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Anil Kashyap, University of Chicago, pointed to the fact that normal bankruptcy 
procedures do not work when value depends on liability structure, which is very 
much the case with banks. In particular, a special resolution regime is needed when 
short-term debt is a critical part of the capital structure. Ideally the special regime 
should (i) be flexible, i.e. they must work also for non-banks and work across 
supervisory boundaries; (ii) recognize special problems caused by runs, .e.g. the fact 
that time is of essence; (iii) attack the threat of runs directly, in particular have 
arrangements for pre-wired recapitalization in place to be able to buy time; (iv) make 
mandatory recapitalization time consistent with respect to break up option; and (v) 
anticipate macroprudential implications, e.g. realize that regulation via capital ratios 
invites deleveraging – thus use regulate in absolute dollar terms instead of ratios.  

Anil stressed that policymakers should accept the fact that haircutting short-term 
debt is impractical.  

 

Viral Acharya, New York University, expressed some doubts about the Dodd-Frank 
Act’s reliance of Orderly Liquidation Authority. How will it deal with multiple failures? 
Is receivership the right approach in systemic risk? The fact that financial firms are 
each other’s creditors implies that each firm’s equity has value from credit claim on 
other firms. Loss to capital of one firm erodes the capital of other firms. The risk of 
systemic contagion means that the system as a whole must put up capital to deal 
with failures on systemically important liabilities. Ideally, the charge for such 
insurance should be based on the individual firm’s contribution to systemic risk. The 
repo market is one area, where a special resolution authority might be helpful in 
reducing systemic risk. Such a Repo Resolution Authority would essentially function 
as a liquidation cum lender-of-last-resort authority.  

 

Michael Krimminger, Federal Deposit Insurance Corporation, responded that the 
Dodd-Frank Act does indeed address systemic issues. In particular, there will be bail-
in type of measures that will be taken in a resolution that will allow key functions to 
continue operations. Michael then went on to describe the most important measures 
taken by US authorities in the management of the financial crisis.  

 

Peter Brierly, Bank of England, described the newly introduced Special Resolution 
Regime for failing banks in the UK. Bank of England is lead resolution authority. Peter 
mentioned that the resolution regime will be triggered by regulatory judgment by 
FSA after consultation with other authorities. There will be a mix of quantitative and 
qualitative thresholds. He particularly stressed the need to cover liquidity as well as 
capital. A basic principle in the regime is that no creditor should be worse off as a 
result of the resolution than in a liquidation. The resolution regime includes the 
option of Temporary Public Ownership as a last resort. 



Peter noted that the special resolution regime would presumably be effective only in 
resolving domestic banks, so the too-big-to-fail problem of cross-border banks is still 
not addressed. 

 

Nicolas Véron, Breugel, pointed to the fact that many banks in Europe are very large 
in relation to their home country’s GDP. For example, the assets of some of Europe’s 
largest banks amount to approximately 100 percent of home country GDP. As a 
comparison, none of the largest US banks’ assets reached more than 15 percent of 
GDP. As a response to several bank failures during the crisis, a lot of EU countries 
have adopted or modified national resolution regimes. On top of this, there have 
been several initiatives to enhance EU legislation; in particular the European 
Commission is working on a legislative proposal on crisis management and 
resolution. The cross-border dimension is particularly prominent in a European 
context. The interplay between many (interrelated) factors, such as historical attitude 
towards risk, political economy, economic nationalism, and the structure of the 
financial system affect the European approach to crisis management.  

 

Mathias Dewatripont, National Bank of Belgium and ECARES, discussed the 
treatment of different stakeholders in a bank restructuring. He emphasized the 
importance of outside equity when it comes to analyzing capital regulation. 
Contingent capital and capital charges are a way to reduce moral hazard. Increased 
cost of lending could be mitigated by eliminating tax advantage of equity. Mathias 
stressed that macro shocks should be treated differently from micro shocks. To deal 
with a macro shock, capital insurance or countercyclical capital buffers could be used.  

 

Elena Carletti, European University Institute and CEPR, underscored that bank 
resolution is not just about liquidation, but is part of a broader effort to strengthen 
financial stability, including prevention and recovery and resolution plans (with all 
possible instruments). General principles for bank resolution are: (i) shareholders 
should take the first loss; (ii) unsecured creditors should take residual losses; (iii) if 
needed, senior management should be replaced; (iv) public support should only be 
used if private sector solutions are exhausted; and (v) creditors of the same class 
should be treated equally. 

Elena stressed the importance (and difficulty) of distinguishing between illiquidity 
and insolvency. Among other things, it depends on how well markets work at the 
time. Moreover, resolution of idiosyncratic crisis can be very different from resolution 
in the case of a systemic crisis, and there may become instruments that should not be 
used in the former but may be necessary in the latter. 

 

Alan Morrison, Saïd Business Scool, University of Oxford, focused on the cross-
border dimension of bank resolution. Although there are many challenges in the 
context of a domestic bank resolution, they are dwarfed by the challenges in the face 
of the resolution of a large, complex cross-border bank. For example, the Lehman 
Group, which comprised nearly 3,000 entities in 50 countries, is still being wound 
down, and many transactions are still being contested. The fact that “banks are global 



in life, but local in death” distorts incentives of national supervisors, which 
complicates resolution. “Burden sharing” could be one way to resolve asset grabbing, 
but this approach runs up against problems of measurement, contestability and 
timing. Higher requirements of common equity capital and resolution plans might 
help reducing the problems. But real progress will require a more supra-national 
approach to supervision. In my view a more realistic alternative is more localization 
through ring-fencing and local supervision.  

 

Dirk Schoenmaker, Duisenburg School of Finance, drew some lessons from the 
crisis: According to Dirk, ECB had been reasonably effective during the crisis, but 
there were cross-border externalities of large-bank failures due to national 
accountability and national insolvency procedures.  

He pointed to the “financial trilemma”: the three goals of maintaining global financial 
stability, fostering cross-border banking and preserving national authority are not 
possible to obtain all at the same time – one has to go. In the end, this boils down to 
a choice on sovereignty: supranational solutions or restrictions on cross-border 
banking. To achieve a supranational solution one needs to move from MoUs to 
legally binding structures. Moreover, to arrive at an effective framework, you should 
start with the “end-game”, i.e. resolution.  

Dirk then went onto sketch a European regime, starting with a “European Resolution 
Authority” (ERA) with funding based on ex ante burden sharing. The next element 
would be European deposit insurance (EDIC) for banks with a European license, 
funded through risk-based premiums and fiscal backstop. The ECB should be Lender 
of last resort for banks with a European license, based on general burden sharing of 
potential LOLR losses. The European Banking Authority (EBA) is responsible for 
licensing and supervising large cross-border banks.  

 

 


