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Executive Summary

The landscape of financial supervision  and resolution  in Europe has changed 
dramatically with the entry in force of the Single Supervisory Mechanism 
(SSM) in early November, 2014 and of the Single Resolution Mechanism 
(SRM) in December 2014. Both mechanisms rely on the single rule book es-
tablishing the foundation of the Banking Union: 
• Establishing a Single Supervisor for a single financial market is embed-

ded in the political and economic goals of the European Union (EU). 
The SSM is the first pillar of Banking Union1 which is the latest policy 
response to address the effects of the financial crisis in the Eurozone. 
The term ‘Banking Union’ refers to a series of policies and laws which 
harmonize rules on deposit protection, establish a single supervisor for 
banks across participating member states and create a common fund for 
cross-border bank resolution. Banking Union complements the broader 
Economic and Monetary Union (EMU).2

• The Single Resolution Mechanism ensures that if, despite stronger su-
pervision, a bank subject to the SSM were to face serious difficulties, 
its resolution can be managed efficiently with minimal costs to taxpay-
ers and the economy. The SRM is backed by a Single Resolution Board 
and a Single Resolution Fund. The SRM is therefore the second pillar 
of Banking Union.

• The single rulebook consists of a set of legislative texts that all financial 
institutions (including approximately 8300 banks) in the EU must com-
ply with. These rules, among other things, lay down capital requirements 
for banks, ensure better protection for depositors, and regulate the pre-
vention and management of bank failures.

This report mainly focuses on SSM. 
The SSM modifies the current architecture of banking supervision by 

creating a system in which the European Central Bank (ECB) and National 
Competent Authorities (NCA) share responsibilities in the supervision of 
credit institutions. The new arrangements seek to intensify the partnership 
between member state banking supervisors by boosting information shar-
ing amongst them and implementing a common set of standards. 

The SSM leads to changes in the audit mandate of some European Un-
ion Supreme Audit Institutions (SAIs).

By making the ECB the lead financial supervisor in Eurozone member 
states, the SSM limits the scope given to national auditors. The accountabil-
ity of financial supervisors is not guaranteed at all levels in the SSM.

This report discusses generally recognized risks linked to the SSM and 
proposes a series of performance indicators that SAIs could potentially use 
to identify the strengths and weaknesses of supervisory tools. 

This briefing paper is intended to introduce readers with varying lev-
els of familiarity to the SSM, its consequences for Supreme Audit Institu-
tions and the macro-level risks of its operationalization to financial stabil-
ity in Europe.
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1 Introduction to the Single 
Supervisory Mechanism

The Single Supervisory Mechanism is a new system of financial supervision 
authorities created to address the challenges faced in Europe before and 
during the financial crisis. It is obligatory in the 19 Eurozone countries and 
optional for all other EU member states. The SSM is a system which con-
fers a responsibility to directly supervise a category of credit institutions to 
the ECB based off of a series of significance related criteria listed below in 
Table 1. It leaves the remaining credit institutions to be supervised at the 
member state level by their traditional host, the National Competent Au-
thority (NCA). The ECB is able to transfer a bank into its direct supervision 
if it deems it to be necessary.3

According to the EU regulation establishing the SSM, the ECB is the 
body which is ultimately responsible for the overall functioning of financial 
supervision in the Eurozone whereas the NCAs are charged with the su-
pervision of “less” significant credit institutions. Thus the ECB is to ensure 
that the SSM addresses the supervisory weaknesses which contributed to 
the outbreak of the financial crisis. Credit institutions are supervised by the 
ECB if they are deemed to be ‘Significant.’ This is based on the following:4

Table 1: Criteria for Shifting a Credit Institution to Direct ECB Supervision

Significance criteria: Specification:

aSSetS The value of assets exceeds EUR 30 billion.

aSSetS to gDp ratio Ratio of a credit institution’s assets exceeds 20% of their given member state’s GDP.

otherwiSe DomeStically Significant If an NCA notifies an institution to be of significant relevance to the domestic economy, the ECB 
has the option of directly supervising it based off of a comprehensive assessment by the ECB 
(including a balance-sheet assessment) of that credit institution. 

croSS-borDer activitieS The ECB may also, on its own initiative, consider an institution to be of significant relevance 
where it has established banking subsidiaries in more than one participating Member States 
and its cross-border assets or liabilities represent a significant part of its total assets or liabili-
ties subject to the conditions laid down in the methodology.

recipient of public financial aSSiStance Those credit institutions for which public financial assistance has been requested or received 
directly from the EFSF or the ESM shall not be considered less significant.

This is a serious layering of the role of the ECB. In order to accommodate it-
self to its new function in the European economy, the ECB has made a series 
of adjustments to its internal structure. Most notably, the SSM establishes the 
Supervisory Board and Steering Committee inside the structure of the ECB. 

Past changes in the organizational formation of financial supervisors have 
been attributed to the merging of financial sectors, the emergence of inter-
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national codes and standards as well as the systemic banking crises such as 
those during the 1990’s.5 However, these past changes have not always met 
expectations. Despite the term ‘single’ it is clear that the system, sketched 
out in Figure 1 below is decently complicated.

Despite the fact that European supervisors have scored well in interna-
tional reviews of accountability and independence6 their reputation has tak-
en a substantial hit considering the scandals that financial regulators and su-
pervisors have endured. 7The failure of supervisory architecture as a causal 
factor of the financial crisis can be cited in two cases: in the United States8 
and the United Kingdom with the failure to intervene as a last resort in the 
Northern Rock Episode.9

Rather than a failure of the supervisory regime, there is a consensus that 
the following factors contributed to weak supervisory governance:
• Weak supervisory independence and accountability, 
• Industry or political capture i.e. the wrong incentive structures provid-

ed by the political establishment
• A severe lack of audacity to probe or to take matters to their conclusion 

and to be intrusive 
• Several authors also point at a general lack of skills to understand the 

risks related to the new and sophisticated financial products and un-
derlying operations.10

• At the international level (with respect to cross-border supervision) 
some point at a misalignment of incentives for supervisors to voluntari-
ly cooperate, a lack of binding coordinating mechanisms, and differenc-
es in levels of supervisory quality.11

The SSM presents a two-fold opportunity for European financial supervi-
sors: firstly to improve the reputation of the overall quality of financial su-
pervision in Europe and to address issues in protecting national banking 
champions.12

Figure 1:  The allocation of responsibilities between Participating and Non-Participating  
 Countries
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Figure 2: The New Structure of the ECB

Source: https://www.bankingsupervision.europa.eu/banking/approach/jst/shared/img/jst.PNG
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2 A Snapshot of the SSM: Where are 
we now?

The SSM entered into force on the 4th of November 2014, which is one 
year after the regulation was agreed to by the European Parliament and the 
Council of the European Union. In the meantime, a series of developments 
have occurred; inside the ECB, the Supervisory Board and the Steering com-
mittee have been assembled and steps have been taken to prepare both the 
ECB and the NCAs for the new system of financial supervision in partici-
pating member states.

This has been no mean feat for the ECB. Modifying not only its inter-
nal structure, recruiting nearly 1,000 new members of staff and adjusting 
or building working relationships with external actors are only a few of the 
major transitions that the ECB has undergone.13 The changes have been cod-
ified in the publication of a new internal ECB regulation to accommodate 
the organization to its changing role in the European economy.14 The ECB’s 
SSM Regulation had to be submitted to a public consultation to receive com-
ments on the collection of fees levied on a credit institution or branch, in-
cluding underlying calculations.

The Supervisory Board was established with the responsibility to organ-
ise and oversee the supervisory tasks of the ECB as well as make propos-
als to the ECB Governing Board.15 At the time of writing, the Supervisory 
Board and its Steering committee have met to establish procedures. They 
have also decided upon which banks the ECB will be directly supervising 
after the SSM enters into force.16

A key component of the SSM that has been established during the course 
of the last year are the Joint Supervisory Teams (JSTs). These matrix-style 
teams form the link between the NCAs and the ECB. They are composed of 
supervisors from various member states and brought together according to 
their respective supervisory expertise in order to perform on-site visits and 
capitalize off of professional and linguistic capacities. One JST will be des-
ignated for each significant credit institution.17

The ECB is also undertaking what is referred to as the Comprehensive 
Assessment, which is composed of the AQR (Asset Quality Review) and a 
series of Stress Tests. The Assessment, which was taken out in partnership 
between the NCAs and the ECB, is intended to give the ECB a full under-
standing of the state of the financial system in participating member states. 
It is also intended to bring a higher degree of transparency in the market, 
which should boost investor confidence.18
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3 An Introduction to the Single 
Resolution Mechanism

The second of pillar of Banking Union is the Single Resolution Mechanism 
SRM), which is a way to address another problem faced by Eurozone coun-
tries during the crisis: the recovery and resolution of  failing banks which 
operate across borders. This is commonly considered the alternative to cor-
porate insolvency and allows for banks to fail in an orderly way to prevent 
systemic contagion.19 The case of Dexia is an example of what can happen 
without a strong resolution framework which operates at the internation-
al level,20 hence “banks are international in life and national in death.”21Ad-
dressing issues with cross-border bank resolution is commonly viewed as 
one of the most effective ways to move forward in terms of bank-sovereign 
interdependence.22

The SRM is composed of the Single Resolution Fund and Single Reso-
lution Board. Its legal basis is the Bank Recovery and Resolution Directive 
(the BRRD) and it establishes the European System of Financing Arrange-
ments (Figure 4). There is also the intergovernmental treaty between Eu-
rozone member states and a Crisis Resolution Directive. 

The purpose of bail-in is to recapitalize an institution in order to to rein-
state it to its capacity to meet the requirements of authorization, to be able to 
provide capital to bridge institutions or potentially to minimize the amount 
of debt that is transferred under the sale of business/asset separation tool.23 

A bail-in of a bank, as opposed to a bail-out, ensures that taxpayer’s money 
doesn’t need to be used to recapitalize a credit institution.24

The BRRD gives the Resolution Authority four tools sale of business, 
bridge institution, asset separation, and bail-in, which are outlined in Fig-
ure 3.25 Under the BRRD, the Resolution Authority has the powers to decide 
whether or not the requirements have been met for a bail in (Art. 32). It is 
also for the board to decide whether or not resolution tools will be used in-
cluding the potential move to nationalize an insitutiton. 

Recovery (or “early intervention”) proceedings involve measures intend-
ed to stabilise a bank (or banking group) and enable its recovery from finan-
cial stress. Recovery proceedings are targeted at a stage before resolution, 
when the bank (or group) in question has not breached the triggers for res-
olution, and therefore its economic recovery is still possible.26

There are several mechanisms included in the BRRD for bank recovery: 
group recovery plans, intra-group financial assistance and coordination of 
early intervention measures regarding groups.The reliability of this system 
is dependent upon how well supervisors coordinate across jurisdictions, 
and whether or not they reach decisions on time.27
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Figure 3: Resolution Tools at the disposal of the Resolution Authority

Figure 4: The European System of Financing Arrangements28

Sale

Enables the commercial sale of all or a part of a bank’s business without obtaining 
shareholder consent or complying with other procedural requirements that would otherwise 
apply.

Bridge

The transfer of all or part of the business of an institution to a publicly-controlled entity, with 
the promise of a future privatization when market conditions improve.

Asset separation

Involves the transfer of impaired or problem assets to an asset management vehicle to allow 
them to be managed and worked out over time. 

Bail-in

The option of writing down or even zeroing or cancelling the claims of the unsecured creditors 
of a failing institution, to convert debt claims to equity, and to change the terms of debt 
instruments .

Mandatory national funding arrangements.

Voluntary borrowing between national financing arrangements.

The limited mutualization of national financing arrangements in the case of a group 
resolution. 
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Lastly Under Article 287(1) of the Treaty, the Court of Auditors is the au-
ditor of all agencies set up by the Union in so far as the relevant constitu-
ent instrument does not preclude such examination. The European court 
of Auditors has recently stated regarding the Single Regulation Board that 
“since the SRM regulation does not preclude it, the Court shall therefore 
be the auditor for the accounts of the Board and the transactions underly-
ing them. Article 287(4), second subparagraph, of the TFEU, in providing 
for the Court to submit observations and deliver opinions to the Europe-
an Parliament and Council, enables the Court to carry out performance au-
dits of the Board.”

Key points from Part III in brief:
• The SSM will change the scope of national audit practices, thus threat-

ening to alienate national auditors
• The accountability of financial supervisors is not guaranteed at all lev-

els in the SSM
• SAIs could discuss the development of performance indicators to ad-

dress audit issues and identify common problems and trends.
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4 Implications of SSM for Supreme 
Audit Institutions 

As these developments begin to take place across the Eurozone, the activ-
ities of SAIs will be affected both directly and indirectly. The implications 
of the SSM for SAIs will not be symmetrical. This development will fuel 
the debate in which SAIs develop their activity, as some SAIs are moving 
towards a clearer role in the monitoring and warning of financial crises. 
Here we will consider the consequences for those institutions which can 
and those that cannot audit their respective national financial supervisor.
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4.1 Changes in Audit Scope: Is the SSM 
ensuring that financial supervisors are 
accountable?

The relationship between national supreme audit institutions and finan-
cial supervisory authorities varies considerably across member states par-
ticipating in the SSM. According to a study on the access of the SAIs in EU 
member states to their respective national financial supervisors, only 7 of 
the 14 SAIs which participated in the study have the rights to audit their 
national supervisors. Even amongst those which have access, some of it is 
only partial, such as access to documents limited due to legal boundaries 
of bank secrecy. 29

For example, in Finland, Italy and Estonia, their respective National Au-
dit Office’s mandates do not include the local NCA. On the other hand, the 
Dutch Audit Office has traditionally engaged in performance auditing for 
its NCA. As the ECB begins to directly supervise ‘significant’ banks, this will 
have an impact on not only the mandate of any given NCA, but a knock-on 
effect on that of their SAI. This is a development which complicates the 
SAI’s ability to report on a NCA.30

From the perspective of a member state such as the Netherlands which 
has an SAI fully mandated to audit its NCA, the SSM is seen as causing a 
negative outcome. In a letter to the Dutch Ministry of Finance, the Presi-
dent of the Court of Audit wrote:

“The introduction of the SSM will restrict the Netherlands Court of Audit’s 
ability to exercise independent external control of the functioning of supervi-
sion in the Netherlands. In other words, the Court will no longer be able to audit 
the functioning of supervision of significant Dutch banks. This supervision will 
in the future be exercised by the ECB, and the Court cannot audit the ECB.”31

In this letter, we can see a clear expression of concern over the quality 
of audit which is possible for a SAI to obtain over their respective national 
financial supervisor. As part of the responsibilities shift to the ECB, which 
the SAIs cannot audit, they lose valuable information and skills to assess fi-
nancial stability, an important economic indicator.

The SSM Regulation (EU) no. 1024/2013 stipulates that the ECA will 
take the new banking supervision activities into account in its audits of the 
ECB’s operational efficiency.32 However, it is not exactly clear what this 
means and there is growing concern that there will an audit gap i.e. a dete-
rioration of independent external control.33
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4.2 Ensuring the Accountability of Financial 
Supervisors

Given the importance of accountability in democracy, and the spotlight un-
der which the financial industry and its regulators have found themselves 
as a result of the crisis, ensuring a well-functioning system of accountabil-
ity is a high priority.34 This has been an issue taken into debate by a num-
ber of actors including SAIs of EU member states and the European Court 
of Auditors (ECA).35

Due to the emergence of financial conglomerates and incredibly com-
plex financial products that are often securitized, repackaged and resold, 
this is no simple field to supervise.36 However, the organizational structure 
of the SSM (as is depicted in Figure 1) hardly makes it easier, thus making 
their accountability important to ensure.

In a perfect world, financial institutions would be separated in terms of 
their credit taking, insurance, and deposit taking functions to suit the SSM. 
However, European financial institutions frequently house insurance and 
other forms of financial activity under the same roof. Thus, the NCAs will be 
put in the maladroit position of supervising specific activities which finan-
cial groups engage in in their allocated districts, but not the entire organiza-
tion. This division of financial activities may cause supervisory divergence 
and confusion.37 A lack of information sharing across credit institution su-
pervisors and supervisors for other institutions may make it difficult to iden-
tify systemic problems.  Auditing financial supervisors can help ensure that 
strategic and operational gaps are identified, which in a new system such as 
the SSM are not necessarily clear.

In considering the accountability arrangements for the SSM, it is clear 
that there is cause for concern due to the considerable grey area on this mat-
ter addressed in several reports by the European Court of Auditors.  There 
will be a series of ex post arrangements including the following:
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Table 2: Accountability Arrangements Under the SSM

form of accountability DetailS

legiSlative • Annual and Quarterly reporting to the competent EP Committee on Banking  
Supervision.

• Public and/or confidential exchanges of views between the Chair of the  
Supervisory Board and the competent EP Committees.38

• The ECB is to be accountable to Council of the European Union and the  
European Parliament.39

• Annual report released to National Parliaments.

executive • Meetings with and reports submitted to the Euro Group, a body composed of Eu-
rozone finance ministers.

• The ECB Supervisory Board will submit an annual report to the Council of the EU 
as well as the Euro Group on a confidential basis. 

• The Council of the EU will receive a quarterly report on the operational  
preparations for the SSM. 

• Exchanges of views twice annually in the presence of non-Eurozone member state 
representatives as well as at the invitation of the Euro Group president.40

financial • The ECB is subject to audit for sound financial management by the ECA.41 

aDminiStrative review • A five person Internal administrative review board established for banks to  
challenge supervisory decisions. The Decisions and recommendations of this 
board are non-binding.42

This series of legislative, executive and financial oversight arrangements 
were established in order to ensure public policy implementation in ac-
cordance with legislative intent.  The SSM is independent, and this is en-
shrined in the law which establishes it.  The proper accountability ar-
rangements are useful for ensuring that agency independence is effective.

Nevertheless, gaps certainly exist in this system. Despite the inclusion 
of NCAs in the SSM, the ECA only audits the ECB, but not the NCAs un-
der its auspices. There are no existing provisions in place for the assess-
ment by auditors of the supervisory system as a whole. It is possible that 
a deeper level of cooperation with SAIs in the respective Member States 
might allow for some more comprehensive assessments, but no such ar-
rangements currently exist.  Without a mandate, it is unlikely that ad hoc 
proceedings will be systematic and effective. National parliaments will 
lose their degree of accountability of their national supervisors consider-
ing that level of supervisor is no longer responsible for the overall func-
tioning of the system.43

Even if more informal structures such as working groups are established 
to fill these gaps, there will be further challenges. For some SAIs, includ-
ing the European Court of Auditors, banking supervision is not included in 
their mandate making this unfamiliar territory. Holding banking supervi-
sors and central bankers to account are not entirely similar and the transi-
tion will require changing methodology. Banking supervisors have to make 
greater judgement calls, and thus their accountability is more pertinent.44
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Firstly, the goals assigned to central banks are much more straightfor-
ward: they usually are given a quantifiable inflation target and the results of 
their work can be assessed against that. On the other hand, only on very ra-
re occasions are the goals of supervisory agencies articulated in law. There 
is a higher degree of confidentiality required in the work of regulatory and 
supervisory authorities than there is in monetary policy. This ties into the 
fact that the former have a different function; they very frequently are in-
volved in the creation of rules and their enforcement which places them in 
a special position in society in terms of their accountability function to the 
judiciary and the industry. Finally, banking supervisors are subject to what 
is referred to as a multiple principles environment. Their work affects not 
only the judiciary and executive branches of government but the consum-
er end groups as well.45

The repercussions of new legislation, which in the field of finance en-
dure high degrees of complexity need to be fully understood to prevent neg-
ative externalities.46

The European Court of Auditors considers that successful EU-wide 
banking supervision requires a clear division of roles and accountability 
between EBA (European Banking Authority), the ECB and the NSAs, both 
those in and those outside the SSM. To avoid the risk of overlapping tasks 
and unclear responsibilities in some areas between the ECB, NSAs and EBA 
the European Court of Auditors has recommended that roles and responsi-
bilities be further clarified in legislation or memoranda of understanding. 
Overlapping tasks are risky, administrative resources are wasted and com-
municating results becomes more difficult.47

From an accountability perspective, the SSM is complex. It is important 
for national audit institutions not to find themselves isolated. Due to the fact 
that their auditing powers are limited to the scope outside of the SSM, this 
may prevent the SAI from seeing “the big picture” of the economic situa-
tion in their jurisdiction. As the trend in financial supervision is moving to-
wards more macro-prudential oversight, this may conversely isolate SAIs 
from being able to access crucial information.  

Democratic oversight in financial supervision has the benefit of ensur-
ing that the debate over the regulation of an industry doesn’t suffer from 
group think as this is to the detriment of regulatory competence.  Ensur-
ing accountability respects the principle of public goods and provides the 
conditions to do what is possible so that regulators do not suffer from cul-
tural blind spots.48

As the SSM will operate across many member states, a degree of inter-
national coordination will be required to ensure a fully functioning audit.
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4.3 The Role of SAIs after the Financial Crisis

The argument for a more interactive role for SAIs has been advanced on 
many fronts.49 Auditing the effectiveness of financial market governance 
reform plays into this exceptionally well. 

For example, the United States Government Accountability Office and 
Chinese National Audit Office are moving past their traditional roles.50 The 
research component of their role has enabled them to provide early warn-
ing signs of economic imbalances.

SAIs could develop a scorecard of performance indicators in terms of 
conforming to the principles set out in for example the FABRIC report by 
the UK government.51

The UK underwent the process of adapting to a new system of financial 
supervision. In order to react to the establishment of two new regulatory 
agencies, the Financial Conduct Authority and the Prudential Regulation 
Authority, the UK NAO developed an audit approach to examine the per-
formance of their new financial services regulators.  This could potentially 
be emulated by a working group to begin assessing the SSM.

The NAO approach can be summarized in four steps:
1. They identified the responsibilities and objectives of the new regula-

tors as well as the organizations which are charged with coordinating 
their activities as well as their accountability arrangements

2. They identified the changing strategic objectives of the regulators in 
terms of how they were to interact with the industry, how these new 
objectives are being implemented in authorization, supervision and 
enforcement

3. They examined how the regulators are adapting their approaches to 
skills, information collection and their use and coordination 

4. They then outlined how the regulators use evaluation to direct their re-
sources and how they measure and publish information on their per-
formance .

In broad terms, performance indicators of financial supervisors can be 
grouped into two categories: hard and soft.52 Below we suggest several per-
formance indicators for further consideration.
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Table 3: Types of hard indicators, their nature and applicability to the SSM 53

inDicator name SpecificationS anD goal applicability anD juStification

market Data • Credit Default Swap spreads 
• Credit ratings 
• Equity ratios
• Goal: These are meant to give the 

risk profile of a financial institution 
as perceived by the private sector

• Yes, these data are widely available

SuperviSory ratioS • BIS and Tier 1 and 2 capital ratios, 
leverage ratios and liquidity ratios 
for banks

• Solvency ratios (insurers and 
funding ratios)

• Goal: this gives an idea of the 
causal relationship between sol-
vency/liquidity ratios and the need 
for intervention during different 
stages of the economic cycle 

• Yes, these are included in the CR-
DIV Directive and Regulation54

• Solvency ratios are reported to su-
pervisors under CRDIV 

failureS anD loSSeS • Performance entity ratios 
• Money protection ratio
• Pay-outs to Deposit Insurance 

Fund
• Number of bankruptcies and other 

losses due to failure 
• Goal: to measure the cost of finan-

cial failure to demonstrate
• Used by the US Federal Reserve 

and the Australian Prudential Reg-
ulation Authority

• There is potential, further informa-
tion required

• Deposit insurance fund could be 
comparable to the CDGS

economic benefitS • Annual economic benefit for con-
sumers

• Costs of financial crises
• Goal: to quantify the amount of 

money saved in a given year in 
sanctioning illegal activities e.g. 
cartels, tariff regulations etc. 

• Recommended, impact analysis 
of this manner is carried out quite 
frequently by e.g. European Social 
Partners

efficiency inDicatorS • Throughput time for procedures 
and applications

• Number of supervisory reports 
completed on time

• Number of supervisory staff per 
unit of currency protected

• Goal: to measure the responsive-
ness of the organization to the 
market/consumers

• Yes, if data is collected on these is-
sues
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Table 4: Types of Soft Indicators, their details and applicability to the SSM

SpecificationS anD goal applicability

public opinion • Household and consumer aware-
ness surveys

• Goal: understand levels of public 
confidence in the financial sector

• Perhaps

SuperviSory regimeS • Total number in the highest risk 
category, average length of stay in 
said category and total number of 
institutions migrating between cat-
egories

• Used by: BaFin, DNB, AUS APRA

• Plausible, especially as some of the 
Significant banks will be ones that 
have received public financial sup-
port from the EFSF/ESM. 

compliance anD Soft aSSeSSment 
 criteria

• Non-compliance with criteria re-
garding business models and gov-
ernance

• Yes

international StanDarDS aSSeSSmentS • IMF FSAP/ROSC
• EBA Surveys
• BCBS/RCAP
• Compliance with international su-

pervisory standards

• Yes

StakeholDer SurveyS • Firm feedback and other views of 
industry observers

• Surveys among peer supervisors

• Yes
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5 Organizational Risks of the Single 
Supervisory Mechanism

There is a considerable amount of literature on the organizational risks 
which the SSM will face. This section intends to give the reader the key 
points which are of interest to Supreme Audit Institutions.

Key points:
• The exclusive focus on credit institutions may cause supervisors to ig-

nore developments in other fields of financial markets which affect sta-
bility

• Without proper accountability arrangements, national supervisors may 
continue to succumb to pressure in order to protect their national bank-
ing champions (A focus on large banks ignores the economic importance 
of smaller ones which also pose a threat to financial stability)

• New supervisors, and institutions in general, often find themselves the 
sources of scepticism from the markets

• Banking supervision may not be as cleanly separated from monetary 
policy as is hoped.
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5.1 Focusing The Lens on Credit Institutions: 
Clouding Visibility in Identifying Sources 
of Financial Instability

The choice of treaty article as a legal basis for the SSM regulation has had 
an impact on the scope of industries which fall into the SSMs responsi-
bility.55 The use of this article means that the SSM’s remit thus will not 
extend to shadow banking, investment banking, the insurance indus-
try nor hedge funds or pension funds, counterparties for securities and 
derivatives, brokers-dealers and asset managers.56 Shadow in particu-
lar has been pointed out as a source of financial instability by the IMF.57 

 This means that there will be a single supervisor for banks in the Eurozone 
but not for all financial activity.

The term “visibility” in financial supervision indicates the ca-
pacity to identify factors leading to financial crises or instabili-
ty. It is alternately referred to as “horizontal data.”58 Part of the jus-
tification of centralizing financial supervision is that supervisors 
will have more resources, notably in the form of information.59 

 Through giving the ECB a “bird’s eye” view of supervision, the idea 
is to enhance the overall foresight of the supervisory authorities.60 

Most commentators would agree that increasing visibility is one of the key 
advantages of the SSM and thus it is important that it is fully ensured to 
function as expected.61

The focus has be placed exclusively on large banks due to the rela-
tionship between sovereigns and banks, but also because even though 
these industries form a part of the financial sector, they are not defined 
as Banks by EU law. This is peculiar, as in member states such as France, 
investment firms are counted as banks due to their financial activity.62 

 In any case, in operational terms, this will cause some peculiar scenarios. 
For example, the department of a financial institution which engages in the 
insurance business will be supervised at the national level whereas its bank-
ing department will be supervised by the SSM.

This reflects the nature of the SSM as dependent upon tight superviso-
ry cooperation between the NCAs and the ECB.
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5.2  The Dividing Line between Big Banks 
and Small Banks: Quis custodiet ipsos 
custodes?  63

According to a calculation by the IMF, although the “less significant” 
banks have a smaller amount of assets, approximately 98% of 
Eurozone banks will be covered by the national supervisors.64 

 This gives them core operational responsibility in the functioning of this 
new system.65

NCAs 

Directly supervises

76% 

of Credit institutions

(3,700 in total)

ECB 
Directly Supervises 

24% 
of Credit Institutions

(1,200 in total) 

Figure 5: A Numerical Comparison of Responsibilities Between the NCAs and the ECB

Small banks have also been shown to be threats to financial stability, mak-
ing “less significant” banks still important; this does not indicate that they 
necessarily carry a lower level of risk.66 Small, fast-expanding banks have 
posed a risk to financial stability in the past such as the case with the Span-
ish cajas.67 Another example is the large number of Savings and Coopera-
tive banks, which are prevalent in Austria and Germany. Although these 
banks are small and generally considered to be low risk institutions, they 
form sectors which may pose risk on a larger scale than is generally admit-
ted. Sabine Lautenschläger has discussed this concern.68

The SSM Regulation admits in Article 16: “recent experience shows that 
smaller credit institutions can also pose a threat to financial stability.”69 More-
over, the Regulation goes on to encourage the SSM to respect the variety 
of credit institutions in the banking industry.70 nb71 However, it is the ECB 
which is ultimately responsible for the SSM’s functioning. Thus, if possible, 
the ECB will have to closely monitor the national supervisors themselves.72

 For the greater part of modern history, the relationship between banks 
and governments in Europe has been extremely important and interdepend-
ent. Political interference in regulation has been known to cause banking 
crises.73 A structural weakness of the European economy is that European 
countries are very reliant upon bank credit for financing the real economy 
as well as sovereign debt.74
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Whereas the Banking Union has the opportunity to profoundly redis-
tribute the underlying structure of financial ecosystems in Europe, it is more 
likely that ties at the national level will not be broken.75 This is due to three 
trends which have emerged during and after the financial crisis: the repa-
triation of government debt across the Eurozone, the provision of credit on 
an unprecedented scale to the private sector by central banks and finally 
the return of public credit institutions such as the Caisse des dépôts et con-
signations in France and the Kreditansalt für Wiederaufbau in Germany.
76Keeping the Landesbank supervision at the national level was extremely 
important for Germany as they are seen as having a public function which 
cannot be sacrificed to the ECB.

What is clear from the past is that forbearance in banking happens and 
it is a reality which must be addressed.77 Whilst it is true that the propor-
tion of assets held by these banks do not amount to more than 15% on aver-
age for the Eurozone, their proportion is much higher in countries such as 
Germany and Italy. This causes a risk in terms of regulatory asymmetry.78

What may cause regulatory asymmetry is the sheer number of options 
and discretions given to national supervisors in the CRDIV directive and 
regulation of which there are over 100.79 The goal here is to move towards 
minimizing the amount of these discretions available to national supervi-
sors during the next few years.80

These options and discretions include capital buffers and macro-pru-
dential tools.81 This may cause national supervisors to act in an entrepre-
neurial way, possibly trapping capital and liquidity at the local level. It also 
is possible that national supervisors cater to national interests during the 
resolution phase.

Thus what we see is that the relationship between governments and 
banks is such that it continues to incentivize the protection, and lobbying 
on behalf of national banking champions. This may challenge the visibili-
ty of the SSM as a whole.
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5.3 Ensuring the Separation of Monetary 
Policy From Banking Supervision at the 
ECB

The basis of this concern is that the tasks of the organizational development 
do not do enough to quarantine monetary policy from financial supervision. 
The President of the Deutsche Bundesbank, Jens Weidmann has been par-
ticularly vocal about this issue.82

Monetary policy affects the availability and price of credit in order to ful-
fill the Central Bank’s goals. The reaction of banks is watched with great de-
tail as they can intensify the impact of monetary policy. Banks are depended 
upon for the translation of the policy into the real economy.83

There are some critics who claim that by merging the two tasks, there 
are inherent conflicts of interest at the ECB.84 This issue has been raised by 
academics and analysts but also members of the European Systemic Risk 
Board’s (ESRB) Advisory Scientific Committee. The concern is to take steps 
to ensure the institutional and functional separation of the policy and the 
task whilst respecting the principle of sharing information on market con-
ditions.85

The dilemma is perfectly encompassed by the following quote by Ed-
wald Notowny, the Director of the Austrian Nationalbank:

“No central banker with a healthy survival instinct will therefore actively 
try to obtain an encompassing mandate for banking supervision. On the oth-
er hand, given the huge potential for market failures in this field – like differ-
ent forms of asymmetric information and problematic incentive structures 
– there is a clear need for public intervention – and somebody has to do it.”86

Monetary policy has a propensity to be pro-cyclical whereas supervision 
is rather anti-cyclical.87 Thus there may be interference between the objec-
tives, placing the quality of banking supervision into jeopardy. In this way 
we can see how the independence of supervisors must be assured. This will 
also be called into question when the ECB becomes a creditor. The ECB will 
have to balance the authority of withdrawing a license to that of resolving 
banks and facing the losses by bank claimants.88
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5.4 The Comprehensive Assessment: The 
First Test of the ECB as a Supervisor

The Comprehensive Assessment is intended to monitor the health of the Eu-
ropean financial sector and to provide supervisors, as well as markets, with 
the information they need on trustworthiness of the banking sector. It has 
three main goals: to increase transparency in improving the quality of infor-
mation of banks, to contribute to the repair of the banking sector by identify-
ing actions necessary to correct deficiencies and thirdly to build confidence 
in the soundness of banks. As it is one of the early steps which the ECB is 
taking towards its role as the Single Supervisor, it reflects the transition.89

In this light, the AQR has been considered by a number of analysts to be 
a potential risk to the ECB and SSM. If the results prove to be inadequate 
or unrepresentative in the face of what is bound to be a methodological-
ly critical audience90 the SSM could fall victim to public pressure. The ex-
pectations riding on this assessment were quite high and the political con-
sequences arguably considerable. This is because if the AQR gave a highly 
negative assessment of the state of the financial industry, there might be a 
need for a bail out or bank resolution, something which is highly unpopu-
lar with European tax payers. Without a robust, tried and tested resolution 
mechanism, it was more likely that financial supervisors would tread light-
ly in their evaluations of banks, not having to risk recommending a resolu-
tion which would result in disorderly failure. This is one explanation for the 
failure of the 2011 EBA Stress Tests.91

Additionally, as the SRM was not yet operational when the the AQR was 
launched, it was unlikely that the ECB would incentivized to take responsi-
bility for any resolution it may recommend. Thus, the pressure of any “lega-
cy” assets would fall upon the member states which may create friction for 
the newly created body.92

The results, released on October 26th, 2014 were met by the markets 
positively. However, it was met with criticism by researchers especially by 
those commissioned by the European Parliament’s Economic and Mone-
tary Affairs Committee. 

The weaknesses of the Stress Tests included: 
1. The fact that bank capital was tested only against one adverse scenar-

io that were modelled on a series of assumptions based on economic 
data from the years 2002–2013.93

2. The model was designed for micro prudential view, thus ignoring the 
macroeconomic risks such as chain reactions between bank assets. 
It is also difficult to assess the risk parameters created by the ECB as 
they did not make the risk quantification calculations public. The cal-
culations for losses given defaults and probabilities of defaults would 
have been useful.94

3. Furthermore, for the risk modelling, banks used internal models rather 
than a standardized one created by regulators, which defeats the pur-
pose of an even-playing field.
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6 Conclusions

Banking Union presents an opportunity for the Eurozone to move forward 
from the financial crisis and transform into a more robust and adaptable fi-
nancial system in which banks are supervised and failing institutions re-
solved in a more standardized fashion. This is a strategic opportunity for the 
member states to address issues with Bank-Sovereign Interdependence.95

This report has presented a number of ways in which the strategic goals 
of the Banking Union could be endangered in the face of structural, econom-
ic and political challenges. This has hopefully provided the reader with in-
formation to give a solid insight into the SSM and SRM, provided food for 
thought regarding next steps on cooperation new activities or audit tools 
for SAIs at home as well as cooperation between SAIs.
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Appendix 1: A brief note on the European 
Union and the Eurozone

European Union

The European Union (EU) is a political and economic partnership com-
posed of 28 member states and characterized by both supranational and in-
ter-governmental institutions. The EU partly aims to achieve the harmoni-
zation of laws and standards across areas such as the Internal Market which 
seeks to provide conditions in which the Four Freedoms (i.e. the freedom 
of movement for services, goods, capital and people) can flourish. The EU 
also provides a platform for cooperation across policies such as the Justice 
and Home Affairs, Humanitarian and Development Aid and the Common 
Security and Defence Policy.

The European Council, composed of representatives of the member 
states gives political direction to the Union. The European Commission acts 
as the executive arm and the directly elected European Parliament acts as 
a co-legislator together with the Council of the European Union. The EU 
has its own European Court of Justice and External Auditor, the Europe-
an Court of Auditors.

The Eurozone

The Eurozone is a collaboration in which 19 member states of the Europe-
an Union have pooled their sovereignty concerning monetary policy and 
housed this decision-making in the European Central Bank. The European 
Central Bank’s governing board is composed of the six members of the Ex-
ecutive Board, as well as the governors of the national central banks of the 
19 euro area countries. The main organizational goal is to preserve price sta-
bility. The common currency, the Euro was launched in 1999. 
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