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Abstract

Within the EU debate on the Crisis Management and Deposit Insurance
(CMDI) reform, the article demonstrates the inadequacy of Deposit Guar-
antee Schemes (DGS) for the eurozone’s covered and non-covered deposits,
in view of the 8% bail-in threshold enabling access to the Single Resolu-
tion Fund. To this end, it introduces - by bank size - a model decomposing
balance sheet liabilities to determine the insufficiency of DGS in protecting
non-financial corporations and households. The results prove the necessity
of extending the scope of DGSs in bank resolution according to the CMDI
reform proposed by the European Commission in April 2023.
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Chi Paga la Risoluzione delle Crisi Bancarie? La Dimensione dei Deposit
Guarantee Schemes nella Riforma Crisis Management and Deposit

Insurance in Unione Europea — Sintesi

Nell’'ambito del dibattito in Unione Europea sulla riforma Crisis Manage-
ment and Deposit Insurance (CMDI), l'articolo dimostra I'inadeguatezza dei
Deposit Guarantee Schemes (DGS) nell’eurozona, rispetto sia ai depositi co-
vered che non-covered, per il raggiungimento della soglia di bail-in dell’8%
che abilita 'accesso al Single Resolution Fund. Allo scopo, introduce - per di-
mensione bancaria - un modello basato sulla scomposizione delle passivita di
bilancio per determinare I'insufficienza dei DGS a tutela di persone fisiche e
giuridiche non-finanziarie. I risultati comprovano la necessita di estendere lo
scopo dei DGS nella risoluzione bancaria secondo la riforma CMDI proposta

dalla Commissione Europea nell’aprile 2023.

Parole chiave: Sostenibilitd; Banking; Finance; Prestiti alle Famiglie; Dynamic Panel.
Codici JEL: G21; G28.
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1. Introduction

The European sovereign debt crisis (ESDC) has provided the impetus to
advance towards the integration of European Union’s (EU’s) banking regula-
tion as a way to foster the key ‘freedom’ of capital movement within the Single
Market project. In fact, the crisis, beginning in 2009, exposed structural we-
aknesses in the financial sector of Member States (MSs) in the euro area (EA)
concerning accurate regulation and supervision of their national banking sy-
stem. It underlined the need “to break the vicious circle between banks and
sovereigns” (euro area, 2012) due to the fact that bank depositors, creditors
and borrowers represent important political constituencies for governments,
which find themselves in the delicate position to resort to taxpayers’ money to
protect them when facing the severe repercussions that financial crises entail
on the social, political and economic functions. A consensus then emerged
advocating the need to weaken western European States’ direct ties with their
banks and move banking authority from national politicians and regulators
to EU Institutions (Epstein, 2017). The EU Banking Union (EBU) was thus
ultimately established in 2014 with the Directive 2014/59 on Bank Recovery
and Resolution (BRDD), thereby transferring to a certain extent responsibi-
lity for banking policy from the national to the EU level in all EA countries
plus Bulgaria.

The EBU has taken shape under three foundational pillars: the Single Su-
pervisory Mechanism (SSM), the Single Resolution Mechanism (SRM) and
the European Deposit Insurance Scheme (EDIS). While the former two have
been fully operationalised, the latter, aimed at instituting an EA centralised
deposit insurance regime that would pool together national deposit schemes,
has been under ongoing discussions since 2015 and has yet to be formally
established. The SRM has inter alia established a new EU body, the Single Re-
solution Board (SRB), granting it central authority in homogenising banking
resolution and providing it with the banking-sector-funded Single Resolution

Fund (SRF) under its direct remit, with the objective to limit recourse to
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State’s intervention by ensuring that the costs of resolution are borne by the
industry itself instead of taxpayers.

A resolution denotes a restructuring of a failing bank alternative to its li-
quidation (which would result in the termination of the bank’s activities), to
protect depositors and ensure there is neither harm to the broader economy
nor to financial stability. In resolution procedures, the SRF - totalling EUR
77.60 billion as of 2023 (SRB, 2023) - may intervene to provide liquidity
support to banks in the form of loans up to a maximum of 5% of the bank’s
total liability-side (Laviola, Loiacono & Santella, 2015). In this regard, to be
able to access the SRE, the failing credit institution proceeds with a ‘bail-ir’,
that is to have its shareholders and creditors ‘sharing in’ its losses for a mi-
nimum of 8% of the bank’s total liabilities and own funds (European Com-
mission, 2014). For the former category of actors, it implies that their equity
investment will be used to absorb losses. For the latter, it means either reca-
pitalising the institution by converting the debt obligation of the bank into
equity, or writing-off - partially or entirely - the same debt. Again, the bail-in
process provides a strong alternative to a State-funded bail-out by having only
private ‘liability holders’ to participate in saving the bank.

However, the ‘bail-in’ mechanism, clearly aimed at internalising the ‘costs’
of bank failures to avoid harm to the broader economy, is easier said than
done. For failing banks, independently of their size, past experience has
shown that the 8% bail-in condition cannot be attained only by ‘hitting’ the
shareholders” and creditors’ claims, but has to include in the calculation hou-
seholds’ and non-financial corporations’ (NFCs’) non-covered deposits, that
is those deposits above EUR 100,000. In fact, on the one hand, deposits up to
EUR 100,000 (covered deposits) are excluded from the scope of bail-in since
guaranteed by the banks-funded national Deposit Guarantee Schemes (DGSs
- Bank Recovery and Resolution Directive [BRRD], 2014), which effectively
contribute to cover losses that would have otherwise been shared by covered
depositors; on the other hand, this is not the case for the non-covered ones

(Laviola et al., 2015). Therefore, to access resolution proceedings, there may
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be the need to ‘bridge up’ to the 8% condition by recurring to non-covered
deposits, thereby causing losses on depositors, in turn negatively affecting
market confidence and the financial stability of the system. To avoid these
consequences, often the State is regrettably forced to intervene in shielding
depositors by resorting to taxpayers’ money (the bail-out process), undersco-
ring the continuous interplay between banks and sovereign States.

In this context, the April 2023’ Crisis Management and Deposit Insu-
rance (CMDI) legislative reform (the Reform) proposed by the European
Commission (EC) inter alia aims at instituting a crucial element of change
in the second pillar of the EBU - the SRM. Specifically, the DGSs would
be made available in bail-in #n#i/ the aforesaid 8% is reached, in such way
shielding non-covered deposits too. In other words, “Member States shall en-
sure that DGSs use the available financial means to finance the resolution of
credit institutions” (European Commission, 2023), thereby preventing both
depositors - in relation to the non-covered share of their deposits - and ta-
xpayers from bearing losses related to the banking sector, leaving instead the
burden of these losses on the private industry-funded safety nets, the DGSs.
This would occur by means of additional banking contributions up to cover,
by themselves alone, any potential losses for both households and non-finan-
cial corporations/enterprises (NFCs) when, as bank’s depositors, they face the
case of the failing of their credit institution.

Essentially, the Reform covers the matter of ‘who pays for (bank) reso-
lution?’, i.e. who among the aforesaid categories - depositors, taxpayers or
viable banks - must bear the losses allowing a failing bank to access the resolu-
tion procedure. This would be a change to the current legislation and modus
operandi, which either only partially covers households’ and NFCs’ deposits
through a DGS - thus leaving losses upon these direct stakeholders - or shields
fully these same depositors, however by resorting to a State intervention bur-
dening taxpayers.

Based on a model constructed through metrics from and computations

derived by the banking sector’s balance sheets of the Member States of the
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EA (hereinafter MSs), the proposed contribution of this article is to unveil
whether, at the national level, the size of the DGS covers depositors” funds
in the event of either a specific bank failure or a systemic crisis. Thereby, it
establishes whether there should be or not a national economic interest for a
reform extending the scope of DGSs and - consequently - the size of each of
them, particularly in respect of households’ and enterprises’ stakes (as well as,
indirectly, taxpayers). Accordingly, the methodology is structured as follows.

Section 2 presents theoretical and empirical findings on deposit guarantee
schemes to contrast banking crises.

Section 3 elucidates the foundational underpinnings of the DGS and its
pivotal role in ensuring financial stability.

Section 4 establishes the underlying rationales that led to the development
of the CMDI framework and the subsequent proposal for its reform by the
EC.

Section 5 presents the economic modelling. The latter shows the econo-
mic interests of bank stakeholders in relation to the Reform by conducting
a comprehensive analysis on the status of the protection of banks™ depositors
under the respective national DGS. To this end, the employed approach and
necessary computations are detailed by first developing them for a specific
eurozone country, which serves as the basis for building the model. To allow
for an analytical scrutiny across a varying range of credit entities, such analy-
sis differentiates between Significant Institutions (SIs) and Less Significant
Institutions (LSIs).

Section 6 applies the economic model to all MSs to ascertain whether a
national economic interest exists for extending the scope of the DGSs.

In turn, section 7 establishes the necessity of the Reform by providing the
comprehensive findings of the economic model from the previous section.

Lastly, section 8 establishes the legislative procedures that the Reform still

needs to navigate to receive its final approval.
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2. Theoretical and empirical findings on bank deposit guarantee sche-

mes to contrast banking crises

The crucial function of a DGS is to serve as ‘payout’ or safety net for
bank depositors when deposits become ‘unavailable’. This may occur during
insolvency or liquidation procedures of banks, rendering (covered) deposi-
ts ‘default-free’ and so contributing to preserve the stability of the banking
system (Gortsos, 2019). Its rationale stems from the event of a systemic cri-
sis leading to mistrust that could spread quickly and affect banks otherwise
viable. DGSs are instituted to prevent such risk, by establishing the use of
bank-funded safety nets to compensate depositors’ money in the event of a
bank’s probable insolvency. This mitigates the inherent risk of ‘bank runs” on
deposits and consequent liquidity stress. If a credible DGS system is present
in a jurisdiction, depositors’ incentives to withdraw their funds when their
bank’s soundness is questioned are reduced substantially, positioning deposits
as a theoretically stable backstop in the case of failing banks.

Early theory established the role of deposit insurance in banking crises.
Diamond and Dybvigs (1983) multiple equilibria (“good” with depositors
remaining calm and “run” where fear of bank failure leads to withdraw imme-
diately) show that governments can eliminate the run equilibrium by guaran-
teeing deposits when the bank fails, thereby stabilising the financial system;
however, the authors acknowledge that deposit insurance could introduce
moral hazard. Building on this foundation, Chari and Jagannathan (1988)
offer an information-based perspective on panics that reinforces the need for
a credible safety net: explicit deposit guarantees can short-circuit the feedback
loop of fear. Allen and Gale (1998) examine the design of an optimal safety
net: their key insight is that completely eliminating the consequences of bank
failures (for example, via full insurance) is not necessarily optimal because it
could exacerbate moral hazard; instead, an optimal policy would still impose
discipline on banks and creditors by allowing some loss-sharing. Allen and

Gale’s (1998) analysis thus reinforces the need for a carefully calibrated depo-
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sit insurance scheme. Bhattacharya, Boot and Thakor (1998) emphasise that
prudential regulations are needed to counterbalance the risk-taking incentives
engendered by insurance. These include capital adequacy requirements, ri-
sk-based insurance premiums, asset restrictions and prompt corrective action
regimes. The empirical research of Demirgii¢-Kunt and Detragiache (2002)
in 61 countries provides a large-sample statistical investigations finding that
in countries with strong institutional frameworks and rigorous prudential re-
gulation, deposit insurance can be implemented without provoking crises.
Expanding the scope of deposit guarantees must go hand-in-hand with robust
supervision and resolution tools: by pricing insurance properly and enforcing
discipline (e.g. through “bail-in” rules that force bank shareholders and credi-
tors to absorb losses before any public funds are used), regulators can mitigate
the moral hazard that comes with a broader safety net. Recent empirical work
has delved into how the design features of deposit insurance schemes influen-
ce banking stability. Chiaramonte, Girardone, Migliavacca and Poli (2019),
using data from 27 EU countries, confirm that “how” deposit insurance is
structured matters greatly for its effects: more protective insurance does not
necessarily lead to riskier banks in normal times provided other moral hazard
controls are in place. However, they uncover non-linear effects during crisis
periods: an inverse U-shaped relationship between coverage level and stability,
meaning that, up to a point, higher coverage improves stability, but excessi-
vely high can undermine the latter. Their study suggests also that the impact
of deposit insurance on stability can vary over the business cycle, implying
regulators might consider a dynamic approach. Again, the main opposition
to DGSs stems from concerns about moral hazard: by recalling it, Asimako-
poulos and Troger (2024) however add also the financial burden on national
DGSs and other barriers, including State aid rules. Notwithstanding above
caveats, Eule, Kastelein & Sala (2022) conclude that allowing DGSs to inter-
vene in bank resolution process greatly ensure depositor confidence. Particu-
larly, Arnal, Lannoo & Lastra (2024) assert that the “DGS funds could play a

bridging role, as they could count towards the minimum bail-in requirement
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of 8% of Total Liabilities and Own Funds (TLOF), thus facilitating access to

the SRF’s resources”.

In summary, the literature provides a cohesive narrative supporting stron-
ger deposit guarantee mechanisms with important cautions. These findings
are coherent with the article’s argument that expanding and strengthening
DGS:s is a viable strategy to reduce reliance on taxpayer-funded bailouts, so
long as the expansion falls within sound regulatory safeguards as the EU Ban-

king Union.

3. The DGS role in protecting depositors in the Euro Area

The operation of DGSs in MSs is governed by Directive 2014/49 (the
so-called DGSD) of the European Parliament (EP) and of the Council of the
European Union. This legislative act, adopted on 16 April 2014 on the basis
of Article 53(1) of the Treaty on the Functioning of the European Union
(TFEU), lays down rules and procedures on the establishment and functio-
ning of national DGSs in MSs. It has also amended the 2009 DGSD by
increasing the minimum coverage level from €20,000 to €100,000. Alongsi-
de, the BRRD (Directive 2014/59) presents the legal bases for the DGSs to
contribute financially during the bail-in resolution tool. As to Article 46(1),
the DGS has legal responsibility to pay the amount by which covered deposits
would have been written down in order to absorb the losses of the credit insti-
tution, thereby excluding these deposits from the bail-in procedure (Gortsos,
2019).

Nonetheless, a limit has been set to DGS contributions to prevent its de-
pletion and excessive burdens on the banking sector: these may not exceed
the amount of losses that they would have borne under normal insolvency
proceedings (the above-mentioned payout function).

However, the ESDC highlighted budgetary weaknesses in the capacity of
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European DGSs to safeguard depositors’ confidence during large economic
and financial shocks-induced bail-in (Eurofi, 2020). States were prompted to
provide an unlimited government/public guarantee on deposits, backed up by
national budgets that de facto took the place of bank/private guarantees. Sta-
ted differently, DGSs across various MSs lacked the financial means available
to intervene as backstops, eventually intensifying the loop between sovereign
risk and banks (Eurofi, 2020), where the State is ultimately obliged to interve-
ne. In this regard, Zieliriska-Lont (2021) argues that because of limited scope
of harmonisation in DGSs across MSs, discrepancies in protection levels per-
sist across the EU, so raising concerns over financial stability.

Particularly with regards to the use of DGSs’ in the context of resolution in
the EA, the EC’s legislative proposal aims to integrate and extend significantly
DGSs’ financial means in the process of bank resolution. This is obtained by
having them share banks’ losses, including non-covered deposits, to reach the
8% target. This is in line with Annoscia and Martinez (2023), who note that
the EC emphasises the need for enhanced depositor protection, especially in

the case of small and medium-sized banks.

4. The EU CMDI Reform on the access to bank resolution

As mentioned, the ESDC acted as a catalyst for advancing the integra-
tion of the European Union’s banking regulation. This issue arose from the
interdependence between national governments and their banking systems,
where banks held large amounts of sovereign debt and governments often
had to resort to taxpayers’ money to bail out failing banks. Such interventions
were considered politically sensitive as bank depositors and creditors repre-
sent important constituencies, so creating pressure on governments to protect
them from monetary losses that could lead to severe economic repercussions.
In response to this, a consensus emerged advocating for the decoupling of

national governments from their banking systems. Banking regulation and
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supervision needed to shift from national authorities to EU-level institutions
to mitigate the risks posed by bank-State ties, paving the way for the EBU.
At the expense of national supervisors, the SSM has designated the European
Central Bank (ECB) as the central authority in the supervision of large fi-
nancial institutions and banking conglomerates, i.e. the so-called Significant
Institutions (SIs), having total assets exceeding EUR 30 billion, or exceeding
both €5 billion and having the ratio of its cross-border assets/liabilities in
more than one other participating Member State to its total assets/liabilities
being above 20%, or be regarded as being of strong economic importance
the specific Member State or the EU economy as a whole (ECB, n.d.). As of
the fourth quarter of 2023, SIs represent nearly 93% of total banking assets
in the EA (ECB, 2024a; ECB, 2024b). National supervisors remain the na-
tional competent authorities responsible only for overseeing Less Significant
Institutions (LSIs) in their respective jurisdictions. The decision to entrust the
ECB with the role of single banking supervisor is intended to fulfil the central
objective of ensuring the effective oversight of European banking groups as a
consequence of national supervisors revealing significant weaknesses during
the ESDC.

The CMDI framework established a harmonised approach to resolving
bank failures and safeguarding depositors across MSs by developing in 2014
comprehensive rules and mechanisms within the EBU to manage failing
banks in the form of the BRRD and Deposit Guarantee Schemes Directive
(DGSD). The former set out the procedures for putting a bank under resolu-
tion to ensure, in contrast to liquidation procedures, the survival of the credit
institution’s critical functions. Under the same directive, the bail-in mechani-
sm was introduced as a resolution tool mandating shareholders and creditors
to absorb losses by covering at least 8% of the failing institution’s liabili-
ty-side, thereby ensuring both operational continuity and access to the SRF
liquidity package. The DGSD (Directive 2014/49) required all EU Member
States to institute DGSs granting coverage for deposits up to EUR 100,000,

so to protect such deposits in the advent of bank failures to prevent bank runs.
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However, the decade after the EBU’s creation highlighted a remaining si-
gnificant problem: financially unstable banks, especially LSIs, needed to recur
to non-covered deposits (not protected by DGS) during bail-in procedures
to reach the 8% condition, so exposing depositors to losses (Council, 2024).
Consequently, ahead of a bank’s resolution, the anticipation of losses could
still prompt the withdrawal and redistribution of the share of the deposits
that are not protected, potentially undermining the effectiveness of a bail-in
process (Eule, Kastelein & Sala, 2023). This risk could multiply since non-co-
vered deposits compose a sensitive share of total households’ and, even more,

NFCs’ deposits across MSs” banks, as shown in fig. 1.

Figure 1 - Share of covered and non-covered deposits for households and NFCs in
SIs and LSIs (Eule, Kastelein & Sala, 2023)

(values in trillions of €)
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m Covered
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1
0 0
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For the above, on 16 June 2022 the Eurogroup agreed on the urgent need
to strengthen the EU CMDI framework by broadening the application of the
bail-in during crisis managements. The Eurogroup subsequently invited the
EC to draft a legislative proposal for a reformed CMDI framework amending
the BRRD and DGSD (Huertas, 2023), which the EC officially presented in
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April 2023. The Reform seeks to “facilitate the recourse to industry-funded
safety nets [namely the DGSs] together with, in the EBU, the SRF ... as an
additional source of funding” (Council, 2024). Ultimately, the Reform urges
to use “DGS funds to ‘bridge the gap [the 8% bail-in target]” allowing to
subsequently unlock an intervention of the SRF” (Council, 2024). To this
day, the aforesaid legislative proposal is still debated along the EU legislative
process as its formal approval is currently pending at the Council, whilst the
EP has voted favourably only few weeks before the conclusion of the 2019-
2024 legislature.

5. The economic modelling

As introduced in Section 1, the model is exemplified through its applica-
tion to a paradigmatic eurozone’s country, as it stands out among MSs for
having experienced the highest number of bank failures within the initial
five-year period following the implementation of the 2014 BRRD. As detai-
led in Table 1, Italy saw the failure of Carichieti, Banca Popolare dell’Etru-
ria, Cassa di Risparmio di Ferrara, Banca delle Marche, Banca Popolare di
Vicenza, Veneto Banca and Banca Base (Restoy, Vrbaski & Walters, 2020),
sparkling the then still ongoing debate about how to enhance the access to the

related resolution process to avoid financial failures.

RIVISTA BANCARIA - MINERVA BANCARIA N. 3 /2026 13



LORENZO DI TORO, ROBERTO DI PIETRA, PIERRE DI TORO

‘YA d 2y? Topun uonnjosar ueyy 19y1o u.::uuUOum BUNSRE]| (e8] Aue sopnpout :\AUEyLOmEH:

‘urewop orqnd ‘Teqorn) J§ s224n0g

ook

@S Y2 10 211G IOQUIDJA] SWOY Y1 JO (VYN ANIOYINE UONN[OSIT [BUONBU Y} :1USWSSISSE 1s2101ut d1[qnd o1 1o patired rey Luoyny
"gDd oy £q uorsiazadns pareprjosuod 01 19(qns uonmpsuy JuedyIudig,

fouanjosu| a4s anebau ou woss ¥nd 6107/8 exueg aNd
uonnjosay YUN annisod ou WLy INa 810¢/6 Uasseys|apuy sueyuaqoy
fouanjosuy| VUN annebau ou wgs ¥nd 8107/ aseq eyueg
fouanjosu| ViN Anijehau ou w/z4n3 8107/ yueg 013
fouanjosu VAN dnjehau ou Wy YYH 8107/T pjuRg RUPAIS B|SA]
fouanjosu| qys Anjehau sof wegl Yn3 8107/T NGy
fouanjosu qys dnjehau sof ugez Yn3 £102/9 IURY 013U\
fouanjosy| q4s anebau sak ugys ¥na £102/9 eZUI)I Ip 2Jejodod edURg
uonnjosay aus anyisod sk uqsyL 4nd L107/9 [oueds3 Jejndod odueg
fouanjosu ViN ansod ou wosy ¥na 9107/€ RYURQDIBWOY RISeI|
fouanjosu| ViN annebau ou uqs ¥n3 9107/T yueg 3jdeyy
uonnjosay YuN ansod ou woszNa 9L07/1 MV Ussseysjapuy
uonnjosay YuN annisod ou uqg-zL ynd sLoz/el INVd
uonnjosay YuN anisod ou (w07) 43 sLoz/el asauuodojaq doo)
uonnjosay YUN annisod ou uqzzednd SLoz/LL 3R} 9]|9p eduRg
uonnjosay LEI annisod ou uge9 4und SLoZ/LL RIRL3S Ip OlwLledsty Ip esse)
uonnjosay YUN anisod ou ugezi und SLoZ/LL eun.3 |j2p atejodog exueg
uonnjosay YUN annisod ou uqz 'y and SLOZ/LL nelyHue)
uonnjosay VuN anisod ou uqe’LYUH sLoz/oL eyueg exsuelper
#%x0ANP0I4 s<Aoyany yid Yid «IS ainjie} je sjassy dleq jueq joawey

AONON Amuuujw\vw/ x Vﬁd@u\/ &Ouwvﬂc aayyg =>surs s1eaA m umu@ Dﬁ—u ur ﬁv—:@ wﬁﬁr.mﬁ— w&ﬁdm -1 Q—QNYHL

SAGGI

<

—



WHO PAYS FOR BANK RESOLUTION? THE SIZE OF THE DEPOSIT GUARANTEE SCHEMES
WITHIN THE EU CRISIS MANAGEMENT AND DEPOSIT INSURANCE REFORM

Italy is not only the MS with the highest number of bank failures during
the specified period, but is also a pivotal MS for its considerable economic
and financial magnitude since ranking second among eurozone’s countries
in terms of the number of SIs under direct supervision of the ECB (these
being 12) as of 2023 (ECB, 2024a). Italy’s importance within the eurozone’s
banking ecosystem is further underscored by the aggregate volume of depo-
sits held by its SIs, which represents 11.25% of total deposits across all MSs
(ECB, 2024a).

Having demonstrated the relevance of Italy as a paradigmatic case, the
presentation of the necessary data for the required modelling will start with
a focus at first with regards to this country, with a similar framework then
applicable to all other MSs'.

The modelling begins (Step 1) by introducing the aggregate liabilities of
the banking sector’s balance sheets, which amounts in Italy to approximately
EUR 4 trillion (of which 2.8 of households’ and NFCs’ deposits), as well as
the number of credit institutions (both SIs and LSIs), which are 431 in Italy.
These data are derived for all MSs from the Bank for International Settlemen-
ts (n.d.) and the ECB (2024c; 2024d).

Out of that, data about Sls only are extrapolated in Step 2, by observing a
total liability-side amounting to about EUR 2.6 trillion. This value may then
be divided by the number of SIs (ECB, 2024a) giving the average liabilities
per Italian SI of around EUR 214 billion. Based on this calculation, the 8%
bail-in threshold - the portion of liabilities that can be written down or con-
verted to equity in the event of a bail-in - is roughly EUR 17 billion per SI. In
SIs, households’ and NFCs’ deposits, i.e. the categories to be protected from
bail-in, are then extrapolated from the total liability-side (ECB, 2024a), along
with their related percentage (56.45%) and corresponding average (EUR 121
billion). These interim findings under Stgp 2 are then fundamental for the

ultimate ones in Step 5.a).

1 All data presented for Italy from now onwards within the current Section are later recapped in table 2, alongside
to the other MSs’.
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Step 3 replicates for LSIs the same metrics, analysis and findings of Step 2
for Sls, thereby enabling partially the last findings of the model under Step
5.c).
Step 4 elaborates a further level of detail by distinguishing for households
and NFCs the ‘covered deposits’ from the ‘non-covered (share of) deposits’, so
obtaining their average within credit institutions, for both SIs and LSIs. This
step determines the intermediate findings needed to obtain the conclusive
ones under Step 5.5) and, in combination with the partial findings from Step
3, also under Step 5.¢).
Step 5 concludes the model by factoring in the DGS size of EUR 665 mil-
lion in Italy (EBA, n.d.) and eventually deriving the indicators of the national
economic situation and interest regarding the Reform, i.e.:
a) if the size of the national DGS is insuflicient to cover even in just one
SI the portion that may miss in order to reach 8% of the total liabi-
lity-side (after bailing-in liabilities other than households’ and NFCs’
deposits), the MS should have an economic interest in a ‘YES’ to the
Reform; and/or

b) if the size of the DGS is insufficient to protect even just one SI's non-co-
vered deposits, the MS should have an economic interest in a ‘YES’ to
the Reform; and/or

c) if the size of the DGS is insufficient to protect at least four average LSIs’

non-covered deposits in a specific MS, the MS should have an econo-
mic interest in a ‘YES’ to the Reform. The number ‘four’ is scientifically
determined since matching a precedent of an initial systemic banking
crisis post BRDD, that is the maximum number of LSIs within a single
MS (Italy again) that ‘simultaneously’ failed, i.e. in the same year 2015.

Each ‘YES’ outcome derived from these scenarios, provides a strong ra-
tionale to support the proposed Reform. Clearly, the more the number of
affirmative responses, the greater the justification for approval by a MS, as
it would indicate a more pressing need for enhanced resolution mechanisms

and depositor protection within the national banking system.
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6. Application of the economic modelling to Euro Area’s Member States

The model can now be extended to all MSs as illustrated in table 2, whe-
reas ‘YES/NO’ simultaneously - as in Latvia and Spain - expresses economic
conditions that may lead to neutral national stances towards the Reform. The
notation ‘n.a.” (not available) is used in cases where certain data points are
not available or could not be obtained. This applies particularly to smaller
jurisdictions. More particularly, ‘C’ denotes the unavailability of data due to
specific reasons of confidentiality. This occurs in instances where supervisory
confidentiality rules prevent the disclosure of sensitive banking information
by the ECB, such as detailed breakdowns of deposit structures or specific
liability-side figures, which might inadvertently expose individual banks to
market scrutiny. The EA’s aggregated data are also provided, allowing for a
potential macro-level assessment of the potential impact of the proposed Re-

form across the entire eurozone.

7. Necessity for the Reform

The data provided in Table 2 reveal the financial capacity of DGSs in va-
rious MSs, showing that almost all are inadequately funded - including Ger-
many, France and Italy - both in contributing to cover the minimum 8%
bail-in threshold required to access the SRF and in safeguarding non-covered
deposits of SIs and LSIs. This insufficient funding raises real concerns about
whether the banking/private sector can absorb banking losses in the event
of a systemic crisis risking to bankrupt several credit institutions without re-
curring to State intervention, thus continuing the reliance on taxpayer-fun-
ded bailouts. Similarly, if a national DGS cannot contribute adequately to
reaching the 8% bail-in requirement and the national government does not
intend to step up to cover non-covered deposits, these depositors’ funds will

suffer losses in the bail-in process.
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This inclusion significantly risks to undermine confidence in the banking
system. Clearly, these outcomes are unfavourable.

The CMDI reform aims to resolve both problems by enhancing the role
and increasing the size of DGSs, allowing them to bridge the funding gap in
resolution proceedings and protect deposits more effectively. Therefore, the
findings from table 2 show decisively a favourable opportunity for MSs - for
which data are available - to support the EU legislative procedure concerning
the Reform, in order to protect the national banks’ depositors (households
and non-financial enterprises) and, thereby, indirectly the taxpayers. Clearly,
this implies burdening conversely the banking system, as considered less of
a priority compared to the aforesaid banks’ direct and indirect stakeholders.

In summary, two key findings can be extrapolated from Table 2:

1) Insufficiency of national DGSs: national DGSs are inadequately funded
to meet the minimum 8% bail-in threshold required to trigger the
SRE This shortfall means that, in the event of a bank failure, DGSs are
unable to provide sufficient coverage for non-covered deposits, which
are more vulnerable during a crisis;

2) Economic necessity for the Reform: the analysis gives a strong economic
rationale for supporting the EC’s proposed CMDI reform. By exten-
ding the scope of DGSs and enhancing their financial capacity, MSs
can better protect depositors, particularly in scenarios of systemic risk.
The Reform seeks to bridge the gap to reach the 8% bail-in requirement
by effectively utilising DGS funds. Moreover, even MSs that are per-
ceived as financially robust with sufficiently capitalised bank systems,

such as Germany and Austria, are at high risk of destabilisation without

enhanced DGS funding,.
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8. The next legislative steps of the Reform

While having been approved in the EP’s 24 April Strasbourg plenary, the
EC’s proposal to update the CMDI framework has faced opposition from
MSs at Council’s discussions.

The 16 May 2023 meeting of the Ministers of Finance (ECOFIN) sche-
duled to discuss the proposal revealed divisive positions on the new piece of
legislation with regards to mobilising DGSs to reach the 8% minimum bail-
in requirement for bank resolution. Both Austria and Germany, Austria and
Germany argued that their banking systems were strong enough to meet the
8% requirement without risking to impact (non-covered) depositors, empha-
sising that bailing-in their national banks’ own funds and eligible liabilities,
i.e. respectively shareholders’ equity and creditors’ claims, would suffice for
resolution. Consistently, Austrian finance minister Magnus Brunner voiced
opposition by stating that “we have done our homework in Austria... so it’s
questionable why we should change so much” (Allenbach-Ammann, May 17,
2023). In a similar vein, his German counterpart Christian Lander asserted
that “it has always been clear to us that functioning systems must be kept and
protected. In the Commission’s proposal, this is not given anymore” and “it
has always been clear to us [Germany] that these functioning instruments
[DGSs] must be preserved and their ability to function protected (Allenba-
ch-Ammann, May 17, 2023; The Business Times, May 16, 2023). Such sta-
tements prioritise the avoidance of any consequent additional burdens and
obligations on the respective banking systems, with regards to the DGS, above
the less incumbent and visible risk for their households, NFCs and taxpayers.
Likely, the rationale may encompass a political ‘marketing’ message about the
stability, reliability and resilience of the country’s credit institutions that is
not however confirmed by the findings of the previous Section. In contrast,
other colleagues, such as the Spanish Minister, expressed more positive views
on the Reform, remarking that the proposal is moving in the right direction

to keep improving the banking resolution framework (Allenbach-Ammann,
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May 17, 2023).

The Council agreed only in June 2024 on a general approach to the Re-
form, about which the Minister of Finance of Belgium, holding the rota-
ting Presidency of the Council, commented: “we are taking a significant step
towards a more integrated and effective crisis management framework that
will reinforce our ability to address the challenges posed by the resolution of
small and medium-size banks. The revised CMDI framework will bring signi-
ficant benefits in terms of strengthened financial stability, better protection
of deposits and taxpayers’ money ... key to the deepening of the Banking
Union” (Council, 2024). However, this Council’s approach, amending the
EP’s first reading, limits the availability of funding from the DGSs to ‘bri-
dge up’ the gap in resolution than the EC’s original proposal. The latter has
commented on this approach, classifying the reduced DGS funding as “very
disappointing” (European Parliament, 2024).

Since then, the process has no longer moved forward at all (Hallak, 2025)

as both European co-legislators’ agenda are giving priority to other matters.

9. Conclusions

The ESDC exposed both the deep vulnerabilities within the banking sec-
tors of EA’s MSs as well as the faulty ties between national governments and
their banking systems. The crisis demonstrated that when banks fail, they
pose significant economic and political challenges that ultimately prompt go-
vernments to step in with taxpayer-funded bailouts in order to stabilise and
save the financial system. However, these bailouts have only reinforced the
malicious nexus between sovereign risk and bank failures, leading to a con-
sensus on the need to have banks solve problems ‘from within’. The creation
of the EBU and the respective CMDI framework in 2014 aimed to centralise
banking oversight and harmonise resolution processes across the EA, with

the primary objective of breaking the cycle between banks and sovereigns.
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The bail-in mechanism introduced within the CMDI framework has since
required a banks’ shareholders and creditors to ‘absorb’ at least 8% of a failing
bank’s liabilities before the SRF can intervene to supply the needed liquidity.
One of the key issues identified in the analysis is that, in practice, achieving
the 8% bail-in requirement has proven difficult for many banks. In fact, for
these banks, their shareholders’ and creditors’ contributions are often insufhi-
cient to absorb losses, requiring the integration of non-covered deposits (i.e.,
deposits exceeding EUR 100,000) in the bail-in process. But, this inclusion
poses significant risks to depositors’ confidence and financial stability, as the
prospect of losing money deposited can trigger bank runs, leading to broader
systemic failures and panics. Ultimately, the State is therefore forced to finan-
cially intervene to ensure depositors’ funds, thereby undermining the core
objective of reducing reliance on taxpayer bailouts.

This paper has provided an in-depth analysis of the role of national DGSs
in the context of bank resolutions, showcasing critical deficiencies in the cur-
rent structure and funding of DGSs across nearly all EA’s MSs. Using a de-
tailed economic model based on MSs’ banking data, this paper has assessed
that DGSs lack adequate resources and their scope is too reduced to cover
(non-covered) depositors when banks are required to meet the 8% bail-in
threshold for SRF access during banking crises. In response to these chal-
lenges, the EC has introduced a legislative proposal to reform the CMDI
framework, which the article has demonstrated to be necessary. By highli-
ghting the shortcomings in existing resolution mechanisms - particularly with
regards to meeting the 8% bail-in requirement before a bank can access the
SREF - the article shows how, without the Reform, depositors in MSs risk
bearing losses during systemic crises that would necessitate States recurring
to tax-funded bail-outs. This undermines the primary goal of transferring the
costs of bank failure from taxpayers to the private banking sector. The data
and findings of this paper strongly support the need for such a reform: in
several major EA’s economies, including Germany, France and Italy, national

DGSs are insufficiently funded to meet the demands of a systemic crisis. Our
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proposed answer to this challenge is to enlarge the role and financial capacity
of DGSs through the Reform. By expanding their scope, DGSs will contribu-
te to the 8% bail-in requirement, allowing to share in losses of banks in place
of non-covered deposits, thereby avoiding bank panics and public bail-outs. It
is expected that if the proposed Reform’s legislative process comes to a favou-
rable outcome, the cost of bank failures in resolution will be borne (almost)
exclusively by the private banking industry instead of the public, so aligning
with the above-stated principle of the EBU. However, as noted, the process
is currently stuck.

Notwithstanding the clear evidence that this study provides regarding the
current underfunding of DGSs and the need to expand their remit, a few
limitations should be noted. First, the analysis relies on nationally aggrega-
ted datasets, which may mask heterogeneity across individual institutions or
depositors. Second, incomplete data for some MSs restrict the universal ap-
plication of the model’s findings. Lastly, the study focuses on balance sheet
metrics without addressing potential behavioural responses - such as deposit
flight - that could influence outcomes during a crisis.

Future research could build on this work by incorporating more granular
bank-level data and exploring how depositor psychology affects resolution
scenarios, especially under varying macroeconomic conditions. Additionally,
comparative case studies might reveal best practices for DGS funding and
governance structures across different jurisdictions. Despite these constrain-
ts, the paper contributes significantly to the literature by highlighting the
structural vulnerabilities of existing DGS systems and reinforcing the policy

rationale for a more robust CMDI framework.
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