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Eurozone Crisis: “Standard Model” 

Policy Scope Problem Aim Label 

Banking policy Solvency / 
interbank mkt 

Sound credit 
allocation 

Banking Union 

Fiscal policy Credit risk of 
sovereign debt 

Credible fiscal 
framework 

Fiscal Union 

Structural 
policies 

Low economic 
dynamism 

More high-
growth firms 

Economic Union 

Political 
institutions 

Policy paralysis 
+ loss of trust 

Legitimacy + 
effectiveness 

Political Union 

2 Ref.: N. Veron, “Challenges of Europe‟s Fourfold Union” US Senate testimony, August 1, 2012 

– Seminal report by European Council President Herman Van Rompuy 
(June 26, 2012) 



Banking Union: Definition 

 Integrated European framework for banking policy 

 Prior steps 

– EU competition policy  

– EU single market legislation 

 Financial Services Action Plan 1999; Lamfalussy process 2001/2004 

– European Supervisory Authorities (de Larosiere Report Feb 2009) 

 EBA, EIOPA, ESMA operational since January 2011 

 Prepare rules for approval by European Commission 

 [untested] authority for binding mediation / emergency action 

 Complemented by European Systemic Risk Board (ESRB): macro-prudential 

 Current agenda: supervision/resolution/deposit insurance 

 Plus: consumer protection, mortgage finance, etc.  

3 Ref.: J. Pisani-Ferry, A. Sapir, N. Veron & G. Wolff, “What Kind of European Banking Union?”  June 2012 



Banking Union: A Long Journey 

 European banking crisis since July 2007 

 Trigger: acknowledgement of “Doom Loop” 

– Government guarantee of banking systems 

– Banks’ portfolios of government debt 

– Financial fragmentation (financial repression): ECB analysis 

 Banking Union as radical but unavoidable step 

– Crystallized in a few weeks, April-June 2012 

– Landmark Eurozone leaders’ statement June 29, decision Dec 13 

 Long sequence 

– Step 1: Single Supervisory Mechanism 

– Step 2: Direct recapitalisation by European Stability Mechanism 

– Step 3: “Single Resolution Mechanism” 

– Step 4: Completion of framework / deposit insurance 

4 
Ref.: N. Veron, “Europe‟s Single Supervisory Mechanism and the Long Journey towards Banking Union”  
briefing paper for the European Parliament, October 2012 



Single Supervisory Mechanism (SSM) 

 Based on Article 127(6) TFEU 

– Robust empowerment of European Central Bank 

– Separation from monetary policy 

 Geographical perimeter: “Eurozone Plus” 

– Exact list of participating countries still unknown 

 Most of banking system under direct EU authority 

– Exemption for most banks under €30bn total assets 

– 80-85% of system covered  

 Decentralisation of operational tasks to national level 

– Patterns will emerge over time, likely to be diverse by country 

 Operational in March 2014 (probably) 

5 Ref.: N. Veron, “Europe Takes an Important Step Forward on Banking” Bruegel Blog, 17 December 2012 
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Legislative Pipeline (Current EP Term) 

 SSM Regulation (Council; proposal Sep 2012) 

– European Parliament (EP) leverage; adoption likely Feb 2013 

 EBA Regulation (EP & Council; proposal Sep 2012) 

– “Double majority” rule; adoption likely Feb 2013 + review 2014 

 Capital Requirements CRD4/CRR (proposal July 2011) 

– Adoption likely Q1 2013; international compliance (Basel III) 

 Recovery and Resolution Directive (proposal June 2012) 

– Many legal issues; adoption targeted Q2 2013 

 Deposit Guarantee Schemes Directive (proposal July 2010) 

– Cross-border guarantees unlikely; adoption targeted Q2 2013 

 High-level group / Liikanen report (published Oct 2012) 

– “Rapid follow up”; may depend on banking union choices 
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Recapitalisation & Restructuring 

 “Operational Framework” for direct recapitalisation of 
banks by the European Stability Mechanism (ESM) 

– “including the definition of legacy assets” 

– Target Q2 2013 

 “Single Resolution Mechanism” (SRM) 

– Commission proposal before end-2013 (EP & Council) 

– Target adoption before end of current Parliamentary cycle 

– “The single resolution mechanism should be based on 
contributions by the financial sector itself and include appropriate 
and effective backstop arrangements. This backstop should be 
fiscally neutral over the medium term, by ensuring that public 
assistance is recouped by means of ex post levies on the financial 
industry.” 

 ESM recapitalisation implemented before SRM?  
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Outlook 

 ECB supervision / SSM: operational build-up 

 Single Resolution Mechanism 

– Complex legal challenges (to be further explored) 

– German election cycle 

– Link with fiscal union / political union 

 Use of bank levies / “no taxation without representation” 

– Implementation unlikely before late 2014 at very earliest 

 Unless an accelerating factor emerges 

 Faster alternative with European task force steering national resolution 
processes, with difficult issues of cross-border fairness and accountability 

– Implications for European Financial System Fragility 

 Lessons from Japan 1990-2002: “zombie banks / zombie borrowers” 

 Combined with other uncertainty factors  
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Back to the “Standard Model” 

 Progress needed in parallel on all four fronts 

– None a substitute for the others; none to be achieved in one step 

 “Sequential” approach unlikely to succeed 

– Huge complexity 

– Debate on political union: central, but barely started 
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Policy Scope Problem Aim Label 

Banking policy Solvency / 
Interbank mkt 

Sound credit 
allocation 

Banking Union 

Fiscal policy Credit risk of 
gov’t debt 

Credible fiscal 
framework 

Fiscal Union 

Structural 
policies 

Brakes on high-
growth firms 

More growth 
and jobs 

Economic Union 

Political 
institutions 

Policy paralysis 
+ loss of trust 

Legitimacy + 
effectiveness 

Political union 



Concluding Quote 

„„The European Economic Commission, the Council, [European] 
Parliament, the Court of Justice are a pre-federal model. But 
they are not the organs of a political federation of Europe that 
will eventually arise from a specific creative action that will 
require a new delegation of sovereignty. There will be a 
need to go back to the sources of power, first to complete the 
economic union that has been deprived of its momentum for 
too long, and then to seek the shape of a more complete 
and deeper union […] What we are preparing through the 
[European] Community probably has no precedent. This 
Community itself rests on institutions that need reinforcing. But 
we must also keep in mind that the genuine political 
authority that European democraties will grant 
themselves one day remains to be designed and 
implemented.‟‟ 

    Jean Monnet, Memoirs, 1976 
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