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Press Release

BANK STATE AID IN THE FINANCIAL CRISIS: 

FRAGMENTATION OR LEVEL PLAYING FIELD?

The financial crisis is not over yet. As we publish this report, 12 member states, including Denmark, Germany, the Netherlands and Sweden, still have bank liability guarantee schemes in place and eight states have recapitalisation schemes, all temporarily authorised by the European Commission under the EU’s state aid regime. Several large EU banks are operating under tight state aid rulings to deleverage and downsize, and other bank state aid decision are expected soon.

The financial crisis led to a massive support by EU member states of their financial systems, amounting so far to a cost of about 12.5% of EU GDP. This figure varies widely across the EU member states, as the degree of distress of the banking sector varied widely, and thus the response also varies importantly. 

Member states have supported the financial sector through a mix of debt guarantee and bank liquidity support schemes, recapitalisation arrangements, bad bank schemes and individual bank support. 

· In total, 20 bank debt guarantee and 15 recapitalisation schemes were, under the EU state aid rules, temporarily authorised by the European Commission.

· 44 individual bank state aid cases were notified to the Commission, of which several are still under investigation. Germany has the largest number (13) of individual bank state aid cases, followed by the UK and Belgium, with 5 cases each. Other states, such as France, and Spain have only one case each.

· Five EU member states – all of them new ones (Bulgaria, Czech Republic, Estonia, Malta and Romania) – had neither bank support schemes nor individual bank support.

The fact that measures of such magnitude had to be adopted raises the question whether the EU’s state aid rules were fit for the exceptional circumstances of the crisis. Conceived to ensure a level playing field in the EU’s single market, the EU’s state aid policy was seriously tested on this objective. A rapid cross-country analysis indicates that, after the crisis, the EU’s financial market is re-starting on an even more uneven playing field than before it, as some bank support schemes were better conceived than others, and some countries only resorted to individual bank aid, leading automatically to individual state aid cases.

Comparing six high-profile individual bank state aid cases that were published by the Commission over the last year concerning banks with a combined balance sheet total of about €9 trillion at the start of the crisis demonstrates that the European Commission has applied different remedies. The imposed balance sheet reduction varies from more than 45% in some cases to less than 20% in others, with different degrees of market reduction and behavioural constraints. 

The report recommends that the Directorate-General for Competition Policy of the European Commission continues to analyse the impact of state aid and its various measures on surface of the playing field. This is even more important from an international perspective, as nothing comparable exists elsewhere. A framework is in place at the WTO level, but it is rudimentary compared to the EU scheme and leaves huge scope for carve-outs. EU state-supported banks may thus also be disadvantaged internationally by the tight EU regime.

In the future, a European-wide crisis management and resolution framework should be considered in order to deal with banks in trouble, but any proposed resolution or authority must integrate and clearly specify the EU’s state aid rules and objectives of proportionality, necessity and focus.
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