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6. Resolution: lessons learned 

The framework needs improvements 

The handling of the recent cases shows that, despite having common legal (BRRD) and institutional (Banking 

Union) frameworks at EU level, bank failures are still not treated in a homogeneous way across Europe. 

Furthermore, the resolution framework requires improvements as its practical implementation has given rise 

to new challenges. 

Now that we have seen how the new regime works in practice (last June Banco Popular was resolved, two Veneto 

banks were liquidated, and Monte dei Paschi was subjected to a preventive recapitalisation), it is time to draw some 

conclusions. Legal loopholes and practical implementation challenges show that there is a need to amend the 

framework to make it more credible and guarantee the new post-crisis paradigm whereby private shareholders and 

debt holders must absorb losses first without taxpayers’ money being committed. In fact, there are several 

opportunities to do just that: i) following the mandate of article 129 of the BRRD, when the Commission carries out its 

first revision of implementation of the BRRD at the end of 2018, and ii) in the course of current negotiations of the 

banking reform package (“CRDV”). So what can be done to improve it?  

1.   Minimise the loopholes in current legislation 

It is crucial to stress the fundamental importance of ensuring that the resolution framework is applied uniformly  across 

the EU so that all bank shareholders, creditors and depositors are guaranteed equal treatment under resolution. One 

way to ensure this is by restricting the use of preventive recapitalisations once the resolution framework is complete 

(i.e. once banks have their MREL buffers fully built-up, provided that the problem of retail investors holding “bailinable” 

liabilities other than common stock is solved in a standard way). Moreover, the 2013 Commission’s State Aid 

Communication should now be aligned with the BRRD (which was approved at a later stage) in terms of burden-

sharing. 

2.   Harmonise bank liquidation regimes in the EU 

This is necessary, not only to avoid better treatment in liquidation than in resolution, but also to ensure compliance 

with the fundamental principle of “no creditor worse off than in liquidation” (NCWO) that is enshrined in the BRRD. 

Accordingly, it is necessary to achieve a minimum of harmonisation among national insolvency laws and at the same 

time align them to the EU resolution framework. 

3.   Clarify the provision of liquidity 

The latest ECB policy on Emergency Liquidity Assistance
1
 seems to cover the case of an entity in resolution needing 

liquidity. However, more clarity is needed to include the cases where a bank is past the point of non viability but before 

                                                 
1: https://www.ecb.europa.eu/mopo/ela/html/index.en.html 
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the application of resolution/liquidation. That is, allowing the lender of last resort to provide sufficient liquidity while 

plans to create a bridge bank, recapitalise the entity or liquidate it are put into effect. Furthermore, the EU should 

adopt the FSB’s principles on funding in resolution which should be further clarified
2
. Finally, a public backstop should 

be created to reinforce the credibility of the Single Resolution Fund. 

4.   Adopt a common approach to retail investors holding “bailinable” liabilities 

Authorities at EU level should come up with a common solution to this problem to guarantee a level playing field at 

European level, by either prohibiting or seriously limiting the sale of bailinable (other than common stock) instruments 

to retail investors. 

5.   Improve the recovery phase 

The recent resolution cases highlight the shortcomings of the recovery phase which must be revised and, if needed, 

authorities should have more instruments at their disposal (or the ability to use the existing ones without any 

interferences). But, the proposed pre-resolution moratorium tools are not a solution: their effect would be 

counterproductive as they would exacerbate bank runs at an even earlier stage than the PONV
3
. Their mere existence 

might deter investors and depositors and force a run at the first sign of deterioration. Furthermore, if the provision of 

liquidity is clarified as suggested in point 3, then these moratorium tools would not be needed. 

  

                                                 
2: http://www.fsb.org/2016/08/guiding-principles-on-the-temporary-funding-needed-to-support-the-orderly-resolution-of-a-global-systemically-important-bank-g-sib/ 
3: The Point of non viability (PONV) is already a vague concept, and authorities have ample discretion to activate it.  
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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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