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The protection of deposits in the EU: Pros and Cons 
and a possible way forward 

Could a Common Deposit Insurance Scheme effectively reduce 
the vulnerability of national Deposit Guarantee Schemes (DGS) to 
large shocks, instilling confidence of investors and citizens in our 
common financial system. Seven years after the EU embarked on 
building a Banking Union in response to the financial and sovereign 
debt crisis, Germany proposed to break the stalemate by setting 
up a European deposit reinsurance scheme. This note presents the 
expected benefits of a European Deposit Insurance Scheme (EDIS), 
the arguments against it and possible ways forward.  

The current protection of deposits 

For the time being depositors are protected by Directive 2014/49/
EU of 16 April 2014 (Deposit Guarantee Scheme Directive / DGSD). 
This Directive includes all credit institutions and all schemes, 
without distinction. By July 2024, the available financial means of 
a Deposit Guarantee Scheme (DGS) should at least reach a target 
level of 0,8 % of the amount of the covered deposits of its members. 

These requirements will ensure that regardless of where the deposits 
are located in the Union, depositors will always have a claim against 
a scheme and that all schemes must be soundly financed. Depositors 
thus benefit from significantly improved access to DGSs, thanks 
to a broadened and clarified scope of coverage, faster repayment 
periods, improved information and robust funding requirements. 
At the same time, the common requirements laid down in this 
Directive ensure the same level of stability of DGSs and eliminate 
market distortions. The Directive therefore contributes to the 
completion of the internal market.  

1. Weaknesses of the current system 

Despite the many improvements made by DGSD, some weaknesses 
remain.  

The most important ones concern the case of large local shocks. 
No national deposit guarantee scheme has sufficient resources to 
deal with such shocks, which could overburden a national DGS, 
taking into account that the DGSD provides only a vague voluntary 
borrowing facility between national DGSs. Under the regime of 
DGSD a national deposit fund, which is depleted in the case of a 
large pay-out, would typically get a loan from the relevant national 
government that would intervene as a national backstop. 

This system will have negative impacts. It undermines the credibility 
of national DGSs in less wealthy Member States that have no 
financial means available to intervene as backstops. In addition, 
the financial disparity across backstops of national DGSs may 
create adverse incentives, contributing to market fragmentation 
and competitive distortion. Finally, it intensifies the loop between 
sovereign risk and banks. 

Against this background, the EU Commission was aiming for the 
mutualisation of the national DGSs by establishing a European 
Deposit Insurance Scheme. In line with the Five Presidents’ Report 
of 2015, the Commission tabled a legislative proposal on EDIS at 
the end of 2015 that would progressively evolve from a reinsurance 
scheme into a fully mutualized scheme over a number of years, 
replacing the existing national DGSs which are then entirely 
depleted. A joint Deposit Insurance Fund (DIF) would be created, 

managed under the auspices of the existing Single Resolution Board. 
EDIS would be mandatory for euro area Member States and open 
to non-euro area Member States willing to join the Banking Union.  

Discussions at the EU Parliament and the EU Council, particularly 
related to legacy risks (Non-Performing Loans / NPLs) and the 
fully-fledged mutualisation approach set in immediately and were 
very intensive. The EU Commission tried to address some of the 
concerns voiced in its Communication dated 11 October 2017, in 
an attempt to reconcile the diverging views that emerged during 
the negotiations and to influence the discussions in the European 
Parliament and the Council while not giving up the initial idea of 
a fully mutualised scheme with one central fund. In particular, 
EDIS could be introduced by the co-legislators more gradually: In 
the reinsurance phase, EDIS would provide national DGSs with 
liquidity in the case of a bank failure, which would have to be paid 
back by the national DGS. Liquidity support is the most essential 
element to ensure that depositors are paid out. In the coinsurance 
phase, EDIS would also cover losses, without recouping them from 
the national DGS. This would further reduce the link between 
banks and their Member States. However, moving to this second 
phase would be conditional on the progress achieved in reducing 
the level of NPLs and other legacy assets recognised in the course 
of an Asset Quality Review (AQR). 

Further to the Franco-German declaration of Meseberg and a 
decision of the heads of government in 2018, a High Level Working 
Group (HLWG) was established at the Council in order to work on 
ways forward on the political level since  all the technical details 
and options of a European deposit scheme have been laid out in the 
Council discussions. The HLWG has been given a broad mandate, 
acknowledging the fact that any European deposit guarantee 
scheme has to be embedded in a wider context, dealing with legacy 
issues, existence of any backstops and the general set-up of the 
Economic and Monetary Union 

In June 2019, this HLWG produced a report, which identified the 
areas where further work was needed. These include EDIS, crisis 
management, cross-border integration and the regulatory treatment 
of sovereign exposures as well as financial stability aspects. The 
Eurogroup in inclusive format in June 2019 mandated the HLWG to 
continue technical work to define a transitional path to the steady 
state Banking Union for relevant elements and their sequencing, 
adhering to all the elements of the 2016 roadmap, and to set out 
a roadmap to begin political negotiations on a European deposit 
insurance scheme.  

The chair of the HLWG in its report from December 2019 proposed 
such a roadmap on EDIS for political negotiations.  

Work could start immediately on the following actions:  

•	 On EDIS: Negotiations on the set-up and features of an EDIS 
could be taken forward by the Eurogroup in inclusive format, 
supported by the HLWG, in particular to agree among Member 
States on the main features and set-up of EDIS. 

•	 On incentivising banks to diversify their portfolios, including 
sovereign exposures: The Commission and ECB could be 
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invited to conduct further analysis and impact assessments on 
the options identified for the regulatory treatment of sovereign 
exposures (RTSE) as well as on what a European safe portfolio 
could look like. The aim should be to incentivise banks to further 
diversify their portfolios with regard to sovereign debt and other 
assets, while safeguarding financial stability.  

•	 On crisis management: The Commission, where needed with 
the ECB and the SRB, could be invited to carry out the required 
assessments with respect to the existing crisis management 
framework, and report back to the HLWG, in order for 
negotiations to take place. This includes an assessment of the 
adequacy, effectiveness and overall consistency of the crisis 
management framework including reviewing the public interest 
assessment, dealing with non-systemic institutions within 
the framework, availability of resolution tools and the use of 
alternative measures, identifying the parts of bank insolvency 
laws that need to be harmonised and reviewing the conditionality 
of precautionary recapitalisation.  

•	 On cross-border financial integration: The Commission, and 
where needed the ECB and EBA, could be invited to come 
with an assessment of the current state of play on obstacles 
to further integration, an impact assessment of the effect of 
gradually removing the identified obstacles and on potential 
safeguards. In parallel, an assessment of potential measures to 
enhance cross-border integration could be undertaken, including 
possibly further incentivising geographical diversification in 
prudential regulation and whether adjustments to prudential 
requirements (risk weighted assets (RWA) and leverage ratio) 
within a financial group are unduly inflated due to internal 
MREL and if adjustments to prudential requirements are 
justified to strengthen cross-border integration. In December the 
Eurogroup took note of this report. There was broad recognition 
that “this report by the high-level working group contains 
important elements for a strengthened Banking Union. Besides 
the gradual introduction of a European Deposit Insurance 
Scheme, the report touches upon several elements which are 
really far-reaching. They are not yet ripe for endorsement or an 
in-depth discussion at ministers’ level. At the same time, they 
will help to frame political negotiations going forward. To that 
avail, we have asked the High-Level Working Group to continue 
work on all elements with a view to take it forward within this 
new European Union institutional cycle”. 

2. �The expected benefits of the European Deposit Insurance 
Scheme (EDIS) 

2.1. Achieving a true single currency 

Full monetary union and a single banking system cannot exist 
without “single money”, which has to be fungible whatever form it 
takes, independent of its location within the euro area. Therefore 
the concept of “single money” requires deposits to inspire the same 
degree of confidence regardless of where the Member States of the 
Banking Union are located.  

And EDIS would be one effective tool to promote a uniform level 
of depositor confidence and help ensure the true singleness of the 
euro. Moreover, to ensure that deposits are truly safe everywhere 
across the euro area, the likelihood that a bank might fail means it 
has to be independent of the jurisdiction in which it is established. 
And, when push comes to shove, depositors must be awarded similar 
protection wherever they are resident.  

Through a single fund, EDIS would ensure equal, high quality 
protection for all depositors across the Banking Union in the case 
of bank failure. Europe would have more resources than national 
deposit guarantee funds to cope with large local shocks, which 
could otherwise overburden national DGSs.  

EDIS would be used notably when smaller banks are put into 
liquidation, although it is also open to bigger banks should the need 

to use it arise within the frame of a resolution. EDIS is a European 
DGS and a way to break the loop between sovereign risk and the 
banks when the state has to intervene and fund the DGS. 

If we look across the Atlantic, we can see that the US has a Deposit 
Insurance Fund which is pre-funded and managed by the FDIC, 
which has adopted a 2% Designated Reserve Ratio each year since 
2010. In addition, the FDIC benefits from a guarantee facility of 
the US treasury. By comparison, in the EU we have two prefunded 
facilities to address bank failures: Deposit Guarantee Funds at the 
national level and the Single Resolution Fund. These facilities shall 
be complemented by the backstop to the SRF, which will have the 
same size as the SRF. Implementation of EDIS could ultimately 
centralise the deposit guarantee funds and would therefore align 
the EU and US more in this regard (even though the EU would still 
retain two separate pre-funded facilities). 

2.2. Increasing financial stability 

The Banking Union must be completed without delay if we do not 
want the EU banking system to be still vulnerable in case of crises 
and for two reasons:  

- �The first is size, which is the same as the law of insurance: it 
works better when it pools more resources. By pooling resources 
at a central level we will significantly increase the resilience of 
the financial sector. No national DGS would have sufficient 
resources to do this.  

- �The second is that, even if you believe that national DGSs can deal 
with a systemic crisis by themselves, bank failures do not happen in 
isolation. Banks are so strongly interconnected that an instrument 
like EDIS is much better placed to deal with spill-over effects. 

EDIS could trigger the creation of smoother, more credible and 
transparent insolvency procedures. There is a concern that national 
DGSs could trigger massive deposit outflows that could provoke the 
resolution or insolvency of a bank. The financial disparity across 
backstops of national DGSs may indeed create adverse incentives, 
contributing to market fragmentation and competitive distortion. In 
such a context EDIS should reinforce depositor confidence, reduce 
market fragmentation and the risks of bank runs and increase 
financial stability across the Banking Union.  

People need to be convinced that there is one Europe and one euro, 
so that whichever country their bank is in, they can trust the entire 
system, not just one part of it. Such a system will support confidence 
in the market. To achieve this goal the Eurozone must put in place 
a process of gradual increase in risk-sharing, that must go hand in 
hand and in parallel with risk reduction in a reasonable timeframe. 

2.3. Aligning liability and control 

EDIS is a small part of a big mosaic serving two goals: the first is 
to ensure that accidents in the financial sector are less frequent, 
cost less and are less severe; the second is to provide the financial 
sector with a level playing field, as soon as possible.  

EDIS is important for enhancing the sector’s credibility especially 
within the European Union, but it also has a political dimension. 
If the responsibility for supervision is elevated to the EU level, the 
question can be asked as to whether accidents should be paid for 
at the national level.  

There is currently a mismatch between European control and 
national liability.  As supervision and resolution are European, their 
effectiveness will influence the “if and when” a DGS has to pay out 
to insured depositors or contribute to resolution.  

The supervisory powers of the Banking Union are under the lead 
responsibility of the ECB, so we cannot argue that national DGSs 
should pick up the bill in any event of failure. Thus there is a 
mismatch between European control and national liability that can 
lead to extra costs and inefficiencies.  An EDIS is therefore felt to be 
necessary to eliminate such asymmetry by elevating accountability 
for a trusted safety net for deposits to the European level.    
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2.4. Completing the Banking Union is necessary to reduce risks 
of systemic crises 

Unfortunately, the European Union has a history of launching new 
projects and leaving them incomplete. Take the Schengen treaty. It 
opened up opportunities for people to travel, but Europe forgot to 
put police in its borders until later finding out that this had created 
risks. The monetary union has been left unfinished, because there 
is no de facto economic union. The Banking Union was launched, 
and there are doubts about whether it will be completed. 

The three pillars of the Banking Union were tabled for all the 
negotiations taking place at the European institutions. Everybody 
agreed to them then, but some argue that now people are having 
second thoughts. Consistent in the project is that a Banking Union 
can unleash more risks.  

It thus needs instruments capable of managing such risks. Without 
being part of a Banking Union, all national DGSs might prove 
effective in dealing with a domestic crisis, but this is a globalised 
financial system with a globalised banking system. Europe is part 
of that process.  

The objective of having a fully integrated banking and financial system 
must also include the instruments for managing this supranational 
system. Instead, some argue for a reliance on national schemes and 
procedures, backtracking on what had been agreed at the beginning. 
The reason EDIS is now needed is not just for the sake of the 
completion of the Banking Union; it is because the industry is not 
immune to the possibility of a major liquidity shock that may affect 
European or global banking systems. Europe needs to be prepared for 
such an emergency but it cannot do so using the domestic imbalances 
of individual countries. The crisis of 2007-08 came from difficulties 
in controlling capital flows, and the risk management strategies 
adopted to deal with them. We may continue to live without EDIS, 
but we will be running greater risks and have insufficient instruments 
to deal with future crises. 

Reaching an agreement on the deposit insurance mechanism would 
also show inter alia that political commitments taken in 2012 are 
fulfilled. 

3. Arguments against implementing EDIS 

The on-going debate on EDIS since 2015 has shown many concerns 
expressed by various stakeholders (Member States, the European 
Parliament, industry, consumers) they range from legal ones (EDIS 
cannot be implemented without a treaty change; infringement 
of the principles of subsidiarity and proportionality), a missing 
comprehensive impact assessment, the lack of a necessary and suitable 
mutualized system up to fears of moral hazard effects and risk sharing 
as an entry into the transfer union through the back door (in case a 
European backstop has to intervene as a last resort), which would be 
in contradiction to the EU treaty. Not least, the abolishment of well 
functioning national deposit schemes, including the Institutional 
Protection Schemes, raises questions whether such a toll to be paid 
is not too high given the fact that EDIS will not be able to resolve 
more pressing issues such as the lack of profitability in the European 
banking sector or the need to invest in digitalisation.  

Apart from the above mentioned legal problems and risk sharing 
issues the main concerns involving these stakeholders are: 

3.1. Moral hazard 

EDIS could have negative impacts on banking markets, the most 
important one being moral hazard. Experience shows, depositors 
will invest in highrisk assets in riskfriendly banks. By mitigating the 
risks of overburdening national DGS, a mutualised Deposit Guarantee 
Scheme would create incentives to direct flows to Member States 
whose banking sector as a whole has a relatively high risk affinity 
(including with regard to investments in government bonds) and 
spread precisely these risks across the entire euro area with negative 
impacts on financial stability. In this way relatively ‘healthy’ banking 
sectors in Member States with a low level of risk and a high level of 

debt sustainability would support their competitors in other Member 
States. EDIS thus leads to cross-subsidization on a massive scale.  

It is agreed that in the context of EDIS banks with higher risk-taking 
will have to contribute proportionately more to the DIF, although 
detailed contribution schemes do not seem to exist so far. And the 
existing DGSD also provides for risk-based contributions. Recent 
examples in some Member States show, that higher contributions 
to the national DGS because of excessive risk-taking have absolutely 
not deterred banks from continuing to do so. And even enhanced 
supervision based on now available supervisory tools under SSM 
has not prevented that behaviour. General experience in insurance 
teaches that the larger the insurance funds the lower the risk of 
having to bear losses and the more careless the investor becomes. 
Therefore, concerns are serious that EDIS would loosen the close 
link between risk and responsibility. 

3.2. EDIS prevents the use of alternative measures and 
Institutional Protection Schemes (IPSs) 

Alternative measures are an important issue concerning the use of 
funds. Alternative measures would apply to credit institutions that 
are in difficulty. In some Member States (e.g. Italy) DGSs have played 
an important role over the years in handling banking crises, mostly 
by applying alternative measures. Therefore, the DGSD explicitly 
encourages all kinds of DGSs to use their funds for alternative 
measures in certain cases.  

In contrast to this, the EDIS legislation does not include the use of 
alternative measures. This restriction does not only affect DGSs as 
in Italy but in particular institutional protection schemes (IPSs) as in 
Germany or Austria, which are protecting the credit institutions as 
such and are ensuring the liquidity and solvency of their members. 
Such systems guarantee a different level of protection for depositors 
in comparison to the protection provided by a standard DGS. If, due 
to the support of an IPS, a bank does not fail and its services continue 
to be provided, which is a big advantage from the perspective of the 
clients, it is not necessary to reimburse depositors.  

According to the DGSD an IPS may be officially recognized as a DGS 
if it complies with DGSD criteria.  Under a fully mutualised EDIS 
such an IPS will see all its funds transferred to the DIF. Its functioning 
as an IPS will no longer be possible due to the lack of funds. The 
argument of the Commission that risk based contributions to the 
DIF of banks belonging to an IPS will be much lower compared to 
normal banks does not apply to an IPS that is recognized as a DGS. 
Once its funds are transferred to the DIF, the IPS would have to 
abandon its activities. Without an active IPS, the banks belonging 
to it have no claim to reduced contributions to the DIF. This result 
would force the IPS member banks to completely refinance the IPS 
which would financially overburden them given that a potential 
reduction in the contributions will never cover additional costs in 
view of the fact that contributions to an IPS would always come on 
top of the contributions to the DGS.  Consequently, this results in a 
contradiction to the key principle of EDIS: No increase of costs for the 
banking sector, as compared to current obligations under the DGSD. 

3.3. No respect of diversity and subsidiarity by eradicating ONDs 

It is widely accepted, that the diversity of banks fosters the 
resilience of the banking system in Europe just as in any credit or 
investment portfolio, nobody would put all the eggs in one basket. 
The specificities of the banking structures in the Member States 
are mirrored by the national options and discretions within the 
DGSD. This is especially true for the possibility of Member States 
to allow the use of alternative measures or a reduced target level in 
Member States with a highly concentrated banking market. Under 
the Commission proposal, EDIS would eradicate those national 
options and discretions. Recent activities undertaken by EBA and 
the EU Commission show that the elimination of national options 
and discretions is even targeted under the upcoming revision of 
the DGSD. This clearly affects the diversity and resilience of the 
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banking system on the one hand, making it more uniform but 
at the same time also making it more inflexible. On the other 
hand, these negative impacts are directly linked to legal concerns 
emphasizing that EDIS does not respect the principle of subsidiarity 
and proportionality.

4. Proposed alternative approaches 

The debate on EDIS is stuck since 2015. Therefore, the political 
pressure on all sides to come to a decision is increasing. Taking 
the above mentioned weaknesses of the current system into 
account, the need for support among the national DGSs in the 
case of distress of one of them is widely accepted. It is agreed that 
depositor confidence in all the Member States should be fostered 
independently of the geographical location of a bank in the EU.   

The overview of the concerns with regard to EDIS and the proposed 
alternatives shows that, in principle, there is a willingness from 
most stakeholders to establish a support system between the 
national DGSs in case a national DGS is in distress. On the 
other hand, the rejection of a fully mutualized European system 
remains important in some Member States and not the least 
with a view to the issue of how to deal with legacy problems. But 
also other stakeholders more and more acknowledge that the 
full mutualisation of deposit protection may be overambitious 
and not justified by the facts. Obviously, it is important to some 
stakeholders to retain national DGSs, so that they can maintain 
their important functions in the framework of the DGSD.  

Therefore, most of the proposed models are based on the principle 
that the any DGS remains anchored at the national level while 
also including a “European” element. The models discussed range 
from a simple mandatory lending concept (favoured by some 
Member states) to hybrids that are based on national DGSs and 
complemented by European components (e.g. EP rapporteur, 
Council Presidency). 

In addition, the in-depth discussions have clarified that it is too 
short-sighted to only look at deposit protection in order to enable 
more cross-border activities in the banking sector. In this vein, in 
November 2019, The German Finance Minister advocated for the 
implementation of a reinsurance scheme on the basis of a liquidity 
support scheme and stated the possibility of considering a limited 
loss coverage component for the European deposit insurance fund, 
rather than a fully mutualised system. His non-paper also took 
up all the other important elements in a banking union that have 
to bring their share in order to make the monetary union work.  

Given these persisting differences, one of the following models, 
both based on a genuine reinsurance approach, should be a possible 
way forward provided that the home – host debate has been solved 
and the crisis management has been adjusted in order to become 
more predictable and provides a consistent treatment of banks 
and creditors across the EU.  

4.1. European Deposit Re-Insurance Scheme (EDRIS) 

Proposed by the French Banking Federation, EDRIS would be an 
instrument of last resort: only where the national DGS is depleted 
following an intervention, should the European re-insurance scheme 
kick in to help pay out depositors or fund resolution measures. 
More concretely, in cases where the national DGS has insufficient 
resources to finance its intervention, it would turn to the European 
Deposit Re-Insurance Fund (EDRIF) which would intervene as re-
insurer for the DGS.  

EDRIS would be funded ex-post by the national DGSs. It would call 
on the other national DGSs to provide funding, taken from the fees 
collected ex-ante at a national level. The national DGSs’ respective 
contributions would be proportionate to the covered deposits of 

each participating country, weighted according to risk parameters/
scoring which reflect the level of stability of the respective national 
banking systems.  

National DGSs’ ex post contributions to EDRIS would be capped 
so that after intervention for re-insurance purposes the available 
financial means of the DGS shall not decrease below a certain 
percentage of the target level. 

Pros  

- �The existing model of national DGSs with all the options and 
discretions of DGSD would be maintained, including alternative 
measures and IPSs.  

- Possible moral hazard effects would be reduced (pay back). 

- Consistent methodology for contributions.  

Cons 

- Liquidity support only. 

- �EDRIS would impose significant organizational challenges due to 
ex-post contributions.

- Recovery depending on national insolvency law. 

4.2. Another alternative approach : European Reinsurance Fund 
(EReIF) with fiscal backstop 

CEPS proposed in 20131 a two-level framework in which deposit 
insurance would remain a national responsibility, only subject to 
the standards set by the EU directive, but the national DGSs would 
be required to take out reinsurance against systemic shocks. A 
new institution - the European Reinsurance Fund (EReIF) - would 
have to be created. This institution would collect premiums from 
all national DGSs and would pay out if losses at the national level 
exceed a certain threshold.  

The responsibility for losses by individual institutions would thus 
remain at the national level. But the existence of the European 
Reinsurance scheme would stabilize the system even if a large, 
idiosyncratic shock destabilizes the local economy and puts the 
national guarantee in doubt. 

Schematically there would be two tiers of deposit insurance: one 
by the national DGSs in relationship to ‘their’ banks and the other 
by the European re-insurer in relationship to the national DGSs.  

The European re-insurer would intervene only in the event that 
so many banks fail in any given country that the national DGS 
would be overburdened. The ex-ante funding for the EReiF in turn 
would come from the national DGSs. National DGSs would thus 
continue to function as before, but each one would be forced to 
take out insurance coverage against large shocks to be financed 
from existing contributions.  

Furthermore, CEPS recognizes that systemic shocks to a large country 
could not be handled by the two tiers of deposit insurance alone. For 
this reason CEPS advocates that in such a case an effective common 
fiscal backstop at the European level should be in place as a last resort. 

Pros 

- �The existing model of national DGSs with all the options and 
discretions of DGSD would be maintained, including alternative 
measures and IPS.  

- �Possible moral hazard effects would be reduced (pay back). 

- A central body is created and facilitates the implementation. 

- �Common fiscal backstop is available in case of systemic shocks, 
which even overburden the two tier system. 

Cons

- Liquidity support only. 
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5. It is time for a breakthrough 

The necessity of deepening and completing the Banking Union 
is undisputed. And we need to move the current deadlock and 
more forward. Parliamentarians, Finance ministers, supervisors, 
academics, and market participants agree in principle because it 
is the interest of each member State and of the European Union. 
The German proposal is a constructive approach, which opens 
the way to a negotiation. Other capitals should engage with it 

5.1. Germany is ready to consider EU-wide deposit reinsurance 

Seven years after the EU embarked on building a Banking Union 
in response to the euro sovereign debt crisis, Germany proposed to 
break the stalemate by setting up a European deposit reinsurance 
scheme. It would be based on an Intergovernmental Agreement. 
It would complement national Deposit Guarantee Schemes fully 
set-up under the DGSD with a European Deposit Insurance Fund. 

Proposals from Olaf Scholz, Germany’s finance minister, mark a 
change of tone. Banking Union is not just essential for financial 
stability but for Europe’s economic sovereignty, he says. 

In his article of the Financial Times dated 5th November 2019, 
Minister Scholz stressed that an enhanced banking union 
framework should include some form of common European 
deposit insurance mechanism. A European deposit reinsurance 
scheme would significantly enhance the resilience of national 
deposit insurance.  

However, such a scheme would be subject to certain conditions, 
one of which is that national responsibility must continue to 
be a central element. In the case of a bank failure, a three-tier 
mechanism would apply. First, the resources of the national 
deposit guarantee scheme would be used. Second, where national 
capacities have been exhausted, a European deposit insurance 
fund, administered by the SRB, would provide limited additional 
liquidity through repayable loans. Third, where additional 
financing may be necessary, the relevant member state would step 
in. A limited loss coverage component for the European deposit 
insurance fund could be considered, once all the elements of the 
banking union have been fully implemented”.

In order to get there, the German Finance Minister has come up 
with four conditions.

First, we need common insolvency and resolution procedures for 
all banks (not only the systemically relevant ones falling under the 
Bank Recovery and Resolution Directive), building on the example 
of the US Federal Deposit Insurance Corporation.  This would 
notably address the current discontinuity or asymmetry where 
supervision and resolution of significant banks are addressed at 
the EU level while liquidation still follows national rules. 

Reducing the number of Non-Performing Loans (NPLs) and 
introducing capital requirements reflecting actual risks of 
sovereign bonds.

Changing the plans from a European Deposit Insurance Scheme 
to a reinsurance scheme with a final involvement of the relevant 
Member States, once the national DGS and the European Deposit 
Insurance Fund have been depleted. If the Member State has not 
sufficient capacity, then the European Stability Mechanism (ESM) 
could also support the Member State with normal programme 
resources on the basis of a case-specific situation and with suitable 
requirements (conditionality), as is standard practice in such cases 

Introducing “uniform taxation of banks in the EU” via common 
tax vase and a “minim effective tax”. 

5.2. A pragmatic way forward  

Before working on the final design of the third pillar of the Banking 
Union, several European reforms and decisions seem necessary: 

•	 The home host debate2 needs to be resolved; ring fencing 
practices have to be removed. In an efficient Banking Union 
there should no longer be any distinction between home 
and host supervisors for banks operating across borders and 
the possibility of “national bias” playing a part in regulation 
and supervision should be eliminated. A forward looking and 
equitable solution must take into account host country demand 
for fair burden sharing while allowing as much integration as 
possible. Prudential requirements (capital, liquidity, MREL. Pillar 
2 ones) should be defined for cross-border banking groups at 
the consolidated level in normal times. 

     � �As long as the EU legislative framework does not recognize 
transnational groups at the consolidated level, the Banking 
Union cannot produce beneficial effects for significant banks 
and the EU economy. It would be a nonsense to ask them to 
contribute to an additional EU deposit fund (they already 
contribute to the Single Resolution Fund and will do so for 
its forthcoming backstop) if subsidiaries are still subject 
to individual – capital, liquidity, bail-in buffers, pillar 2 - 
requirements, which fragments banking markets and impede 
the restructuring of the banking sector and  in a context where 
banks are facing profitability challenges. 

     � ���In this respect, the solution proposed by Mr Scholz is an 
appropriate starting point for discussions. It combines maximum 
flexibility to efficiently allocate, capital, liquidity and bail-in 
buffers for transnational banking groups during normal times 
and a clear allocation of capital and liquidity between parent 
company and subsidiaries in time of crisis. According to Mr 
Scholz, this allocation would follow a mandatory “waterfall» 
payment scheme, based on statutory provisions and a decision 
by the SSM and the SRB. Such provisions would provide the 
ECB and the Single Resolution Board (SRB) with guidelines on 
how available funds should be distributed within the group in 
the event of a crisis. 

     � ��In the same vein, Eurofi has proposed an outright group support 
from the parent company to its subsidiaries located in the euro 
area, based on EU law and enforced by EU authorities for cross-
border groups which want to be recognized as a group.  

     �Such proposals should be discussed without further delay at the 
EU level in order to find a solution which would promote the 
integration and the consolidation of banking groups in the euro 
area and the increase of cross-border flows in the euro area.. 

•	 Europe needs to get a solution for the provision of liquidity 
in resolution. 

     � ���The case of Banco Popular has shown the importance of liquidity 
funding in the context of bank resolution. The Single Resolution 
Fund can play a role in resolution financing, in particular if a 
backstop is in place but this will always be too little for any 
systemic bank. 

     � �The potential liquidity outflows from a mid-sized bank (let alone 
a European G-SIB) is likely to easily outstrip the SRF’s ultimate 
size of 120 bn. By way of example, liquidity support needed to 
restructure the banking group Hypo Real estate amounted to 
EUR 145 billion. 

     � �The Eurogroup agreed in June 2018 to set up work on a “possible 
framework for liquidity in resolution, including on the possible 
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2 �Host countries are Member States whose banking sectors are dominated by the subsidiaries of pan European banking groups banks while home countries are the 
Member States where the parent companies of these groups are resident. Host countries still believe that capital and funding resources will be trapped in particular 
in Home country if such a group fails.



institutional framework”. The 4 December 2019 Eurogroup 
mandated further work on solutions.   

     � �Finding a solution in 2020 would be decisive for making the EU 
crisis management framework more predictable and efficient. 
A specific Euro system Resolution Liquidity facility seems a 
right way forward. Indeed, the ECB should provide liquidity 
for solvent but temporarily illiquid banks where short term 
liquidity from the private sector is not immediately available. 

•	 There is also a need to bridge the gap between the resolution 
of banks considered to be of public interest by the Single 
Resolution Board (SRB) - which is defined and implemented 
at European level - and the liquidation of banks that are not 
(the vast majority of them) and which follow heterogeneous 
national liquidation rules in Europe. There is a missing link 
in the chain within the EU crisis management framework 
between resolution and liquidation. A European continuum 
between European resolution and the national liquidation of 
banks should be established. 

     � �EU resolution is for the few, not the many. Most banks (98%) 
will continue to fall under national insolvency proceedings. 
It would therefore be advisable to set up a European entity 
steered by the SSM and the SRB with the participation of DG 
Competition, in which the national resolution authorities would 
participate. This entity would be in charge of supervising the 
national liquidation of banks recognised as likely to fail, on 
an administrative and non-judicial level. It would thus help 
to ensure consistent treatment of banks and creditors across 
the euro area.  

     � ���This entity should ensure not only the protection of deposits 
held by individuals and companies but also the disappearance 
of the bank’s failing activities and, if necessary, its effective 
exit from the market. The aim is also to avoid perpetuating the 
mismanagement of a bank in difficulty and making it continue 
unnecessarily. Once a bail out is decided by a member State, 
this European entity should ensure in particular that the public 
support is justified in particular with regard to competition 
law and that the bank is cleaned up and, where appropriate, 
withdrawn from the market. 

•	 Following this progress, it would then become possible to move 
forward on the Third Pillar of the Banking Union. Implementing 
the EDRIS solution defined above (4. 1) would allow progress 
to be made in this direction while leaving open the possibility 
of further progress.  

     � �Member States where the national Deposit Guarantee Scheme 
(DGS) has not reached the targeted level of accumulated funds 
requested by the Deposit Guarantee Scheme Directive (2014) 
would need to fulfil the requirements to participate to such a 
solution.  The directive requires EU countries to ensure that, 
by 3 July 2024, the available financial means of a DGS reaches 
a target level of at least 0.8 % of the amount of the covered 
deposits of its members (or about € 55 billion). 

     � �Maintaining national Deposit Guarantee Schemes seems also 
essential at this stage to build and reach an agreement on any 
further EU solution as long as insolvency laws have not been 
harmonised in Europe. 
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