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Abstract  

 

The financial cr isis led to a severe econom ic downturn in Europe, culm inat ing in 

further sovereign debt  problems for many euro area governments. The Greek 

sovereign debt  cr isis raises important  quest ions about  the adequacy of Europe’s 

sovereign debt  default  and rest ructur ing process. The paper exam ines the 

market  impact  of an orderly sovereign default , and what  type of orderly default  

arrangements should be established by the EU to facilitate a m ore efficient  

rest ructuring process. The paper argues for a decent ralised approach to 

sovereign debt  rest ructuring based on collect ive act ion clauses which facilitates 

negot iat ions between creditors and sovereigns and which is based on 

harmonised EU principles and guidelines and adm inistered by a EU sovereign 

debt  agency.  
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1 . Execut ive Sum m ary 

The global financial cr isis has led to a severe recession in Europe culm inat ing in sovereign 

debt  problem s for m any euro area governm ents. Greece was part icular ly hard hit  because 

of fiscal m ismanagement  and unsustainably high levels of public debt , result ing in an 

ext raordinary and unprecedented bailout  by euro area governm ents and the I MF with the 

creat ion of the European Financial Stabilit y Facility. The Greek cr isis demonst rates the 

inadequate macro-econom ic cr isis management  fram ework in the EU and the need to 

establish a m ore orderly sovereign debt  rest ructur ing process.  

 

Europe present ly does not  have a legal or formal inst itut ional framework to resolve a 

sovereign debt  default  or rest ructuring. I ndeed, the Greek crisis and the growing sovereign 

debt  problems of other EU states raise im portant  quest ions whether EU policym akers 

should establish a formalised inst itut ional process across the EU to promote m ore order ly 

sovereign debt  rest ructur ings. The paper analyses a num ber of corollary quest ions about  

how such a process could work without  underm ining m arket  discipline, and what  powers, if 

any, should be allocated to EU inst itut ions to oversee sovereign debt  rest ructurings and 

whether this com plies with the EU t reat ies. I t  further exam ines what  set  of pr inciples 

should guide policymakers in devising such an inst itut ional framework and whether this 

could help indebted count r ies avoid a damaging loss of investor confidence and 

destabilising market  volat ilit y. 

 

I n addressing these issues, this paper exam ines two main areas:   

 

1)  the m arket  impact  of an orderly sovereign default  or rest ructur ing and the efficacy of the 

newly-created European Financial Stabilit y Facilit y (EFSF) , and  

2)  what  type of order ly sovereign default  arrangem ents should the EU establish for its 

Mem ber States which experience liquidity or solvency problem s.  

 

I n evaluat ing the first  quest ion, the paper reviews the proposal for a European Monetary 

Fund and the operat ional st ructure of the EFSF. These approaches intend to rem ove the 

r isk of disorderly default ,  which is the main r isk that  count r ies in a fiscal cr isis pose to 

financial stabilit y in the euro-area. Although the establishment  of the EFSF has brought  

som e stability to European financial m arkets and has resulted in lower spreads on the 

sovereign debt  of Greece and other vulnerable euro-area states, it  is intended to be a 

short - term  measure designed to restore investor confidence in euro area sovereign debt .  

 

The paper will also exam ine the results of the recent  EU bank st ress test  scenarios 

overseen by the Commit tee of European Banking Supervisors (CEBS) . The st ress tests 

show that  84 of the 91 EU banks are well-capitalised and moreover do not  have excessive 

exposures to sovereign debt  investm ents. 46  I n fact , most  of EU sovereign debt  is held by 

non-bank inst itut ional investors, both regulated and non- regulated alternat ive investment  

funds, meaning that  a sovereign default  would probably not  result  in an EU banking cr isis 

because of banks’ relat ively low level of exposures to EU sovereign debt , but  instead would 

lead to large losses for pension funds, insurance companies and hedge funds with less 

likelihood of leading to a system ic financial cr isis. The chapter suggests that  the real r isks 

for most  EU sovereigns derives from  their assum pt ion of balance sheet  r isks from  their 

banking sectors which were incurred by the banks during the boom  years preceding the 

credit  crunch and which now threaten the viabilit y of the sovereign finances of several EU 

states.  

 

                                          
46 See discussion in Chapter 2. 
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The second area exam ines the weaknesses of the exist ing inst itut ional framework for 

sovereign debt  default  and sets forth som e principles and guidelines for reform  of the 

sovereign debt  rest ructur ing process.  

 

The paper argues that  the EU should adopt  a decent ralised sovereign debt  default  and 

rest ructuring process that  em phases the use of collect ive act ion clauses (CAC)  to facilitate 

negot iat ions and rest ructur ing creditor claim s when a sovereign is experiencing financial 

difficult ies. EU legislat ion should harmonise the principles and guidelines that  govern the 

operat ion of CACs, but  part ies should be perm it ted some freedom to decide certain CAC 

repayment  terms and some of the parameters of the rest ructur ing process. (3 .1 )  Also, EU 

inst itut ions should create an EU sovereign debt  agency (3 .2 )  that  would oversee the 

applicat ion of EU principles and guidelines for Member State sovereign debt  negot iat ions 

and cont ract  form at ion and would provide m arket  data on sovereign debt  m arkets to 

market  part icipants and sovereigns. The EU sovereign debt  agency could also adm inister a 

European Financial Stabilit y Fund that  would be created to provide liquidity to states 

experiencing financial dist ress if the state in quest ion fulfils the requisite condit ions for 

obtaining support . The Fund would be financed by a sm all t ransact ion tax on all sovereign 

bond t rading and derivat ive inst rum ents. (3 .2 )  
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2 . The Greek cr isis and the sovereign debt  problem   

The Greek cr isis 

 

The problems arising from  the Greek sovereign debt  cr isis raise important  issues regarding 

how the EU and the euro area inst itut ions should assist  Member States which are 

experiencing liquidity and/ or solvency problems. The EU lacks a fiscal policy dimension to 

assist  states experiencing financial difficult ies in cr isis situat ions. I ndeed, Art icle 125 of the 

Lisbon Treaty (TFEU)  prohibits EU inst itut ions from bailing out  EU states experiencing fiscal 

problems. 47  Art icle 122 TFEU, however, provides the legal basis for EU inst itut ional and 

Member State support , as it  calls for polit ical and financial solidar ity with Member States 

that  are in severe difficult ies. Paragraph 2 of Art icle 122 authorises the Council to grant  

financial assistance from the Union to a Member State if the state in quest ion is in, or 

seriously threatened with, severe difficult ies caused by natural disasters or ‘except ional 

occurrences beyond its cont rol’.  Although a state facing serious budgetary const raints and 

financing problem s would certainly not  qualify for the natural disaster except ion, it  m ight  

qualify for the ‘except ional occurrences beyond its cont rol’ case on the grounds that  a self-

inflicted budgetary lim itat ion in combinat ion with a global financial cr isis that  caused a 

substant ial reduct ion in the count ry’s GDP is an except ional occurrence beyond its cont rol. 

Based on the Treaty provisions, the EU could adopt  inst itut ional reforms that  provide state 

guarantees to Member States experiencing serious financial difficult ies the causes of which 

are part ly beyond their cont rol. The m ismanagement  of the Greek economy, exacerbated 

by the collapse of world t rade and hence the collapse of shipping revenues, led to 

cumulat ive severe pressures on the bond sales necessary to fund the Greek governm ent  

deficit . Since Greek government  bonds are denom inated in euros, investors faced no 

currency r isk. However, they did face increasing fears of default . The react ion in European 

capitals was to init iate a prot racted, indecisive debate on raising the funds for a Greek 

"bail-out " . As vague pronouncements were piled on indecision, the fear of default  

increased, so that  when the €120 billion bail-out  was at  last  agreed, it  proved inadequate 

as a defence against  the r ising t ide of default  pessim ism . The Greek cr isis, along with the 

recent  sovereign debt  difficult ies of a number of EU states, has defined the shape of 

necessary inst itut ional and market  reforms to be considered in this paper.  

 

Lessons from  the Mexican ‘tesobono’ cr isis 

  

The confused handling of the Greek cr isis stands in stark cont rast  to the rapid and effect ive 

measures taken by the United States Government  in the Mexican debt  cr isis of Decem ber 

1994, which was very sim ilar in im portant  respects to the Greek cr isis. The Mexican 

government  had borrowed billions of dollars of short - term  US dollar denom inated debt  

when the econom y was growing. When Mexico fell into a severe recession in 1994, it  was 

forced to devalue the peso. This drove up the value of its sovereign bonds or ‘tesobonos’, 

as they were known. I nvestors in Mexican governm ent  tesobonos faced a com plex m ixture 

of currency r isk and default  r isk. 

 

                                          
47 Art icle 125 (1)  TFEU excludes the allocat ion of liability to the Union and the Member States for the comm itm ents 
of another Mem ber State.   
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By late 1994, Mexican governm ent  finances were collapsing with US$25 billion com ing due 

in a few months while cent ral bank reserves had fallen to less than US$6 billion. I n devising 

a rescue plan, US policymakers and the I MF had not  forgot ten the Lat in Am erican debt  

cr isis of 1982 in which the Mexican government  had defaulted on US$80 billion in loans 

from large – mainly US – banks, creat ing a contagion that  spread rapidly across Lat in 

Am erican count r ies, causing them to seek em ergency refinancing of their  US dollar 

denom inated loans from foreign banks. The US governm ent  intervened with guarantees for 

the loans only after defaults led to the near failure of several large US banks:  the U.S.’s 

slow response in providing em ergency liquidity support  in the form  of loan guarantees 

worsened the cr isis and plunged Lat in America into a severe recession that  stunted its 

econom ic development  for nearly a decade. 

 

I n cont rast , during the 1994 Mexican cr isis, the Clinton adm inist rat ion, act ing with support  

from  the I nternat ional Monetary Fund, assem bled a $50 billion emergency package in a few 

days, predom inant ly in the form of guarantees, which stem m ed the investor run and 

rapidly restored confidence. 48  Although the 1994 cr isis was sm aller than the Lat in Am erican 

crisis of the early 1980s, it  could have threatened financial stabilit y throughout  Lat in 

America and in other developing count r ies. 49  Moreover, the growing integrat ion of 

internat ional t rade and financial markets suggests that  the negat ive externalit ies of 

financial r isk- taking can spread more quickly across borders and threaten global financial 

stabilit y. 

 

I n cont rast , if a credible euro area inst itut ion had guaranteed Greek bonds at  the outset  

and had imposed adequate fiscal adjustments and facilitated rest ructur ing of bondholder 

claims, the immediate cr isis would probably have been over sooner, at  m uch lower costs. 

I nstead, the euro area’s leading states, Germ any and France – dithered and allowed the 

Greek cr isis to worsen considerably. I t  was not  unt il an emergency meet ing of EU finance 

m inisters held on 9 May 2010 where they agreed to adopt  an ext raordinary rescue package 

guaranteeing all of Greece’s sovereign bonds and the bonds of other euro area members by 

establishing an off balance sheet  ent ity which would issue bonds worth up to 660 billion 

euros ( including an I MF 250 billion facilit y)  to banks and other investors which would be 

fully guaranteed by euro area states. The emergency rescue package essent ially bailed out  

the banks and other creditors who had purchased Greek sovereign debt  and it  im posed the 

burden of adjustm ent  alm ost  ent irely on the taxpayers of Greece and indirect ly on the 

taxpayers of all euro area states. The Greek rescue package will have the effect  of 

increasing moral hazard for the creditors of EU sovereign states by incent ivising them to 

make more and r iskier loans to euro area states with the cost  of any adjustm ent  borne by 

the debtor state and indirect ly by European taxpayers. 

 

The confusion and delay in put t ing together the guarantee fed the flam es of volat ilit y and it  

is now not  clear that  even this sum will be enough. A more damaging sequence of events 

would be difficult  to imagine, but  worse m ay com e. Having at  last  chosen to follow a 

sensible guarantee st rategy, the euro area governments plan to resuscitate the Stabilit y 

and Growth Pact . The euro area was and cont inues to be gripped by deficit  hysteria, with 

all governm ents being forced to com m it  to m assive cuts in public expenditure. I t  appears 

that  the path to recovery m ay be paved with higher unemployment  and bankruptcy. 50 

                                          
48 As Alan Greenspan recounts in his autobiography:  "Mexico ended up using only a fract ion of the credit .  The 
m inute confidence was restored, it  paid the money back- the United States actually profited $500 m illion on the 
deal" .  Greenspan (2007) . 
49 The North American Free Trade Agreem ent  had liberalised m uch of cross-border f inance and t rade between 
Mexico and the U.S. with the result  that  the two econom ies were increasingly integrated and exposed to the 
economic and social problem s which both experienced. 
50 As the Financial Tim es leader argued on 25 th May 2010:  
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European Monetary Fund  

 

The absence of an EU sovereign debt  rest ructuring framework and sovereign default  

mechanism  has led to a proposal for a European Monetary Fund which could provide 

financial support  to EU states which have already adopted the euro. The proponents of the 

EMF, such as Daniel Gros and Thomas Mayer, argue that  a sovereign default  mechanism  is 

necessary for the following reason:   

 

The st rongest  negot iat ing asset  of a debtor is always that  default  cannot  be 

contem plated because it  would br ing down the ent ire financial system . This is why it  

is crucial to create m echanism s to m inim ise the unavoidable disrupt ion result ing 

from  a default . Market  discipline can only be established if default  is possible 

because its costs can be contained. 51 

 

The idea of the EMF is prem ised on the not ion that  sovereign defaults are good econom ic 

policy if a state has assum ed unsustainable debt  and that  an orderly default  can be 

perm it ted because its costs can be contained. 52  This is an important  assumpt ion that  dr ives 

the EMF proposal. The proposed EMF has been supported by the German Finance Minister 

and the I MF Managing Director. 53   

 

The EMF proposal is an important  development  in the debate over whether to establish a 

cent ralised sovereign default  support  m echanism  in the EU. Under the proposal, it  would be 

operated by the euro area states but  is open to part icipat ion by all EU states if they sat isfy 

the requisite condit ions. Serious legal concerns have been raised about  whether the EMF 

can be established through the enhanced cooperat ion fram ework of Art icle 236ff TFEU and 

whether it  violates the no-bailout  prohibit ion of Art icle 125 TFEU and qualifies for the 

except ions in Art icle 122 TFEU. 54  I t  is subm it ted that  in addit ion to the legal concerns, the 

adopt ion of the proposed EMF would represent  a substant ial cent ralisat ion of EU 

inst itut ional authority to provide guarantees to ailing EU sovereign debtors without  an 

adequate m arket -based fram ework to encourage or facilitate negot iat ions between 

creditors and sovereigns over the rest ructuring of sovereign debt . Nevertheless, the EMF 

proposal is under serious considerat ion by EU policym akers and will cont inue to play an 

important  role in the debate over a reformed sovereign default  mechanism  in the EU. 

                                                                                                                                     
"growth is a precondit ion for stability , not  som ething to be t raded off against  it .  Put t ing count r ies on the rack of 
debt  deflat ion will not  stabilise their  econom ies, only destabilise their  polit ics" . 
51 Daniel Gros and Thomas Mayer, 2010, ‘How to Deal with the Threat  of Sovereign Default  in EU:  Towards a 
Euro(pean)  Monetary Fund’, I ntereconom ics -  Forum , (2)  pp. 64-68. 
52 The m echanics of the EMF proposal are analysed in a com pilat ion of papers published by the European 
Parliam ent  and will not  be discussed fur ther in this paper. For further analysis, see generally I ntereconom ics – 

Forum (2)  pp. 64-95.  
53Dom inique St rauss-Kahn, I MF Managing Director , Lecture at  King’s College, Cambridge, I nst itute for the New 
Econom ics Teaching ( I NET)  conference, (10 April 2010) . 
54 Ulr ich Häde, 2010, ‘Legal Evaluat ion of a European Monetary Fund’ (2010)  I ntereconom ics – Forum  vol. 2, pp. 
69-72.  
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3 . Market  im pact  of sovereign debt  shocks  

EU Bank Stress Tests  

The EU Council mandated the Commit tee of European Bank Supervisors (CEBS)  to conduct  

a second EU-wide bank st ress test  in July 2010 in cooperat ion with the European 

Commission, the ECB, and EU nat ional supervisory authorit ies. 55  The st ress test ’s overall 

object ive was to provide policymakers with inform at ion to assess the robustness of the EU 

banking system against  adverse econom ic developments and the abilit y of individual EU 

banks to absorb potent ial shocks to their  balance sheets, including sovereign debt  r isks. 

EU regulators announced the results of the stress tests on 23 July 2010 that  showed that  

84 of the 91 tested EU-based banks did not  need addit ional capital under an adverse or 

worst -case scenario of a financial cr isis. I nvestor react ion to the st ress test  results was 

posit ive, as bank shares increased sharply and the costs of insuring their bonds against  

default  declined significant ly. 56  With only 7 of the tested banks needing capital support  

under an adverse scenario, the results suggested that  EU banks are recovering from  the 

credit  crunch and withstanding the econom ic downturn. 57  I t  should be emphasized, 

however, that  the results of the st ress test  exercises do not  provide forecasts for the EU 

and euo area econom ies, but  instead provide ‘what- if’ scenarios with plausible but  ext rem e 

assum pt ions which are not  likely to occur.  

Under the hypothet ical adverse scenario which includes a sovereign debt  shock, the bank 

capital rat ios of the 91 banks would fall m ainly because of credit  impairment  losses of 

472.8 billion euros over a two year period and t rading losses of 25.9 billion euros over this 

period. 58  Moreover, losses associated with a sovereign default  involving one or more 

sovereigns would reach 67.2 billion euros over a two year period, of which 38.9 billion 

euros would be valuat ion losses of sovereign exposures arising from  the t rading book. Total 

impairments and t rading losses under the adverse scenario, including the sovereign debt  

losses, would be 565.9 billion euros. 

Under the adverse scenario which included a sovereign debt  shock, the im pact  on bank 

capital levels was not  severe. To demonst rate this, Appendix A contains a sample of large 

banks based in six representat ive EU count r ies and shows the im pact  on bank balance 

sheets of, respect ively, credit  impairments, t rading losses and sovereign debt  shocks. The 

important  point  for this analysis is that  the reduct ion in bank capital levels because of a 

sovereign debt  shock was small relat ive to the reduct ion because of credit  impairments and 

t rading losses. For example, under a norm al scenario, Deutsche Bank would hold 13.2%  

t ier one regulatory capital,  but  under an adverse st ress test ing scenario which excluded a 

sovereign debt  shock it  would suffer addit ional credit  impairments and t rading losses which 

reduced its t ier one capital to 10.3% . However, if the adverse scenario includes a sovereign 

debt  shock, it s t ier one capital only falls another 0.6%  to 9.7% . 59 

                                          
55 The Council Decision was based on the ECOFI N decision at  it s 2 December 2009 meet ing. See 
ht tp: / / www.consilium .europa.eu/ uedocs/ cm s_data/ docs/ pressdata/ en/ ecofin/ 111706.pdf. The first  EU bank st ress 
tests were conducted in 2009 and were reported to the September 2009 Financial Stability  Table of the Econom ic 
and Finance Comm it tee of the EU Council (EFC)  and then to the October 2009 meet ing of the ECOFI N. The EFC 
then requested CEBS to carry out  a second test  in 2010 that  would assess the overall resilience of the EU banking 
sector to shocks and the abilit y of indiv idual banks to absorb shocks on credit  and m arket  r isks and their  
dependence on public sector support . See CEBS, ‘Aggregate outcome of the EU wide st ress test  exercise 
coordinated by CEBS in cooperat ion with the ECB’ (23 July 2010)  p. 10.   
56 Sara Schaefer  Munoz and David Enr ich, ‘I r ish Banks Rat t ling Nerves’, Wall St reet  Journal (13 Aug. 2010)  C2.  
57 Simon Boughey, ‘St ress tests br ing renewed opt im ism to bank credits’, The Financial News , (2 Aug. 2010)  p. 
27. 
58 See CEBS, above n. 54.   
59 Sim ilar results were found for other large, system ically im portant  banks in different  EU states. BNP Paribas held 
t ier one capital of 11.4%  under norm al condit ions, which dropped to 9.7%  under st ressed condit ions excluding a 
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The results of the st ress tests for the 91 banks dem onst rate that  sovereign debt  shocks are 

not  a significant  source of banking instabilit y in the EU. The 91 EU banks that  were st ress 

tested had relat ively low exposures to sovereign debt  which suggests therefore that  any 

sovereign debt  losses arising from  default  or rest ructur ing would not  direct ly threaten the 

stabilit y of the banking system .  

 

Nevertheless, it  should not  be forgot ten that  financial cr ises do not  have to arise from bank 

defaults:  in the period leading up to the credit  cr isis in 2007 banks were over-capitalised 

and it  was the loss of liquidity in the wholesale capital markets which caused the 

securit isat ion markets to fail.  Wholesale capital markets can go into panic m ode without  a 

bank failure and when econom ic fundamentals appear to be sound. I nvestor behaviour can 

somet imes be irrat ional and focus on events that  can t r igger a cr isis but  which do not  

appear to the rat ional investor to affect  the health of the financial system. A sudden loss of 

investor confidence in sovereign bonds could happen because of what  average investor 

opinion believes average investor opinion to be ad infinitum  in a Keynesian sense. 60  

Moreover, the impact  on market  stabilit y of bank exposures to sovereign debt  is not  the 

only way that  sovereign debt  problems can threaten financial stabilit y. I n fact , the 

assum pt ion by sovereigns of banking sector liabilit ies and assets in the recent  cr isis, either 

through direct  guarantees of bank liabilit ies or by taking an ownership interests in banks 

and/ or assum ing the r isks of their  toxic assets, has created another channel whereby 

financial sector instabilit y and bank fragilit y can seriously weaken the balance sheets of 

sovereigns. 61  This has been the case not  only for euro area states experiencing financial 

difficult ies such as Greece, Portugal, Spain and I reland, but  also for states such as 

Germany whose st ronger econom ic growth has been accompanied by surging fiscal deficits 

arising in part  from  the assumed liabilit ies of bailed-out  German banks. 62   

                                                                                                                                     
sovereign debt  shock. I f the st ressed condit ions included a sovereign debt  shock, however, the bank’s capital only 
fell another 0.1%  to 9.6% .59 Sim ilar ly, the results for Barclays plc show that  it  held t ier one capital of 15.8%  
under normal condit ions which fell to 13.9%  with credit  impairments and t rading losses excluding sovereign debt  
shocks. I ts capital level fell only 0.2%  from  13.7%  to 13.5%  with the sovereign debt  shock. See Appendix A. 
60 See JM Keynes, The General Theory of Employm ent , I nterest  and Money  [ 1935] (1964 ed.,)  (Harcourt  Brace:  
Orlando)  chap. 12, analogising investor decision-making to the Brit ish newspaper beauty contests of the 1930s in 
which readers selected winners based on what  average opinion believed average opinion to be and not  on whom  
they actually believed to be, or should be, the winner.  
61 See Munoz and Enr ich, above n. 55, C2, providing data on how I r ish sovereign bond spreads are growing 
signif icant ly, in part , because of the government ’s assumpt ion of liabilit ies of the largest  I r ish banks;  see also, 
Boughey, above n. 56, p. 27, providing data on the extent  of the I r ish governm ent ’s liabilit ies and toxic assets 
assumed from  part ial nat ionalisat ion of the largest  I r ish banks. Also, the extent  to which the German 
governm ent ’s deficit  has surged in 2010 is due, in part ,  to its assumpt ion of the liabilit ies and toxic assets of som e 
large Germ an banks. 
62See Geoffrey T. Sm ith, ‘Germ an deficit  surges despite st rong growth’, WSJ,  (25, Aug. 2010)  p. 4, stat ing and 
support ing with data from  the German Federal Stat ist ics Office, Destat is, ‘[ t ] he deficit  figures are a stark rem inder 
of the cost  of bailing out  som e German banks after they racked up disast rous losses during the financial cr isis. ’ 
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The European Financial Stability Facility ( EFSF)  

The European Financial Stability Facility (EFSF)  was approved by Council on 10 May 2010 to 

provide funding support  to euro area states who are in financial difficult ies. 63  euro area 

states (excluding Greece)  pledged 440 billion euros to the fund that  will be guaranteed by 

these 15 states according to their respect ive cont r ibut ions to the capital of the European 

Cent ral Bank. 64  To enhance its creditworthiness, the fund has a cash reserve of 20%  in 

addit ion to the amount  pledged by each m em ber. I t  is designed to be a short - term 

financing arrangement  that  will last  for only three years, after which, the fund will be 

dissolved if no member has drawn on it . 65   

 

The EFSF relies for most  of its operat ional support  from  the Germ an Debt  Office and the 

European I nvestment  Bank. I t  is an off balance sheet  special purpose vehicle that  will issue 

bonds to the market . 66  Before a euro-area member receives assistance, the Eurogroup 

m ust  ask the I MF, the European Com m ission, and the European Cent ral Bank to analyse 

the request  of the count ry seeking assistance. The I MF and the EU inst itut ions can then 

deliberate before making the final decision to authorise the euro-area finance m inisters to 

approve the EFSF to raise m oney. At  that  point , the Germ an Debt  Office will work closely 

with the EIB to issue the bonds as agent  for the EFSF. 67 

 

 

Diagram  A: The European Financial Stability Facility ( EFSF)  

 

Capital markets investors

Source:  The Germ an Debt  Office 

 

                                          
63 Council Regulat ion No. 9606/ 2010. See also Decision of the 16 euro area Mem ber States (7 June 
2010) (Luxembourg) . The EFSF has a basic secur it isat ion st ructure but  with no t ranches. Unlike other 
securit isat ions, there is no actual exchange of collateral  
64 For example, Germany’s pro rata share of the fund is 122.85 billion euros, while France’s share is 92.3 billion 
euros, and I taly’s has a 81 billion share. 
65 The EFSF will close down in three years on 30 June 2013, unless there is a financial operat ion in which a euro 
area state draws on the fund, in which case the EFSF’s existence would be prolonged unt il the last  obligat ion was 
fully repaid,  
66 I t  is not  clear yet  whether it  will receive a Tr iple-A rat ing. The EFSF argues that  the Triple-A rat ing is just if ied 
based on the 20%  reserve fund it  will have in addit ion to the am ounts cont r ibuted by each euro area state.  
67 The EFSF can guarantee bonds up to 440 billion euros but  in actual fact  this will be less because the guarantee 
applies to 120%  of the value of the bonds based on the 20%  excess cash reserve which is designed to enhance 
the creditworthiness of the bonds for a Triple-A rat ing. 
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Much uncertainty surrounds the fund:  lit t le is known about  who will buy the bonds it  issues, 

nor how it  will operate, or what  will happen if more than one count ry at tempts to draw on 

it . 68  The fund has at t racted crit icism  as ‘an at tem pt  to resolve the cr isis with im aginary 

m oney rather than providing real m oney and having to find it  som ewhere.’69  Moreover, if 

several count r ies seek assistance at  once, there is a r isk that  the fund could be exhausted, 

but  fund proponents argue that  this is unlikely because foreign investors are returning to 

the sovereign debt  m arkets. 70  Euro-area states can also use the fund to bail out  their 

banks. The recent  problems of August  2010 involving I r ish state-owned banks suggest  that  

tapping the fund will be a real possibilit y for I reland in the near future. 

 

The creat ion of the EFSF init ially brought  some stabilit y to European financial markets and 

restored some investor confidence in Greek sovereign debt  and in the debt  of other 

vulnerable euro area sovereign debtors. EU bank st ress test  results also had the effect  of 

calm ing concerns about  the health of EU banks by showing that , under certain st ress 

scenarios, EU banks were not  inadequately capitalised nor dangerously exposed to a 

sovereign debt  default . Nevertheless, EU financial markets remain fragile:  I reland’s state-

owned banks cont inue to report  growing pre- tax losses in August  2010 which has increased 

the costs of the count ry’s credit  default  insurance (CDS)  by 36%  since 1 August  2010. The 

renewed t roubles with I reland’s state-owned banks suggest  that  the newly-created EFSF 

and the bank st ress tests have not  sufficient ly eased investor concerns about  EU financial 

inst itut ions and by extension have rekindled fears about  the solvency of some deeply 

indebted EU sovereigns, such as Greece, I reland, Portugal and I taly. These concerns have 

led financial inst itut ions in these count r ies to increase significant ly their borrowing from the 

European Cent ral Bank as recent ly as July and August  2010. Moreover, as part  of its 

em ergency program m e begun in May at  the height  of the Greek crisis to purchase euro 

area sovereign bonds, the ECB announced on 12 August  that  it  would purchase short -dated 

I r ish bonds in an effort  to reduce growing volat ilit y in the I r ish bond market  based on 

investor concerns that  the government  will have to cont inue massive public support  for 

I reland’s weakened banking sector. These developments suggest  that  volat ilit y is returning 

to EU sovereign debt  m arkets and that  investor concerns have not  been allayed by the 

m uch-heralded bank st ress tests and the creat ion of the EFSF. 

4 . Reform ing Sovereign Debt  Restructuring in the EU  

 

This chapter argues that  a reformed inst itut ional st ructure at  the EU level to oversee 

sovereign debt  rest ructurings and, in except ional circumstances, sovereign defaults should 

be established based on a coherent  set  of pr inciples that  are linked to a new decent ralised 

EU inst itut ional st ructure with clear lines of responsibilit y and decision-making to facilitate 

negot iat ions between creditors and sovereigns during periods of financial dist ress. The 

desirabilit y of a level playing field in the EU internal m arket  suggests that  such an approach 

can be based on a harm onised set  of pr inciples and guidelines across EU states that  govern 

the applicat ion and operat ion of this sovereign debt  rest ructuring process. 

 

                                          
68 The EFSF is incorporated and dom iciled under Luxembourg law and as of July it  has 12 employees including 
Klaus Regling who was appointed as chief execut ive on 1 July. I n an interview with the Financial News (19 July 
2010) , he stated that  the EFSF will obtain Tr iple-A status in August  2010. He also said that  the EFSF had not  
received any requests for funding by its Member States but  that ,  if it  did so, funds could be made available within 
one m onth. 
6 9  Liz Chong, ‘Klaus Regling explains the EU’s stabilit y fund’, The Financial News,  p. 8, quot ing David Wat ts.  
70 See com m ents of EFSF CEO Klaus Regling, cit ing the Chinese foreign exchange departm ent ’s announcement  in 
July 2010 that  it  would buy more Spanish governm ent  bonds. The Financial News,  ‘Special purpose vehicle set  on 
rescue m ission’, p. 9. 
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A Decentralised EU I nst itut ional Approach  

The recent  sovereign debt  cr isis and ongoing financial turbulence in global and European 

financial m arkets demonst rates the need for a m ore coherent  and rat ional sovereign debt  

default  and rest ructuring process. Such a process could reduce the uncertainty and thus 

the m oral hazard for states to reach unsustainable debt  levels by creat ing a more 

predictable sovereign debt  rest ructuring process. A clearer procedural fram ework and set  of 

pr inciples applicable throughout  Europe would lead to improved and more t im ely sovereign 

debt  m anagem ent  decisions, thus reducing the likelihood of cr ises occurr ing and m it igat ing 

the associated costs. The aim  for creat ing a more orderly sovereign debt  rest ructuring 

process in Europe would be to increase the incent ives that  sovereigns have to pay their  

debts in full and on t ime. This will allow sovereigns to have cont inued access to capital at  

reasonable interest  rates. To achieve this, a clearer EU legal and inst itut ional framework 

should be established to reduce the uncertainty that  now surrounds sovereign defaults and 

rest ructur ings. 

Recent  proposals as discussed above for a European Monetary Fund or the creat ion of a 

new EU agency with powers to arbit rate and resolve sovereign debt  disputes would 

probably require amending the EU Treaty, which may not  be a feasible polit ical proposit ion 

at  present . 71  I nstead, this sect ion suggests that  EU policymakers should consider the 

following pr inciples and rules to provide more certainty to sovereign debt  r isk m anagem ent  

for both sovereigns and investors. These would not  necessitate Treaty changes, but  would 

be feasible within the exist ing legislat ive inst ruments.  

Collect ive Act ion Clauses (CACs)   

CACs – also known as m ajor ity act ion clauses -  allow a super m ajority of, for exam ple, 

bondholders holding a part icular class of bond cont racts to vote to rest ructure the financial 

or repaym ent  term s of the bond. 72  The bond cont ract  could provide, for instance, that  75%  

of creditors – rather than 100%  -  of a certain creditor class vote to rest ructure the financial 

and repayment  term s ( ie., lower the interest  rate or extend the m aturity of the debt ,  

respect ively) . The super-m ajority’s decision would bind the m inority bondholders of the 

sam e class, thus prevent ing a small m inority from  delaying or otherwise disrupt ing a 

rest ructur ing agreem ent , thereby m aking the rest ructuring process more predictable. 73   

First , sovereign debtors and investors should agree henceforth to incorporate CACs into 

sovereign bond cont racts or sovereign loan cont racts ( ie., bank loans)  governed under the 

law of an EU state. Although investors and sovereigns are increasingly using CACs in their  

sovereign bond cont racts following the Argent ine default ,  significant  differences in the 

st ructure of these cont racts st ill exist , thus increasing uncertainty regarding the 

renegot iat ion of repayment  term s and how the overall rest ructuring process would operate. 

Sovereign bond cont racts issued by EU states should have harmonised legal templates 

governing their overall st ructure but  would allow the part ies to agree on some of the 

specific repaym ent  terms. 

                                          
71 See discussion in Häde, ‘Legal Evaluat ion of a European Monetary Fund’, above n. 53.  
72 The financial term s of the cont ract  would generally  include the rate of interest  ( the coupon rate) , the amount  of 
the pr incipal, and related financing terms, while the repayment  terms would include the date of per iodic paym ents 
and the m eans and place of paym ent , the loan’s m aturity date, and in som e cases what  amount  of interest  and 
pr incipal would be included in each payment .   
73CACs are in all sovereign bonds issued under English law and are increasingly being used under New York law 
sovereign bond cont racts, which by t radit ion required unanim ity or 100%  of creditors of the same class to vote to 
rest ructure the financial or repayment  term s of the bond cont ract .  
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Although a growing num ber of EU sovereign bond cont racts contain CACs, the m ajority 

does not , which means that  for most  EU sovereign bond cont racts the consent  of 100%  of 

the bondholders of a part icular class of bonds are necessary to change the repaym ent  

term s of the bond. 74  As a result , a small m inority of bond holders can prevent  a 

rest ructuring that  the m ajor ity believe to be in their best  interests. Rather, EU direct ives 

and regulat ions should require that  all sovereign bond and loan cont racts contain m ajority 

act ion clauses, but  allowing the part ies to agree on certain repaym ent  terms, such as 

specifying the percentage of creditors holding a certain value of the debt  (eg., 85% , 75%  

or 65% )  to approve a change in paym ent  terms (eg., lower interest  rate) . EU law should 

also require that  sovereign bond or loan cont racts contain a clause describing the process 

through which sovereign debtors and creditors negot iate if a rest ructuring event  were to 

occur. This clause would specify how the creditors would be represented and by whom  and 

on what  date, or within what  period of t ime, the debtor must  provide financial and other 

informat ion to the creditors' representat ive. The representat ive would be authorised to act  

on behalf of the creditors in the negot iat ions and have discret ion to act  based on the 

inst ruct ions of creditors with a specified percentage value of claims. 75   

Another important  area concerns how the sovereign would init iate a rest ructuring. EU law 

could require that  this could be provided in a clause describing what  period of t im e — for 

example, four weeks— for creditors to come together to obtain the relevant  inform at ion 

regarding the sovereign’s financial situat ion, choose a representat ive, and decide a t imeline 

for the negot iat ion process.  

The not ion of a ‘cooling off’ period or automat ic stay on creditor act ion against  non-

sovereign corporate or individual debtors is already recognised in the insolvency laws of 

some count r ies, such as Chapter 11 of the US Bankruptcy Code. 76  The cont ract  would be 

required to state when the ‘cooling off’ period would begin, for example, the date when the 

sovereign not ifies its creditors that  it  wants to rest ructure its paym ents and/ or the date 

that  the creditors appoint  their representat ive. The durat ion of the cooling off period would 

be mandated by EU law at , say, 60 or 75 days. During this period, a temporary suspension 

or deferral of payments would be required and enforced by an EU court  of law. EU law 

should m andate that  the bond or loan cont ract  should provide for the possibility of a 

suspension or deferral of payments and provide for damages or penalt ies for any creditor 

who violates the provision by seeking to enforce its claim  without  pr ior court  approval.  

                                          
74 See Elmar B. Koch, Challenges at  the Bank for I nternat ional Set t lem ents:  An Economist ’s (Re)view ,  pp.56-60, 
stat ing ‘[ t ] radit ionally, CACs were included in sovereign bonds governed by English, Japanese and Luxem bourgian 
law. Sovereign bonds issued under US, German, I talian and Swiss law did not  include CACs’ and thus required 
unanim ous approval by bondholders of a part icular class of bonds to change repayment  term s. I bid, pp. 60-65, 
providing data of the value of sovereign bond issuance with CACs.   
75 The specified percentage value of claim s would be provided in the repaym ent  term s of the cont ract . Moreover, 
the representat ive, and not  indiv idual creditors, would have the authority to init iate lit igat ion for breach of the 
bond or loan covenants, but  only with the approval of creditors with a specif ied value of claim s.  
76Although Chapter 11 of the US Bankruptcy Code does not  apply to sovereign debt  default  or rest ructur ing, 
Chapter 9 of the US Bankruptcy Code does provide insolvency proceedings and an autom at ic stay against  creditor 
claim s against  a m unicipal or county governm ent  debtor while the sovereign debtor is form ulat ing a repaym ent  
plan for judicial and creditor  approval. While the autom at ic stay is in effect , secured creditors can pet it ion the 
court  for adequate protect ion of their collateral r ights in eligible property owned or possessed by the debtor . I n 
chapters 9 and 11, the automat ic stay can rem ain in effect  for up to a six month per iod to allow the debtor an 
opportunity to negot iate with creditors and devise a com prehensive paym ent  plan.  
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I m plem entat ion 

The decent ralised approach that  relies on regulat ing EU sovereign bond and loan cont racts 

so that  they contain CACs is not  the only opt ion that  has been proposed for reform ing the 

sovereign debt  rest ructuring process. Of course, the I MF staff had proposed an 

internat ional sovereign debt  rest ructuring mechanism (SDRM) in 2002 that  at t racted much 

at tent ion but  was not  approved because of US opposit ion. The SDRM would have provided 

a m ore cent ralised approach that  would have involved amending the I MF Art icles of 

Agreement  in order to create a legally binding arbit rat ion process in which a designated I MF 

t r ibunal would have m ediated and approved any disputes regarding the rest ructur ing of 

sovereign debt . 77  The I MF’s SDRM was crit icised on the grounds that  it  was insufficient ly 

market -oriented and required too much cent ralised authority at  the internat ional level by 

concent rat ing too m uch power in the I MF. These same crit icisms are perhaps also 

applicable to recent  proposals to create an EU Monetary Fund (1 .3 )  that  would provide 

guarantees on sovereign debt  and liquidity assistance for ailing EU sovereign debtors while 

negot iat ing creditor claims, or the creat ion of the EFSF, which also provides liquidit y 

support  and issues guarantees for euro area sovereigns having financial difficult ies. 

On the other hand, one can quest ion the viability of the decent ralised approach on the 

grounds that  there are mult iple legal systems of cont ract  law in the EU and that  this m ight  

be difficult  to harmonise in order to facilitate sovereign debt  negot iat ions and 

rest ructur ings. Another quest ion concerns what  is the scope of the debt  subject  to the 

CACs. I n theory, there would be no reasonable just ificat ion on econom ic grounds to rest r ict  

the scope of such clauses to bond cont racts. For instance, Taylor (2002, 4)  observes that  

‘[ i] t  would be appropriate, for exam ple, to include such clauses in bank debt  along with 

bonded debt ’. I t  is observed that  such clauses are already incorporated in m any syndicated 

bank loans. 78  Another quest ion concerns whether during a rest ructuring all the claims of 

different  bond issues should be consolidated into a single class of creditors or, alternat ively, 

whether all the claim s of bondholders should be consolidated with the claims of other 

creditors ( ie., bank loans) . Market -based pract it ioners appear to prefer an approach that  

consolidates the CACs and other clauses into debt  on an issue-by- issue or loan-by- loan 

basis.  

 

Any inconsistency in legal terms or requirements created by different  types of issues or 

jur isdict ions should be resolved by arbit rat ion provided in the cont racts or by an EU agency 

established (as discussed below)  to apply the EU principles and guidelines governing 

sovereign debt  rest ructuring. 

  

                                          
77 Anne Krueger, 2002, 2002, A New Approach to Sovereign Debt  Rest ructur ing,  Washington DC, I nternat ional 
Monetary Fund (Apr. 16, 2002)  
 < ht tp: / / www.im f.org/ external/ pubs/ ft / exrp/ sdrm / eng/ sdrm .pdf> ( “SDRM -  April version” , 11-14 
78 See Steven L. Schwarcz, 2000, Sovereign Debt  Rest ructur ing:  A Bankruptcy Reorganizat ion Approach, 85 
CORNELL Law Review , 975, 982-84, and ‘Facing the Debt  Challenge of Count r ies that  are Too Big To Fail’,  Duke 
Law Working Paper, pp. 1-7. 
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Finally, the EU m ust  have the inst itut ional capacity to m onitor the implem entat ion of such 

debt  cont racts to ensure that  vital data is communicated to creditors and debtors and that  

the part ies negot iate terms and condit ions with full access to relevant  informat ion. An EU 

sovereign debt  agency could be created by regulat ion to exercise such a funct ion and would 

have authority to collect  data and perform  surveillance of sovereign debt  m arkets and 

report  m arket  developm ents to the European Com m ission, Parliam ent , and m arket  

part icipants. The responsibilit ies of a EU sovereign debt  agency could include overseeing EU 

Mem ber State sovereign debt  pract ices and providing data to the m arket  regarding the 

r isks that  certain bond and loan cont racts pose and to make recommendat ions and, if 

necessary, ‘nam e and sham e’ states which appear to be developing unsustainable debt  

posit ions.  

 

The agency could also exchange informat ion with the ECB, the European Supervisory 

Authorit ies, and the European System ic Risk Board regarding financial stabilit y issues in the 

sovereign debt  m arkets. Moreover, it  would clar ify the process how market  part icipants 

could enforce their r ights and obligat ions under the debt  cont racts in a court  of law of an 

EU state, especially to ensure that  any rest ructur ing process is occurr ing according to 

cont ractual requirements. 

EU Financial Stability Fund  

 

The proposed EU sovereign debt  agency with responsibilit y for overseeing the 

implem entat ion of the CAC approach to sovereign debt  rest ructur ing based on harm onised 

EU principles and guidelines could also adm inister the establishm ent  of a EU ‘stabilit y ’ fund 

to which EU states experiencing short - term  funding problem s would have access for short -

term  funding during financial dist ress and cr ises unt il they regain access to capital markets. 

The EU ‘financial stabilit y ’ fund would be paid for by a small t ransact ion tax on all sovereign 

bond sales. 79  The tax could be im posed at  a very low level – ten basis points/ 0.10% , or 

five basis points/  0.05%  -  so as not  to distort  significant ly the sovereign bond market  and it  

would be easily implemented by requir ing the intermediary banks who execute the 

t ransact ions to deduct  the tax at  the point  of purchase and sale and pay on to nat ional 

t reasuries who would then have an obligat ion to pay the sum s into the fund. The tax could 

also apply to sovereign debt  derivat ive inst rum ents ( ie., sovereign credit  default  swaps)  or 

other inst rum ents which use sovereign debt  as a referenced asset . The tax would apply 

uniform ly to all EU sovereign bond issuance and could even be extended to include a tax on 

bank loans to EU governm ents. The tax could provide a sustainable source of finance to 

assist  EU sovereigns experiencing sovereign liquidity problem s and help assist  the 

im plem entat ion of any rest ructur ing plans. I n return for accessing the fund, states would 

be required to implement  appropriate fiscal adjustments in order to br ing their sovereign 

debt  to sustainable levels over the m edium  term . 

 

I f instead the count ry is not  merely illiquid, but  insolvent , more drast ic measures should be 

taken and the EU stabilit y fund would cont inue to be available, but  needs to be 

supplemented by a mechanism  for determ ining collect ive guarantees. 80  These should be 

offered on the basis of st r ict  condit ionality, in which the state in quest ion may be required 

to undertake significant  st ructural reforms to, for example, the fiscal system , the st ructure 

of macro-econom ic m anagement , or the labour m arket . Short - term  austerity m easures 

m ay be a necessary com ponent  of a rescue package.  

                                          
79 See Kern Alexander et  al.,  ‘Cr isis Managem ent , Burden Shar ing and Solidar ity Mechanisms in the EU’ (May 
2010) , Brussels, European Parliament , p. 43.  
80 This m eans that  EU authorit ies should adopt  cr iter ia for determ ining whether a state is either illiquid or  
insolvent ;  or, if it  is illiquid, at  what  point  does it  becom e insolvent?. 
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But  their  im pact  should always be assessed against  the needs of medium  term  recovery. 

This also m eans that  the rules of the Growth and Stabilit y Pact  that  have so conspicuously 

failed should be reconsidered and possibly replaced. 

 

The approach suggested above would involve a major re- think of the polit ical economy of 

the EU in general and the euro area in part icular. I t  would require a significant  change of 

direct ion in fiscal policy, including a harmonised EU framework consist ing of pr inciples and 

guidelines to govern the rest ructuring and default  of a sovereign debtor. The absence of an 

EU regime governing the rest ructuring of sovereign debt  has resulted in an under-pr icing of 

the t rue costs of sovereign debt , as it  creates a moral hazard for investors to take on too 

m uch sovereign debt  because they perceive that  euro-area states in part icular will always 

bail them out  to prevent  a collapse of the euro area. This has led to an under-pricing of 

sovereign debt  which means that  the full cost  of sovereign debt  has not  been internalised 

by those who invest  in it ,  thereby result ing in too much of it  being issued. Moreover, 

investors would be able to pr ice sovereign debt  m ore efficient ly if they had m ore certainty 

regarding the rules of debt  renegot iat ion and the abilit y to coordinate their  claim s 

collect ively with other creditors in a cr isis and to obtain relevant  informat ion from  

sovereigns. Whether such an EU agency could be const ructed to facilit ate such negot iat ions 

and generate relevant  informat ion for creditors is a policy mat ter and legal issue that  is 

beyond the scope of this br ief study.  
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5 . Conclusion  

 

This paper argues that  any inst itut ional or legal reform  for a more order ly EU sovereign 

debt  default  process should not  be further cent ralised in EU inst itut ions but  rather should 

be based on a set  of harmonised principles enshrined in EU legislat ion (3 .1 )  and 

im plem ented by EU states with verificat ion of implem entat ion confirm ed by an EU 

sovereign debt  agency (3 .2 ) . 

 

Although EU bank st ress tests reported in July 2010 calmed concerns about  the health of 

EU banks by showing generally that  EU banks were not  inadequately capitalised nor 

dangerously exposed to sovereign debt , EU financial markets remain fragile. The renewed 

t roubles with I reland’s state-owned banks and Greece’s persistent  sovereign debt  problem s 

suggest  that  the results of the st ress tests have not  sufficient ly eased investor concerns 

about  EU financial inst itut ions and by extension have rekindled fears about  the solvency of 

some deeply indebted EU sovereigns, especially Greece, I reland, Portugal and I taly. (2 .1 )  

 

These developm ents suggest  that  volat ilit y is returning to EU sovereign debt  m arkets and 

that  EU policymakers should consider whether Europe needs a formal EU sovereign default  

process to incent ivise states to manage more effect ively their sovereign debt  and to 

promote a more order ly resolut ion of creditors’ claims. This paper exam ined a number of 

opt ions, including the newly-created European Financial Stabilit y Facilit y (2 .2 ) ,  and 

suggests that  European policym akers should focus reform  efforts on adopt ing a 

decent ralised sovereign debt  rest ructuring process that  emphasises the use of collect ive 

act ion clauses to facilitate negot iat ions and informat ion flow between creditors and 

sovereigns regarding sovereign debt  r isks. EU direct ives and regulat ions, not  necessitat ing 

Treaty changes, should harmonise the principles and guidelines that  govern the operat ion 

of CACs, but  part ies should be perm it ted some freedom to decide the param eters of CAC 

negot iat ions and some aspects of the rest ructuring process. (3 .1 )   

 

 An EU sovereign debt  agency should be created to facilitate such negot iat ions and to serve 

as an informat ion warehouse for creditors and sovereigns to obtain data on market  

developm ents relevant  to the pricing of sovereign debt  r isk. ( 3 .2 )  The EU sovereign debt  

agency could also adm inister a European Financial Stabilit y Fund that  would be created to 

provide liquidity to states experiencing financial dist ress and undergoing a rest ructuring if 

the state in quest ion fulfils the requisite condit ions for obtaining support . ( 3 .2 )  The EU 

Financial Stabilit y Fund would be financed by a t ransact ion tax on all EU sovereign bond 

issuance, credit  default  swaps and other derivat ive t ransact ions that  reference EU 

sovereign bonds. The tax would be at  a very low rate so as not  unduly to lim it  the market  

and to raise adequate revenue to assist  states with tem porary liquidity problem s.  
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7 . Annex A –  Selected results of EU st ress tests  

 

(mln Euros for all except the UK which is mln Pounds)
DEUTSCHE 
BANK AG

HYPO REAL 
ESTATE 

HOLDING AG BNP

SOCIETE 
GENERALE UNICREDIT

INTESA 
SANPAOL

O

Total Tier 1 Capital after Benchmark  41527 6211 71769 39415 45918 33934

Total Tier 1 Ratio after Benchmark (%) 13.2% 7.8% 11.4% 11.9% 10.0% 9.8%

Total Tier 1 Capital after Adverse 38987 4898 66932 36520 38334 33326

Total Tier 1 Ratio after Adverse (%) 10.3% 5.3% 9.7% 10.2% 8.1% 8.8%

Total Tier 1 Ratio after Adverse+Sovereign (%) 9.7% 4.7% 9.6% 10.0% 7.8% 8.2%

‐Additional Impairment losses ‐411 ‐184 ‐988 ‐576 ‐1200 ‐928
‐Additional losses on sovereign 
exposures  in the trading book ‐2812 ‐362 ‐425 ‐941 ‐1608 ‐1915

(mln Euros for all except the UK which is mln Pounds) ING Bank
RABOBANK 

GRP

GRUPO 
SANTANDE

R

GRUPO 
BBVA BARCLAYS

LLOYDS 
BANKING 
GROUP

Total Tier 1 Capital after Benchmark  40366 37211 63869 32028 63209 56522

Total Tier 1 Ratio after Benchmark (%) 11.2% 14.8% 11.0% 10.6% 15.8% 10.8%

Total Tier 1 Capital after Adverse 37836 35732 59473 29994 58295 51042

Total Tier 1 Ratio after Adverse (%) 9.1% 12.7% 10.2% 9.6% 13.9% 9.4%

Total Tier 1 Ratio after Adverse+Sovereign (%) 8.8% 12.5% 10.0% 9.3% 13.7% 9.2%

‐Additional Impairment losses ‐733 ‐510 ‐2255 ‐1505 ‐740 ‐1396
‐Additional losses on sovereign 
exposures  in the trading book ‐445 ‐100 ‐907 ‐1223 ‐473 ‐23

Netherlands Spain UK

Germany France Italy

 
 

Source:  CEBS (ht tp: / / www.c-ebs.org/ EuWideSt ressTest ing.aspx)  
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