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ECB Proposal: Bank Freezing Would Have an Adverse Effect
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Jan Pieter Krahnen calls for a definition of a bail-in maximum

On Friday, the news agency Reuters (https://www.reuters.com/article/us-eurozone-banks-ecb-
idUSKCN1B51QV) reported that Daniele Nouy, Chair of the Supervisory Board of the Single Supervisory
Mechanism (SSM) at the European Central Bank (ECB), has called for fresh powers to temporarily freeze
payments at banks which are heading towards failure. The objective is to avoid a bank run if the situation
of a bank deteriorates rapidly and to enable authorities to guide the bank into orderly resolution or a
rescue.

There is good reason to be concerned about bank runs, given that bail-in is the new Leitmotiv of Europe’s
banking regulation. Within the TLAC/MREL universe the danger of a bank run can be neglected because
liabilities in this category are typically longer-term, non-runnable securities. However, bank liabilities
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outside the TLAC/MREL area, such as cash reserves of industrial firms or short-term deposits of
institutional investors, may well be runnable, potentially posing a systemic risk.

In my opinion, the proposed moratorium is not a remedy to this problem. It would, instead of defusing the
situation, effectively increase the danger of a bank run of the respective bank. This is, because creditors,
knowing that a freeze of their holdings is possible, would constantly be on the lookout for signals of bail-in
imminence. Therefore, powers to freeze payments of bank creditors are likely to accelerate rather than
delay a potentially fatal outflow of liquidity. Even a small incident could cause creditors to question a bank’s
solvency which might then create a self-fulfilling prophecy.

Is there a better way to deal with this situation? Yes, there is: A more effective tool would be to clearly
define the threshold up to which bail-in will definitely be enforced. Whether the 8-percent threshold is
sufficient — as suggested by MREL —, needs to be discussed further. Apart from that, it should be clear for
bank investors and bank creditors that a bail-out is guaranteed beyond the bail-in threshold and the public
deposit insurance of up to 100,000 euros. Only a clear-cut line between bail-out and bail-in will eventually
prevent bank runs in case of a looming bank failure.

Keywords: Financial Institutions (https://safe-frankfurt.de/news-latest/safe-finance-blog/search-result-
blog.html?
tx_news_pi1%5BoverwriteDemand%5D%5Bcategories%5D=180&cHash=ae33c76342e22f01085651¢c7b9b65
Bail-in (https://safe-frankfurt.de/news-latest/safe-finance-blog/tag/bail-in.html), Banking Resolution
(https://safe-frankfurt.de/news-latest/safe-finance-blog/tag/banking-resolution.html), Banking Supervision
(https://safe-frankfurt.de/news-latest/safe-finance-blog/tag/banking-supervision.html), BRRD (https://safe-
frankfurt.de/news-latest/safe-finance-blog/tag/brrd.html), ECB (https://safe-frankfurt.de/news-latest/safe-
finance-blog/tag/ecb.html), MREL (https://safe-frankfurt.de/news-latest/safe-finance-blog/tag/mrel.html),

SSM (https://safe-frankfurt.de/news-latest/safe-finance-blog/tag/ssm.html), TLAC (https://safe-
frankfurt.de/news-latest/safe-finance-blog/tag/tlac.html)

¥ f in X«

Back (https://safe-frankfurt.de/news-latest/safe-finance-blog.html)

Want to get regular updates?
Subscribe to the Finance Blog RSS feed (http://safe-frankfurt.de/home/rss-policyblog.xml)

W Follow us on Twitter (https://twitter.com/SAFE_Frankfurt)

Enter your email address to get regular blog updates.

* Please read our data protection statement (https://safe-frankfurt.de/about-safe/data-protection.html)(pdf version
(https://safe-frankfurt.de/fileadmin/user_upload/editor_common/Files/Data_Protection_Statement_10Jan2020.pdf))

v) | agree to the data protection statement.*

https://safe-frankfurt.de/news-latest/safe-finance-blog/details/ecb-proposal-bank-freezing-would-have-an-adverse-effect.html 2/4


https://safe-frankfurt.de/news-latest/safe-finance-blog/search-result-blog.html?tx_news_pi1%5BoverwriteDemand%5D%5Bcategories%5D=180&cHash=ae33c76342e22f01085651c7b9b65a11
https://safe-frankfurt.de/news-latest/safe-finance-blog/tag/bail-in.html
https://safe-frankfurt.de/news-latest/safe-finance-blog/tag/banking-resolution.html
https://safe-frankfurt.de/news-latest/safe-finance-blog/tag/banking-supervision.html
https://safe-frankfurt.de/news-latest/safe-finance-blog/tag/brrd.html
https://safe-frankfurt.de/news-latest/safe-finance-blog/tag/ecb.html
https://safe-frankfurt.de/news-latest/safe-finance-blog/tag/mrel.html
https://safe-frankfurt.de/news-latest/safe-finance-blog/tag/ssm.html
https://safe-frankfurt.de/news-latest/safe-finance-blog/tag/tlac.html
https://safe-frankfurt.de/news-latest/safe-finance-blog.html
https://twitter.com/intent/tweet?text=SAFE%20Finance%20Blog%20%7C%20Details&url=https%3A%2F%2Fsafe-frankfurt.de%2Fnews-latest%2Fsafe-finance-blog%2Fdetails%2Fecb-proposal-bank-freezing-would-have-an-adverse-effect.html
https://www.facebook.com/sharer/sharer.php?u=https%3A%2F%2Fsafe-frankfurt.de%2Fnews-latest%2Fsafe-finance-blog%2Fdetails%2Fecb-proposal-bank-freezing-would-have-an-adverse-effect.html
https://www.linkedin.com/shareArticle?mini=true&summary=Jan%20Pieter%20Krahnen%20calls%20for%20a%20definition%20of%20a%20bail-in%20maximum%20&title=SAFE%20Finance%20Blog%20%7C%20Details&url=https%3A%2F%2Fsafe-frankfurt.de%2Fnews-latest%2Fsafe-finance-blog%2Fdetails%2Fecb-proposal-bank-freezing-would-have-an-adverse-effect.html
https://www.xing.com/social_plugins/share?url=https%3A%2F%2Fsafe-frankfurt.de%2Fnews-latest%2Fsafe-finance-blog%2Fdetails%2Fecb-proposal-bank-freezing-would-have-an-adverse-effect.html
http://safe-frankfurt.de/home/rss-policyblog.xml
https://twitter.com/SAFE_Frankfurt
https://safe-frankfurt.de/about-safe/data-protection.html
https://safe-frankfurt.de/fileadmin/user_upload/editor_common/Files/Data_Protection_Statement_10Jan2020.pdf

16.4.2020 SAFE Finance Blog | Details

RECENT POLICY PUBLICATIONS

Apr 2020

Corona-Bonds und ihre Alternativen (https://safe-frankfurt.de/policy-center/policy-publications/policy-publ-
detailsview/publicationname/corona-bonds-und-ihre-alternativen.html)

Marcel Thum, (https://tu-dresden.de/cdd/leitung_und_beteiligte/mitglieder/lebensraum-und-infrastruktur/Thum) Alfons J.
Weichenrieder (https://safe-frankfurt.de/research/researchers/researchers-details/showauthor/52-weichenrieder.html)

Apr 2020

The Case for Corona Bonds (https://safe-frankfurt.de/policy-center/policy-publications/policy-publ-
detailsview/publicationname/the-case-for-corona-bonds.html)

Matej Avbelj, (https://www.eui.eu/DepartmentsAndCentres/Law/People/Fellows/FBF/Matej-Avbelj) Antonia Baraggia,
(https://www.mmg.mpg.de/person/99018/2553) Jirgen Bast, (https://www.uni-giessen.de/fbz/fb01/professuren-
forschung/professuren/bast/team/prof_leitung) Bojan Bugaric¢, (https://www.sheffield.ac.uk/law/staff/bbugaric/index)
Emanuel Castellarin, (https://unistra.academia.edu/EmanuelCastellarin) Francesco Costamagna,
(https://www.law.georgetown.edu/ctls/staff/francesco-costamagna/) Anuscheh Faraha, (https://www.oer5.rw.fau.de/prof-dr-
anuscheh-farahat/) Matthias Goldmann, (https://safe-frankfurt.de/research/researchers/researchers-
details/showauthor/549-goldmann.html) Anna-Katharina Mangold, (https://www.europeanstudies.info/en/about-ma-eus/our-
team/administrative-team/prof-dr-anna-katharina-mangold-lim-cambridge/) Mario Savino,
(https://unitus.academia.edu/MarioSavino) Alexander Thiele, (https://www.uni-goettingen.de/de/pd-dr-alexander-
thiele/418590.html) Annamaria Viterbo (http://www.dg.unito.it/do/docenti.pl/Alias?anna.viterbo#profilo)

Apr 2020

Emerging Evidence of a Silver Lining: A Ridge Walk to Avoid an Economic Catastrophe in Italy and Spain
(https://Isafe-frankfurt.de/policy-center/policy-publications/policy-publ-detailsview/publicationname/emerging-
evidence-of-a-silver-lining-a-ridge-walk-to-avoid-an-economic-catastrophe-in-italy-and-spa.html)

Christopher Busch, (https://safe-frankfurt.de/research/researchers/researchers-details/showauthor/468-busch.html)
Alexander Ludwig, (https://safe-frankfurt.de/research/researchers/researchers-details/showauthor/112-ludwig.html) Raul
Santaeulalia-Llopis (https://www.barcelonagse.eu/people/santaeulalia-llopis-raul)

All Policy Publications (https://safe-frankfurt.de/policy-center/policy-publications.html)

Contact
Leibniz Institute for Financial Research SAFE

Theodor-W.-Adorno-Platz 3
60323 Frankfurt am Main

Phone: +49 69 798 30080
Fax: +49 69 798 30077
Email: info@safe-frankfurt.de

Find the right contact person (https://safe-frankfurt.de/about-safe/contact.html)

= Follow us on Twitter (https://twitter.com/SAFE_Frankfurt)

https://safe-frankfurt.de/news-latest/safe-finance-blog/details/ecb-proposal-bank-freezing-would-have-an-adverse-effect.html 3/4


https://safe-frankfurt.de/policy-center/policy-publications.html
https://safe-frankfurt.de/policy-center/policy-publications/policy-publ-detailsview/publicationname/corona-bonds-und-ihre-alternativen.html
https://tu-dresden.de/cdd/leitung_und_beteiligte/mitglieder/lebensraum-und-infrastruktur/Thum
https://safe-frankfurt.de/research/researchers/researchers-details/showauthor/52-weichenrieder.html
https://safe-frankfurt.de/policy-center/policy-publications/policy-publ-detailsview/publicationname/the-case-for-corona-bonds.html
https://www.eui.eu/DepartmentsAndCentres/Law/People/Fellows/FBF/Matej-Avbelj
https://www.mmg.mpg.de/person/99018/2553
https://www.uni-giessen.de/fbz/fb01/professuren-forschung/professuren/bast/team/prof_leitung
https://www.sheffield.ac.uk/law/staff/bbugaric/index
https://unistra.academia.edu/EmanuelCastellarin
https://www.law.georgetown.edu/ctls/staff/francesco-costamagna/
https://www.oer5.rw.fau.de/prof-dr-anuscheh-farahat/
https://safe-frankfurt.de/research/researchers/researchers-details/showauthor/549-goldmann.html
https://www.europeanstudies.info/en/about-ma-eus/our-team/administrative-team/prof-dr-anna-katharina-mangold-llm-cambridge/
https://unitus.academia.edu/MarioSavino
https://www.uni-goettingen.de/de/pd-dr-alexander-thiele/418590.html
http://www.dg.unito.it/do/docenti.pl/Alias?anna.viterbo#profilo
https://safe-frankfurt.de/policy-center/policy-publications/policy-publ-detailsview/publicationname/emerging-evidence-of-a-silver-lining-a-ridge-walk-to-avoid-an-economic-catastrophe-in-italy-and-spa.html
https://safe-frankfurt.de/research/researchers/researchers-details/showauthor/468-busch.html
https://safe-frankfurt.de/research/researchers/researchers-details/showauthor/112-ludwig.html
https://www.barcelonagse.eu/people/santaeulalia-llopis-raul
javascript:linkTo_UnCryptMailto('kygjrm8gldmYqydc,slg+dpylidspr,bc');
https://safe-frankfurt.de/about-safe/contact.html
https://twitter.com/SAFE_Frankfurt

16.4.2020

SAFE —

— About SAFE (https://safe-frankfurt.de/about-safe.html)

— Job Offers (https://safe-frankfurt.de/about-safe/career/job-
offers.html)

— How to find us (https://safe-frankfurt.de/about-safe/how-to-
find-us.html)

Policy Center —

— SAFE Senior Policy Fellows (https://safe-
frankfurt.de/policy-center/safe-senior-policy-fellows.html)

— Policy Publications (https://safe-frankfurt.de/policy-
center/policy-publications.html)

— SAFE Finance Blog (https://safe-frankfurt.de/news-
latest/safe-finance-blog.html)

— Policy Center Team (https://safe-frankfurt.de/policy-
center/policy-center-team.html)

Leibniz-Gemeinschaft

SAFE Finance Blog | Details

Research —

— Research Departments (https://safe-
frankfurt.de/research/research-departments.html)

— Researchers (https://safe-
frankfurt.de/research/researchers.html)

— Data Center (https://safe-frankfurt.de/data-center.html)

News & Events —

— All News (https://safe-frankfurt.de/news-latest/all-
news.html)

— Neuwsletter (https://safe-frankfurt.de/news-
latest/newsletter.html)

— Expert List (https://safe-frankfurt.de/press/expert-list.html)

Home (https://safe-frankfurt.de/footer-menu/home.html) —
About this site (https://safe-frankfurt.de/footer-menu/about-this-site.html) —
Data Protection (https://safe-frankfurt.de/footer-menu/data-protection.html) —

© 2020 SAFE

https://safe-frankfurt.de/news-latest/safe-finance-blog/details/ecb-proposal-bank-freezing-would-have-an-adverse-effect.html 4/4


https://safe-frankfurt.de/about-safe.html
https://safe-frankfurt.de/about-safe/career/job-offers.html
https://safe-frankfurt.de/about-safe/how-to-find-us.html
https://safe-frankfurt.de/research/research-departments.html
https://safe-frankfurt.de/research/researchers.html
https://safe-frankfurt.de/data-center.html
https://safe-frankfurt.de/policy-center/safe-senior-policy-fellows.html
https://safe-frankfurt.de/policy-center/policy-publications.html
https://safe-frankfurt.de/news-latest/safe-finance-blog.html
https://safe-frankfurt.de/policy-center/policy-center-team.html
https://safe-frankfurt.de/news-latest/all-news.html
https://safe-frankfurt.de/news-latest/newsletter.html
https://safe-frankfurt.de/press/expert-list.html
https://safe-frankfurt.de/footer-menu/home.html
https://safe-frankfurt.de/footer-menu/about-this-site.html
https://safe-frankfurt.de/footer-menu/data-protection.html

