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4. Banking Union: barriers and other issues

Halfway there

The Banking Union is one of the tools most relevant to achieving financial integration in the Eurozone and to
breaking the doom-loop between sovereigns and banks. Given its importance we need to improve it, as there
are barriers to overcome. Furthermore, the project is only half-completed, since some key elements are still
missing.

Since its launch in June 2012, the BU has shaped up to be the most significant transformation caused by the financial
crisis in Europe, not only regarding economic structure, but also from a political perspective. It marks a sea change in
the nature of European integration and the balance between Member States and European institutions.

This new institutional architecture has been successfully launched in record time. A key structure of the Banking Union
was put in place with the creation of a new single supervisor in the European Central Bank (ECB), known as the
Single Supervisory Mechanism (SSM), and the Single Resolution Mechanism (SRM) for resolution and recovery
tasks. Nevertheless, after three years in existence the BU is not progressing as expected and remains mid-stream.
Among the main elements of the BU (Single Rulebook, SSM, SRM and a single deposit guarantee scheme), only the
first three are operational with some drawbacks still to overcome, as the recent resolution cases in Spain and lItaly
have shown. The last pillar of the BU, the European Deposit Insurance Scheme (EDIS) is still missing and the time is
ripe for the EU authorities to finish this off.

Figure 4.1 Banking Union: Halfway there
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A quick and comprehensive review must be conducted of the barriers currently preventing the smooth
functioning of the various different pillars. These are hampering efforts to further progress as regards the BU,
which calls for re-examination of how the BU is being effectively implemented.

In this regard, the main barriers standing in the way of smooth functioning of the different pillars are:

1. The Single Rule Book must be truly “single”. The European Commission has to guarantee harmonised
application of EU law in all member states, and to improve some of the current procedures.

2. Supervision. A lot of progress has been made on supervision, promoting a unique culture for supervision via the
SSM. Yet domestic divergences and discretionary action must be avoided if we want to consolidate the
supervisory framework in place. This relates to the first issue.

3. The resolution framework must eliminate loopholes that do not respect its spirit, in order to consolidate the
idea that taxpayers should not bear the cost of a crisis. Additionally, it would be advisable to buttress the
financial resources of the Single Resolution Fund (SRF) by creating a public backstop.

4. The BU will remain fragile unless real steps are taken to include a common fiscal backstop for the SRF and
to create an EDIS.

As the BU is a key project for the future of the EMU that cannot be taken for granted, its development will require
stamina and leadership from several key players. There is an urgent need to close the loopholes in the Single
Rulebook and in supervision without holding up progress on resolution and EDIS, where much remains to be done.

The SSM and SRB will need to be exemplary in terms of effectiveness, fairness, transparency and accountability, not
to mention in their technical competence and integrity, and be able to navigate political constraints skilfully, without
compromising their basic policy principles.

In short, to complete the BU there are key issues pending, such as a backstop for the SRF and EDIS. Nonetheless,
we need not only to finish off what we started, but also to consolidate the framework we have developed so far.
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DISCLAIMER

This document has been prepared by BBVA Research Department, it is provided for information purposes only and expresses
data, opinions or estimations regarding the date of issue of the report, prepared by BBVA or obtained from or based on sources we
consider to be reliable, and have not been independently verified by BBVA. Therefore, BBVA offers no warranty, either express or
implicit, regarding its accuracy, integrity or correctness.

Estimations this document may contain have been undertaken according to generally accepted methodologies and should be
considered as forecasts or projections. Results obtained in the past, either positive or negative, are no guarantee of future
performance.

This document and its contents are subject to changes without prior notice depending on variables such as the economic context or
market fluctuations. BBVA is not responsible for updating these contents or for giving notice of such changes.

BBVA accepts no liability for any loss, direct or indirect, that may result from the use of this document or its contents.

This document and its contents do not constitute an offer, invitation or solicitation to purchase, divest or enter into any interest in
financial assets or instruments. Neither shall this document nor its contents form the basis of any contract, commitment or decision
of any kind.

In regard to investment in financial assets related to economic variables this document may cover, readers should be aware that
under no circumstances should they base their investment decisions in the information contained in this document. Those persons
or entities offering investment products to these potential investors are legally required to provide the information needed for them
to take an appropriate investment decision.

The content of this document is protected by intellectual property laws. It is forbidden its reproduction, transformation, distribution,
public communication, making available, extraction, reuse, forwarding or use of any nature by any means or process, except in
cases where it is legally permitted or expressly authorized by BBVA.
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