity, which is not part of the public sector. Its aim is to promote 
stability of the Greek banking system.

A credit institution applying for capital support from the HFSF was obli-
gated to submit a business plan and a detailed schedule for implementing 
actions described in this plan. The business plan was to present how the 
credit institution could ensure its profitability within the following three 
to five years. It specified the amount of the required capital support and 
described the measures by the credit institution to protect and enhance its 
solvency as well as measures aimed at cost cuts and mitigation of risk. The 
plan was subject to assessment by the Bank of Greece.

Another prerequisite for receiving capital support from the HFSF was to 
prepare a detailed restructuring plan, which was subject to approval by the 
HFSF. Three months upon providing the capital support, the Ministry of 
Finance had to submit a restructuring plan for the European Commission’s 
approval. The HFSF also designated its representative in the bank subjected 
to bridge recapitalization.
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ITALY

Introduction

The first recapitalisation. In the framework of the Italian recapitalization 
scheme for financial institutions approved by the European Commission 
(EC) on 23 December 2008, the Italian banks issued the so-called Tremonti 
bonds, which are hybrid instruments subscribed by the State. In 2009, the 
Italian banks issued Tremonti bonds with a total value of EUR 4.05 billion.

The banks issuing the Tremonti bonds attempted, in particular, to continue 
financing small and medium-sized enterprises, promoting entrepreneurship 
and supporting households that had difficulties in repayment of mortgage 
loans. The conditions for issuing Tremonti bonds were stipulated in the EC 
decision. Among others, they apply to interest rates and interest calculation 
algorithm and repayment, as well as to the option of early redemption by 
the beneficiary of the recapitalization.

The second recapitalisation. Under the second recapitalization scheme, 
the Italian State subscribed bonds (so called Monti bonds) issued by Banca 
Monte dei Paschi di Siena. These instruments differ from Tremonti bonds by, 
among other things, the method of calculation and payment of interest.



238

B
an

ca
 M

o
n

te
 d

ei
 P

as
ch

i 
d

i 
Si

en
a

1.
 N

am
e:

B
an

ca
 M

on
te

 d
ei

 P
as

ch
i 

d
i 

Si
en

a 
(M

PS
)

2.
  C

o
u

n
tr

y 
o

f 
re

gi
st

ra
ti

o
n

:
It

al
y

3.
 A

ct
iv

it
y 

ab
ro

ad
:

M
PS

 i
s 

th
e 

p
ar

en
t 

co
m

p
an

y 
of

 t
h

e 
M

on
te

 d
ei

 P
as

ch
i 

d
i 

Si
en

a 
B

an
ki

n
g 

G
ro

u
p

, w
h

ic
h

 c
on

si
st

s 
of

 a
 n

u
m

be
r 

of
 d

om
es

ti
c 

an
d

 
fo

re
ig

n
 c

om
p

an
ie

s,
 i

n
cl

u
d

in
g 

ba
n

k 
su

bs
id

ia
ri

es
 i

n
 F

ra
n

ce
 

(M
on

te
 P

as
ch

i 
B

an
q

u
e,

 1
7 

br
an

ch
es

),
 B

el
gi

u
m

 (
B

an
ca

 M
on

te
 

Pa
sc

h
i,

 8
 b

ra
n

ch
es

),
 o

p
er

at
in

g 
br

an
ch

es
 i

n
 L

on
d

on
, N

ew
 

Yo
rk

, H
on

g 
K

on
g 

an
d

 S
h

an
gh

ai
 a

n
d

 r
ep

re
se

n
ta

ti
ve

 o
ff

ic
es

 i
n

 
C

en
tr

al
 a

n
d

 E
as

te
rn

 E
u

ro
p

e,
 N

or
th

 A
fr

ic
a,

 C
h

in
a 

an
d

 I
n

d
ia

.

4.
  D

at
e 

o
f 

d
is

cl
o

su
re

 o
f 

fi
n

an
ci

al
 d

if
fi

cu
lt

ie
s 

an
d

 m
ai

n
 r

ea
so

n
s:

20
09

 –
 d

et
er

io
ra

ti
on

 o
f 

th
e 

lo
an

 p
or

tf
ol

io
, p

ro
bl

em
s 

as
so

ci
at

ed
 

w
it

h
 s

p
ec

u
la

ti
ve

 o
p

er
at

io
n

s 
(r

ev
ea

le
d

 i
n

 e
ar

ly
 2

01
3)

 a
n

d
 

p
u

rc
h

as
e 

of
 B

an
ca

 A
n

to
n

ve
n

et
a 

(b
ad

 m
an

ag
em

en
t)

.

5.
 I

n
te

rv
en

ti
o

n
 i

n
it

ia
to

r:
G

ov
er

n
m

en
t

6.
 I

n
te

rv
en

ti
o

n
 s

ta
rt

 d
at

e:
30

 D
ec

em
be

r 
20

09
7.

 C
o

u
rs

e 
o

f 
in

te
rv

en
ti

o
n

 a
n

d
 f

in
an

ci
al

 s
u

p
p

o
rt

:
a)

 3
0 

D
ec

em
be

r 
20

09
 –

 T
re

m
on

ti
 b

on
d

s,
b)

  D
ec

em
be

r 
20

11
 –

 a
n

n
u

al
 g

ov
er

n
m

en
t 

gu
ar

an
te

es
, r

ep
la

ce
d

 
th

en
 b

y 
n

ew
 g

u
ar

an
te

es
 (

fo
r 

a 
p

er
io

d
 o

f 
3 

to
 5

 y
ea

rs
) 

in
 

Fe
br

u
ar

y 
an

d
 M

ar
ch

 2
01

2
c)

  O
n

 1
2 

D
ec

em
be

r 
20

12
, E

u
ro

p
ea

n
 C

om
m

is
si

on
 t

em
p

or
ar

il
y 

ap
p

ro
ve

d
 M

PS
 r

ec
ap

it
al

iz
at

io
n

 (
M

on
ti

 b
on

d
s)

. O
n

 2
8 

Fe
br

u
ar

y 
20

13
, t

h
e 

It
al

ia
n

 M
in

is
tr

y 
of

 E
co

n
om

y 
an

d
 

Fi
n

an
ce

 a
p

p
ro

ve
d

 t
h

e 
ai

d
 t

h
ro

u
gh

 t
h

e 
su

bs
cr

ip
ti

on
 o

f 
bo

n
d

s.

8.
 F

in
an

ci
al

 s
u

p
p

o
rt

 a
m

o
u

n
ts

:
a)

 v
al

u
e 

of
 b

on
d

s 
EU

R
 1

.9
 b

il
li

on
b)

  i
n

 D
ec

em
be

r 
of

 2
01

1 
gu

ar
an

te
es

 o
f 

EU
R

 1
0 

bi
ll

io
n

, t
h

en
 

(F
eb

ru
ar

y 
an

d
 M

ar
ch

 2
01

2)
 t

h
ey

 w
er

e 
re

p
la

ce
d

 b
y 

gu
ar

an
te

es
 

w
or

th
 E

U
R

 1
3 

bi
ll

io
n

c)
 v

al
u

e 
of

 b
on

d
s 

EU
R

 3
.9

 b
il

li
on



239

9.
 P

re
re

q
u

is
it

es
 f

o
r 

fi
n

an
ci

al
 s

u
p

p
o

rt
:

Te
rm

s 
of

 t
h

e 
fi

rs
t 

re
ca

p
it

al
iz

at
io

n
 a

re
 s

et
 o

u
t 

in
 t

h
e 

in
tr

od
u

ct
io

n
.

O
n

e 
of

 t
h

e 
p

re
re

q
u

is
it

es
 f

or
 t

h
e 

se
co

n
d

 r
ec

ap
it

al
iz

at
io

n
 w

as
 t

o 
p

re
se

n
t 

a 
re

st
ru

ct
u

ri
n

g 
p

la
n

. T
h

is
 p

la
n

 c
ov

er
s 

th
e 

p
er

io
d

 u
n

ti
l 

th
e 

en
d

 o
f 

20
17

 a
n

d
 f

oc
u

se
s 

on
 s

u
ch

 i
ss

u
es

 a
s 

im
p

ro
vi

n
g 

ca
p

it
al

 a
d

eq
u

ac
y 

an
d

 p
ro

fi
ta

bi
li

ty
, r

ed
u

ci
n

g 
ov

er
al

l 
ri

sk
 a

n
d

 
st

ru
ct

u
ra

l 
ba

la
n

ce
 o

f 
th

e 
li

q
u

id
it

y 
p

ro
fi

le
.

M
PS

 h
as

 a
gr

ee
d

 t
o 

su
ch

 r
es

tr
ic

ti
on

s 
as

 n
on

-s
ol

ic
it

at
io

n
, n

o 
p

ay
m

en
t 

of
 d

iv
id

en
d

s 
an

d
 c

ou
p

on
s 

on
 h

yb
ri

d
 i

n
st

ru
m

en
ts

, 
p

ro
h

ib
it

io
n

 o
f 

ag
gr

es
si

ve
 p

ri
ci

n
g 

st
ra

te
gi

es
 a

n
d

 r
ed

u
ci

n
g 

th
e 

sa
la

ri
es

 o
f 

ex
ec

u
ti

ve
s.

10
. M

ar
k

et
 r

ea
ct

io
n

 t
o

 g
ra

n
ti

n
g 

fi
n

an
ci

al
 s

u
p

p
o

rt
:

Fr
om

 1
8 

D
ec

em
be

r 
20

09
 t

o 
1 

A
u

gu
st

 2
01

0 
M

PS
 s

h
ar

e 
p

ri
ce

 
in

cr
ea

se
d

 f
ro

m
 E

U
R

 1
.2

 t
o 

EU
R

 1
.3

3 
p

er
 s

h
ar

e.

W
h

il
e 

M
PS

 r
ec

ei
ve

d
 l

iq
u

id
it

y 
gu

ar
an

te
es

 t
h

e 
lo

w
es

t 
ra

te
 w

as
 

re
co

rd
ed

 i
n

 o
n

 9
 a

n
d

 1
0 

Ja
n

u
ar

y 
20

12
 (

EU
R

 0
.2

 p
er

 s
h

ar
e)

, a
n

d
 

th
e 

h
ig

h
es

t 
– 

at
 t

h
e 

be
gi

n
n

in
g 

of
 M

ar
ch

 2
01

2 
(E

U
R

 0
.4

2 
EU

R
 

p
er

 s
h

ar
e)

.

In
 t

h
e 

p
er

io
d

 o
f 

7–
27

 D
ec

em
be

r 
20

12
 a

n
d

 1
8 

Fe
br

u
ar

y 
– 

8 
M

ar
ch

 2
01

3 
M

PS
 s

h
ar

e 
p

ri
ce

 r
em

ai
n

ed
 u

n
ch

an
ge

d
 (

EU
R

 0
.0

1 
p

er
 s

h
ar

e)
.

In
 2

00
9–

20
10

 M
PS

 r
at

in
g 

lo
w

er
ed

 f
ro

m
 A

 t
o 

A
− 

(F
it

ch
),

 A
1 

to
 

A
2 

(M
oo

d
y’

s)
. F

ro
m

 2
01

1 
u

n
ti

l 
20

13
 t

h
e 

M
PS

 r
at

in
g 

fe
ll

 f
ro

m
 

B
B

B
 +

 t
o 

B
B

B
 (

Fi
tc

h
) 

an
d

 B
aa

1 
to

 B
2 

(M
oo

d
y’

s)
.

11
. R

ep
ay

m
en

t 
o

f 
fi

n
an

ci
al

 s
u

p
p

o
rt

 a
n

d
 m

ar
k

et
 r

ea
ct

io
n

:
B

y 
th

e 
en

d
 o

f 
20

13
, t

h
e 

ai
d

 w
as

 n
ot

 r
ep

ai
d

. M
on

ti
 b

on
d

s 
on

ly
 

re
p

la
ce

d
 T

re
m

on
ti

 b
on

d
s.

12
. D

id
 t

h
e 

b
an

k
 m

an
ag

e 
to

 i
m

p
ro

ve
 i

ts
 f

in
an

ci
al

 s
ta

n
d

in
g?

M
PS

 v
er

y 
h

ig
h

 l
os

se
s 

(i
n

 2
01

1 
EU

R
 4

.6
 b

il
li

on
) 

ar
e 

sl
ow

ly
 

d
ec

li
n

in
g 

– 
th

e 
20

13
 l

os
s 

am
ou

n
te

d
 t

o 
EU

R
 1

.4
 b

il
li

on
. A

ft
er

 
th

e 
se

co
n

d
 r

ec
ap

it
al

iz
at

io
n

, M
PS

 c
ap

it
al

 a
d

eq
u

ac
y 

ra
ti

o 
at

 t
h

e 
en

d
 o

f 
20

13
 a

m
ou

n
te

d
 t

o 
15

.2
 p

er
 c

en
t 

(T
ie

r 
1 

– 
10

.6
 p

er
 c

en
t)

.

C
on

ti
nu

ed



240

13
. A

d
d

it
io

n
al

 r
em

ar
k

s 
an

d
 c

o
m

m
en

ts
:

In
 2

00
8 

M
PS

 a
cq

u
ir

ed
 B

an
ca

 A
n

to
n

ve
n

et
a 

fo
r 

ap
p

ro
x.

 E
U

R
 9

 b
il

li
on

 f
ro

m
 B

an
co

 S
an

ta
n

d
er

, w
h

ic
h

 b
ou

gh
t 

it
 a

 f
ew

 m
on

th
s 

ea
rl

ie
r 

fr
om

 A
B

N
 A

M
R

O
 f

or
 a

p
p

ro
x.

 E
U

R
 6

 b
il

li
on

. T
h

e 
p

u
rc

h
as

e 
ca

u
se

d
 i

m
p

ai
rm

en
t 

of
 M

PS
 g

oo
d

w
il

l 
in

 2
01

1 
an

d
 2

01
2 

(a
p

p
ro

x.
 E

U
R

 5
.5

 
bi

ll
io

n
).

In
 2

00
8 

an
d

 2
00

9,
 M

PS
 w

as
 i

n
vo

lv
ed

 i
n

 s
p

ec
u

la
ti

ve
 o

p
er

at
io

n
s 

(w
it

h
 t

h
e 

Ja
p

an
 B

an
k 

N
om

u
ra

 a
n

d
 D

eu
ts

ch
e 

B
an

k)
, w

h
ic

h
 a

ff
ec

te
d

 
th

e 
M

PS
 n

et
 c

ap
it

al
, d

ec
re

as
in

g 
it

 b
y 

ab
ou

t 
EU

R
 6

12
 m

il
li

on
 a

t 
th

e 
en

d
 o

f 
20

11
 a

n
d

 b
y 

EU
R

 5
79

 m
il

li
on

 a
t 

th
e 

en
d

 o
f 

20
12

.

T
h

e 
fi

rs
t 

re
ca

p
it

al
iz

at
io

n
 o

f 
M

PS
 –

 i
n

 t
h

e 
fo

rm
 o

f 
Tr

em
on

ti
 b

on
d

s 
w

or
th

 E
U

R
 1

.9
 b

il
li

on
 –

 w
as

 c
ar

ri
ed

 o
u

t 
on

 3
0 

D
ec

em
be

r 
20

09
.

A
cc

or
d

in
g 

to
 t

h
e 

EB
A

 r
ec

om
m

en
d

at
io

n
 d

at
ed

 8
 D

ec
em

be
r 

20
11

 (
to

 m
ai

n
ta

in
 t

h
e 

C
or

e 
Ti

er
 1

 r
at

io
 o

f 
9 

p
er

 c
en

t)
; t

h
e 

M
PS

 
ca

p
it

al
 s

h
or

tf
al

l 
am

ou
n

te
d

 t
o 

ap
p

ro
x.

 E
U

R
 3

.3
 b

il
li

on
. I

n
 m

id
-2

01
2,

 M
PS

 i
n

fo
rm

ed
 t

h
e 

B
an

k 
of

 I
ta

ly
 t

h
at

 i
t 

w
ou

ld
 n

ot
 b

e 
ab

le
 

to
 c

om
p

le
te

ly
 c

ov
er

 t
h

e 
sh

or
tf

al
l 

(a
p

p
ro

x.
 E

U
R

 1
.3

–1
.7

 b
il

li
on

 w
ou

ld
 r

em
ai

n
 u

n
co

ve
re

d
).

 O
ve

r 
ti

m
e,

 t
h

e 
d

em
an

d
 f

or
 c

ap
it

al
 

in
cr

ea
se

d
.

O
n

 1
7 

D
ec

em
be

r 
20

12
, t

h
e 

EC
 t

em
p

or
ar

il
y 

ap
p

ro
ve

d
 t

h
e 

re
ca

p
it

al
iz

at
io

n
 o

f 
M

PS
 w

it
h

 E
U

R
 3

.9
 b

il
li

on
 i

n
 n

ew
ly

 i
ss

u
ed

 h
yb

ri
d

 
ca

p
it

al
 i

n
st

ru
m

en
ts

 (
M

on
ti

 b
on

d
s)

.

B
on

d
s 

fo
r 

EU
R

 4
,0

71
 m

il
li

on
 w

er
e 

su
bs

cr
ib

ed
 b

y 
th

e 
It

al
ia

n
 M

in
is

tr
y 

of
 E

co
n

om
y 

an
d

 F
in

an
ce

 o
n

 2
8 

Fe
br

u
ar

y 
20

13
. O

u
t 

of
 t

h
is

 
am

ou
n

t,
 E

U
R

 1
.9

 b
il

li
on

 w
as

 s
p

en
t 

on
 r

ep
la

ci
n

g 
th

e 
ea

rl
ie

r 
in

st
ru

m
en

ts
, T

re
m

on
ti

 b
on

d
s.

 T
h

e 
st

at
e 

ai
d

 a
m

ou
n

te
d

 t
o 

EU
R

 3
.9

 
bi

ll
io

n
, a

s 
EU

R
 1

71
 m

il
li

on
 w

as
 t

h
e 

re
m

u
n

er
at

io
n

 r
el

at
ed

 w
it

h
 t

h
e 

ex
ch

an
ge

 o
f 

Tr
em

on
ti

 b
on

d
s 

fo
r 

M
on

ti
 b

on
d

s.
 T

h
e 

ca
p

it
al

 
su

p
p

or
t 

fo
r 

M
PS

 c
or

re
sp

on
d

ed
 t

o 
ap

p
ro

x.
 3

.7
 p

er
 c

en
t 

of
 i

ts
 R

W
A

 a
t 

th
e 

en
d

 o
f 

20
11

 (
R

W
A

 4
.2

 p
er

 c
en

t 
at

 t
h

e 
en

d
 o

f 
20

12
.)

.

Se
le

ct
ed

 r
at

io
s 

o
f 

B
an

ca
 M

o
n

te
 d

ei
 P

as
ch

i 
d

i 
Si

en
a

R
at

io
s

20
06

20
07

20
08

20
09

20
10

20
11

20
12

20
13

R
O

A
0.

60
%

0.
91

%
0.

50
%

0.
10

%
0.

42
%

−1
.9

6%
−1

.3
8%

−0
.6

9%
R

O
E

13
.6

5%
18

.1
7%

7.
75

%
1.

41
%

5.
77

%
−3

4.
01

%
−3

8.
39

%
−2

3.
05

%
C

A
R

14
.9

%
12

.8
%

15
.0

%
9.

3%
11

.9
%

13
.0

%
13

.7
%

15
.2

%
d

ep
os

it
s/

cr
ed

it
s

1.
39

1.
47

0.
56

0.
60

0.
63

0.
57

0.
57

0.
65

B
an

ca
 M

o
n

te
 d

ei
 P

as
ch

i 
d

i 
Si

en
a 

co
n

ti
n

u
ed



241

B
an

ca
 P

o
p

o
la

re
 d

i 
M

il
an

o

1.
 N

am
e:

B
an

ca
 P

op
ol

ar
e 

d
i 

M
il

an
o 

(B
PM

)
2.

 C
o

u
n

tr
y 

o
f 

re
gi

st
ra

ti
o

n
:

It
al

y
3.

 A
ct

iv
it

y 
ab

ro
ad

:
T

h
e 

B
an

k 
cu

rr
en

tl
y 

fo
cu

se
s 

on
 t

h
e 

d
om

es
ti

c 
m

ar
ke

t,
 l

im
it

in
g 

fo
re

ig
n

 
op

er
at

io
n

s.
 L

iq
u

id
at

io
n

 o
f 

B
PM

 I
re

la
n

d
 (

u
n

ti
l 

th
e 

en
d

 o
f 

20
13

) 
an

d
 

B
PM

 F
u

n
d

 M
an

ag
em

en
t 

(I
re

la
n

d
) 

Lt
d

. C
om

p
an

ie
s 

in
 L

u
xe

m
bo

u
rg

 
(B

PM
 C

ap
it

al
 I

 L
LC

 –
 B

PM
 L

u
xe

m
bo

u
rg

 S
A

) 
st

il
l 

in
 o

p
er

at
io

n
.

4.
 D

at
e 

o
f 

d
is

cl
o

su
re

 o
f 

fi
n

an
ci

al
 d

if
fi

cu
lt

ie
s 

an
d

 m
ai

n
 r

ea
so

n
s:

20
09

– 
li

q
u

id
it

y 
p

ro
bl

em
s

5.
 I

n
te

rv
en

ti
o

n
 i

n
it

ia
to

r:
G

ov
er

n
m

en
t

6.
 I

n
te

rv
en

ti
o

n
 s

ta
rt

 d
at

e:
31

 J
u

ly
 2

00
9

7.
 C

o
u

rs
e 

o
f 

in
te

rv
en

ti
o

n
 a

n
d

 f
in

an
ci

al
 s

u
p

p
o

rt
:

21
 S

ep
te

m
be

r 
20

09
 –

 T
re

m
on

ti
 b

on
d

s
8.

 F
in

an
ci

al
 s

u
p

p
o

rt
 a

m
o

u
n

ts
:

B
on

d
s 

w
or

th
 E

U
R

 5
00

 m
il

li
on

9.
 P

re
re

q
u

is
it

es
 f

o
r 

fi
n

an
ci

al
 s

u
p

p
o

rt
:

Se
e:

 I
n

tr
od

u
ct

io
n

.
10

. M
ar

k
et

 r
ea

ct
io

n
 t

o
 g

ra
n

ti
n

g 
fi

n
an

ci
al

 s
u

p
p

o
rt

:
Fr

om
 1

1 
Se

p
te

m
be

r 
20

09
 t

o 
1 

O
ct

ob
er

 2
00

9 
B

PM
’s

 s
h

ar
e 

p
ri

ce
 f

el
l 

fr
om

 E
U

R
 

1.
72

 t
o 

EU
R

 1
.6

7 
p

er
 s

h
ar

e.
11

. R
ep

ay
m

en
t 

o
f 

fi
n

an
ci

al
 s

u
p

p
o

rt
 a

n
d

 m
ar

k
et

 r
ea

ct
io

n
:

Ye
s 

– 
27

 J
u

n
e 

20
13

.

Fr
om

 1
7 

Ju
n

e 
20

13
 t

o 
5 

Ju
ly

 2
01

3,
 B

PM
’s

 s
h

ar
e 

p
ri

ce
 f

el
l 

fr
om

 E
U

R
 

0.
4 

to
 E

U
R

 0
.3

2 
p

er
 s

h
ar

e.

O
n

 8
 S

ep
te

m
be

r 
20

13
, M

oo
d

y’
s 

d
ow

n
gr

ad
ed

 t
h

e 
B

PM
 r

at
in

g 
fr

om
 

B
a3

 t
o 

B
1.

12
. D

id
 t

h
e 

b
an

k
 m

an
ag

e 
to

 i
m

p
ro

ve
 i

ts
 f

in
an

ci
al

 s
ta

n
d

in
g?

Si
n

ce
 2

01
1 

B
PM

 r
ec

or
d

ed
 l

os
se

s,
 b

u
t 

in
 2

01
3 

it
s 

fi
n

an
ci

al
 r

es
u

lt
 w

as
 p

os
it

iv
e 

(E
U

R
 3

0 
m

il
li

on
).

 R
O

E 
w

as
 0

.8
 p

er
 c

en
t,

 R
O

A
 w

as
 0

.1
 p

er
 c

en
t.

 I
n

 2
01

3,
 t

h
e 

ca
p

it
al

 a
d

eq
u

ac
y 

ra
ti

o 
w

as
 1

0.
7 

p
er

 c
en

t 
(p

re
vi

ou
s 

ye
ar

: 1
2.

1 
p

er
 c

en
t)

. T
h

e 
co

st
 t

o 
in

co
m

e 
ra

ti
o 

lo
w

er
ed

 s
ig

n
if

ic
an

tl
y 

– 
fr

om
 7

6 
p

er
 c

en
t 

in
 2

01
2 

to
 5

9 
p

er
 c

en
t 

in
 2

01
3.

In
 2

01
4,

 t
h

e 
B

PM
 r

at
in

g:
 F

it
ch

 B
B

 +
, M

oo
d

y’
s 

B
1,

 S
 &

 P
B

 +
.

13
. A

d
d

it
io

n
al

 r
em

ar
k

s 
an

d
 c

o
m

m
en

ts
:

T
h

e 
va

lu
e 

of
 T

re
m

on
ti

 b
on

d
s 

is
su

ed
 b

y 
th

e 
B

an
ca

 P
op

ol
ar

e 
d

i 
M

il
an

o 
co

rr
es

p
on

d
ed

 t
o 

1.
8 

p
er

 c
en

t 
of

 i
ts

 R
W

A
 a

s 
of

 t
h

e 
en

d
 o

f 
20

08
.

Se
le

ct
ed

 r
at

io
s 

o
f 

B
an

ca
 P

o
p

o
la

re
 d

i 
M

il
an

o

R
at

io
s

20
06

20
07

20
08

20
09

20
10

20
11

20
12

20
13

R
O

A
1.

09
%

0.
84

%
0.

18
%

0.
24

%
0.

22
%

−1
.1

6%
−0

.8
2%

0.
06

%
R

O
E

12
.7

6%
10

.9
3%

2.
33

%
2.

87
%

1.
90

%
−1

0.
78

%
−1

0.
57

%
0.

79
%

C
A

R
12

.4
%

11
.1

%
19

.4
%

21
.7

%
18

.9
%

11
.8

%
12

.1
%

10
.7

%
d

ep
os

it
s/

cr
ed

it
s

0.
75

0.
67

0.
61

0.
68

0.
59

0.
60

0.
76

0.
79



242

B
an

co
 P

o
p

o
la

re

1.
 N

am
e:

B
an

co
 P

op
ol

ar
e

2.
 C

o
u

n
tr

y 
o

f 
re

gi
st

ra
ti

o
n

:
It

al
y

3.
 A

ct
iv

it
y 

ab
ro

ad
:

Su
bs

id
ia

ri
es

 i
n

 L
u

xe
m

bo
u

rg
, C

ro
at

ia
, S

w
it

ze
rl

an
d

, a
s 

w
el

l 
as

 a
 

br
an

ch
 i

n
 L

on
d

on
 a

n
d

 r
ep

re
se

n
ta

ti
ve

s 
in

 C
h

in
a 

(H
on

g 
K

on
g 

an
d

 S
h

an
gh

ai
),

 I
n

d
ia

, a
n

d
 R

u
ss

ia
.

4.
 D

at
e 

o
f 

d
is

cl
o

su
re

 o
f 

fi
n

an
ci

al
 d

if
fi

cu
lt

ie
s 

an
d

 m
ai

n
 r

ea
so

n
s:

Ye
ar

 2
00

9 
– 

li
q

u
id

it
y 

p
ro

bl
em

s

5.
 I

n
te

rv
en

ti
o

n
 i

n
it

ia
to

r:
G

ov
er

n
m

en
t

6.
 I

n
te

rv
en

ti
o

n
 s

ta
rt

 d
at

e:
31

 J
u

ly
 2

00
9

7.
 C

o
u

rs
e 

o
f 

in
te

rv
en

ti
o

n
 a

n
d

 f
in

an
ci

al
 s

u
p

p
o

rt
:

31
 J

u
ly

 2
00

9 
– 

Tr
em

on
ti

 b
on

d
s

8.
 F

in
an

ci
al

 s
u

p
p

o
rt

 a
m

o
u

n
ts

:
B

on
d

s 
w

or
th

 E
U

R
 1

.4
5 

bi
ll

io
n

.
9.

 P
re

re
q

u
is

it
es

 f
o

r 
fi

n
an

ci
al

 s
u

p
p

o
rt

:
Se

e:
 I

n
tr

od
u

ct
io

n
.

10
. M

ar
k

et
 r

ea
ct

io
n

 t
o

 g
ra

n
ti

n
g 

fi
n

an
ci

al
 s

u
p

p
o

rt
:

Fr
om

 2
1 

Ju
ly

 2
00

9 
to

 1
0 

A
u

gu
st

 2
00

9,
 t

h
e 

sh
ar

e 
p

ri
ce

 i
n

cr
ea

se
d

 
fr

om
 E

U
R

 3
.7

4 
to

 E
U

R
 4

.4
6 

p
er

 s
h

ar
e.

In
 2

00
9,

 F
it

ch
 a

n
d

 S
 &

 P
 l

ow
er

ed
 B

an
k’

s 
ra

ti
n

g 
fr

om
 A

 t
o 

A
−.

11
. R

ep
ay

m
en

t 
o

f 
fi

n
an

ci
al

 s
u

p
p

o
rt

 a
n

d
 m

ar
k

et
 r

ea
ct

io
n

:

Ye
s 

– 
14

 M
ar

ch
 2

01
1.

Fr
om

 4
 M

ar
ch

 t
o 

24
 M

ar
ch

 2
01

1,
 t

h
e 

sh
ar

e 
p

ri
ce

 f
el

l 
fr

om
 E

U
R

 
2.

39
 t

o 
EU

R
 2

.3
4 

p
er

 s
h

ar
e.

In
 J

u
n

e 
20

11
 t

h
e 

ba
n

k’
s 

ra
ti

n
g 

w
as

 f
u

rt
h

er
 l

ow
er

ed
 (

Fi
tc

h
 B

B
B

 
+,

 S
&

P 
B

B
B

).

12
. D

id
 t

h
e 

b
an

k
 m

an
ag

e 
to

 i
m

p
ro

ve
 i

ts
 f

in
an

ci
al

 s
ta

n
d

in
g?

In
 2

01
3,

 t
h

e 
ba

n
k’

s 
fi

n
an

ci
al

 s
it

u
at

io
n

 s
li

gh
tl

y 
im

p
ro

ve
d

. 
A

t 
th

e 
en

d
 o

f 
20

13
, i

t 
re

co
rd

ed
 a

 l
os

s 
am

ou
n

ti
n

g 
to

 E
U

R
 

62
0 

m
il

li
on

, w
h

il
e 

a 
ye

ar
 e

ar
li

er
 i

t 
w

as
 E

U
R

 9
50

 m
il

li
on

. T
h

e 
ca

p
it

al
 a

d
eq

u
ac

y 
ra

ti
o 

w
as

 1
3.

3 
p

er
 c

en
t 

(i
n

 2
01

2 
14

.0
 p

er
 c

en
t,

 
in

 2
01

1 
11

.7
 p

er
 c

en
t)

. T
h

e 
co

st
 t

o 
in

co
m

e 
ra

ti
o 

w
as

 6
4.

5 
p

er
 

ce
n

t,
 w

h
ic

h
 w

as
 a

 s
ig

n
if

ic
an

t 
im

p
ro

ve
m

en
t 

co
m

p
ar

ed
 t

o 
th

e 
ye

ar
 2

01
0 

(7
4.

6 
p

er
 c

en
t)

. T
h

e 
sh

ar
e 

of
 n

on
-p

er
fo

rm
in

g 
lo

an
s 

in
 t

h
e 

to
ta

l 
am

ou
n

t 
of

 t
h

e 
lo

an
s 

w
as

 e
ve

n
 b

ig
ge

r 
(i

n
 2

01
3 

14
.7

 
p

er
 c

en
t,

 w
h

il
e 

in
 2

00
9 

it
 w

as
 8

.5
 p

er
 c

en
t)

.



243

13
. A

d
d

it
io

n
al

 r
em

ar
k

s 
an

d
 c

o
m

m
en

ts
T

h
e 

va
lu

e 
of

 T
re

m
on

ti
 b

on
d

s 
is

su
ed

 b
y 

B
an

co
 P

op
ol

ar
e 

co
rr

es
p

on
d

s 
to

 t
h

e 
1.

96
 p

er
 c

en
t 

of
 i

ts
 R

W
A

, a
t 

th
e 

en
d

 o
f 

20
08

.

Se
le

ct
ed

 r
at

io
s 

o
f 

B
an

co
 P

o
p

o
la

re

R
at

io
s

20
06

20
07

20
08

20
09

20
10

20
11

20
12

20
13

R
O

A
1.

74
%

0.
69

%
−0

.2
3%

0.
21

%
0.

05
%

−1
.7

1%
−0

.9
1%

−0
.4

8%
R

O
E

n
/a

n
/a

n
/a

n
/a

0.
55

%
−1

9.
85

%
−1

2.
89

%
−6

.9
7%

C
A

R
n

/a
8.

70
%

10
.6

%
10

.8
%

10
.7

%
11

.7
%

14
.0

%
13

.3
%

d
ep

os
it

s/
cr

ed
it

s
1.

20
1.

10
1.

15
1.

10
1.

11
1.

07
1.

03
1.

04

R
at

in
gs

 o
f 

B
an

co
 P

o
p

o
la

re
 i

n
 2

00
7–

20
14

 (
as

 o
f 

th
e 

en
d

 o
f 

th
e 

ye
ar

)

N
am

e 
o

f 
th

e 
ra

ti
n

g 
ag

en
cy

20
07

20
08

20
09

20
10

20
11

20
12

20
13

A
u

gu
st

 
20

14

M
oo

d
y’

s
A

2
A

2
A

2
A

2
B

aa
3

B
aa

2
B

a3
B

a3
S&

P
A

A
A

−
A

−
B

B
B

−
B

B
B

B
B

B
B

−
Fi

tc
h

A
A

A
−

A
−

B
B

B
+

B
B

B
B

B
B

B
B

B



244

C
re

d
it

o
 V

al
te

ll
in

es
e

1.
 N

am
e:

C
re

d
it

o 
V

al
te

ll
in

es
e

2.
 C

o
u

n
tr

y 
o

f 
re

gi
st

ra
ti

o
n

:
It

al
y

3.
 A

ct
iv

it
y 

ab
ro

ad
N

o.
4.

 D
at

e 
o

f 
d

is
cl

o
su

re
 o

f 
fi

n
an

ci
al

 d
if

fi
cu

lt
ie

s 
an

d
 m

ai
n

 r
ea

so
n

s:
20

09
 –

 l
iq

u
id

it
y 

p
ro

bl
em

s
5.

 I
n

te
rv

en
ti

o
n

 i
n

it
ia

to
r:

G
ov

er
n

m
en

t
6.

 I
n

te
rv

en
ti

o
n

 s
ta

rt
 d

at
e:

30
 D

ec
em

be
r 

20
09

7.
 C

o
u

rs
e 

o
f 

in
te

rv
en

ti
o

n
 a

n
d

 f
in

an
ci

al
 s

u
p

p
o

rt
:

30
 D

ec
em

be
r 

20
09

 –
 T

re
m

on
ti

 b
on

d
s

8.
 F

in
an

ci
al

 s
u

p
p

o
rt

 a
m

o
u

n
ts

:
B

on
d

s 
w

or
th

 E
U

R
 2

00
 m

il
li

on
.

9.
 P

re
re

q
u

is
it

es
 f

o
r 

fi
n

an
ci

al
 s

u
p

p
o

rt
:

Se
e:

 I
n

tr
od

u
ct

io
n

.
10

. M
ar

k
et

 r
ea

ct
io

n
 t

o
 g

ra
n

ti
n

g 
fi

n
an

ci
al

 s
u

p
p

o
rt

:

Fr
om

 1
8 

D
ec

em
be

r 
20

09
 t

o 
1 

A
u

gu
st

 2
01

0,
 t

h
e 

B
an

k’
s 

sh
ar

e 
p

ri
ce

 i
n

cr
ea

se
d

 f
ro

m
 E

U
R

 
5.

41
 t

o 
EU

R
 5

.6
8 

p
er

 s
h

ar
e.

In
 J

u
n

e 
20

10
, F

it
ch

 c
on

fi
rm

ed
 i

ts
 p

re
vi

ou
s 

ra
ti

n
g 

of
 t

h
e 

B
an

k 
(A

−)
, b

u
t 

d
ow

n
gr

ad
ed

 
ou

tl
oo

k 
fr

om
 s

ta
bl

e 
to

 n
eg

at
iv

e.
11

.  R
ep

ay
m

en
t 

o
f 

fi
n

an
ci

al
 s

u
p

p
o

rt
 a

n
d

 m
ar

k
et

 
re

ac
ti

o
n

:
Ye

s.
 3

0 
Ju

n
e 

20
13

.

Fr
om

 2
0 

Ju
n

e 
20

13
 t

o 
10

 J
u

ly
 2

01
3,

 t
h

e 
sh

ar
e 

p
ri

ce
 o

f 
th

e 
B

an
k 

in
cr

ea
se

d 
fr

om
 E

U
R

 0
.9

1 
to

 E
U

R
 0

.9
5 

p
er

 s
h

ar
e.

R
ep

ay
m

en
t 

of
 t

h
e 

ai
d

 d
id

 n
ot

 a
ff

ec
t 

th
e 

ra
ti

n
g 

of
 t

h
e 

B
an

k.
 I

n
 J

u
ly

 2
01

3 
Fi

tc
h

 m
ai

n
ta

in
ed

 i
ts

 a
ss

es
sm

en
t 

on
 

th
e 

sa
m

e 
le

ve
l 

(B
B

 +
).

12
. D

id
 t

h
e 

b
an

k
 m

an
ag

e 
to

 i
m

p
ro

ve
 i

ts
 f

in
an

ci
al

 s
ta

n
d

in
g?

In
 2

01
3,

 B
an

k 
si

gn
if

ic
an

tl
y 

im
p

ro
ve

d
 i

ts
 f

in
an

ci
al

 r
es

u
lt

 (
it

s 
p

ro
fi

t 
am

ou
n

te
d

 t
o 

EU
R

 
12

 m
il

li
on

, w
h

il
e 

in
 2

01
2 

it
 w

as
 a

 l
os

s 
of

 E
U

R
 3

22
 m

il
li

on
).

 T
h

e 
ca

p
it

al
 a

d
eq

u
ac

y 
ra

ti
o 

am
ou

n
te

d
 t

o 
12

.2
 p

er
 c

en
t 

(p
re

vi
ou

s 
ye

ar
: 1

1.
5 

p
er

 c
en

t)
.

In
 2

01
4,

 t
h

e 
ra

ti
n

g 
by

 M
oo

d
y’

s 
w

as
 B

a3
, b

y 
Fi

tc
h

 B
B

.

13
. A

d
d

it
io

n
al

 r
em

ar
k

s 
an

d
 c

o
m

m
en

ts
:

T
h

e 
va

lu
e 

of
 T

re
m

on
ti

 b
on

d
s 

is
su

ed
 b

y 
C

re
d

it
o 

V
al

te
ll

in
es

e 
co

rr
es

p
on

d
ed

 t
o 

1.
2 

p
er

 c
en

t 
of

 i
ts

 R
W

A
 a

s 
of

 t
h

e 
en

d
 o

f 
20

08
.

Se
le

ct
ed

 r
at

io
s 

o
f 

C
re

d
it

o
 V

al
te

ll
in

es
e

R
at

io
s

20
06

20
07

20
08

20
09

20
10

20
11

20
12

20
13

R
O

A
0.

58
%

0.
64

%
0.

59
%

0.
36

%
0.

32
%

0.
19

%
−1

.1
1%

0.
04

%
R

O
E

7.
96

%
7.

09
%

6.
25

%
4.

14
%

3.
62

%
2.

39
%

−1
5.

64
%

0.
60

%
C

A
R

10
.3

%
13

.7
%

10
.0

%
9.

3%
9.

5%
10

.6
%

11
.5

%
12

.2
%

d
ep

os
it

s/
cr

ed
it

s
0.

79
0.

72
0.

71
0.

69
0.

68
0.

69
0.

73
0.

79



245

L
A

T
V

IA

M
o

rt
ga

ge
 a

n
d

 L
an

d
 B

an
k

1.
 N

am
e:

M
or

tg
ag

e 
an

d
 L

an
d

 B
an

k 
(L

H
ZB

)
2.

 C
o

u
n

tr
y 

o
f 

re
gi

st
ra

ti
o

n
:

La
tv

ia
3.

 A
ct

iv
it

y 
ab

ro
ad

:
N

o.
4.

 D
at

e 
o

f 
d

is
cl

o
su

re
 o

f 
fi

n
an

ci
al

 d
if

fi
cu

lt
ie

s 
an

d
 m

ai
n

 r
ea

so
n

s:
20

08
 –

 m
or

tg
ag

e 
p

or
tf

ol
io

, f
in

an
ci

n
g 

of
 r

is
ky

 p
ro

je
ct

s
5.

 I
n

te
rv

en
ti

o
n

 i
n

it
ia

to
r:

T
h

e 
M

in
is

tr
y 

of
 F

in
an

ce
.

6.
 I

n
te

rv
en

ti
o

n
 s

ta
rt

 d
at

e:
Ja

n
u

ar
y 

20
09

7.
 C

o
u

rs
e 

o
f 

in
te

rv
en

ti
o

n
 a

n
d

 f
in

an
ci

al
 s

u
p

p
o

rt
:

a)
 T

w
o 

ca
p

it
al

 i
n

je
ct

io
n

s 
– 

to
ta

l 
of

 L
V

L 
72

.7
9 

m
il

li
on

 (
20

09
)

b)
 C

ap
it

al
 i

n
je

ct
io

n
 o

f 
LV

L 
70

.2
 m

il
li

on
 (

23
 M

ar
ch

 2
01

0)

8.
 F

in
an

ci
al

 s
u

p
p

o
rt

 a
m

o
u

n
ts

:
a)

 E
U

R
 1

02
.4

8 
m

il
li

on
b)

 E
U

R
 1

00
 m

il
li

on
9.

 P
re

re
q

u
is

it
es

 f
o

r 
fi

n
an

ci
al

 s
u

p
p

o
rt

:
a)

  s
al

e 
or

 w
in

d
-d

ow
n

 o
f 

LH
ZB

’s
 c

om
m

er
ci

al
 a

ct
iv

it
ie

s 
to

 o
ff

se
t 

th
e 

d
is

to
rt

io
n

s 
of

 c
om

p
et

it
io

n
 b

ro
u

gh
t 

ab
ou

t 
by

 t
h

e 
ai

d
b)

 –

10
. M

ar
k

et
 r

ea
ct

io
n

 t
o

 g
ra

n
ti

n
g 

fi
n

an
ci

al
 s

u
p

p
o

rt
:

a)
  M

oo
d

y’
s 

d
ow

n
gr

ad
ed

 t
h

e 
B

FS
R

 t
o 

E+
, o

u
tl

oo
k 

n
eu

tr
al

 f
ro

m
 D

−,
 o

u
tl

oo
k 

n
eg

at
iv

e
b)

 r
at

in
g 

m
ai

n
ta

in
ed

11
. R

ep
ay

m
en

t 
o

f 
fi

n
an

ci
al

 s
u

p
p

o
rt

 a
n

d
 m

ar
k

et
 r

ea
ct

io
n

:
N

o.
12

. D
id

 t
h

e 
b

an
k

 m
an

ag
e 

to
 i

m
p

ro
ve

 i
ts

 f
in

an
ci

al
 s

ta
n

d
in

g?
N

o,
 R

O
A

 a
n

d
 R

O
E 

ar
e 

n
eg

at
iv

e 
al

th
ou

gh
 p

ro
vi

si
on

s 
w

er
e 

si
gn

if
ic

an
tl

y 
re

d
u

ce
d

 i
n

 
20

11
. L

oa
n

-t
o-

d
ep

os
it

 r
at

io
 d

ro
p

p
ed

 s
h

ar
p

ly
 f

ro
m

 7
3.

45
 p

er
 c

en
t 

in
 2

01
0 

to
 4

.2
 

p
er

 c
en

t 
in

 2
01

3 
d

u
e 

to
 t

h
e 

se
p

ar
at

io
n

 o
f 

co
m

m
er

ci
al

 a
ct

iv
it

y 
an

d
 t

h
e 

d
ec

re
as

e 
in

 
d

ep
os

it
s 

fr
om

 c
li

en
ts

. C
ap

it
al

 a
d

eq
u

ac
y 

ra
ti

o 
ab

ov
e 

th
e 

re
q

u
ir

ed
 l

ev
el

, 1
8.

96
 p

er
 

ce
n

t 
in

 2
01

3.
13

. A
d

d
it

io
n

al
 r

em
ar

k
s 

an
d

 c
o

m
m

en
ts

:
T

h
e 

G
ov

er
n

m
en

t 
of

 t
h

e 
R

ep
u

bl
ic

 o
f 

La
tv

ia
 i

n
 1

99
3 

es
ta

bl
is

h
ed

 L
H

ZB
 a

s 
a 

st
at

e-
ow

n
ed

 c
om

m
er

ci
al

 b
an

k 
to

 s
u

p
p

or
t 

ec
on

om
ic

 d
ev

el
op

m
en

t.
 

T
h

e 
EC

 a
u

th
or

iz
ed

 t
h

e 
st

at
e 

ai
d

 a
n

d
 o

bl
ig

ed
 t

h
e 

ba
n

k 
to

 r
es

ig
n

 f
ro

m
 c

om
m

er
ci

al
 a

ct
iv

it
y 

u
n

ti
l 

th
e 

en
d

 o
f 

20
13

. L
H

ZB
 d

ec
id

ed
 t

o 
su

rr
en

d
er

 i
ts

 
cr

ed
it

 i
n

st
it

u
ti

on
 l

ic
en

ce
, s

ta
rt

in
g 

fr
om

 1
 J

an
u

ar
y 

20
14

. T
h

e 
in

st
it

u
ti

on
 c

on
ti

n
u

es
 i

ts
 o

p
er

at
io

n
s 

as
 t

h
e 

St
at

e 
Jo

in
t-

St
oc

k 
C

om
p

an
y 

SJ
SC

 L
at

vi
an

 
D

ev
el

op
m

en
t 

Fi
n

an
ce

 I
n

st
it

u
ti

on
 A

lt
u

m
.

Se
le

ct
ed

 r
at

io
s 

o
f 

M
o

rt
ga

ge
 a

n
d

 L
an

d
 B

an
k

R
at

io
s

20
06

20
07

20
08

20
09

20
10

20
11

20
12

20
13

R
O

A
0.

86
%

0.
70

%
−0

.1
9%

−6
.0

9%
−8

.9
4%

0.
15

%
−1

1.
19

%
−5

.6
1%

R
O

E
10

.0
6%

10
.2

0%
−3

.0
5%

−6
8.

77
%

−7
3.

96
%

1.
18

%
−5

9.
96

%
−2

1.
46

%
C

A
R

13
.3

0%
10

.4
0%

8.
40

%
10

.2
0%

12
.2

0%
12

.3
0%

14
.1

0%
18

.9
6%

d
ep

os
it

s/
cr

ed
it

s
54

.8
7%

42
.2

4%
40

.6
9%

51
.6

4%
73

.4
5%

44
.0

9%
40

.2
2%

4.
20

%



246

P
ar

ex
 B

an
k

1.
 N

am
e:

Pa
re

x 
B

an
k

2.
 C

o
u

n
tr

y 
o

f 
re

gi
st

ra
ti

o
n

:
La

tv
ia

3.
 A

ct
iv

it
y 

ab
ro

ad
:

Su
bs

id
ia

ri
es

 i
n

 G
eo

rg
ia

, C
yp

ru
s,

 R
u

ss
ia

, L
it

h
u

an
ia

, E
st

on
ia

, t
h

e 
U

K
, 

Ic
el

an
d

.

4.
 D

at
e 

o
f 

d
is

cl
o

su
re

 o
f 

fi
n

an
ci

al
 d

if
fi

cu
lt

ie
s 

an
d

 m
ai

n
 

re
as

o
n

s:
3/

4Q
20

08
 –

 d
et

er
io

ra
ti

on
 o

f 
lo

an
 p

or
tf

ol
io

 q
u

al
it

y,
 o

u
tf

lo
w

 
of

 c
u

st
om

er
 d

ep
os

it
s,

 d
if

fi
cu

lt
ie

s 
to

 r
ol

l 
ov

er
 d

eb
t 

m
at

u
ri

n
g 

at
 t

h
e 

be
gi

n
n

in
g 

of
 2

00
9 

(E
U

R
 7

75
 m

il
li

on
).

5.
 I

n
te

rv
en

ti
o

n
 i

n
it

ia
to

r:
G

ov
er

n
m

en
t

6.
 I

n
te

rv
en

ti
o

n
 s

ta
rt

 d
at

e:
10

 N
ov

em
be

r 
20

08
7.

 C
o

u
rs

e 
o

f 
in

te
rv

en
ti

o
n

 a
n

d
 f

in
an

ci
al

 s
u

p
p

o
rt

:
a)

  C
ap

it
al

 c
om

m
it

m
en

t 
of

 t
h

e 
st

at
e 

in
 t

h
e 

sh
ar

eh
ol

d
in

g:
 I

n
ve

st
m

en
t 

A
gr

ee
m

en
t 

(t
h

ro
u

gh
 M

or
tg

ag
e 

an
d

 L
an

d
 B

an
k)

 w
it

h
 V

. K
ar

gi
n

s 
an

d
 V

. K
ra

so
vi

ck
is

 r
eg

ar
d

in
g 

tr
an

sf
er

 o
f 

51
 p

er
 c

en
t 

st
ak

e 
in

 
Pa

re
x 

to
 t

h
e 

St
at

e 
fo

r 
tw

o 
la

ts
 f

or
 t

h
e 

en
ti

re
 p

ac
ka

ge
, p

ay
in

g 
LV

L 
1 

to
 e

ac
h

 s
h

ar
eh

ol
d

er
 (

10
 N

ov
em

be
r 

20
08

).
 T

h
e 

tr
an

sa
ct

io
n

 f
el

l 
th

ro
u

gh
 b

ec
au

se
 V

. K
ar

gi
n

s 
an

d
 V

. K
ra

so
vi

ck
is

 f
ai

le
d

 t
o 

fu
lf

il
 

th
e 

co
n

d
it

io
n

s 
se

t 
fo

rt
h

 i
n

 I
n

ve
st

m
en

t 
A

gr
ee

m
en

t 
– 

th
ey

 f
ai

le
d

 
to

 r
ec

ei
ve

 c
on

se
n

t 
of

 t
w

o 
th

ir
d

s 
of

 s
yn

d
ic

at
ed

 l
en

d
er

s 
fo

r 
th

e 
ta

ke
ov

er
 o

f 
Pa

re
x 

(2
5 

N
ov

em
be

r 
20

08
)

b)
  L

iq
u

id
it

y 
su

p
p

or
t:

 t
h

e 
St

at
e 

Tr
ea

su
ry

 p
la

ce
d

 s
ev

er
al

 t
er

m
 d

ep
os

it
s 

w
it

h
 P

ar
ex

, t
ot

al
 a

m
ou

n
t 

of
 L

V
L 

10
0 

m
il

li
on

 (
14

 N
ov

em
be

r 
20

08
)8.

 F
in

an
ci

al
 s

u
p

p
o

rt
 a

m
o

u
n

ts
:

a)
 c

a.
 E

U
R

 2
.8

 –
 f

ai
le

d
b)

 c
a.

 E
U

R
 1

42
.3

 m
il

li
on

c)
 –

d
) 

ca
. E

U
R

 2
.8

e)
 E

U
R

 0
.0

1
f)

 E
U

R
 4

3.
4 

m
il

li
on

g)
 E

U
R

 2
87

.1
 m

il
li

on
h

) 
ca

. E
U

R
 2

.8
i)

 –
j)

 E
U

R
 2

2 
m

il
li

on
k)

 E
U

R
 3

4.
6 

m
il

li
on

l)
 E

U
R

 1
45

.1
 m

il
li

on
m

) 
EU

R
 4

4.
8 

m
il

li
on



247

c)
  L

iq
u

id
it

y 
su

p
p

or
t:

 F
in

an
ci

al
 a

n
d

 C
ap

it
al

 M
ar

ke
t 

C
om

m
is

si
on

 a
n

d
 

th
e 

G
ov

er
n

m
en

t 
d

ec
id

ed
 t

o 
im

p
os

e 
re

st
ri

ct
io

n
s 

on
 e

xe
cu

ti
on

 o
f 

ba
n

k’
s 

li
ab

il
it

ie
s 

in
 v

ie
w

 o
f 

th
e 

ex
ce

ss
iv

e 
ou

tf
lo

w
 o

f 
fu

n
d

s,
 m

ai
n

ly
 

d
ep

os
it

s.
 R

es
tr

ic
ti

on
s 

fo
r 

in
d

iv
id

u
al

 c
u

st
om

er
s 

w
er

e 
li

m
it

ed
 t

o 
LV

L 
35

,0
00

 (
EU

R
 5

0,
00

0)
 p

er
 m

on
th

; f
or

 c
or

p
or

at
e 

cl
ie

n
ts

 t
h

e 
li

m
it

 d
ep

en
d

ed
 o

n
 t

h
e 

n
u

m
be

r 
of

 e
m

p
lo

ye
es

 –
 L

V
L 

35
,0

00
 p

er
 

m
on

th
, e

q
u

al
 t

o 
LV

L 
35

0,
00

0 
or

 u
n

li
m

it
ed

 a
m

ou
n

t 
p

er
 m

on
th

. (
1 

D
ec

em
be

r 
20

08
)

d
) 

 C
ap

it
al

 c
om

m
it

m
en

t 
of

 t
h

e 
st

at
e 

in
 t

h
e 

sh
ar

eh
ol

d
in

g:
 I

n
ve

st
m

en
t 

A
gr

ee
m

en
t 

w
as

 s
ig

n
ed

 –
 a

ll
 s

h
ar

es
 o

w
n

ed
 b

y 
V

. K
ar

gi
n

s 
an

d
 V

. 
K

ra
so

vi
ck

is
 (

co
n

st
it

u
ti

n
g 

84
.8

3 
p

er
 c

en
t 

of
 P

ar
ex

 s
h

ar
es

) 
w

er
e 

ta
ke

n
 o

ve
r 

by
 t

h
e 

M
or

tg
ag

e 
B

an
k 

fo
r 

tw
o 

la
ts

. (
3 

D
ec

em
be

r 
20

08
)

e)
  C

ap
it

al
 c

om
m

it
m

en
t 

of
 t

h
e 

st
at

e 
in

 t
h

e 
sh

ar
eh

ol
d

in
g:

 T
h

e 
G

ov
er

n
m

en
t 

(t
h

ro
u

gh
 M

or
tg

ag
e 

an
d

 L
an

d
 B

an
k)

 a
cq

u
ir

ed
 

al
l 

Pa
re

xs
h

ar
es

 o
w

n
ed

 b
y 

on
e 

of
 t

h
e 

m
in

or
it

y 
sh

ar
eh

ol
d

er
s,

 
Sv

en
sk

aH
an

d
el

sb
an

ke
n

 A
B

. T
h

e 
M

or
tg

ag
e 

an
d

 L
an

d
 B

an
k 

h
ol

d
in

g 
in

 P
ar

ex
 w

as
 i

n
cr

ea
se

d
 u

p
 t

o 
85

.1
5 

p
er

 c
en

t.
 (

15
 D

ec
em

be
r 

20
08

)
f)

  L
iq

u
id

it
y 

su
p

p
or

t:
 t

h
e 

St
at

e 
Tr

ea
su

ry
 p

la
ce

d
 a

n
 i

n
ve

st
m

en
t 

of
 E

U
R

 
43

.4
 m

il
li

on
 w

it
h

 P
ar

ex
, f

or
 t

h
e 

ac
q

u
is

it
io

n
 o

f 
sh

or
t-

te
rm

 t
re

as
u

ry
 

bi
ll

s 
to

ta
ll

in
g 

EU
R

 4
4.

4 
m

il
li

on
. P

ar
ex

 p
u

t 
th

e 
se

cu
ri

ti
es

 a
s 

co
ll

at
er

al
 w

h
en

 b
or

ro
w

in
g 

re
q

u
ir

ed
 f

u
n

d
in

g 
fr

om
 B

an
k 

of
 L

at
vi

a 
to

 m
ai

n
ta

in
 l

iq
u

id
it

y.
 (

16
 D

ec
em

be
r 

20
08

)
g)

  L
iq

u
id

it
y 

su
p

p
or

t:
 t

h
e 

St
at

e 
Tr

ea
su

ry
 p

la
ce

d
 a

 d
ep

os
it

 o
f 

EU
R

 
28

7.
1 

m
il

li
on

 w
it

h
 P

ar
ex

, f
or

 t
h

e 
ac

q
u

is
it

io
n

 o
f 

sh
or

t-
te

rm
 

tr
ea

su
ry

 b
il

ls
 t

ot
al

li
n

g 
EU

R
 3

00
 m

il
li

on
. P

ar
ex

 p
u

t 
th

e 
se

cu
ri

ti
es

 a
s 

co
ll

at
er

al
 w

h
en

 b
or

ro
w

in
g 

re
q

u
ir

ed
 f

u
n

d
in

g 
fr

om
 B

an
k 

of
 L

at
vi

a 
to

 m
ai

n
ta

in
 l

iq
u

id
it

y.
 (

22
 D

ec
em

be
r 

20
08

)

C
on

ti
nu

ed



248

h
) 

T
h

e 
G

ov
er

n
m

en
t 

tr
an

sf
er

re
d

 P
ar

ex
 s

h
ar

es
 o

w
n

ed
 b

y 
M

or
tg

ag
e 

an
d

 L
an

d
 B

an
k 

to
 s

ta
te

-o
w

n
ed

 J
SC

 P
ri

va
ti

sa
ti

on
 A

ge
n

cy
 (

PA
) 

fo
r 

LV
L 

2 
an

d
 E

U
R

 0
.0

1 
(2

4 
Fe

br
u

ar
y 

20
09

) 
i)

 
G

ov
er

n
m

en
t 

gu
ar

an
te

e:
 t

h
e 

M
in

is
te

r 
fo

r 
Fi

n
an

ce
 s

ig
n

ed
 c

on
tr

ac
ts

 
of

 g
u

ar
an

te
e 

fo
r 

th
e 

sy
n

d
ic

at
ed

 l
en

d
er

s:
 f

or
 E

U
R

 5
00

 m
il

li
on

 –
 

th
e 

cr
ed

it
 a

gr
ee

m
en

t 
of

 2
9 

Ju
n

e 
20

07
, a

n
d

 f
or

 E
U

R
 2

75
 m

il
li

on
 –

 
th

e 
cr

ed
it

 a
gr

ee
m

en
t 

of
 t

h
e 

21
 F

eb
ru

ar
y 

20
08

. (
18

 M
ar

ch
 2

00
9)

j)
 

Li
q

u
id

it
y 

su
p

p
or

t/
ch

an
ge

s 
in

 s
h

ar
eh

ol
d

in
g:

 E
B

R
D

 a
cq

u
ir

ed
 2

5 
p

er
 c

en
t 

p
lu

s 
1 

of
 o

rd
in

ar
y 

sh
ar

es
 o

f 
Pa

re
x 

fo
r 

LV
L 

59
.5

 m
il

li
on

 
(E

U
R

 8
5 

m
il

li
on

) 
an

d
 i

n
ve

st
ed

 E
U

R
 2

2 
m

il
li

on
 i

n
 P

ar
ex

 B
an

k 
su

bo
rd

in
at

ed
 c

ap
it

al
. (

7 
A

p
ri

l 
20

09
)

k)
 

C
ap

it
al

 i
n

je
ct

io
n

 m
ad

e 
by

 P
A

: P
A

 a
cq

u
ir

ed
 n

ew
ly

 i
ss

u
ed

 n
am

e 
sh

ar
es

 w
it

h
ou

t 
vo

ti
n

g 
ri

gh
ts

. L
V

L 
in

cr
ea

se
d

 s
h

ar
e 

ca
p

it
al

 b
y 

24
.3

 m
il

li
on

. (
29

 O
ct

ob
er

 2
00

9)
l)

 
Li

q
u

id
it

y 
su

p
p

or
t:

 T
h

e 
G

ov
er

n
m

en
t 

p
la

ce
d

 a
 d

ep
os

it
 o

f 
LV

L 
10

2 
m

il
li

on
 w

it
h

 P
ar

ex
, f

or
 t

h
e 

re
p

ay
m

en
t 

of
 t

h
e 

lo
an

 t
o 

th
e 

sy
n

d
ic

at
e 

le
n

d
er

s.
 (

9 
Fe

br
u

ar
y 

20
10

)
m

) 
C

ap
it

al
 i

n
je

ct
io

n
: i

n
cr

ea
se

 o
f 

th
e 

sh
ar

e 
ca

p
it

al
 o

f 
Pa

re
x 

by
 

LV
L 

31
.5

 m
il

li
on

, d
ec

is
io

n
 a

p
p

ro
ve

d
 b

y 
th

e 
G

ov
er

n
m

en
t.

 (
23

 
Fe

br
u

ar
y 

20
10

)
n

) 
T

h
e 

G
ov

er
n

m
en

t 
ap

p
ro

ve
d

 t
h

e 
re

st
ru

ct
u

ri
n

g 
of

 P
ar

ex
, s

ep
ar

at
in

g 
p

ar
t 

of
 a

ss
et

s 
in

to
 a

 n
ew

 b
an

k.
 (

23
 M

ar
ch

 2
01

0)
Pa

re
x 

w
as

 s
p

li
t 

in
to

 g
o

o
d

 b
an

k 
– 

C
it

ad
el

e 
– 

an
d

 b
ad

 b
an

k 
– 

Pa
re

x,
 

la
te

r 
re

n
am

ed
 R

ev
er

ta
. 

Pa
re

x 
b

an
ki

n
g 

li
ce

n
ce

 w
as

 r
ev

o
ke

d
; 

R
ev

er
ta

 n
o

 l
o

n
ge

r 
fu

n
ct

io
n

ed
 a

s 
a 

d
ep

o
si

t 
ta

ki
n

g 
in

st
it

u
ti

o
n

.

P
ar

ex
 B

an
k

 
co

n
ti

n
u

ed



249

9.
 P

re
re

q
u

is
it

es
 f

o
r 

fi
n

an
ci

al
 s

u
p

p
o

rt
:

R
es

tr
ic

ti
on

s 
co

n
ce

rn
in

g 
m

ar
ke

t 
sh

ar
e,

 b
an

ki
n

g 
ac

ti
vi

ty
 a

n
d

 
ac

q
u

is
it

io
n

s 
w

er
e 

p
la

ce
d

 u
p

on
 C

it
ad

el
e 

af
te

r 
gr

an
ti

n
g 

th
e 

st
at

e 
ai

d
.10

. M
ar

k
et

 r
ea

ct
io

n
 t

o
 g

ra
n

ti
n

g 
fi

n
an

ci
al

 s
u

p
p

o
rt

:

M
oo

d
y’

s 
d

ow
n

gr
ad

ed
 t

h
e 

B
FS

R
 o

f 
Pa

re
x 

to
 E

 f
ro

m
 E

+ 
(o

u
tl

oo
k 

st
ab

le
) 

af
te

r 
th

e 
an

n
ou

n
ce

m
en

t 
of

 d
ep

os
it

 
w

it
h

d
ra

w
al

 r
es

tr
ic

ti
on

s 
p

u
t 

in
 p

la
ce

 b
y 

th
e 

go
ve

rn
m

en
t.

 
T

h
e 

ba
n

k’
s 

lo
ca

l 
an

d
 f

or
ei

gn
 c

u
rr

en
cy

 l
on

g-
te

rm
 b

an
k 

d
ep

os
it

 a
n

d
 d

eb
t 

ra
ti

n
gs

 a
ls

o 
w

er
e 

d
ow

n
gr

ad
ed

 t
o 

B
2 

fr
om

 
B

a1
. (

5 
D

ec
em

be
r 

20
08

)

M
oo

d
y’

s 
ch

an
ge

d
 t

o 
d

ev
el

op
in

g 
fr

om
 s

ta
bl

e 
th

e 
ou

tl
oo

k 
Pa

re
x 

lo
n

g-
te

rm
 d

ep
os

it
 a

n
d

 s
en

io
r 

d
eb

t 
ra

ti
n

gs
 (

of
 B

2)
 a

n
d

 
it

s 
B

FS
R

 (
of

 E
),

 a
ft

er
 t

h
e 

ap
p

ro
va

l 
of

 t
h

e 
re

st
ru

ct
u

ri
n

g 
p

la
n

 
by

 t
h

e 
G

ov
er

n
m

en
t.

 (
31

 M
ar

ch
 2

01
0)

M
oo

d
y’

s 
w

it
h

d
re

w
 a

ll
 r

at
in

gs
 o

f 
Pa

re
x.

 (
9 

Se
p

te
m

be
r 

20
09

)
11

. R
ep

ay
m

en
t 

o
f 

fi
n

an
ci

al
 s

u
p

p
o

rt
 a

n
d

 m
ar

k
et

 r
ea

ct
io

n
:

N
o.

 R
ev

er
ta

 f
oc

u
se

d
 o

n
 t

h
e 

m
an

ag
em

en
t 

of
 t

h
e 

im
p

ai
re

d
 a

ss
et

s 
of

 P
ar

ex
 b

an
k 

an
d

 r
ep

ay
m

en
t 

of
 t

h
e 

ai
d

 t
o 

th
e 

ex
ch

eq
u

er
. T

h
e 

st
at

e 
re

co
ve

re
d

 c
a.

 L
V

L 
11

0.
9 

m
il

li
on

 (
EU

R
 1

57
.8

 m
il

li
on

) 
be

tw
ee

n
 

1 
A

u
gu

st
 2

01
0 

an
d

 3
1 

D
ec

em
be

r 
20

13
. S

in
ce

 t
h

e 
be

gi
n

n
in

g 
of

 
th

e 
fi

n
an

ci
al

 c
ri

si
s 

u
p

 t
o 

20
13

, L
at

vi
a 

lo
st

 E
U

R
 1

 b
il

li
on

 o
n

 t
h

e 
in

te
rv

en
ti

on
s.

12
. D

id
 t

h
e 

b
an

k
 m

an
ag

e 
to

 i
m

p
ro

ve
 i

ts
 f

in
an

ci
al

 s
ta

n
d

in
g?

Ye
s.

 C
it

ad
el

e 
(g

oo
d

 a
ss

et
s 

of
 P

ar
ex

) 
im

p
ro

ve
d

 i
ts

 f
in

an
ci

al
 

st
an

d
in

g 
(p

oi
n

t 
13

, t
ab

le
 f

or
 C

it
ad

el
e)

.

In
 2

01
0 

(t
h

e 
ye

ar
 o

f 
sp

in
-o

ff
) 

th
e 

to
ta

l 
as

se
ts

 o
f 

Pa
re

x 
(b

ad
 

as
se

ts
) 

am
ou

n
te

d
 t

o 
LV

L 
78

9 
m

il
li

on
 a

n
d

 t
h

e 
to

ta
l 

as
se

ts
 o

f 
C

it
ad

el
e 

– 
LV

L 
14

36
 m

il
li

on
.

13
. A

d
d

it
io

n
al

 r
em

ar
k

s 
an

d
 c

o
m

m
en

ts
:

M
ar

ke
t 

sh
ar

e 
of

 P
ar

ex
 i

n
 L

at
vi

a:
 A

t 
th

e 
be

gi
n

n
in

g 
of

 2
00

8,
 P

ar
ex

 h
ad

 c
a.

 2
0 

p
er

 c
en

t 
of

 a
ll

 d
ep

os
it

s.

C
on

fu
si

on
 r

eg
ar

d
in

g 
th

e 
ac

q
u

is
it

io
n

 o
f 

sh
ar

es
 o

f 
Pa

re
x 

B
an

k 
by

 E
B

R
D

: D
u

tc
h

 F
in

an
ce

 M
in

is
te

r 
J.

 D
ij

ss
el

bl
oe

m
 s

ai
d

 o
n

 1
0 

Ju
ly

 
20

14
 t

h
at

 E
B

R
D

 h
ad

 t
h

e 
p

u
t 

op
ti

on
 o

n
 R

ev
er

ta
 a

n
d

 C
it

ad
el

e 
st

ak
e.

 T
h

e 
G

ov
er

n
m

en
t 

of
 L

at
vi

a 
d

ec
li

n
ed

 t
o 

co
m

m
en

t 
on

 t
h

e 
is

su
e 

(B
lo

om
be

rg
, 1

0 
Ju

ly
 2

01
4)

. T
h

e 
h

id
d

en
 p

u
t 

op
ti

on
 w

as
 n

ot
 i

n
cl

u
d

ed
 i

n
 t

h
e 

n
at

io
n

al
 a

cc
ou

n
ts

 o
f 

La
tv

ia
 b

ec
au

se
 i

t 
w

as
 a

 g
u

ar
an

te
e.

 
T

h
er

ef
or

e,
 t

h
e 

re
al

 c
os

ts
 o

f 
th

e 
ba

n
k 

re
sc

u
e 

w
ou

ld
 b

e 
in

 f
ac

t 
h

ig
h

er
 t

h
an

 o
ff

ic
ia

ll
y 

st
at

ed
. E

B
R

D
 o

w
n

ed
 2

5 
p

er
 c

en
t 

st
ak

e 
in

 
C

it
ad

el
e 

an
d

 1
2.

74
 p

er
 c

en
t 

in
 R

ev
er

ta
.

St
at

e 
ai

d
 f

or
 P

ar
ex

 B
an

k:
 t

h
e 

to
ta

l 
st

at
e 

ai
d

 f
or

 P
ar

ex
 a

m
ou

n
te

d
 t

o 
EU

R
 1

.7
 b

il
li

on
. T

h
e 

EC
 a

ck
n

ow
le

d
ge

d
 a

ft
er

 i
n

ve
st

ig
at

io
n

 t
h

at
 

th
e 

re
sc

u
e 

m
ec

h
an

is
m

s 
w

er
e 

in
 l

in
e 

w
it

h
 E

U
 p

ro
ce

d
u

re
s 

(1
0 

Ju
ly

 2
01

4)
.

C
on

ti
nu

ed



250

R
es

tr
ic

ti
on

s 
co

n
ce

rn
in

g 
ex

ec
u

ti
on

 o
f 

li
ab

il
it

ie
s:

 a
cc

or
d

in
g 

to
 L

. L
ae

ve
n

 a
n

d
 F

. V
al

en
ci

a 
in

 R
es

ol
u

ti
on

 o
f 

B
an

ki
n

g 
C

ri
se

s:
 T

h
e 

G
oo

d
, 

th
e 

B
ad

, a
n

d
 t

h
e 

U
gl

y 
(A

u
gu

st
 2

01
2)

, P
ar

ex
 w

as
 t

h
e 

on
ly

 b
an

k 
w

h
ic

h
 f

ro
ze

 d
ep

os
it

 p
ay

of
fs

 f
or

 c
li

en
ts

 i
n

 2
00

7–
20

09
.

Se
le

ct
ed

 r
at

io
s 

o
f 

P
ar

ex
 B

an
k

/R
ev

er
ta

1

R
at

io
s

20
06

20
07

20
08

20
09

20
10

20
11

20
12

20
13

R
O

A
2.

11
%

1.
22

%
−3

.7
6%

−4
.8

9%
−1

9.
07

%
−1

3.
06

%
−2

6.
74

%
−3

6,
18

%
R

O
E

25
.8

7%
18

.1
4%

−1
65

.8
2%

−9
1.

37
%

−4
08

.1
1%

−7
00

.0
0%

11
2.

94
%

51
,1

5%
C

A
R

9.
90

%
9.

60
%

3.
30

%
8.

30
%

7.
60

%
2.

37
%

n
/a

n
/a

d
ep

os
it

s/
cr

ed
it

s
10

9.
01

%
10

3.
74

%
99

.3
6%

10
1.

69
%

91
.5

1%
6.

35
%

n
/a

n
/a

N
ot

e:
 1  

R
ev

er
ta

 –
 a

s 
of

 2
01

2–
20

13
.

Se
le

ct
ed

 r
at

io
s 

o
f 

C
it

ad
el

e

R
at

io
s

20
10

20
11

20
12

20
13

R
O

A
n

/a
−0

.1
1%

0.
56

%
   

 0
.6

0%
R

O
E

n
/a

−2
.1

2%
9.

45
%

   
 9

.8
0%

C
A

R
  1

0.
00

%
10

.5
0%

10
.5

0%
  1

0.
30

%
d

ep
os

it
s/

cr
ed

it
s

16
2.

95
%

18
3.

78
%

19
4.

80
%

21
2.

79
%

P
ar

ex
 B

an
k

 
co

n
ti

n
u

ed



251

L
IT

H
U

A
N

IA

A
B

 U
k

io
 B

an
k

as

1.
 N

am
e:

A
B

 U
ki

o 
B

an
ka

s
2.

 C
o

u
n

tr
y 

o
f 

re
gi

st
ra

ti
o

n
:

Li
th

u
an

ia
3.

 A
ct

iv
it

y 
ab

ro
ad

:
A

 s
u

bs
id

ia
ry

 i
n

 t
h

e 
U

kr
ai

n
e.

4.
  D

at
e 

o
f 

d
is

cl
o

su
re

 o
f 

fi
n

an
ci

al
 d

if
fi

cu
lt

ie
s 

an
d

 m
ai

n
 

re
as

o
n

s:
Se

co
n

d
 h

al
f 

of
 2

00
8.

 S
ig

n
if

ic
an

t 
m

or
tg

ag
e 

p
or

tf
ol

io
, h

ig
h

 
co

n
ce

n
tr

at
io

n
 r

is
k 

(r
ea

l 
es

ta
te

, S
M

E 
cl

ie
n

ts
)

5.
 I

n
te

rv
en

ti
o

n
 i

n
it

ia
to

r:
T

h
e 

M
in

is
tr

y 
of

 F
in

an
ce

6.
 I

n
te

rv
en

ti
o

n
 s

ta
rt

 d
at

e:
20

 F
eb

ru
ar

y 
20

13
7.

 C
o

u
rs

e 
o

f 
in

te
rv

en
ti

o
n

 a
n

d
 f

in
an

ci
al

 s
u

p
p

o
rt

:
C

ap
it

al
 i

n
je

ct
io

n
 (

20
 F

eb
ru

ar
y 

20
13

)
8.

 F
in

an
ci

al
 s

u
p

p
o

rt
 a

m
o

u
n

ts
:

EU
R

 2
31

.4
 m

il
li

on
9.

 P
re

re
q

u
is

it
es

 f
o

r 
fi

n
an

ci
al

 s
u

p
p

o
rt

:
Li

q
u

id
at

io
n

 a
id

.
10

. M
ar

k
et

 r
ea

ct
io

n
 t

o
 g

ra
n

ti
n

g 
fi

n
an

ci
al

 s
u

p
p

o
rt

:

R
em

ov
al

 f
ro

m
 t

h
e 

N
A

SD
A

Q
 O

M
X

 V
il

n
iu

s 
St

oc
k 

Ex
ch

an
ge

. 
(F

eb
ru

ar
y 

20
13

).

M
oo

d
y’

s 
(2

00
9)

 a
n

d
 S

&
P 

(2
01

2)
 w

it
h

d
ra

w
n

 r
at

in
g 

of
 A

B
 U

ki
o 

B
an

ka
s 

(2
00

9)
.

11
. R

ep
ay

m
en

t 
o

f 
fi

n
an

ci
al

 s
u

p
p

o
rt

 a
n

d
 m

ar
k

et
 r

ea
ct

io
n

:
N

o.
12

. D
id

 t
h

e 
b

an
k

 m
an

ag
e 

to
 i

m
p

ro
ve

 i
ts

 f
in

an
ci

al
 s

ta
n

d
in

g?
N

o,
 t

h
e 

ai
m

 o
f 

fi
n

an
ci

al
 s

u
p

p
or

t 
w

as
 b

an
k 

li
q

u
id

at
io

n
. C

on
ti

nu
ed



252

13
. A

d
d

it
io

n
al

 r
em

ar
k

s 
an

d
 c

o
m

m
en

ts
:

O
n

 1
2 

Fe
br

u
ar

y 
20

13
, L

it
h

u
an

ia
n

 C
en

tr
al

 B
an

k 
su

sp
en

d
ed

 t
h

e 
op

er
at

io
n

s 
of

 A
B

 U
ki

o 
B

an
ka

s.
 T

h
e 

ba
n

k 
h

ad
 i

n
su

ff
ic

ie
n

t 
ca

p
it

al
 

an
d

 l
iq

u
id

it
y,

 a
n

d
 p

oo
r 

op
er

at
io

n
al

 r
is

k 
m

an
ag

em
en

t 
(f

ra
u

d
).

C
a.

 8
0 

p
er

 c
en

t 
of

 A
B

 U
ki

o 
ba

n
k’

s 
as

se
ts

 a
n

d
 l

ia
bi

li
ti

es
 w

er
e 

ta
ke

n
 o

ve
r 

by
 A

B
 S

ia
u

li
u

 B
an

ka
s.

 E
U

R
 2

31
.4

 m
il

li
on

 o
f 

li
q

u
id

at
io

n
 a

id
 

w
as

 n
ec

es
sa

ry
 t

o 
cl

os
e 

th
e 

ga
p

 b
et

w
ee

n
 t

ra
n

sf
er

re
d

 l
ia

bi
li

ti
es

 a
n

d
 a

ss
et

s.

T
h

e 
M

in
is

tr
y 

of
 F

in
an

ce
 p

ro
vi

d
ed

 t
h

e 
Li

th
u

an
ia

n
 G

u
ar

an
te

e 
Fu

n
d

 w
it

h
 a

 l
oa

n
 t

h
at

 c
ov

er
ed

 t
h

e 
fi

n
an

ci
al

 s
u

p
p

or
t 

fo
r 

U
ki

o.

T
h

e 
EC

 a
u

th
or

iz
ed

 t
h

e 
ai

d
 a

n
d

 a
ck

n
ow

le
d

ge
d

 t
h

at
 i

t 
w

as
 i

n
 l

in
e 

w
it

h
 E

U
 r

u
le

s 
on

 s
ta

te
 a

id
 t

o 
ba

n
ks

 d
u

ri
n

g 
th

e 
cr

is
is

.

28
 A

p
ri

l 
20

14
 t

h
e 

Li
th

u
an

ia
n

 a
u

th
or

it
ie

s 
in

fo
rm

ed
 t

h
e 

EC
 t

h
at

 t
h

e 
fi

n
al

 v
al

u
at

io
n

 o
f 

as
se

ts
 a

n
d

 l
ia

bi
li

ti
es

 o
f 

U
ki

o 
d

et
er

m
in

ed
 t

h
at

 
th

e 
d

if
fe

re
n

ce
 w

as
 i

n
 f

ac
t 

EU
R

 3
7 

m
il

li
on

 l
ar

ge
r 

th
an

 e
st

im
at

ed
. T

h
e 

G
u

ar
an

te
e 

Fu
n

d
 c

om
p

en
sa

te
d

 A
B

 S
ia

u
li

u
 B

an
ka

s 
w

it
h

 a
n

 
ad

d
it

io
n

al
 g

ra
n

t.

Se
le

ct
ed

 r
at

io
s 

o
f 

A
B

 U
k

io
 B

an
k

as

R
at

io
s

20
06

20
07

20
08

20
09

20
10

20
11

20
12

20
13

R
O

A
n

/a
n

/a
n

/a
n

/a
−0

.6
7%

0.
03

%
−1

.0
5%

n
/a

R
O

E
n

/a
n

/a
n

/a
n

/a
−7

.8
1%

0.
23

%
−1

0.
04

%
n

/a
C

A
R

n
/a

n
/a

n
/a

n
/a

n
/a

14
.8

9%
13

.3
1%

n
/a

d
ep

os
it

s/
cr

ed
it

s
n

/a
n

/a
n

/a
n

/a
15

1.
07

%
13

1.
00

%
13

6.
17

%
n

/a

A
B

 U
k

io
 B

an
k

as
 

co
n

ti
n

u
ed



253

PORTUGAL

Introductory remarks about Banco BPI, Banco Comercial Português, 
Banco Privado Português, Banco Portugues de Negocios, Caixa Geral de 
Depósitos

The European Commission approved Portuguese support scheme for finan-
cial institutions (30 October 2008). The scheme provided state guarantees to 
financing operations and the issue of non-subordinated short and medium 
term debt of solvent credit institutions in Portugal. The scheme covered 
transactions with maturity up to three years, in exceptional cases, five 
years.

The duration of the scheme was limited until 31 December 2009. The total 
budget was EUR 20 billion.

The first Portuguese recapitalization plan was approved by the European 
Commission (EC) on 20 May 2009, then extended to 17 March 2010, 23 July 
2010, 21 January 2011 and 30 June 2011 (applicable to the following finan-
cial institutions: Banco BPI, Banco Portugues de Negocios, Banco Comercial 
Português, Caixa Geral de Depósitos).

The bank that called on a guarantee had to pay back the loan in full or 
exchange it for preference shares.

According to the restructuring plan agreement, the beneficiary institutions 
committed to improve profitability of their domestic operations by reducing 
the staff numbers and the size of the branch networks, strengthen their busi-
ness models, and ensure continued lending to the Portuguese economy.

The Resolution Fund was created 10 February 2012. It is a legal entity, estab-
lished under the common law, with administrative and financial autonomy 
within Banco de Portugal.

The primary goal is to provide financial support for the implementation 
of resolution measures determined by Portuguese Central Bank (Banco de 
Portugal, 2014 and EECB, 2011).

Financing of the Resolution Fund: the financial resources come from  ●

the initial and periodical contributions paid by member institutions 
and the returns on investment. They may also be supplemented with 
special contributions paid by member institutions (in case the financial 
resources prove to be insufficient to fulfil the Fund’s obligations); guar-
antees granted by member institutions, as well as loans and guarantees 
granted by the State.
Management of the financial resources: independent, under the guidance  ●

of the Management Committee, following an investment plan agreed 
between the Resolution Fund and Banco de Portugal.
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The following institutions are compulsorily members of the Fund:

Credit institutions with head offices in Portugal ●

Investment firms that execute orders on behalf of their customers or deal  ●

on own account in one or more financial instruments or are included 
in the same perimeter of supervision on a consolidated basis of a credit 
institution.
Branches of credit institutions with head offices in non-EU Member  ●

States.
Branches of financial institutions that have head offices in non-EU  ●

Member States and execute orders on behalf of their clients or deal on 
own account in one or more financial instruments.
Companies significant to payment systems that are subject to the supervi- ●

sion of Banco de Portugal.
Function of the Resolution Fund is to provide the member institutions with  ●

financial means needed for the implementation of resolution measures. In 
particular, the financial assistance may include the transfer of cash to the 
acquiring bank or to the bridge bank, granting of loans or guarantees and 
the reinforcement of the capital stock of bridge banks.
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Appendix 279

SPAIN

Introduction

Because of the global financial crisis and the rapidly deteriorating condition 
of the Spanish banking sector in the first half of 2012, countrywide stress 
tests of financial institutions were conducted. The stress testing, which 
assessed the entire financial sector, was the basis for the selection of appro-
priate instruments and tools, including the terms and procedure of granting 
state aid. The study of Spanish financial institutions was divided into four 
groups. Group 0 included institutions in good financial condition, with 
no shortage of capital, and which did not require actions or administrative 
public assistance. This group included entities such as Unicaja, Sabadell, 
Bankinter, CaixaBank, Kutxabank, Santander, BBVA. Group 1 comprised 
institutions that the Spanish authority responsible for restructuring and 
liquidation of financial institutions (FROB) had already taken over in 2012. 
This group included BFA-Bankia, Catalunya Banc, NCG Banco and Banco 
de Valencia. Group 2 included institutions in poor financial condition with 
clear deficiencies of capital that would not be able to recover their finan-
cial situation in a reasonable timeframe without public aid. This group 
comprised Banco Mare Nostrum, Banco Caja 3, Liberbank and CEISS. The 
last group, number 3, consisted of banks in a deteriorating financial position 
but which could be recapitalized at private expense. These were Ibercaja and 
Banco Popular (EC 2012).
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