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Banking Union, born out of a reversal in EU policy in mid-2012, has become a reality, with the 
ECB in charge. National supervisors, as arms of the ECB, can detach themselves from the 
politics of supporting national champions, which conflicted with the financial stability role.  

But banking union is only half-way there: there is no common deposit insurance fund (linked to 
fiscal and sovereign guarantee issues) and no real cross-border resolution mechanism. 
Nevertheless, a consensus has emerged that sovereign risk is off the table. While junior debt is 
to be bailed in, there is (understandable) stalling, or patchiness, on senior bail-in. 

On sovereign debt, the ECB wants to reduce home bias to mitigate the link between banks and 
state finances. This is being done by limiting banks’ exposure to home government debt to 25%, 
or less, of their capital. A question was raised about how finance ministries would view the loss 
of captive buyers. 

The ECB is conducting a “comprehensive assessment” – asset quality review and stress tests – 
of eurozone banks, ahead of assuming responsibility for their supervision under the Single 
Supervisory Mechanism (SSM) in November. But what might we expect to learn when the 
outcome of the exercise is announced, possibly on October 17? 

With the ECB’s methodology replacing differing national approaches, the exercise will be a 
robust review of accounting and valuation practices. But it is unlikely to result in demands for 
immediate restatements of numbers by the banks. The impact of the assessments will be felt 
throughout 2015, with new disclosures, recapitalisations, and possibly resolutions.  

Some believed this phasing might cause further frustration in the markets.  But with the ECB 
only recently building up its expert staff, it did not yet feel on firm ground on accounting and 
valuation issues. This was complicated by the difference between the prudential regulatory 
approach and accounting standards, and by questions about consistent enforcement. 

In comparing the EU with the US, there was concern that the EU was pulling away from global 
standards – with the US now seen as more supportive eg of Basel 3. The EU might also join the 
US in exercising more extra-territorial power. 

On “capital markets union”, the expectation was for steady development rather than union for 
union’s sake, or the imposition of a single supervisor – which would alarm the UK. 


