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 Position Paper on the Banking Union 
 

Summary 

The Rabobank supports the formation of a European Banking Union that will start in 2014 

with a European framework for supervision. The Banking Union is an important part of 

the solution for resolving the euro crisis. As long as it is properly designed, it can help to 

break the negative interaction between government debt and bank debt. The initial 

responsibility for avoiding new problems however rests with the banks themselves. It is 

also essential that the Banking Union meets strict conditions. For instance, a level playing 

field is needed with a Single Supervisory Mechanism (SSM) and the banks involved must 

be adequately capitalised. In addition, an effective mechanism is needed for intervention 

when banks get into difficulties (the so-called resolution mechanism), with clear 

arrangements as to how the costs of this will be shared (burden sharing). 

 

What’s it all about? 

As part of the longer-term vision of the European Commission for economic and 

budgetary integration, a decision was taken to form a European Banking Union at the 

European summit held on 29 June 2012. The Banking Union is intended to provide a 

better foundation for the European banking sector, and thereby to restore confidence in 

the European banking sector and indirectly in the euro as well. The formation of the 

Banking Union should remove the negative interaction between government debt and 

bank debt and thus strengthen the existing Economic and Monetary Union. It is also 

proposed that banks in countries that are unable to recapitalise the banks themselves 

should be recapitalised directly by the European Stability Mechanism (ESM).  

 

Background 

 

The creation of a European Banking Union will involve the following: 

 

1. Supervision of the banks will become the responsibility of an independent 

supranational regulator, the European Central Bank (ECB), so that there will be a 

level playing field as regards supervision. The 17 euro member countries will 

participate in this Single Supervisory Mechanism (SSM), which other EU countries will 

be allowed to join as well. The ECB will be ultimately responsible for supervision, 

however, in practice, various duties will be delegated to the national supervisors. The 

national supervisors in the SSM will have primary authority with regard to the smaller 

banks, under the responsibility of the ECB. 

 

2. The Banking Union will include the formation of an integrated European mechanism 

for the management of banking crises known as the resolution mechanism. This will 

consist of a European resolution authority, national resolution authorities and a 

common resolution fund that will be funded by the banks on an ex-ante basis. If in 

the future a bank gets into financial difficulties, the Single Resolution Mechanism can 

either restructure the bank or settle its affairs in an orderly fashion. As far as 

possible, national public funds will not be affected, since funds can be made available 

from the resolution fund if necessary. The decision-making process regarding the 

resolution mechanism has yet to take place.  

 

3. The third pillar of the European Banking Union to be arranged in due course involves 

the setting up of a European Deposit Guarantee System to protect deposit holders. 

This will entail the harmonisation of national guarantee systems with DGS funds 

financed in advance. Most probably, the national deposit guarantee schemes will 

continue to operate for the next few years. These schemes may become harmonised 

at a later date.  
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The consequences for the Netherlands and the banking sector  

 

The introduction of the Banking Union should increase the stability of the banking 

system, provide better protection for taxpayers and ensure a level European playing field 

for the banks. Since the large European banks will be directly supervised by the 

European regulator, the quality of supervision should (and this is the objective) improve. 

To achieve this purpose, the Banking Union must first be properly elaborated and then 

effectively implemented. There will also be a price to pay for these intended 

improvements. Governments, regulators and banks will have to incur additional costs 

that ultimately will have to be borne by society. It is therefore important that the total 

costs of supervision are kept under control. These costs concern the organisation of the 

supervision, the formation of resolution funds and the costs of compliance with the new 

regulations. 

 

The position of Rabobank 

1) Rabobank supports the principle of sound prudential supervision of the banking 

system. A pro-active stance by the supervisor avoids problems coming to light at a 

later stage, which may lead to draw downs from DG schemes and resolution funds or 

ultimately even government support. Most importantly, this contributes to the health 

of the financial sector, which is essential for the real economy to function properly. 

Against this background, Rabobank supports the proposals for a common European 

supervisory mechanism for all banks in the euro-zone. However, before supervision 

by the ECB can effectively begin, the supervisor needs to assess the financial 

condition of these banks, so that they can start with a clean slate. 

 

2) Further intensification of the cooperation between the ECB and local supervisors such 

as DNB is essential for the success of the proposals. The main issue here is a 

cohesive set of agreements including tasks, powers and responsibilities. This will 

make it clear to Rabobank who its authorised interlocutor is. A single point of contact 

is also important, as is the legal validity of decisions that must be properly regulated. 

For instance, it is not yet clear when it is the local court or the European Court that is 

competent to deal with an issue. Lastly, there must be adequate safeguards that the 

Rabobank’s cooperative model and its practical implementation can continue to 

operate once delegated supervision is introduced.  

 

3) ‘Burden sharing’, or the collective bearing of the costs arising from a problem bank, is 

also an important issue in the discussion. In the near future we will have to see how 

far the Member States wish to go in this respect. The same applies to the proposed 

European DGS, or firstly the harmonisation of the national deposit guarantee 

schemes. The current proposal by the European Commission for a DGS at Member 

State level is based on a mandatory lending of assets between funds. This has 

already encountered substantial resistance in both the Member States and the 

European Parliament. In the current circumstances, Rabobank does not believe that 

‘mandatory mutual lending’ is desirable.  

 

4) The conditions for a European DGS in due course would have to include a) that the 

supervisory mechanism operates on the basis of a single supervisory handbook, and 

b) that prior to admission, all participants would have to meet strict admission 

requirements, including for instance the international capital requirements. A solution 

would then have to be found for the banks that are not (or not yet) eligible for the EU 

DGS and which would therefore remain in a local DGS.  

 

5) Furthermore, a European Resolution Fund should only be used for new problems, and 

not for the resolution of existing problems. The Single Resolution Mechanism thus 

should connect seamlessly with a Single Supervisory Mechanism. Entry to the fund  
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should only be permitted after existing problems have been resolved. It is essential 

that a financial assessment of the banks (asset quality review) is carried out in 

advance for European supervision to be effective. 

 

In order to safeguard market confidence and improve banks’ ability to withstand shocks, 

in our view, the participating banks must hold strong capital buffers and meet the other 

requirements of BIS-3. This can be achieved by the further strengthening of equity, the 

limiting of maturity transformation and the application of so-called ‘bail-in measures’, 

whereby the unsecured and uninsured claims of creditors of banks, or senior debt, can be 

written down or converted into equity if a bank is heading for bankruptcy. We would be 

pleased to explain our views regarding the form that ‘bail in’ should take in further detail. 

 

 

Conclusion 

From the perspective of the euro crisis, the route towards a Banking Union is a necessary 

step and it demonstrates that deeper European integration is seen as the right way to 

resolve the crisis. As long as it is properly designed, the Banking Union will contribute to 

this by avoiding the vicious spiral between bank debt and government debt in the future. 

Banks that currently have systemic relevance at national level may no longer have this 

significance in a European Banking Union. This will strengthen market discipline and 

improve systemic stability. However, the responsibility in the first place for not ending up 

in another crisis rests with the financial sector itself. The sector must ensure that 

excessive risks are avoided and that its actions are based on the principle of long-term 

financial stability.  

 

 

 

For more information, please contact: Bouke de Vries, Public Affairs, Rabobank 

Nederland. 

Telephone: +31 (0)30 – 21 61195 of mail: Y.B.Vries@rn.rabobank.nl  
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