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« The financial crisis has demonstrated the inadequacy of Europe's banking
resolution framework. An effective new European framework should achieve
three major objectives: avoid single market distortions; mitigate moral
hazard; and coordinate the resolution efforts of national authorities.

< During the crisis, the European Commission, through its assessment of state
aid cases, contributed effectively to meeting the first two objectives. The
creation of a single European resolution authority would be a major step
towards meeting the third objective. Unfortunately this is likely to be a long
and uncertain process.

« Europe must therefore put an alternative strategy in place. The European
Commission, through its state aid control discipline, can play a crucial role in
the new crisis resolution architecture: as a complement to the European
resolution authority when it is set up, and as a partial substitute to improve
coordination among member states in the meantime.
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THE ROLE OF STATE AID CONTROL IN
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MATHIAS DEWATRIPONT, GREGORY NGUYEN, PETER PRAET AND ANDRE SAPIR,
MAY 2010

THE EUROPEAN UNION'S STATE AID DISCIPLINE and
how the European Commission applies it have
played two crucial roles during the banking crisis.
First, the European competition authority carried
out its normal role of ensuring that state aid pro-
vided by member states to support their dis-
tressed financial institutions did not result in



case, state aid control would be used not only to
mitigate moral hazard, by imposing 'remedies' on
proposed bailouts, but would also help address
the coordination issue, by fostering cooperation
between member states in the case of cross-
border bank failures.

State aid control thus has a crucial role to play in
the future European banking crisis landscape. If a
European banking resolution authority can be
established rapidly, state aid control will comple-
mentit. If a European banking resolution authority
cannot be established, state aid control will be a
partial substitute.

This policy contribution is structured as follows.
Section 1 defines the role of a resolution authority.
Section 2 presents the current variety of situa-
tions in Europe and describes the central role
played by the European Commission through its
exercise of state aid powers. Section 3 explores
the extent to which the European crisis manage-



shareholders and creditors, who will split them on
the basis of seniority.

2 THE SITUATION IN EUROPE

Unlike the United States, where the Federal
Deposit Insurance Corporation (FDIC) is in charge
of resolving most banking crises, Europe has no
single authority responsible for crisis resolution.
Rather, the framework is decentralised, with sig-
nificant differences between member states. In
some countries there is a single resolution author-
ity. In general, however, crisis management
responsibilities are allocated to different authori-
ties including the supervisor, the central bank, the
finance ministry, the deposit guarantee scheme
orjudicial bodies, such as a commercial court or a
receiver. Because cooperation between these
national authorities is difficult, various coordinat-
ing structures, such as domestic standing groups,
have been proposed, but with limited and variable
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3 BUILDING ON EUROPE'S STRENGTHS

The role of the European Commission in the
recent banking crisis

Table 1 compares the European Commission with
a resolution authority in terms of their role in
banking resolution. Surprisingly, the Commis-
sion’s powers resemble somewhat those of a res-
olution authority, especially in the restructuring
phase associated with state aid. Indeed, even
though the Commission does not intervene
directly to manage a crisis case, the Competition
Directorate-General nevertheless assesses the
viability and the restructuring plans of institutions
to which aid is granted. If the Commission judges



In addition, the Commission has published several
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