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successfully implemented before the end of 2014 are encouraging, even  though the most difficult 
phase still lies ahead.  

If this success is confirmed, it can be expected  to improve  the functioning of Europe’s  banking system 
and its contribution to the broader economy. However,  it cannot be expected  to resolve  the current 
European crisis entirely, as further efforts will be needed to address the European Union’s  severe 
institutional mismatches. Specifically, the bank-sovereign  vicious  circle, which has been correctly 
identified as a key factor of instability, cannot be eliminated without further progress towards fiscal 
and political union.  

In the short term, the most critical policy choices are those that relate to the conduct of the AQR  and 
its likely 
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resistance from national political environments. The current discussion on creating a so-called 
Single Resolution Mechanism is shaped by these constraints. Despite the name, all currently 
considered options, including the proposal published in July 2013 by the European Commission, 
make the SRM a much less centralized, let alone “single” framework than is the case of the SSM. 
At this point, it is unclear when SRM legislation may be adopted, if at all, even though most 
negotiating parties state the aim of finalizing it before the end of the current European 
Parliamentary term.  
 

�x A European deposit insurance system, which would go beyond the currently considered 
harmonization of national systems, is not being discussed at all, given  
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the first half of 2015. If no compromise is found this spring, it will surely lead to many comments 
characterizing the impasse as a major setback for banking union. Ironically, however, a delay may 
actually improve the conditions for forming the SRM, without having a significant adverse practical 
impact (the most important provisions of the SRM are not expected to kick in before 2016 in any 
event). The key point is that if the AQR is broadly robust and successful in addressing the “legacy” 
issue, as appears currently more likely than not, then a discussion on the SRM in early 2015 might 
include policy options that are currently considered a no-go area at this point, including in 
Germany.19 As a consequence, the conclusion of the SRM negotiation in the next two months should 
by no means be seen as a make-or-break test of the future of European banking union. The make-or-
break test is and remains the AQR, including subsequent bank restructuring.  

Policy steps beyond  Eunk  a
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Now that the SSM Regulation has been adopted, the key players in the remaining AQR sequence are 
the ECB, individual national governments (which would have to steer the restructuring of banks that 
may be found unviable, or “problem banks”), and the European Commission competition-
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ECB challenges 

The EB
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states would have less policy autonomy than fiscally stronger ones, and may thus be forced by 
their peers to go further in the direction of senior creditor bail-in. Such a scenario would defeat 
the whole purpose of banking union, by entrenching the perception that banks headquartered in 
fiscally fragile countries are intrinsically less likely to reimburse their creditors.  
 
As a consequence, there is a strong case for an ex ante commitment mechanism that would 
prevent divergent attitudes to senior creditor bail-in in different member states, at least within 
the banking union area. It is not clear that this should or could include a pre-commitment on 
what the approach to bail-in will be, as this may be dependent on future market conditions and 
on the magnitude of problems uncovered by the AQR. But it should at least include a statement 
of intent from the highest political level, i.e., a joint declaration of euro area heads of state and 




