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Abstract 

The analysis of the new system of bank resolution shows the extreme complexity of the mechanism and the 

variety and impact of the tools available. The BRRD organises the articulation of public tasks for banking crises 

in three different phases: the ordinary course of business, the early intervention, and finally the situation of 

banks in distress or at risk of collapse; in the last one there are the conditions for resolution. The most stricking 

point appeared the bail-in, that has transferred the crisis risk from taxpayers to investors and savers. In fact, the 

dismantling of the national protection network was not, in the meantime, balanced by the introduction of the 

planned European protection. In the present analysis we focus on the resolution capacity of Italian banks and 

examine the implications of the new bail-in tool for banks’ activity and business strategies. According to our 

findings lending-oriented banks feature a relatively lower bail-in contribution capacity. Moreover, resolution 

capacity increases with size, while income diversification is found neutral. On aggregate values, we find a 

contraction of resolution capacity of Italian banking system in recent years, similarly to what found for the 

European banking system (see Ayadi and de Groen, 2015). Overall our results suggest that the new bail-in rules 

may imply a reassessment of the traditional retail business model towards greater income diversification, with 

the risk of penalising small businesses which are still the backbone of the Italian economy. As regards policy 

implications, our findings support, as the main option, the strategy of aggregations for strengthening the 

resolution capacity of the Italian banking system. 

 

 

 

                                                           
1 The views and the opinions expressed in this paper are those of the authors and do not necessarily represent those of the 

institution they are affiliated with. 
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1. INTRODUCTION 
After the rapid start-up of the Single Supervisory Mechanism (SSM), on January 1, 

2016 the Single Resolution Mechanism (SRM), according to EU Regulation 806/2014, also 

officially started. The new European rules on Recovery and Resolution (EU Directive 

2014/59, BRRD and Regulation 2014/806/EU) have been implemented in Italy with 

Legislative Decrees No.180 and 181 of 16 November 2015 (LD). 

In these times of historic change, at the end of 2015, the package of new measures for 

resolution entered into force with highly innovative features, and they were immediately 

implemented against four Italian banks in special administration. The application of those 

measures happened without a real clinical trial and just before the SRM. So it’s now the right 

time to reflect by a far-reaching approach that starts from a review of the new European 

system of resolution, also in comparison with the traditional Italian system of crisis 

management. 

The analysis of the new system shows the extreme complexity of the mechanism and  

the variety and impact of the tools available. The BRRD organises the articulation of public 

tasks for banking crises in three different phases: the ordinary course of business, the early 

intervention, and finally the situation of banks in distress or at risk of collapse; in the last one 

there are the conditions for resolution. In comparison with the traditional Italian system the 

resolution architecture is characterised for a wide articulation of objectives to be achieved 

and of principles to be respected.  

The most stricking point appeared the bail-in, that has transferred the crisis risk from 

taxpayers to investors and savers. In fact, the dismantling of the national protection network 

was not, in the meantime, balanced by the introduction of the planned European protection. 

By our knowledge there exist very few empirical analyses examining the implications 

of the new bail-in tool in the EU bank resolution framework. In this context a first important 

issue concerns the potential contagion channels in the financial system following a bail-in 

and prior to resolution in order to assess potential systemic implications of the use of the bail-

in tool. To this aim Halaj et al. (2016) have examined the systemic implications of the 

European bail-in tool by developing a multi-layered network analysis. The findings from 

their simulations show that: (i) resolution authorities will need to continue to ensure the 

current low level of interbank cross-holdings of bank bail-inable debt in the network as they 

appear to prevent contagion; (ii) the composition and level of loss-absorbing capacity should 

be set for each bank on a case-by-case basis; (iii) the loss-absorption capacity mostly resides 

with holders of bail-inable bank debt outside the network of the largest SSM banking groups. 

Another relevant issue is the credibility of the declared intention of policy makers that 

future bank restructuring should always be conducted through bail-in rather than bail-out. 

Schӓfer et al. (2016) examine bail-in expectations during past cases of European banks being 

restructured where creditors were bailed in. In particular they investigate the market reactions 

of stock prices and credit default swap (CDS) spreads of European banks in order to gauge 

the extent to which it is expected that bail-in will indeed become the new regime. They find 

evidence of increased CDS spreads and falling stock prices most notably after the bail-in in 

Cyprus. However reactions are stronger for banks in countries with limited fiscal space for 

bail-out. Moreover, actual bail-ins lead to stronger market reactions than rather the legal 

implementation of bank resolution regimes.  

Finally, a related important issue concerns the adequacy of the financial resources of 

the Single Resolution Fund (SRF). The Fund has a target level of €55 billion and can borrow 

from the markets if decided by the Board. The SRF has started collecting funds from January 

2016 onwards and will only gradually be built up until 2023. De Groen and Gros (2015) 

provide estimates of the potential financing needs of the SRF, based on the euro area bank 

resolutions that actually occurred between 2007 and 2014. According to their estimates the 
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SRF would have been able to withstand the past crises provided its full financing capacity 

had been available. Nevertheless they argue that, in order to ensure that the SRF will have 

sufficient funds in the future, there is a need for additional research and monitoring. In 

particular it is important to examine developments of bail-in capacity in the banking sector 

closely, to identify banks’ business models for assessing stand-alone and contagion risk, and 

to estimate potential losses by means of stress testing exercises. 

In the present analysis we focus on the resolution capacity of Italian banks and 

examine the implications of the new bail-in tool for banks’ activity and business strategies. 
 

2.  CRISIS MANAGEMENT IN ITALIAN STYLE AND THE NEW 

EUROPEAN SCHEME 

 The starting point is a comparison related to the change of regulation and basic 

principles for crisis management from the traditional Italian model to the new European 

scheme. In the Italian basic legal framework, that focuses on the special administration (SA) 

and compulsory administrative liquidation (CAL), remained essentially that of the Banking 

Law of 1936 (BL) also in the Consolidated Law on Banking (CLB) of 1993. Some basic 

principles were the same, while the practice in those two systems, however, are 

differentiated. 

The common goal of the two most obvious regulatory systems was certainly the 

protection of depositors, enforced under the auspices of Article 47 of the Constitution of the 

Italian Republic. However the strongest principle that concretely drove the action by the 

supervisory authorities was to finalise the management of the crises to rescue the banks rather 

than to accompany those in default towards closure of the activity. 

During the period of Banking Law of 1936 the system was heavily dependent on 

decisions made by Bank of Italy and Ministry of Treasury; the solution from a financial point 

of view was based on a public intervention, particularly by Bank of Italy - through advances 

on Treasury bonds at a favourable rate - in accordance with the Ministerial Decree of 27 

September 1974 (so-called decree "Sindona ", introduced for the rescue of two private 

banks). 

The system provided for by the Consolidated Law on 1993 – based on that of 1936 - 

was very incisive in the start-up phase of the crisis management procedures, but it did not 

offer adequate tools for the resolution phase, which was left, to a large extent, to the decisions 

of the shareholders of the banks in crisis. Under the Consolidated Law, in line with the vision 

of banks being stock companies, it was decided to pursue the merger market solutions 

between banks, which were made usually possible by the financial contribution of the deposit 

guarantee funds. 

The inadequacy of the supervisory tools and of the deposit guarantee funds has made it 

necessary to lay down some legislative measures to deal with the more severe crisis (e.g. for 

saving Banco di Napoli with the  Legislative Decree No. 497 of 24 September 1996, 

converted into Law No. 588 of 19 November 1996,  and for the resolution of the crisis of 

Sicilcassa by Legislative Decree No. 292 of 9 September 1997, converted into Law No. 388 

of 8 November 1997). 

The key points of the crisis management system of the Consolidated Law are: the 

application of market rules in the absence of barriers to exit from the market; the use of 

competitive selection methods of the banks interested to take action (in merger cases); 

compliance with competition rules (Capolino 2016). Despite the principle of rescuing and 

restructuring banks in difficulty,  various elements of the Consolidated Law of 1993 on 

banking crises contribute to reducing moral hazard. The first element is the loss of capital for 
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the shareholders. The second is the civil and criminal liability for directors, auditors and 

managers responsible for the default. Furthermore, the protection of depositors systems 

operates only within the limit of €100,000; public interventions, even if possible, were 

discretionary and certainly not binding. 

The salient features of the Consolidated Law are identified in the possibility of rapid 

intervention as soon as the existence of the prerequisites ascertained (irregularities or losses) 

for the adoption of measures of special administration or compulsory administrative 

liquidation. The administrators appointed by the authorities had the opportunity to directly 

assess the causes of the crisis and the real situation of the bank. With the aim of promoting 

positive solutions for depositors, for stakeholders and for the banking system, the crisis 

management procedures were resolved, in the experience of the Consolidated Law, through 

recapitalisation or sale of assets or liabilities. The role of the deposit guarantee funds was 

crucial, often with an advanced intervention with alternative modes, and less costly than the 

ordinary refund of deposits (loans, guarantees, acquisition of shares). 

Also compulsory administrative liquidation, which determines in each case the 

extinction of the bank and almost always the judicial declaration of insolvency, aimed to 

preserve, as far as possible, the banks’ overall activity. In those cases various instruments 

have been used, as well as the sale of  assets and liabilities or of the business or business 

units, almost always with the intervention of the guarantee funds to cover the difference 

between assets and liabilities or through the provision of guarantees and loans in favour of 

the new holding bank. 

In the long run, these mechanisms have worked. However, and especially after the 

recent financial crisis, the interest of the market with acquisitions of troubled bank companies 

in crisis almost completely disappeared. In the meantime, in the period 2009-2015, special 

administration was called upon 63 banks, even of not irrelevant dimension. 

 

3. THE NEW EUROPEAN RESOLUTION MECHANISM: STARTING 

WITH PREVENTION AND EARLY INTERVENTION 
The new system of the European resolution is characterised by the extreme complexity 

of the competences of the authorities involved, for the delicate relationship with the Single 

Supervisory Mechanism, for the variety and impact of the tools available, for the authorities’ 

difficult tasks in deciding timing and measures (Donato 2016). Peculiar, and perhaps 

unexpected,  is the role played by the European Commission. A stylised examination of the 

gears is therefore necessary to understand the functioning of the SRM and its prospects. 

The novelty and breadth of tools for prevention and resolution of banks crisis is such 

that it is preferable to examine them before tackling the issue of the purposes of the new 

European template for managing banking crises. In this study we will look firstly  at the tools, 

then at purpose and finally at the mechanisms of prevention and resolution within which 

various authorities operate. 

Two preliminary observations may help. First of all, the novelty of many of the tools is 

such that it has even been a difficult task to find a suitable terminology in the Italian legal 

system (for example for the “resolution”, and for the “bail–in”). Furthermore, new tools 

significantly push the pendulum from corporate law to administrative law,  and not only 

because of the nature of the new measures but also for the removal of the shareholders 

themselves from the scene of the company under resolution and from the choice of the exit. 

Two European reforms have taken place in the field of banking crises: the new 

regulation on the prevention and resolution of crises and the establishment of the Single 

Resolution Mechanism. 

The harmonised rules on the prevention and management of banking crises was 

introduced by the Directive 2014/59 / EU (Banking Recovery and Resolution Directive, 
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BRRD) establishing a recovery and resolution framework for credit institutions and 

investment firms. The Directive is applicable to all EU Member States and aims at minimum 

harmonisation (but very detailed) of the national regimes, leaving open the way for further 

tools and powers for crisis management. As BRRD joins Directive 2014/49/EU concerning 

the deposit guarantee schemes (Deposits Guarantee Schemes, DGS). 

The second reform is based on the EU Regulation 806/2014 (Single Resolution 

Mechanism Regulation, SRMR), which - for the only participating countries in the Single 

Supervisory Mechanism - provides uniform standards and procedures for the resolution of 

banks and investment firms by new specialised authorities, under a single resolution 

mechanism and a single resolution fund. 

The institutional aspect of the reform is relevant.  An authority centralised at European 

level is hereby established (Single Resolution Board, SRB) to administer the banking crisis 

management together with the National Resolution Authority (NRA or RA)
2
, and with a 

European fund (Single Resolution Fund, SRF), still to be developed. 

The BRRD organises the set of public measures for the prevention and management of 

banking crises in three different phases: the ordinary course of business, the situations that 

need measures of "early intervention", and finally the situations in which the bank is “failing 

or likely to fail”, and there are therefore the conditions for the use of resolution tools or for 

compulsory liquidation.  

At the stage of prevention, the most significant new feature is the planning of the 

possible recovery. 

The Recovery plans are set forth in Article 5 and Article 10 BRRD (transposed in 

Articles 69-ter et seq. CLB) and contain the programming of measures to be taken to react to 

a significant deterioration of the financial situation and to restore the financial balance. The 

big banks, such as cross-border or very complex bank, must develop more articulated and 

more incisive plans; the proportionality principle rules for the other banks. 

The plans are prepared by the banks, but are subjected to review, by the Supervisory 

Authority, namely ECB or NCA, which evaluates the adequacy of the measures to restore the 

balance and the chance to implement the plan quickly and effectively (Article 6 BRRD and 

Article 69 sexties CLB). The Resolution Authority may examine them and make 

recommendations to the Supervisory Authority.  

If inadequate, the Recovery plan has to be revisited and, in case of persistent 

inadequacy, the bank  should be asked to take specific measures, reducing the risk profile, 

activating recapitalisation measures, reassessing the strategy, governance and structure of the 

group, improving financial and organisational strength of the main business lines and key 

functions. The authority may, in particular, order the bank to issue liabilities for establishing 

adequate buffer capital and to maintain reserves and credits to be used to absorb losses. 

In conclusion, the Recovery plans are undoubtedly aimed to prepare a contingency exit, 

which is hopefully not necessary. However, Recovery plans, even if not used, constitute one 

effective prudential tool, because they conform the situation of banks to sound and prudent 

technical criteria. 

A breakthrough after the prevention phase involves the early intervention measures 

(Article 23 BRRD and Article 69-octiesdecies et seq. CLB) operating before the bank falls in 

                                                           
2
 The Resolution Authority in Italy is the same Bank of Italy, charged with the functions and the powers governed by 

Legislative Decree no. 180/2015 (Article 3). A new Resolution and Crisis Management Unit (RGC) was established, in line 

with the BRRD rules. To ensure operational independence and avoid conflicts of interest between the resolution function and 

the Supervisory Department (SD), the Unit is placed report directly to the Governing Board of the Bank of Italy. RGC is 

responsible for the resolution and compulsory administrative liquidation procedures. The tasks related to the special 

administration - qualified, according to the new European framework, as "early intervention" functions - remain under the 

Supervisory  Department (SD). 
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distress, but when it presents injury or perspective of prudential requirements of European 

regulations. The early intervention measures are graded according to the degree of concern of 

the bank. Those measures are entrusted to the ECB/NCA and added to the measures that may 

already be adopted according to supervisory powers. 

According to Article 27 BRRD, the ECB/NCA may order the administrative body: the 

implementation of measures envisaged in the recovery plan; the shareholders' meeting, 

setting the agenda; the presentation of a plan to restructure the debt. Moreover, the RA can 

collect, including through inspections, useful information for the preparation of the settlement 

plan; can propose the substitution of one or more administrators deemed unfit to hold the 

office; can replace coercive senior management or the management body in accordance with 

Article 23 (i.e. removal). 

Finally, in view of the resolution, the RA may establish contacts with potential buyers. 

A direct intervention tool is the temporary administration (art.29 BRRD), that operates 

whenever replacement of senior management or the management body is deemed insufficient 

by the competent authority to remedy the situation and also the adoption of the other 

measures of early intervention is considered inadequate in accordance with Article 23. A 

temporary manager (TM) can be appointed to replace or support the management. The 

authority shall specify the tasks and powers of the temporary administrator, according to the 

principle of proportionality and to the specific case.  

In any case, the appointment of the TM (which is carried out in the prevention phase) 

does not affect the rights of shareholders. In this perspective, the temporary administration's 

approach is similar to the provisional management and special administration procedures 

envisaged by the Consolidated Law on Banking. It is also similar, to a large extent, for the 

conditions of the measure. The temporary administration may be prepared in the presence of 

a significant deterioration of the financial situation of serious irregularities and breaches of 

regulations, cases that reproduce the conditions already provided in Article 70, paragraph 1, 

of the CLB. 

Actually BRRD allowed several European countries to introduce for the first time a 

discipline for banking crises. In Italy, some of new tools were already adopted in the past and 

now have been used as a reference parameter for the European regulations. 

 

4. THE MACRO-ECONOMIC APPROACH OF THE RESOLUTION 

OBJECTIVES  
The highly innovative purposes of the new European scheme, compared to the previous 

institutional system, indicate a more complex pattern and a clear macro-economic approach. 

The key issue is to put in order the scale of different purposes which may also show profiles 

of conflict between them. 

In the system of the Consolidated Law on Banking, there are only a few references to 

the crisis management objectives. Neither specific principles are mentioned to be respected 

by the Supervisory Authority and the commissioners of the administration or liquidation. 

Article 5 CLB otherwise contained, inter alia, the general objectives of the overall stability 

and competitiveness of the financial system for the established supervisory activities. Before 

the secession between supervision and crisis management made by BRRD in 2014, these 

goals were relevant also for crisis management in the CLB system, which returned in full in 

the overall objectives of supervision. The objective of the special administrators is still 

focused on the goal of promoting the solutions useful to the interests of depositors (Article 72 

CLB on the powers of special bodies) or, a little more in general, to protect the interests of 

creditors (Article 74 CLB regarding suspension of payments). In the CLB discipline on crisis 

management, it is therefore not mandatory to pursue a systemic purpose. 
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In summary, in the field of banking crises,  the Consolidated Law indicated purposes in 

a concise and very incisive way, such as the protection of investors and the stability of the 

banking system (e.g., in the Article 96 ter concerning the powers of the Bank of Italy on 

deposit guarantee systems). 

The indications on the purposes and principles of the resolution in the BRRD system 

are,  on the contrary, very extensive and detailed. The European regulatory style actually 

differs from traditional Italian legislation for the drafting technique. 

The first Recital of BRRD immediately clear the approach of the European tools aimed 

to prevent insolvency or, whichever insolvency occurs, to minimise adverse impact on 

systematically functions of the bank concerned. At the same point, however, the Recital 

clarifies that a credible recovery and resolution framework has to obviate, to the greatest 

extent possible, the need of using taxpayers' money for such action. 

Recital 2 clarifies the link between the systemic financial crisis and the implications for 

the economy as a whole, which motivates the liquidity support from Central banks and the 

State guarantees for securities issued by solvent credit institutions. Recital 5 is on the same 

wavelength, that refers for the need to ensure the continuity of the critical financial and 

economic functions of the banks, and to minimise the impact of a bank's failure on the 

economy and financial system. The same Recital 5 still states the aims to maintain 

uninterrupted access to deposits and payment transactions, to sell viable portions of the bank, 

where appropriate, and to split losses in a fair and predictable manner. Those objectives 

should help in avoiding financial markets turmoil and minimising the costs for taxpayers. 

The objectives of resolution are then summarised in Recital 45 that lists to ensure the 

continuity of critical functions, to avoid adverse effects on financial stability, to safeguard 

public funds against the need of an extraordinary support to failing banks, to protect covered 

depositors and investors, and to preserve, in general, funds and assets of clients. 

The basic principles which should guide the activities of recovery and resolution are set 

out in Recital 5; the starting point is that the shareholders have to bear losses first (however 

interference with property rights should not be disproportionate, Recital 50) and that creditors 

have to bear losses after, but in accordance of the limit set by the "no creditor worse off 

principle",  with respect to the effects of a normal insolvency proceeding. 

Another principle is set for the timing of recovery and resolution actions ("before that 

institution reaches a point at which authorities have no other alternative than to resolve it", 

Recital 40; " for timely entry into resolution before a financial institution is balance-sheet 

insolvent and before all equity has been fully wiped out", Recital 41). As Recital 53 

reiterates, a rapid and coordinated action is necessary to sustain market confidence and 

minimise contagion. 

It is to be clarified that failing banks, to avoid moral hazard, should in principle be 

liquidated under normal insolvency proceedings. However, given that a normal liquidation 

might jeopardise financial stability, interrupt the provision of critical functions, and affect the 

protection of depositors, a public interest is needed in placing the bank under resolution and 

applying resolution tools (Recital 45). 

Application principles do not lack also for the choice of resolution tools. Before 

resolution tools are applied, normal insolvency proceedings should always be considered. 

The use of private funds should be privileged for keeping a failing bank as a going concern, 

through sales or merger with a private sector purchaser, or after having written down the 

liabilities of the institution, or after having converted its debt to equity, in order to effect the 

recapitalisation  (Recital 46). 

Other principles have to be respected by the Resolution Authorities applying 

resolutions tools and exercising resolution powers. These principles are that the creditors and 



L. DONATO – Z. ROTONDI – A. SCOGNAMIGLIO -  FROM THE RESCUE OF BANKS TO THE SRM 

 

 

shareholders have to bear an appropriate share of the losses,  that, as a general rule,  the 

management should be replaced, that the costs of the resolution are minimised, and that 

creditors of the same class are treated in an equitable manner (Recital 47). 

Financial measures involving the granting of State aid have to be assessed in 

accordance with the relevant State aid provisions (Recital 47). However, the resolution tools 

should be applied before any public sector injection of capital or equivalent extraordinary 

public financial support, without impeding the use of funds from the deposit guarantee 

schemes or resolution funds (Recital 55). 

The resolution objectives, concentrated in Article 31, are the same summarised in 

Recital 45. Article 31  provides significant clarification that objectives bind Authorities in the 

choice of the tools and powers, evaluated case by case 

The objectives of BRRD were transfused and summarised in the Italian law by Articles 

21 and 22 of Legislative Decree no. 180 of 2015. Thus the resolution objectives are listed in 

the following order: continuity of essential functions, financial stability, cost-containment 

borne by public finances, safeguard of depositors and investors protected by guarantee 

schemes as well as funds and other customers activities. The need to minimise the costs of 

the resolution and to avoid, as far as possible, the destruction of value should be taken into 

account. 

In conclusion, the richness of the resolution tools (see paragraph 5) corresponds to a 

wide articulation of objectives to be achieved and of principles to be respected. In many cases 

the hierarchy of objectives and principles can be drawn up from the same BRRD. However 

the possible conflicts do not seem numerous following the logical thread that links the 

different steps of the resolution, as regulated by BRRD. In this context the Resolution 

Authorities are required to achieve the specific objectives relevant in each specific 

circumstance and, in this sense, an adequate motivation appears always necessary for the 

measure adopted. 

 
5. RESOLUTION. 

Talking about resolution is appropriate to clarify that this is not a trendy label that 

covers many possible activities; resolution is primarily a regulated process that can contain 

multiple variants, just like an obstacle course, and that, in principle, should follow the 

resolution plan, already approved by the Resolution Authority (Inzitari 2016).  

The character of a seemingly very discretionary activities, for the many possible 

variations provided by different tools, however, is severely limited by the objectives and 

principles described in the previous paragraph. 

Even the Special Administrators have very different features than commissioners of 

the SA or CAL, as to be defined as mere commissioners ad acta, simple executors of 

decisions already adopted and not editable (Santoni 2016). 

However, the resolution as a whole has two really strong and innovative characters. 

The first is that resolution allows the RA to dismantle and reassemble all the pieces of the 

bank in crisis. The second is that shareholders, once the resolution process has taken effect, 

are excluded from any decisions. 

The resolution plans indicate the resolution actions that the RA can be put in place,  

where there is a resolution. Plans have therefore an ex ante perspective, and are set by the 

RA, after consultation with the ECB/NCA, and are updated on an annual basis (Article 7 LD 

180/2015). The content of the plans is very complex. Firstly, the plans foresee how the 

essential functions and core activities can be separated from the others, in order to ensure 

business continuity. The other elements of the plans are: the solvability assessment and 

measures to remove impediments to resolvability; the procedures for determining the value 
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and marketability of the assets; the description of the different resolution strategies applicable 

in the various possible scenarios and their timing; the execution time estimation, methods and 

financing of the measures. The minimum requirement for own funds and bail-inable 

liabilities is fixed. 

The trigger starting of the resolution is the assessment that the bank is failing or likely to 

fail on the basis of three necessary conditions (Article 32 BRRD; Article 17 LD 180/2015). 

The first relates to the technical situation of the bank, characterised by one of the following 

events: failure to comply with, existing or objectively likely in the near future, the capital 

requirements necessary for authorisation to carry out banking; losses (current or future) that 

involve the loss or a significant reduction of own funds; difference between assets and 

liabilities; inability to meet obligations; need for an extraordinary public support, except in 

cases of provision of state guarantees to safeguard financial stability. The second condition is 

the lack of market solutions able to avoid the default. The third condition is that there is a 

public interest in the resolution. The resolution procedure is not mandatory for the authorities. 

The difference compared to the Italian traditional system of crisis management, aimed at 

rescuing of the bank in every way, is therefore remarkable. 

The trigger of resolution is anticipated compared to that of compulsory administrative 

liquidation. After the start of the resolution, the RA has the most meaningful powers of 

intervention against a bank. Some of these powers can also be used to allow the bank to 

perform, but the view of the European legislature is in general to prescribe the liquidation of 

the residual entity to avoid moral hazard risks. The phase of resolution can be managed by 

the RA directly or indirectly, through the intermediary of a special management 

Article 31 BRRD provides the resolution tools; they are: sale of business, bridge bank, 

bad bank, bail-in. 

The sale of business (Article 38 BRRD; Article 40 LD 180/2015) consists of the compulsory 

cession of shares and of assets and liabilities of the bank in resolution. The sale must take 

place under market conditions and in a transparent manner and should not create conflicts of 

interest or discriminate between potential assigns, nor confer competitive advantages. 

Furthermore it must take into account the need to speed up the action of resolution and, as far 

as possible, of that of the price maximisation and to reduce the cost of resolution dependent 

on the Resolution Fund. The residual entity has to be settled within a reasonable period of 

time, taking into account the need to provide the necessary services and to conduct activities 

and services transferred. 

The bridge bank (Article 40 BRRD; Article 42 LD 180/2015) is a vehicle set up by the RA to 

acquire the shares or the assets and liabilities of one or more entities in resolution, with a 

view to sell to market buyers. Shareholders and creditors have no rights on the bridge bank or 

their property. In fact, they are not required to consent for the transfer of the shares or assets 

and liabilities. Experience will tell whether the management of bridge banks will have a 

purely conservative characteristic or, rather, to really improve the technical situation. The 

results can be different: first the achievement of "relocation" in the market, but also merging 

with another entity or transfer the bank to third parties, at market conditions, ensuring 

transparency and competitiveness. After the period of maximum duration, the bridge bank 

must be liquidated. The proceeds of the liquidation of the bridge bank go to the benefit of the 

bank in resolution (or of the shareholders of the bridge bank). The residual entity goes into 

liquidation within a reasonable period. 

The bad bank (Article 40 BRRD; Article 45 LD 180/2015) is a possible additional tool which 

consists of a vehicle for the management of impaired assets and is wholly or partly owned by 

public entities, including RA, which appoints the management. The bad bank can be used to 

maximise the value of impaired assets or difficult to evaluate in order to maximise value 
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through sales or their orderly liquidation. To avoid the moral hazard, it must be used in 

combination with other resolution tools. 

The bail-in (Article 43 et seq. BRRD and Article 48 et seq. LD 180/2015 ) is the best known 

tool and the centre of the debate in these last months. It consists in the power, from  January 

1, 2016, to apply a haircut to the credits of a bank in resolution and/or to convert such claims 

into shares. The bail-in is the alternative to public intervention (Presti 2015) and it 

strengthens the market discipline favoring the ex ante monitoring by investors on banks' risk 

profiles (De Aldisio 2015).  

 Its target is the absorption of losses and the recapitalisation of the bank or the 

capitalisation of a bridge bank. Deposits protected by the guarantee schemes, the guaranteed 

loans, including repurchase agreements and other securities backed by collateral, short-term 

credits, privileged credits are excluded from the scope of the bail-in. 

Banks are required to comply with a minimum requirement of bail-inable liabilities over 

total liabilities to ensure that these are available in adequate amounts, and to counter the 

incentive of banks to finance themselves entirely or in a large part through liability-free (see 

paragraph n. 7). In the case of groups, at the occurrence of certain conditions, the authorities 

may choose to apply the requirement only at the consolidated level.  

Used the pattern of the conversion in equity loans, the new shareholders should appoint 

the bank's management, to approve the restructuring plan. However the new shareholders 

would have no interest (or ability) to be involved in the adoption of strategic decisions. 

In any case, the application of the burden sharing to the four Italian banks at the end 2015 

(see paragraph n.6) with even more the introduction for the future of the bail-in (without a 

transitional period and without the European Resolution Fund but with the new ban to the 

action of the traditional deposit guarantee schemes) have cancelled the security of the past 

that the supervisory authority would be able to rescue the troubled banks. 

Overall the resolution appears to be very complex and also very effective. It contains 

appropriate principles and looks to the banking system rather than to individual banks. 

However one wonders whether it is a mechanism that can also work in a phase of 

systemic instability as well as in a ordinary situation of the banking system (Avgouleas, 

Goodhart (2014). The awareness that in certain adverse situations the risk of using the 

medicine of the resolution can be too high, is clear in the same BRRD. Article 32 BRRD 

provides that the bank is deemed to be failing or likely to fail if extraordinary public financial 

support is required; however, at the same time, BRRD provides an exception that excludes 

the resolution if the public support is necessary to remedy a serious disturbance in the 

economy of a Member State and preserving financial stability. The same rule is prescribed by 

Legislative decree 180/2015 (Article 18). 

Moreover the same Communication from the European Commission on the application of 

State aid rules to support measures in favour of banks in the context of the financial crisis 

(2013/C 216/01) provided the exception to the rule of burden sharing, before State aid, in 

case of disproportionate results or  risk of financial stability. This alternative perspective to 

the resolution is formed under the hat of Article 107 of the Treaty on the functioning of the 

European Union (TFUE) which considers compatible with the internal market the aid by 

Member State for taking on a serious disturbance in the economy. 

 

6. TRANSITION TO THE NEW REGIME: THE CASE OF THE FOUR 

ITALIAN BANKS FROM SPECIAL ADMINISTRATION TO RESOLUTION 

On 22 November 2015 the Italian Government and the Bank of Italy acted to resolve the 

situation of crisis of four banks under special administration: Banca Marche, Banca Popolare 

dell’Etruria e del Lazio, Cassa di Risparmio di Ferrara, and Cassa di Risparmio di Chieti. The 
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crises of the four small banks were managed according to very well-defined procedures under 

the supervisory practices followed before the start of the SSM (on 4 November 2014) and 

that for the most part continued after the launch of the  Banking Union. Inspections revealed 

in advance the first serious problems, well before the banks had been placed under resolution 

(Visco, 2016a). In all four cases, prompt and repeated inspections run by Bank of Italy 

detected bad governance, poor control structures, deterioration in loan portfolio, various 

irregularities; in two cases these problems were also consequences of an unbearable and 

disorderly territorial expansion. All the inspections - ended with unfavourable judgement - 

produced, in the order, formal letters suggesting radical changes of the top management, fines 

on the executives (totalling more than €11 million) and eventually a special administration 

procedure.  

The solution adopted for the resolution of the four banks consists of the following 

elements.  The “good” and “bad” portions of the balance sheet are separated for each bank. 

To the “good bank” are assigned all the balance-sheet assets except loans classed as bad 

debts; on the liability side it has deposits, current accounts and ordinary bonds. The capital of 

the good bank is reconstituted by the Resolution Fund in the amount of approximately 9 per 

cent of total risk-weighted assets. The Resolution Fund, an institution provided for under both 

European and Italian law, is administered by the Bank of Italy’s Resolution Unit and is 

financed by contributions from the entire Italian banking system. The good bank is 

provisionally managed, under the supervision of the Resolution Unit, by specially designated 

administrators. The administrators undertake the express commitment to sell the good bank 

rapidly to the highest bidder by transparent, market-based procedures, and reimburse the 

Resolution Fund with the proceeds. The “bad bank” (common for all four banks) takes 

possession of all the bad debts remaining after the absorption of the losses by writing-off 

shares and subordinated bonds and, for any excess, drawing on the Resolution Fund. The 

Resolution Fund’s financial outlays for the four banks amounted to nearly €3.6 billion. The 

liquidity required by the Resolution Fund in order to become immediately operational has 

been advanced by three major banks (Intesa Sanpaolo, UniCredit and UBI) at market rates 

and with a maximum maturity of 18 months. The original four banks become residual boxes 

where the losses and their absorption instruments are confined; they are immediately 

liquidated. The good banks  will continue the activity of the old ones having been cleaned 

and recapitalised. The bad bank will cease to exist as soon as it will have sold or recovered 

the bad loans it contains. The banks’ cumulative losses, valued in a very conservative way, 

are absorbed first of all by the riskiest investment instruments: shares and subordinated 

bonds. The involvement of shareholders and subordinated bondholders is an express 

prerequisite for the orderly solution of banking crises under the BRRD.  

The solution adopted is compliant with the European rules on State aid. Other alternative 

proposals were assessed as not compliant during the discussions with the EU Commission. In 

particular, in  the months prior to the adoption of BRRD, which came into force on 16 

November 2015, the Italian authorities examined solutions for the four troubled banks based 

on the intervention of the FITD, but these were deemed incompatible with the European 

Commission’s rules on State aid. The Commission maintains that any intervention by the 

FITD qualifies as State aid even though it is entirely financed by the banks, with no public 

funds involved. If the FITD’s intervention had not been considered as State aid, the rescue 

operation for the four banks by this fund would not have sacrificed the rights of subordinated 

creditors and the rescue would have assessed the banks’ bad debts at book value. As it is 

considered to constitute State aid, according to EU law, the intervention of the FITD would 

have forfeited not only the rights of shareholders but also those of the subordinated creditors. 

Considering the existing constraints and regulations, the solution adopted on 22 November 
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2015, while certainly not painless, minimised the cost of the intervention, safeguarding to the 

greatest extent possible the rights of depositors and creditors. Finally the Italian authorities 

selected this solution that is immediately effective and avoids prolonging the paralysis of the 

four banks, in order to resolve the crisis. In fact, the solution adopted guarantees the business 

continuity and financial recovery of the four banks, in the interests of the economies in which 

they are located. It fully protects the savings that households and firms hold in the form of 

deposits, current accounts and ordinary bonds; it preserves the jobs of all the banks’ 

employees; and it requires no public funds. The State, and hence taxpayers, sustain absolutely 

no cost in the process. 

These four small or medium-sized banks had a total market share of about 1 per cent of 

system-wide deposits. Nevertheless the repercussions of their collapse confirm that even 

when the banks involved are small, loss of public trust can spread quickly and generate 

persistent systemic effects (Visco, 2016b). Market indicators for the major banks have 

worsened since November 2015 in all the main economic areas, largely reflecting the 

increasingly uncertain prospects for growth. In Europe, the slump in bank shares has been 

amplified by the imbalances generated by the protracted crisis, such as the heavy burden of 

non-performing loans in the balance sheets of the banks most exposed to the recession. 

Investors’ decisions also reflected uncertainty over some aspects of regulations, including the 

limits on profit distribution and, following the resolution of some banks in Portugal and in 

Italy at the end of 2015, the application of the new bail-in rules that came fully into force in 

Europe at the beginning of 2016 (Bank of Italy, 2016). The turmoil in the financial markets 

caused a substantial rise in the yields of subordinated bonds. The increase, common to the 

banks of other European countries, was significantly greater for banks with higher shares of 

non-performing loans. 

 

7. ANALYSIS OF BAIL-IN CONTRIBUTION CAPACITY OF ITALIAN 

BANKS 
In the present analysis we focus on the resolution capacity of Italian banks and examine 

the implications of the new bail-in tool for banks’ activity and business strategies. To this aim 

we consider the bail-in contribution indicator used in Ayady and De Groen (2015), which 

estimates the minimum bail-in under the resolution mechanism as share of total liabilities 

including own funds before resolution funds can be tapped. The bail-in contribution indicator 

is calculated as the difference between the minimum bail-in requirement according to the new 

legislation phased-in – equal to 8% of total liabilities before an amount of liabilities (up to 

5%) can be contributed from the resolution fund – and the minimum total capital requirement 

– equal to 8% of risk weighted assets – as share of total liabilities. Thus by construction the 

indicator has an inverse relationship with risk density.  

Our empirical analysis is divided in two parts. First, by means of aggregate data we 

examine the capacity of the banking system, taken as a whole, to cope with potential 

resolutions with bail-inable liabilities, in the event of a systemic banking crisis. Second, by 

means of micro data we develop an analysis of the drivers of bail-in contribution capacity of 

banks. In particular, we examine the relationship of resolution capacity with balance sheet 

structure and risk profile.  

 

 

7.1 LIABILITY STRUCTURE AND BAIL-IN CONTRIBUTION: DESCRIPTIVE 

ANALYSIS OF AGGREGATE DATA 

Let’s first compare the evolution of the liability structure with that of the bail-in 

contribution indicator. For this analysis we consider an aggregate balance sheet of the entire 
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Italian banking system. We use Bank of Italy individual banks’ prudential reports (excluding 

foreign branches), because data on deposits not covered by guarantee and subordinated bonds 

are not available in consolidated bank reports. We describe for the period 2008-2015 the 

evolution of liabilities grouped into two classes: bail-inable and not bail-inable liabilities (see 

Table 1). A similar analysis has been developed for instance by Laviola et al. (2015), but only 

for one year (2013) and for a limited sample of banks. Bail-inable liabilities include 

regulatory capital, bonds, deposits from banks with a maturity greater than 7 days, not 

guaranteed deposits from consumers and large enterprises (i.e. greater than €100.000) and 

other debts (such as repos and certificate of deposits). As the sector breakdown is not 

available for not guaranteed deposits, we share them among consumers and large enterprises, 

by assuming that the breakdown obtained from total deposits is also effective for not 

guaranteed deposits. Not bail-inable liabilities include guaranteed deposits from customers
3
 

(i.e. lower than €100.000), covered bonds and deposits from banks with a maturity lower than 

7 days. In order to estimate the latter we multiply three months refundable deposits by 1/12 

and one year time deposits by 1/52. 

The share of bail-inable liabilities on total liabilities decreased by almost four 

percentage points, amounting to about 71 percent in 2015 (Table 1). Bonds and deposits from 

banks mainly contributed to this decline. Regulatory capital remained stable and well above 

the eight per cent, while not guaranteed deposits almost doubled. The rise of not bail-inable 

liabilities was specular and mainly due to a sudden increase of guaranteed deposits. Our 

results are not perfectly comparable with those obtained by Laviola et al. (2015), due to 

differences in the composition of the banks considered (entire banking system against a 

selected sample of banking groups) and in the hypotheses used in the estimation of some 

variables as discussed above.  

The bail-in contribution indicator increased until 2013, when it reached 5 per cent of 

total liabilities (Table 1). In the period 2014-2015 the indicator fell below the level of 2008. 

Moreover it is interesting to examine whether the indicator features some variability among  

different size classes of banks. When banks are grouped according to their size, it is possible 

to see that for smaller banks the indicator of bail-in contribution is lower (Tables 2-6).
4
  

Interestingly, our results are very similar to those obtained by Ayady and De Groen (2015) 

for a large sample of European banks.
5
 Both in terms of magnitude and in terms of dynamic 

pattern of the indicator of bail-in contribution. As argued by Ayady and De Groen (2015) the 

gradual rise followed by a fall in recent years suggests that the resolution fund would need 

more funds.  

 

 

8.2 DRIVERS OF BAIL-IN CONTRIBUTION: MICROECONOMETRIC ANALYSIS 

 

Data 

The source of the data in the micro-econometric analysis is Bank of Italy consolidated 

and individual prudential reports, excluding foreign branches. Our analysis includes 421 

                                                           
3
 The interbank Deposit Protection Fund and the Guarantee Fund for Depositors guarantee depositors of limited company 

banks and cooperative banks respectively. 
4 Banks size is captured by intermediated funds, equal to the sum of loans and deposits of customers. Intermediated funds 

greater than € 60 billion denote a major banks; between €26 and €60 billion a large bank; between € 9 and 26 billion a 

medium bank; between € 1,3 and 9 billion a small bank; lower than 1,3 billion denote a minor bank.  
5
 Ayadi and De Groen (2015, see pp. 82-83) do not report an analysis of the indicator of bail-in contribution for different size 

classes of banks. Although they report an analysis for different ownership structures where it is possible to see that savings 

and cooperative banks - typically smaller banks - normally features lower values of the indicator compared to commercial 

banks.  
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individual (stand-alone) banks or banking groups, with 3390 observations for the period 

2008-2015 (end of year data).The actual number of banks and observations in the cross 

sections depends on the availability of information for all years (there exists relatively few 

missing values). The definition of the variables used in this paper is presented in Table 7. 

Table 8 reports the statistical characteristics of the variables included in the dataset. All 

variables have been between the 1% and 99% percentiles to reduce the influence of outliers 

and potential data errors. We have eliminated from the sample the banks that are not present 

in all years due to mergers and acquisitions. We have eliminated also the four small banks 

under special administration at the end of 2015. Nevertheless our sample remains highly 

representative of the Italian banking system, as it represents 96% of total assets of the 

banking sector taken as a whole. Variables are expressed as ratio or natural logs. In the period 

2008-2015 the banks involved in operations of mergers and acquisitions are normally small 

and the cases are rather limited (3%), but we construct a dummy variable in order to check 

for possible influences of this phenomenon on our estimates. As it is possible to observe the 

bail-in contribution indicator features a relatively high degree of heterogeneity among Italian 

banks, with a mean value of around 2.8% and standard deviation of 1.3% and ranging from -

3% to 7% of total liabilities. Thus it is interesting to understand what are the determinants of 

this heterogeneity among banks. Notice from Table 8 that during the sample period the bail-

inable liabilities are always above the minimum bail-in requirement that banks need to have 

according to the new legislation (8% of total liabilities). 

 

Empirical methodology 

Drawing on the previous discussion, in order to examine the heterogeneity of the bail-

in capacity across our sample of banks we run pooled cross-section regressions of banks’ 

bail-in contribution on characteristics of their balance sheet structure and risk profile, with 

some bank controls. Our baseline specification is the following: 

 

 𝐵𝑎𝑖𝑙𝑖𝑛 𝑐𝑜𝑛𝑡𝑟𝑖𝑏𝑢𝑡𝑖𝑜𝑛𝑖 = 𝛽0 + 𝛽1 𝐶𝑎𝑝𝑖𝑡𝑎𝑙 𝑠𝑡𝑟𝑢𝑐𝑡𝑢𝑟𝑒𝑖  + 𝛽2 𝐹𝑢𝑛𝑑𝑖𝑛𝑔 𝑠𝑡𝑟𝑢𝑐𝑡𝑢𝑟𝑒𝑖 +
 𝛽3 𝐴𝑠𝑠𝑒𝑡 𝑠𝑡𝑟𝑢𝑐𝑡𝑢𝑟𝑒𝑖 +  𝛽4 𝐼𝑛𝑐𝑜𝑚𝑒 𝑠𝑡𝑟𝑢𝑐𝑡𝑢𝑟𝑒𝑖 + 𝛽5 𝑅𝑖𝑠𝑘 𝑝𝑟𝑜𝑓𝑖𝑙𝑒𝑖 + 𝜇′ 𝐵𝑎𝑛𝑘 𝑐𝑜𝑛𝑡𝑟𝑜𝑙𝑠𝑖 +
 𝜀𝑖                                                                                                                                                                (1)  
 

Except for Z-score, which is computed over a four-year period, independent and control 

variables are lagged by one year to mitigate problems of endogeneity.  

Among the explanatory variables, for examining the role of capital structure we 

consider the total capital to assets ratio. This is a measure of capitalization based on un-

weighted assets which is not influenced by valuation methods and risk. As discussed above 

the bail-in contribution indicator has a reverse relation with risk density. The literature offers 

contradictory results as to the effect of capital on bank risk (Freixas and Rochet, 2008). In 

general the higher the capital, the stronger the buffer to withstand future losses. We expect 

that during the post-crisis period considered in our analysis higher levels of capital are 

associated with the need of a stronger buffer implied by higher levels of RWA. In fact, higher 

level of capital may be the result of regulators forcing riskier banks to hold higher buffers. 

Hence an increase of the total capital to asset ratio should have a negative impact on the bail-

in contribution of the bank. For examining the role funding structure we include in the 

regression funding gap and interest expenses to asset ratio. Funding gap is a measure of the 

dependency of lending from less stable funding sources. In the present analysis this measure 

is partial as it is based only on retail deposits and it does not include bonds placed with retail 

investors (see Bonaccorsi di Patti et al., 2016). However, high switching costs and the 

presence of government insurance makes retail deposits a stable source of funding also 

during periods of crisis (see Kim et al., 2003, Shleifer and Vishny, 2010), which is the case of 
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the present analysis. Diversified banks have on average lower funding gap than bank focused 

on lending (see Bonaccorsi di Patti et al., 2016). As in the post-crisis period examined more 

lending-oriented banks have experienced an increase of RWA associated to a sharp increase 

in NPL, we expect that an increase of the funding gap reduces the bail-in contribution. 

Regarding  interest expenses, in general they feature sensitivity to bank risk factors. As 

argued for instance by Demirgüç-Kunt and Huizinga (2013), bank size matters for this 

sensitivity. Large banks may be perceived to be less risky on account of too-big-to-fail 

benefits, yielding lower funding costs for sizeable banks. Alternatively, large banks are seen 

as more risky if they are too big to save, giving rise to higher interest rates. In our analysis we 

expect that higher funding costs reduce the bail-in contribution. For assessing the role of asset 

structure we consider the ratio of SME lending to assets. It provides an indication of the 

extent to which a bank is involved in traditional lending. SME is defined as a firm with less 

than 20 employees. SME lending is a typical business of lending-oriented banks. Hence, as 

discussed above for the case of funding gap, we expect that higher SME lending implies 

lower bail-in contribution. Regarding the role of income structure we consider the degree of 

income diversification, one of the main driver of strategic importance for banks. This driver 

is captured by the ratio of non-interest income to assets. In general, traditional retail banking 

is found to be less risky compared to non-traditional banking, although excessive loan growth 

may lead to greater risk taking and income diversification within a limited extent may 

increase stability (for a review of the literature see for instance Paladino and Rotondi 2015). 

Given the relatively lower importance of non-traditional banking in Italy, we expect a 

positive impact of non-interest income on bail-in contribution. For assessing the impact of 

risk profile on bank’s bail-in contribution capacity we include: (i) the Z-score; (ii) the rate of 

growth of the NPL to assets ratio, for capturing the sensitivity of bank’s loan losses to 

business cycle; (iii) the loan loss provisions to assets ratio, which represent the bank’s 

expectation of future loan losses. We expect that bank risk factors have a negative influence 

on bail-in contribution capacity of banks. Loan loss provisions should attenuate this negative 

influence for the case of NPL. Hence, we expect for loan loss provisions a positive impact on 

bail-in contribution. Among the control variables we have considered ROA for profitability 

and total assets for size.  

The specification (1) is estimated using the unbalanced panel of banks observed 

between 2008-2015. As in our data we have only 8 years of observations we use a simpler 

specification pooling all the data instead of using a dynamic panel data model. All 

regressions include time dummies and standard errors are clustered at the bank level. We 

introduce also bank fixed effects to check for the robustness of our estimates to within bank-

level differences. To check for possible influences of mergers and acquisitions on our 

estimates we include in all regression a dummy variable for banks involved in operations of 

M&A and run also the same regressions for the subsample without banks involved in M&A. 

 

Results 

In Table 9 are reported the estimates of specification (1). Column 1 reports the 

estimates of the pooled cross-section regression. Column 2 reports the estimates after 

controlling for bank fixed effects. Among the independent variables significant in both 

columns are Funding gap, SME loans, with a negative impact on bail-in contribution, Loan 

loss provisions with a positive impact on bail-in contribution. While among the control 

variables Size is significant in both columns, but the estimated coefficients are with opposite 

signs. When bank fixed effects are taken into account, the sign of the impact on bail-in 

contribution is positive and thus in line with the findings of the previous descriptive analysis 

of aggregate data. Without bank fixed effects the coefficients of Capital and NPL growth 
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become significant and with negative sign. All the signs of the significant independent 

variables are as expected. Non-interest income, Interest expenses and Z-score are always not 

significant.  

  From our findings it is possible to conclude that lending-oriented banks feature a 

relatively lower bail-in contribution capacity. Moreover, resolution capacity increases with 

size, while income diversification is neutral.      

 

8. CONCLUSIONS AND PROSPECTS 
The drawing of the intervention mechanism for banking crisis is certainly very 

complex (Capolino 2016). Some features are the result of the experience of the traditional 

supervision and of the financial crisis, which erased many certainties. This interpretation 

clears up the approach of covering prevention and early intervention, of separating 

supervision and resolution, of introducing a powerful battery of new tools. Actually the start-

up phase of the new pillar of Banking Union has put in the light obstacles and defects also 

exasperated by the difficulties of the general economic and political context of Europe.  

The new banking crisis management system has taken the place of the traditional 

function of banking rescue with many applications, not always positive. 

A lot of operational work has been outsourced by the public. So it is for the bridge banks and 

the bad banks, but also for the role of so-called voluntary actions by the banking system or by 

financial structures created for the purpose to support troubled banks. 

With an undeniable bitterness which can be observed that the reform of the resolution aimed 

to work for the stability of the European banking system has constituted in the markets an 

element of mistrust in banks and in the same Banking Union, and thus of instability. 

The approach to safeguarding firstly the financial stability has perhaps overlooked that 

taxpayers and savers are not alien to one another, but they represent, as a whole, the same 

community of citizens (Rossi 2016). 

A final conclusion on the institutional perspective could be that the issue of banks in 

crisis from a task of supervisors has returned to be a matter of States too. 

In the empirical analysis developed we have focused on the resolution capacity of 

Italian banks and have examined the implications of the new bail-in tool for banks’ activity 

and business strategies. According to our findings lending-oriented banks feature a relatively 

lower bail-in contribution capacity. Moreover, resolution capacity increases with size, while 

income diversification is found neutral. On aggregate values, we find a contraction of 

resolution capacity of Italian banking system in recent years, similarly to what found for the 

European banking system (see Ayadi and de Groen, 2015). 

Overall our results suggest that the new bail-in rules may imply a reassessment of the 

traditional retail business model towards greater income diversification, with the risk of 

penalising small businesses which are still the backbone of the Italian economy. As regards 

policy implications, our findings support, as the main option, the strategy of aggregations for 

strengthening the resolution capacity of the Italian banking system. 
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Table 1. Liability structure and bail-in contribution: banking system 

NOTES: The source of the data is Bank of Italy individual prudential reports, excluding foreign branches. (1) 

Include repos and certificate of deposits. (2) Include deposits from consumers, enterprises and other depositors. 

See Table 7 for the definition of the bail-in contribution indicator. Liabilities and bail-in contribution are in 

percentage values. 

 

Table 2. Liability structure and bail-in contribution: major banks 

 
NOTES: The source of the data is Bank of Italy individual prudential reports, excluding foreign branches. (1) 

Include repos and certificate of deposits. (2) Include deposits from consumers, enterprises and other depositors. 

See Table 7 for the definition of the bail-in contribution indicator. Liabilities and bail-in contribution are in 

percentage values. 

2008 2009 2010 2011 2012 2013 2014 2015

Bail-inable liabilities 74.8 74.8 75.5 76.2 74.9 73.2 71.6 71.1

 of which: Tier 1 capital 7.5 7.9 8.2 7.7 7.8 7.3 7.7 7.7

                 Tier 2 capital 2.3 2.3 2.3 2.1 1.8 1.8 1.3 1.3

                 Subordinated bonds 2.4 2.4 2.6 2.3 2 2.2 2.1 1.9

                 Other bonds 21.9 23.2 21.2 21.3 19.1 17.2 14.7 12.5

                Not guaranteed deposits 28.9 29.9 30.2 27.2 27.5 27.3 27.9 30.9

                 of which: from banks 17.2 17.4 16.3 14.2 12.7 11.7 11.9 13.3

                                from consumers 5.4 6.1 6.4 6 7.2 7.7 8.1 9.1

                               from large enterprises 1.7 1.8 1.7 1.5 1.8 2 2.4 2.7

                              from other depositors 4.6 4.6 5.7 5.5 5.7 5.9 5.5 5.8

                 Other debts (1) 11.7 9.1 10.9 15.7 16.7 17.4 18 16.7

Not bail-inable liabilities 25.2 25.2 24.5 23.8 25.1 26.8 28.4 28.9

             of which: Guaranteed deposits (2) 16.6 17.9 19.5 18.5 19.6 21 22.3 22.9

                             Deposits from banks 8.6 6.9 4.2 3.5 4.1 3.9 3.9 3.6

                             Covered bonds 0.1 0.4 0.9 1.8 1.4 1.8 2.2 2.5

Total liabilities 100 100 100 100 100 100 100 100

Bail-in contribution 4.5 4.7 4.5 4.6 4.9 5 4.3 4.4

Number of banks 790 777 753 734 696 673 658 632

Variable
Year

2008 2009 2010 2011 2012 2013 2014 2015

Bail-inable liabilities 74.8 74.7 77.3 77.6 76.4 73.7 72.1 74.6

 of which: Tier 1 capital 8.9 9 10.1 9 9.5 8.7 9.5 9.1

                 Tier 2 capital 3.7 3.4 3.8 3.1 2.6 2.8 2.1 2

                 Subordinated bonds 3.8 3.7 4.3 3.5 3 3.7 3.5 3.1

                 Other bonds 20.7 21.7 20.9 24.1 22.4 20.5 18 17.6

                Not guaranteed deposits 29.2 29.6 27.7 22 24.6 25.3 23.6 26.7

                 of which: from banks 18.2 19.3 15.4 10.3 11.4 11 9 12.7

                                from consumers 4.1 4.2 5.9 5.1 6.5 6.9 7.8 7.3

                               from large enterprises 1.8 1.7 1.4 1.2 1.6 1.8 2.2 2.5

                              from other depositors 5 4.4 5 5.4 5.1 5.6 4.6 4.3

                 Other debts (1) 8.5 7.3 10.5 15.9 14.3 12.7 15.4 16.2

Not bail-inable liabilities 25.2 25.3 22.7 22.4 23.6 26.3 27.9 25.4

             of which: Guaranteed deposits (2) 14.1 14.4 18 16 17.5 19.1 20.4 17.4

                             Deposits from banks 11 10.3 3.3 2.8 3.6 3.8 3.7 3.9

                             Covered bonds 0.1 0.6 1.5 3.5 2.6 3.4 3.7 4

Total liabilities 100 100 100 100 100 100 100 100

Bail-in contribution 4.7 5 4.8 4.9 5.2 5.2 4.4 4.7

Number of banks 7 7 4 11 5 5 5 8

Variable
Year
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Table 3. Liability structure and bail-in contribution: large banks   

 
NOTES: The source of the data is Bank of Italy individual prudential reports, excluding foreign branches. (1) 

Include repos and certificate of deposits. (2) Include deposits from consumers, enterprises and other depositors. 

See Table 7 for the definition of the bail-in contribution indicator. Liabilities and bail-in contribution are in 

percentage values. 

 

Table 4. Liability structure and bail-in contribution: medium banks    

 
NOTES: The source of the data is Bank of Italy individual prudential reports, excluding foreign branches. (1) 

Include repos and certificate of deposits. (2) Include deposits from consumers, enterprises and other depositors. 

See Table 7 for the definition of the bail-in contribution indicator. Liabilities and bail-in contribution are in 

percentage values. 

 

Table 5. Liability structure and bail-in contribution: small banks 

2008 2009 2010 2011 2012 2013 2014 2015

Bail-inable liabilities 81.6 81 82.1 84.5 80.7 81.1 74.2 75.8

 of which: Tier 1 capital 7 7.4 7.5 7.1 7.7 7.5 7.6 5.1

                 Tier 2 capital 2.4 2.2 2 2.3 2.6 2.5 1.5 0.9

                 Subordinated bonds 2.3 2.1 2.2 2.4 2.8 2.8 2.5 1.4

                 Other bonds 30.8 32.2 31.6 28.4 27.1 26.5 21.9 6.5

                Not guaranteed deposits 23 25.3 25.7 22 18.3 17.2 17.5 39.3

                 of which: from banks 12.8 16.2 16 14.6 10.6 10.9 13.8 22.8

                                from consumers 4.9 4.5 3.7 3.1 3.4 3.7 1.4 7.9

                               from large enterprises 1.7 1.5 1.6 1.3 1.3 1.2 0.5 3

                              from other depositors 3.6 3.2 4.4 3.1 3 1.6 1.7 5.7

                 Other debts (1) 16.1 11.6 13.1 22.4 22.2 24.5 23.2 22.5

Not bail-inable liabilities 18.4 19 17.9 15.5 19.3 18.9 25.8 24.2

             of which: Guaranteed deposits (2) 11.4 11.3 9.4 7.3 8.1 8.9 15.2 18.4

                             Deposits from banks 6.7 6.8 7 6.3 9.1 7 6.7 3.4

                             Covered bonds 0.3 0.9 1.5 1.9 2 3 3.8 2.4

Total liabilities 100 100 100 100 100 100 100 100

Bail-in contribution 5.4 5.4 5.4 5.6 5.7 5.6 5 4.3

Number of banks 12 12 11 9 8 7 7 17

Variable
Year

2008 2009 2010 2011 2012 2013 2014 2015

Bail-inable liabilities 73.6 77.4 75.7 74.6 74.2 71.9 71.6 58.1

 of which: Tier 1 capital 5.8 6.4 6.4 5.7 6.1 5.6 5.7 6.5

                 Tier 2 capital 1.4 1.4 1.4 1.2 1.1 0.9 0.6 0.6

                 Subordinated bonds 1.6 1.6 1.7 1.2 1.1 1 1 0.6

                 Other bonds 20.4 24 16.8 12.8 11.4 9.6 7.2 6.2

                Not guaranteed deposits 32.2 34.3 38.5 40.2 38.4 37.6 40 32.1

                 of which: from banks 20.7 21.3 23.7 24.9 21.9 19.5 22.8 7.2

                                from consumers 5.9 6.6 6.3 6.7 7.6 8 8 12.5

                               from large enterprises 1.4 1.7 1.6 1.7 2 2.2 2.4 1.7

                              from other depositors 4.2 4.7 6.9 6.9 7 8 6.7 10.8

                 Other debts (1) 12.3 9.7 10.8 13.6 16.1 17.2 17.1 12

Not bail-inable liabilities 26.4 22.6 24.3 25.4 25.8 28.1 28.4 41.9

             of which: Guaranteed deposits (2) 17.8 19.6 20.4 21.9 21.9 24 23.2 37.7

                             Deposits from banks 8.6 2.9 3.2 3 3.4 3.4 3.5 3.4

                             Covered bonds 0 0.2 0.7 0.5 0.6 0.8 1.7 0.8

Total liabilities 100 100 100 100 100 100 100 100

Bail-in contribution 4.6 4.7 4.6 4.4 4.8 4.8 3.8 4.1

Number of banks 36 35 34 31 32 31 30 31

Variable
Year
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NOTES: The source of the data is Bank of Italy individual prudential reports, excluding foreign branches. (1) 

Include repos and certificate of deposits. (2) Include deposits from consumers, enterprises and other depositors. 

See Table 7 for the definition of the bail-in contribution indicator. Liabilities and bail-in contribution are in 

percentage values. 

  

Table 6. Liability structure and bail-in contribution: minor banks   

 
NOTES: The source of the data is Bank of Italy individual prudential reports, excluding foreign branches. (1) 

Include repos and certificate of deposits. (2) Include deposits from consumers, enterprises and other depositors. 

See Table 7 for the definition of the bail-in contribution indicator. Liabilities and bail-in contribution are in 

percentage values. 

  

2008 2009 2010 2011 2012 2013 2014 2015

Bail-inable liabilities 73.8 71 70.4 72.7 71.8 71.4 71 69.3

 of which: Tier 1 capital 6.2 6.6 6.7 6.3 5.9 5.6 5.7 7.6

                 Tier 2 capital 1.3 1.4 1.4 1.3 1 0.9 0.7 0.5

                 Subordinated bonds 1.1 1.2 1.3 1.2 1.1 1 1.1 0.6

                 Other bonds 17.2 16.6 15.8 16.5 13.4 11.5 10.5 9.9

                Not guaranteed deposits 32.3 33.1 33.2 31.8 30 28.6 31.3 34.3

                 of which: from banks 18.4 14.7 14.6 14.8 10.4 8.5 8.3 11.2

                                from consumers 6.5 9.3 8.7 8.2 9.5 9.8 10.6 11.6

                               from large enterprises 1.6 2.2 2.4 2 2.2 2.5 3.2 4

                              from other depositors 5.8 6.9 7.5 6.8 7.8 7.8 9.2 7.6

                 Other debts (1) 15.7 11.9 12 15.7 20.5 23.8 21.7 16.4

Not bail-inable liabilities 26.2 29 29.6 27.3 28.2 28.6 29 30.7

             of which: Guaranteed deposits (2) 19.3 23.6 24.7 23.8 24.5 24.9 25.1 27.2

                             Deposits from banks 6.9 5.4 4.9 3.5 3.6 3.7 3.9 3.5

                             Covered bonds 0 0 0 0 0 0 0 0

Total liabilities 100 100 100 100 100 100 100 100

Bail-in contribution 3.7 3.8 3.8 4.1 4.6 4.9 4.3 3.8

Number of banks 152 148 142 135 128 124 118 133

Variable
Year

2008 2009 2010 2011 2012 2013 2014 2015

Bail-inable liabilities 67.7 64.9 65 66.2 68.1 67 66.7 61.1

 of which: Tier 1 capital 10.5 10.2 10 9.7 9 8.4 8.7 8.8

                 Tier 2 capital 0.7 0.6 0.7 0.7 0.6 0.6 0.3 0.3

                 Subordinated bonds 0.5 0.4 0.5 0.5 0.5 0.5 0.4 0.4

                 Other bonds 29.6 28.6 27.8 26 22.5 19.2 16.3 13.2

                Not guaranteed deposits 18.4 20 20.1 22 23.8 25.2 26 26.3

                 of which: from banks 4.3 4.1 4.3 7.2 6.9 6.4 5.8 5.4

                                from consumers 9.1 10.4 9.4 9.3 10.7 12 13.2 13.8

                               from large enterprises 2.1 2.1 2.1 2.1 2.2 2.8 3.4 3.5

                              from other depositors 2.9 3.4 4.2 3.5 4 4 3.5 3.6

                 Other debts (1) 8 5 6 7.3 11.6 13.1 15 12.2

Not bail-inable liabilities 32.3 35.1 35 33.8 31.9 33 33.3 38.9

             of which: Guaranteed deposits (2) 28.7 31.2 31.4 31 29.9 31 31.7 36.9

                             Deposits from banks 3.6 3.9 3.6 2.8 2 2 1.6 2

                             Covered bonds 0 0 0 0 0 0 0 0

Total liabilities 100 100 100 100 100 100 100 100

Bail-in contribution 2.5 2.6 2.5 2.8 3.2 3.4 3.8 3.7

Number of banks 583 575 562 548 523 506 498 443

Variable
Year
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Table 7. Variables definition  
 

Variables Definition 

BAIL-IN 

CONTRIBUTION 

Difference between the minimum bail-in requirement and the minimum 

capital requirement as share of total liabilities. According to the BBRD 

and SRM banks need to have at least 8% of bail-inable liabilities, i.e. the 

minimum amount that needs to be bailed-in before an amount of liabilities 

(up to 5%) can be contributed from the resolution fund. The regulatory 

capital requirement that banks need to fulfil is 8% of risk weighted assets. 

See Ayadi and De Groen (2016) 

BAIL-INABLE 

LIABILITIES 
Bail-inable liabilities as share of total liabilities 

FUNDING GAP 
Difference between loans to customers and deposits from customers as 

share of loans to customers 

CAPITAL Total capital divided total assets  

CET1 Common equity tier 1 capital divided risk weighted assets 

RWA Risk weighted assets divided total assets 

SIZE Natural log of total assets  

ROA Net income before taxes divided total assets 

NON-INTEREST 

INCOME 

Non-interest income divided total assets 

LOANS Loans to customers divided total assets 

SME LOANS Loans to SMEs divided total assets 

DEPOSITS Deposits from customers divided total assets 

INTEREST  

EXPENSES 

Interest expenses divided total assets 

NPL Non-performing loans divided total assets 

NPL GROWTH Annual rate of growth of the variable NPL 

LOAN LOSS 

PROVISIONS 

Loan loss provisions divided total assets  

M&A 
Dummy variable equal to 1 if the bank was involved in one or more 

mergers and acquisitions; 0 otherwise 

Z-SCORE 

Z-score, computed as the sum of average bank return on asset with bank 

equity to assets ratio divided by the standard deviation of return on assets 

over a four-year period; higher values indicate lower bank risk.  

 
NOTES: The source of the data is Bank of Italy consolidated and individual prudential reports, excluding 

foreign branches. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Table 8. Descriptive statistics   
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NOTES: For the definition of variables see Table 7. The source of the data is Bank of Italy consolidated 

and individual prudential reports, excluding foreign branches. 

Variables Obs Mean Standard 

deviation

Min Max

Bail-in contribution 3390 0.0281 0.0125 -0.0269 0.0703

Capital 3390 0.1257 0.0436 0.0154 0.4307

Interest expenses 3390 0.0133 0.0062 0.0004 0.0510

Funding gap 3390 0.1054 0.5091 -15.1746 0.9988

SME loans 3359 0.1687 0.0877 0 0.6042

ROA 3336 0.0030 0.0065 -0.0694 0.0759

Non-interest income 3390 0.0087 0.0124 0 0.2449

Loan loss provisions 3340 0.0216 0.0204 0 0.1915

Z-score 3390 3.7009 1.1132 -0.6021 7.0337

Size 3390 20.0530 1.5556 16.9209 27.6804

Deposits 3390 0.5378 0.1461 0.0010 0.9680

Loans 3390 0.6458 0.1405 0.0143 0.9680

NPL 3335 0.0382 0.0298 0 0.2615

NPL growth 3306 0.3341 1.9377 -0.9888 57.5848

Bail-inable liabilities 3390 0.5024 0.1291 0.0978 1

RWA 3390 0.6490 0.1560 0.1213 1.3364

CET1 3390 0.1678 0.0782 0.0156 0.9295

M&A 3390 0.0310 0.1733 0 1
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Table 9. Drivers of differences in bail-in contribution of banks 

 

 

NOTES: Each column reports a pooled cross-section regression of banks’ bail-in contribution capacity on 

characteristics of their capital structure, funding structure, asset structure, income structure, risk profile with some 

controls for profitability and size. The regressions are based on available observations for each bank. For the 

definition of variables see Table 7. The source of the data is Bank of Italy consolidated and individual prudential 

reports, excluding foreign branches. Except for Z-score, which is computed over a four-year period, independent and 

control variables are lagged by one year to mitigate problems of endogeneity. All regressions include time dummies. 

Standard errors are clustered at the bank level. *** p<0.01, ** p<0.05, * p<0.1. 

 

 

Coef. Robust t Coef. Robust t

Independent variables:

Capital -0.03711 *** -3.20 -0.00708 -0.64

Interest expenses -0.14369 -1.29 0.05467 0.76

Funding gap -0.00466 * -1.82 -0.00132 ** -2.12

SME loans -0.05399 *** -8.94 -0.10422 *** -9.06

Non-interest income -0.02765 -0.38 -0.01738 -0.61

NPL growth -0.00018 * -1.88 -0.00005 -1.42

Loan loss provisions 0.07096 ** 2.37 0.06113 *** 3.09

Z-score 0.00014 0.42 0.00010 0.48

Control variables:

ROA 0.17910 ** 2.59 -0.00066 -0.02

Size -0.00139 *** -3.59 0.00332 * 1.94

 

Constant 0.06336 *** 7.21 -0.02680 -0.79

Bank fixed effects NO YES

N. of observations 3238 3238

N. of banks 421 421

R-squared 0.4631 0.8503

Adjusted R-squared 0.4603 0.8269

VIF 2.44

2008-2015

1

2008-2015

2


