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João Leão

Minister of Finance, Portugal

Keynote speech

Thank you. First let me congratulate Eurofi for
organising this very interesting event. Thank you for
inviting me to say a few words today.
I would like to look back at the last 14 months and to
share some thoughts about how we got here today
and about the road ahead of us. I am sure everyone
will agree that it has been quite a challenging journey,
but now we see finally light at the end of the tunnel.
Around 14 months ago the COVID-19 outbreak hit
Europe and we faced the difficult decision to close our
economies. At the time, no one really knew what the
consequences would be for our economies and firms.
However, it was clear that our priority had to be the
safety of our people.
Europe was truly tested. And now, although the fight
is not over, looking back we can say that Europe’s
people, workers, firms and financial sector… they
all showed an incredible resilience and capacity to
adapt. The European Union also did not fall short of its
obligations. The coordinated, bold and timely action
at EU level was exemplary and showed a unified and
strong front. The flexibility embedded in our fiscal,
financial and state aid frameworks allowed us to agree
on safety nets that provided an important relief for
workers, businesses and sovereigns. The EU was able
to agree on the largest stimulus package ever financed
through the EU budget.
We must acknowledge that the response to this
crisis has been very different from the one during
the previous crisis. Different in terms of: (i)the speed
of the agreements, (ii) in the willingness to find an
appropriate solution to face a significant common
challenge, (iii) in the way European policies have been
complementing the national ones, and (iv) in the way
monetary and fiscal policy have been working hand in
hand for the first time, reinforcing their efficiency, and
also in the role of the financial sector.
Let me say a few words about our fiscal instruments.
Fiscal policy has been a crucial instrument to support
families and keep firms alive. The agreement on the
activation of the general escape clause in 2020 and
2021 allowed member states to fight against the
economic and social effects of the pandemic crisis.
Despite the incredible tumble, the economy fell much
less than anticipated and especially unemployment
rates increased much less than previously expected.
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Although many countries are still being challenged
by new waves of the virus, our firms and economies
have shown the capacity to adapt, and the impact of
these last lockdowns have been much less severe than
the first one in 2020. These are only some signs of the
success of our coordinated actions.
With regard to the financial sector, the banking system
has also been able to deliver, guaranteeing the flow
of credit to the economy. Indeed, banks went from
being a shock amplifier in the sovereign debt crisis 10
years ago to becoming a shock absorber in this crisis.
Put differently, banks went from being part of the
problem to being part of the solution. Banks entered
this crisis better capitalised and in a better liquidity
position. Banks also benefited from the significant
support provided by governments and authorities
to households and non-financial companies. We are
reaping the benefits of the good work done in the
last decade.
Nevertheless, some of the pre-existing vulnerabilities
persist. We must address them in a timely manner. The
work on NPLs must continue. It is an ongoing priority
for many banks. It is paramount to be prepared for
the incoming rise of NPLs in the aftermath of the
crisis. Here, special attention must be paid to the
unwinding of support measures and to the impact
on bank balance sheets and, in turn, on the lending
capacity. Also, we need to assess if we have the tools
we need and if they are fit for purpose. Banks’ capacity
to maintain the financing of the economy is crucial to
support the economic recovery.
Now, looking forward…
As the vaccination campaign unfolds, we anticipate
a strong economic recovery in the second half of this
year and in 2022. However, uncertainty remains high,
and we should not stop supporting our economies
now as we risk intensifying the long-term scarring
effects. Keeping the complementarity between fiscal
and monetary policies is of the utmost importance.
Fiscal policy should stay flexible. Support measures
should be kept in place for as long as necessary.
Also, we must stay vigilant as the speed of recovery
is uneven across countries and sectors. At ECOFIN
council we have agreed that fiscal policy must remain
supportive of growth next year. I expect ECOFIN to
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confirm next month that the general escape clause
remains activated in 2022.
Both workers and vulnerable but viable firms
should be protected without preventing an efficient
reallocation of resources across the economy.
With recovery in sight, it is time to start planning
the transition from broad emergency measures
to measures that kickstart and support a strong
economic recovery. At the same time, we cannot
lose sight of the medium-term fiscal sustainability
concerns.
After two large economic recessions in less than a
decade, member states’ debt levels have amplified.
It is now time to reflect whether the current fiscal
surveillance framework is still the most adequate
to address the challenges of tomorrow. This crisis
showed us the need to strengthen the EU architecture
in order to guarantee some public finances, but as
well necessary conditions to promote investment and
growth. The Recovery and Resilience Facility will be a
game changer, a key instrument that will allow us to
kickstart the economy and to prepare the ground for a
sustainable recovery without further burdening public
finances. The national recovery plans represent a
unique opportunity for member states to pursue high
levels of investments that will create jobs, promote
growth and support the green and digital transitions.
Here a smooth and speedy approval of those plans
brings our recovery effort one step closer to reaching
the real economy. It is of utmost importance that the
money starts flowing through the economy now when
it is most needed.
The issuance of high-quality euro-denominated bonds
under the RRF will add significant depth and liquidity
to the EU capital markets. This is also a milestone for
the EU and a vital step to European economic policy
integration as it is the first time that such a joint
funding model is agreed on to support economic
growth. The issuance of green bonds under this facility
can also reinforce the international role of the euro
and the EU leadership in the fight against climate
change. We must spare no effort until we achieve a
sustainable and inclusive recovery.
That is why the Portuguese Presidency has been
working towards: (i) promoting a recovery leveraged
by the climate and digital transitions, (ii) implementing
the European pillar of social rights as a distinctive
element to ensure a fair and inclusive transition and
(iii) strengthening Europe’s autonomy by taking a
leading role in climate action and promoting a digital
transformation at people’s service.
We shall walk out of this crisis as a more integrated
Europe, better prepared for the challenges
of tomorrow.
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Andrej Šircelj

Minister of Finance, Slovenia

Closing speech

Thank you, Mr President. First, I would like to thank
you and the organiser for the invitation to this
conference. I am honoured to be with you today.
Ladies and gentlemen, I regret that the unfavourable
pandemic conditions still do not allow us to hold
physical meetings and conferences, but I am very
glad that there are signs of hope that the situation
might soon improve. We have efficient vaccines and
vaccinations are underway around the world. I am
convinced that when a high enough vaccination rate
is achieved, life will return back to normal. This can fill
us with hope and give us strength to push through the
final stages of this battle. I believe that before long,
things will improve for all of us and that we will be able
to meet at the next Eurofi conference in person.
Now, I would like to share a few thoughts on the
post-Covid priorities. We have been dealing with this
pandemic for more than a year. As burdensome as
these hard times are, they have provided us with
opportunities to rethink the world we live in. The rapid
spreading of the virus pointed out the weaknesses
of health systems in many countries. The restraining
measures and lockdowns to reduce the spreading of
the virus affected our businesses and economies. The
radical changes that hit us overnight transformed our
mindset. Due to the pandemic, we started thinking
more carefully on one side and more visionary on
the other. We became more diligent in regard to our
health systems and our environment. We came to the
conclusion that we should focus on exploring, finding,
and using new solutions that are based on innovative
technologies of the future.
I would like to emphasise that the recovery remains
the paramount post-Covid priority. It will be a lasting
and complex process. However, the main part of the
recovery is the implementation of the investments and
reforms envisaged in the recovery and resilience plans.
The support measures that we have taken proved to
be efficient. Many insolvencies and bankruptcies were
prevented by the support measures. People were
able to keep their jobs because employers enabled
work from home and engaged in short-time working
schemes by using stimulations. Income support
measures for different vulnerable groups and people
who could not work are also an important part of
packages. With that in mind, I would like to point out
that we should still be careful about not withdrawing
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the support too soon, as this would jeopardise a
comprehensive recovery. We all know that sooner or
later we will have to switch from the blanket approach
and concentrate on focused and efficient recovery
measures – but before the transition the recovery
measures must be prepared.
So, at the moment, we are facing the challenge
of finding the right timing to loosen the support
measures. Knowing this, we also have to be aware that
once the support measures are no longer provided,
some companies might not survive and could
disappear from the market. That is why we need to
start the discussion on how and when to make the cut.
We have to figure out how to help the companies that
will not survive the transition from support to recovery
measures and the employees of these companies.
On the other hand, we need to support the viable
and prospective enterprises. The companies with
comparative advantages should be supported. This
includes facilitated access to continuing education
and insights that could advance current practices,
upgrading employee skills, and retraining.
Unprecedented responses to the crisis on the national
levels established the basis for the recovery. The
historical agreement on the EU level, the EU fiscal
stimulus, provides the starting position of the recovery.
We should use this opportunity wisely. That is why we
should try hard for the recovery and resilience plans
to be ready for implementation as soon as possible.
The disbursement of funds should follow soon after.
The reforms that we set out in the recovery plans need
to be implemented efficiently. This will guarantee a
successful recovery that will provide the best ground
for further discussions on the fiscal stance and the
deepening of the economic and monetary union.
The recovery, as we decided, needs to be based on
innovations and improvements. It needs to take into
account the green and digital components and also to
follow the ‘do no significant harm’ principle.
These guidelines that we agreed upon offer us a
chance of restructuring the economy and society for
the better, but in creating a better environment, we
must not leave people behind. We have to establish
effective, active labour market policies and encourage
the restructuring, reskilling, and strengthening of the
development of knowledge and skills for jobs of
the future.
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The transition to a greener way of life is essential, as
the current way of life is not sustainable. We all know
that it is not going to be easy, but the bottom line is
that it has to be done. It has to be done to ensure
clean air and clean water, which are the fundamentals
of quality living conditions in the long term. The
change might not seem imperative now, but we must
think of the future generations and the world they
will inhabit. By taking the first step now, we provide
for their future. The funds under the Recovery and
Resilience Facility offer a great opportunity to invest in
renewable energy, sustainable buildings and mobility,
and cleaner environment. It is expected that banks
will support the trend by providing better conditions
for green loans. Green bonds are also becoming
the asset class that are the subject of strategies and
requirements of investors.
We must focus on ensuring the path for future
investment as well. The investments, in line with green
and digital requirements, must be directed to the
sectors that need them the most. This will compensate
the effects of the pandemic, support the recovery of
the sector in question, and strengthen its resilience.
The investments should also encourage cooperation
between the public and private sectors.
I believe that our plans for the recovery are a welcome
and much needed step in the right direction. We
have to follow our goals and be motivated by the
improvement that we can achieve in the Covid-affected
economy and society. The ambitions must have a
grasp of reality and first focus on the most urgent
issues. The recovery of the most affected sectors
will provide leeway for an upgrade where need is
the greatest. We must gain experience, constantly
exchange best practices, and wait for the recovery to
be well underway.
After the recovery is entrenched, we can focus on
major restructuring while keeping in mind that the
social aspect of the recovery still has to guarantee
support for the people who are employed in nonviable companies or even sectors.
Ladies and gentlemen, let me conclude by saying that
the COVID-19 pandemic is most likely the greatest
challenge that we have ever faced. In these times, the
most difficult times that all of us have encountered,
we have learned how to work together, and we have
cooperated. From here onwards, things will only get
better. They will not be easy, but we have to keep in
mind that the hardest part is over. Now, we have to
make sure that we keep on working together and
take advantage of the opportunities that we have
created. Hence, I encourage you to continue with
the coordinated political reaction that enhances the
EU added value. We also must not forget about the
solidarity and inclusivity that we have practised so
well during the past year. I am firmly convinced that a
wholesome recovery and a prosperous future lie in the
strength of unity, and the opportunity that lies ahead
is an opportunity that we must not miss. Thank you
very much.
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How to reconcile economic growth
and debt sustainability in the EU
over time?
Thank you, Didier. You have made my day this morning
by starting the introduction in Luxembourgish. This is
quite rare and really a treat. Congratulations, because
it was perfect in terms of grammar and pronunciation,
so I think you can easily become an honorary citizen
of Luxembourg. I know you come often and with
pleasure to our country. I hope that you, I and all our
listeners, who are normally participants in the Eurofi
meetings, can all soon meet again for real.

Eurogroup for nine years, in order to understand how
to deal with it, the best thing to do is to distinguish
between the short, medium and long term. What
did we do in the short term? Part of this has already
passed behind us, in 2020 and the beginning of 2021.
The short term, for me, continues in the months to
come, probably for the whole of 2021 and part of 2022.
The medium terms is five years from now, and then it
is the long term.

Today is 16 April 2021. It was one year and one week
ago, on 9 April 2020, that the Eurogroup and Ecofin
Ministers decided the emergency measures to cope
with the consequences of the pandemic. I remember
what happened on that night very well. There were
long negotiations and there was the three-pronged
response to the pandemic, which triggered a
symmetric economic shock that sent waves through all
the countries in Europe and the world. We were able
to show solidarity, take measures together and even
seized the opportunity to have a Hamiltonian moment,
as it has been described, by giving the Commission the
possibility to take up debt on behalf of the European
Union. Luxembourg was the signatory of a letter by
nine Prime Ministers, saying that we should act in such
a direction. We were the only triple-A country to do
and I am glad we did so. Europe has, thanks to that,
been able to give a credible response to the challenges
ahead.

What can I say about the short term? What we did in
the aftermath of the immediate lockdown and the
three emergency measures that I described was that
we had an attitude that we should do whatever it takes
to support the economy and save jobs and livelihoods.
Obviously such a ‘whatever it takes’ approach costs a
lot of money. Over the months we have learnt to live
with the pandemic, waiting for the vaccines. Now the
vaccines are here and we realise that we still need
to support the economy, but I think that we have
shifted from a ‘whatever it takes’ approach to a more
targeted support of the economy. What do I mean
by ‘targeted’? I mean that we have to support those
sectors that are still suffering from a partial lockdown,
on the one hand; secondly, we must help those who
have lost their job or are about to lose their job,
through upskilling or reskilling so that they can find a
new job. The second phase of more targeted support
is obviously slightly less expensive but it is still very
costly.

If I look at the three measures we took, there was the
European Stability Mechanism (ESM) facility, which
just by its existence has reassured markets and has
allowed all countries to find on the capital markets
the necessary bond facilities that they needed.
The European Investment Bank programme with
guarantees for companies is running, and the Support
to mitigate Unemployment Risks in an Emergency
(SURE) programme has been a total success in
financing labour systems in many countries.
As the longest serving Finance Minister in the
Eurogroup, I am very pleased about what happened.
We can also be a little proud of what we achieved, but
nevertheless let us be realistic: we still have a lot of
challenges in front of us. What I have just described
is what we did, in a nutshell, in a couple of weeks,
just at the moment where the first wave happened.
The theme of today is how to combine higher debt
with good growth. Maybe because I have been in the
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In the short-term, in which I count 2020, 2021
and 2022, we have realised that all countries have
increased their debt considerably. If I take my country,
we have gone from a debt-to-GDP ratio of 21% or
22% up to 28%. In my country, this is considered
an enormous jump. If I compare that with other
countries, our increase is still less, even in percentage
terms, than other countries. In some member
countries, the jump is a double-digit figure; sometimes
it is as large as a 20% increase of debt compared to
GDP. For that reason, and also because the national
deficits have grown considerably and are far beyond
the 3% limit, the European Commission and the
member states decided to use the escape clause that
is foreseen in the treaty, and so, for 2020 and 2021,
the escape clause has allowed us to increase spending,
which in consequence led to higher debt and deficits.
For 2022, the decision has not formally been taken, but
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as the pandemic is lasting for longer than anticipated,
despite the vaccine, it is close to inevitable that we will
need the escape clause in 2022. In my opinion, that
should be the last time we will use it, but it is inevitable
that we will use it in 2022. That is for the short term.
For the medium term, the catchphrase here is, ‘Quality
before quantity’. Let me explain what I mean by that.
The 27 countries decided last year to rebuild and
restart the economy by setting up a recovery and
resilience fund, and there you can already see the
road that is being designed for this recovery, and that
is that the priorities lie with the double transition: the
green and climate transition on the one hand, and the
digital transition on the other. 37% of the investments
that should be triggered through that fund should
be in the field of environment and climate, and 20%
should be in the field of digital. That highlights what
the key is. The key is to have a qualitative recovery,
and we should learn from the crisis of 2008, when we
really altogether made a mistake by putting too much
emphasis on budgetary discipline without looking in
parallel at the need for innovation and investment. We
do not want to repeat that mistake and we are in the
process of not repeating that mistake.
In other words, we should switch from a stability and
growth pact to a growth and stability pact. It is just
an inversion of the two initials, but I think the accent
should lie on the word ‘growth’, though stability is
necessary at the same time. How does that translate?
After 2022 we should revamp our stability and growth
pact with one key idea in mind, and that is that
qualitative investment needs to be treated differently
from current expenditure. We need to encourage
countries to do their utmost to innovate and to invest,
both at a public level and also by creating a framework
in which private investment can thrive. This qualitative
investment should obviously partly or to a large extent
be in the same direction as the recovery fund. That
means helping in the two transitions, the green one
and the digital one.
In my own country, we have taken that very seriously.
In fact, we have not waited for the recovery fund to
put a lot of emphasis on sustainable finance, because,
if we want to ensure the green transition, we must
make sure, especially as Finance Ministers, that the
private sector helps us organise and finance the
transition. The European Union has given itself what
we call a framework of taxonomy to describe what
is sustainable financing of the economy. We have
in Luxembourg issued a sustainable bond last year,
thanks to a new framework that contains also the
taxonomy of the European Union, and it is the first
such sustainability bond issued by a European country
and it was oversubscribed, showing that the private
sector is also expecting governments to go in that
direction. Another example is the Luxembourg Green
Exchange, where more than half of all the green bonds
worldwide are listed. This stock exchange exclusively
lists green bonds, but the number of green bonds is
still far too limited. They are only 2% to 3% of all the
bonds issued worldwide, so we still have a long way to
go.

spend a great deal on running costs. This is key,
because if we do not manage that, not only will the
debt level be too high but our economies are not
going to be productive and competitive. That is also
the upper limit for the debt that we must see at the
horizon. What is the magical number of how high or
low debt should be? Nobody has that answer. It is clear
that in the medium term, if we just let all countries
spend as much as they want to support their economy,
without insisting on quality, Europe will make itself
uncompetitive.
I then come to the very last point, which is about the
long term. There is one country in the world that has
experienced low interest rates, which we now have. I
have not talked about low interest rates yet. I would
like to underline that the European Central Bank (ECB)
decision to have a very accommodative monetary
policy has been key to offsetting the consequences of
the pandemic, with this sudden fall of the economy.
Secondly, the low interest rate policy has helped all the
countries to take up capital on the market at a very low
cost. I also suppose that we are going to have that for
quite a few years, as the ECB has already said it will do,
which gives you a medium-term horizon where you
can count on low interest rates, but can we keep that
for the long term?
We have only one example in the world where we
have seen that for the long term, and that is Japan. I
have lived in that country as ambassador for six years,
from 1996 until 2002. At that time, Japan already had a
decade of low interest rates. Today, as we speak, Japan
still has very low interest rates, so it has been there
for more than a generation, for 30 years. What do we
see? The growth of Japan has been far lower than the
rest of the developed world, and obviously far lower
than China, but that is true for all the other countries.
In the very long term, low interest rates or ultra-low
interest rates create other issues like an overvaluation
of assets on the one hand, and it also pushes towards
a poverty gap in the population in the country. In the
long term, we need to take into consideration that you
cannot or must not guarantee ultra-low interest rates
because you have the risk of making your economy
unproductive.
I have tried to answer the question that was asked. It
is not an easy one, as you obviously guessed, Didier. I
hope I have been as outspoken and clear as possible.
In a nutshell, in the short term we have the escape
clause and that helps to offset. In the medium term,
we need to put the accent on qualitative investment,
and in the long term we must strive to reduce again
the debt burden. I will conclude by saying we should
not forget that it takes one or two years to add 20% of
GDP’s worth of additional debt; it takes one generation
to go back to the previous level, so let us not forget the
long term. Thank you.

In the medium term, in order to make debt compatible
with growth, we need to be sure that we favour
investment innovation and do not continue to just
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and Governor, Bank of Spain1

Crossing the Basel III implementation line

Introduction
Good afternoon, and thank you for inviting me to
speak at the Eurofi High-Level Virtual Seminar, in
association with the Portuguese EU Council Presidency.
It is now well over a year since the start of the Covid-19
pandemic, which is first and foremost a health crisis,
with a devastating impact on lives, livelihoods and
our longer-term well-being. We have also seen the
devastating economic impact resulting from this
crisis. To give just one example: by the end of 2022,
global GDP is forecast to be up to 4% lower than prepandemic projections (Graph 1).2
So recent positive health-related developments bring
some much-needed rays of hope. These include those
regarding vaccines and further advances in diagnostics
and medical treatments. There is light at the end of
the tunnel.
But there continues to be a high degree of uncertainty
related to the outlook, and with it a range of downside
risks. These range from the creeping emergence
of new variants to bottlenecks in the production,
distribution and authorisation of vaccines. Healthrelated restrictions may continue to be with us for
some time, which in turn will continue to impact
economic activity. Talk of sharp economic bouncebacks
and a revival of the Roaring Twenties may therefore
prove to be somewhat premature. Put differently, the
tunnel may well lengthen, with the light at its end
becoming dimmer.
What are the implications of this backdrop for the
global banking system? And how best can banks be
“part of the solution” in contributing to a sustainable
economic recovery? I will try to provide some answers
to these questions in my talk today, focusing primarily
on the crucial importance of implementing the Basel III
Framework in a full, timely and consistent manner.

The benefits of a resilient banking system are now
clear
Covid-19 is the first system-wide stress test of the
global banking system since the advent of Basel III.
Much has been said about how the banking system has
remained broadly resilient to date, and how banks have
not been part of “the problem” in exacerbating the
economic crisis.3
This is in no small part due to fact that banks entered
the pandemic on a much more resilient footing than
during the Great Financial Crisis (GFC), thanks to the
initial set of Basel III reforms.4 In addition, the ongoing
cooperation among Basel Committee members during
the Covid-19 crisis was key to ensuring a global, timely
and comprehensive response by the Committee
during the initial phase of the crisis to address some
of the short-term financial stability issues. And the
unprecedented range of fiscal and monetary measures
taken by all jurisdictions to support the real economy
have largely shielded banks to date from losses and the
crystallisation of risks.
These initial Basel III reforms were focused primarily on
enhancing the quality and quantity of loss-absorbing
capital, introducing international standards to mitigate
liquidity risk, and incorporating a macroprudential
dimension to capture system-wide risks. They have
clearly increased the safety and soundness of banks
worldwide.5 For example, banks’ Common Equity Tier
1 (CET1) risk-weighted capital ratios have more than
doubled over the past decade, reaching over 14% by
the end of 2019 (Graph 2). Tier 1 leverage ratios stood
at over 6% at the end of 2019, an increase of almost
80% since 2011. And banks’ holdings of high-quality
liquid assets grew by more than 50% during this
period, totalling €10.7 trillion by the end of 2019.

1. In relation to the content of this address, as a member of the Governing Council of the European Central Bank, I am required to observe the so-called “quiet
period” preceding meetings at which monetary policy decisions are to be taken. Accordingly, my reflections are related to my role as BCBS Chair and should not
be interpreted as indicating the monetary or economic outlook.
2. OECD (2021).
3. Hernández de Cos (2020).
4. BCBS (2011, 2013a, 2014).
5. See eg Borio et al (2020) for a primer on post-GFC regulatory reforms.
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Importantly, this enhanced resilience did not come
at an expense to the real economy. Contrary to some
of the assertions made by some stakeholders when
the initial Basel III reforms were being developed, we
did not see any sharp pullback in bank lending at the
global level. In fact, banks’ balance sheets grew by over
25% over the past decade (Graph 3).
During the Covid-19 crisis, the Basel Committee took
several prompt measures to safeguard the resilience
of the banking system, ensure that banks continue to
lend to creditworthy households and businesses and
provide sufficient operational capacity to authorities
and banks. These include technical guidance on the
prudential treatment of the risk-reducing measures
taken by governments in many jurisdictions to
ensure that they are reflected in banks’ regulatory
requirements. The Committee also reminded banks
that expected credit loss accounting frameworks
should not be applied mechanistically in order to avoid
excessively procyclical outcomes. We also reiterated
and elaborated our supervisory guidance on the role
of the Basel III capital and liquidity buffers to absorb
shocks and maintain lending to the real economy. And
in order to ensure that both regulators and banks have
sufficient resources in place to address the short-term
financial stability priorities related to Covid-19, the
Committee deferred the implementation timeline of
the outstanding Basel standards by one year from 1
January 2022 to 2023.
Together with the extraordinary support measures
taken by public authorities across jurisdictions to
contain the effects of the pandemic, the Basel III
reforms and the Committee’s Covid-19 measures have
helped ensure that bank lending remained resilient
during the initial phase of the pandemic: bank lending
increased in the first half of last year, a far cry from the
stark deleveraging that occurred during the GFC (Graph
4).
We have also seen the broader and tangible benefits
from having well capitalised banking systems. For
example, jurisdictions with banks that had the largest
capital buffers experienced a less severe impact on
their expected GDP growth, as measured by the IMF’s
growth-at-risk (GaR) framework.6 In a similar vein,
better-capitalised banks increased their lending during
the pandemic relative to their peers.7 And the uptake
of public support measures, such as loan guarantee
programmes, was higher for better-capitalised banks.8
These facts support the growing empirical literature
pointing to the net benefits of higher capital and

liquidity requirements.9 A reminder that it is strong
and healthy banks that are able to support the real
economy and lend to households and businesses.
Covid-19 has also further underlined the importance of
global cooperation to safeguard the financial stability
of banks. The cross-border spillovers of financial
distress can result in an under-investment in financial
stability by individual jurisdictions.10 An open global
financial system therefore requires global prudential
standards and ongoing supervisory cooperation.11
Unlike with global pandemics, self-isolation is not an
option for effective policymaking and supervision.12
Despite all these positive developments, we are far
from declaring, “mission accomplished” when it comes
to the safety and soundness of the global banking
system. There continues to be no shortage of risks
to the banking system as the pandemic continues
to unfold. As I discussed in an earlier speech, it is
a question of when, not if, bank losses will start to
crystallise.13 The potential permanent economic
“scarring” from the crisis, alongside rising debt levels,
could increase the longer-term structural fragilities of
banks’ balance sheets. Moreover, we cannot understate
the stabilising effect of the extraordinary public
support measures on the banking system during the
current crisis.14 But such measures will eventually be
unwound, leaving the banking system to rely on its
own prudential safeguards.
Against this backdrop, banks and supervisors must
continue to vigilantly monitor, assess and mitigate
emerging risks as we go through the next phases of
the crisis, and ensure that banks contribute to the
subsequent recovery in a sustainable way. This is why
the Committee has set up a structured approach to
monitoring of the resilience of the global banking
system as the Covid-19 pandemic continues to unfold,
which is a key part of our current work priorities.
Implementing Basel III: a little less conversation, a little
more action, please
In addition to monitoring current risks and
vulnerabilities, we must ensure that we adopt an
increasingly forward-looking supervisory approach by
identifying, assessing and mitigating emerging risks
and structural trends impacting the global banking
system. Some of these risks and trends – including the
digitalisation of finance, climate-related financial risks,
and banks’ business models – were already identified
before the pandemic. Covid-19 has further underlined
the importance of addressing them.

6. Galán (2020). GaR links macro-financial conditions to the probability distribution of future real GDP growth.
7. Hardy (2021).
8. Bank of Spain mimeo.
9. BCBS (2019).
10. Eichengreen (2006).
11. Hernández de Cos (2019).
12. Rogers (2020).
13. Hernández de Cos (2020).
14. As an illustration of the significance of these measures, recent stress test results by the IMF suggest that, under a severe adverse macroeconomic scenario,
more than 90 percent of banks by assets across 29 systemically important jurisdictions would remain above statutory minimum capital levels through 2022.
These results reflect the impact of the extraordinary monetary and fiscal policy support and important bank-specific mitigation policies. Without such
policies, the IMF estimates that the proportion of capital-deficient bank assets would have roughly doubled. See IMF (2020) for more.
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Yet an important prerequisite is the need to lock-in the
financial stability benefits of the outstanding Basel III
reforms by implementing them in a full, timely and
consistent manner. Doing so would ensure that the
regulatory fault lines of the global banking system –
the gravity of which remain as important today as it
was pre-pandemic – are adequately fixed. This is why a
key priority for the Committee over the coming years is
the implementation of previously agreed reforms.
Let me provide a brief recap of the nature of these
outstanding reforms, which were finalised in 2017.15
While the initial set of Basel III reforms fixed a number
of fault lines in the pre-GFC regulatory framework, the
way in which banks calculated risk-weighted assets
(RWAs) – the denominator of banks’ risk-weighted
capital ratios – remained largely unchanged. Yet the
GFC painfully demonstrated the excessive degree of
variability in banks’ modelled capital requirements. For
example, when banks were asked to model their credit
risk capital requirements for the same hypothetical
portfolio, the reported capital ratios varied by 400 basis
points (Graph 6). Similarly worrying levels of variability
could also be seen in other modelled risk categories,
including market and counterparty credit risk.16 And
the GFC highlighted shortcomings with the operational
risk framework, where banks’ modelled capital
requirements were insufficiently robust to cover losses
stemming from misconduct and inadequate systems
and controls.

credit risk, including excessive complexity, lack of
comparability and lack of robustness in modelling
certain asset classes and key risk parameters.
Accordingly, the use of the most “advanced” IRB
approach has been removed for certain asset
classes, and “input floors” have been put in place
for certain risk metrics to ensure a minimum
level of conservatism. In a similar vein, Basel III
removes the use of internal model approaches
for credit valuation adjustment (CVA) risk, as
CVA is a complex risk that cannot be modelled
in a robust and prudent manner. Finally, Basel
III streamlined the operational risk framework,
replacing the internally modelled approach and
existing standardised approaches with a single risksensitive standardised approach to be used by all
banks. These changes are aimed at overcoming two
major flaws in the operational risk framework. First,
capital requirements for operational risk proved
insufficient to cover operational risk losses incurred
by some banks. Second, the nature of these losses –
covering events such as misconduct and inadequate
systems and controls – highlighted the difficulty
associated with using internal models to estimate
capital requirements for operational risk;
•

Third, the Basel III reforms will introduce a robust
risk-sensitive output floor. The output floor provides
a risk-based backstop that limits the extent to which
banks can lower their capital requirements relative
to the standardised approaches. This helps to
maintain a level playing field between banks using
internal models and those on the standardised
approaches. It also supports the credibility and
comparability of banks’ risk-weighted calculations
thanks to the accompanying public disclosure
requirements, as banks will be required to publish
their total RWA that constitute the denominator of
their risk-weighted capital requirements, including
with the output floor adjustment.17

•

And fourth, the reforms will complement the riskweighted framework with a finalised leverage ratio.
The leverage ratio provides a safeguard against
unsustainable levels of leverage and mitigates
gaming and model risk across both internal models
and standardised risk measurement approaches.

This excessive degree of RWA variability threatened
the credibility of banks’ reported capital ratios. At the
peak of the GFC, investors lost faith in banks’ published
ratios and placed more weight on other indicators
of bank solvency (Graph 5). Whether due to a lack of
robustness in banks’ models or an excessive degree
of discretion in determining key regulatory inputs, the
shortcomings in the RWA framework underlined the
need for a complete overhaul.
The outstanding Basel III reforms seek to help restore
the credibility in the calculation of banks’ RWAs in four
ways:
•

•

First, they will enhance the robustness and risk
sensitivity of the standardised approaches for
credit risk, market risk and operational risk, which
will facilitate the comparability of banks’ capital
ratios. For example, the Basel II standardised
approach assigns a flat risk weight to all residential
mortgages. In the revised standardised approach,
mortgage risk weights depend on the loan-to-value
ratio of the mortgage. The revised standardised
approaches also reduce mechanistic reliance
on external credit ratings by requiring banks to
conduct sufficient due diligence and by developing
granular non-ratings-based approaches.
Second, they will constrain the use of internally
modelled approaches. The GFC highlighted a
number of shortcomings related to the use of
the internal ratings-based (IRB) approaches to

15. BCBS (2017).
16. BCBS (2013b, 2015).
17. BCBS (2018).
18. Viterbo (2019)
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These reforms benefited from an extensive
consultation process with a wide range of stakeholders.
As you know, the Committee actively encourages
and seeks input from stakeholders when developing
our standards. Indeed, this approach was recently
described as “one of the most procedurally
sophisticated” processes.18
Accordingly, the Committee issued no fewer than 10
consultation papers as part of these reforms, with
an accompanying consultation period that spanned
the equivalent of almost three years! The finalised
standards took on board many of the comments
received from stakeholders and reflect the differences

PABLO HERNÁNDEZ DE COS

in views among our members. They are a compromise
by their very nature. A back-of-the-envelope estimate
suggests that over 35 key adjustments were made
to the reforms as they were finalised relative to the
original proposals. Since I am speaking to a mostly
European audience today, I should note that the
majority of these adjustments were made to reflect the
views of different European stakeholders.
The Basel III reforms were also guided by rigorous
quantitative analyses. These studies clearly show that
the Committee met its objective of not significantly
increasing overall capital requirements at the global
level. Under very conservative assumptions, these
reforms are estimated to increase banks’ Tier 1 capital
requirements by only 2% if implemented immediately.19
Of course, some “outlier” banks may face higher
requirements, for example as a result of aggressive
modelling practices. This is an intended outcome of
our standards, which are precisely targeted at reducing
excessive RWA variability. Even in those instances, the
actual capital impact is likely to be much lower than is
asserted by some stakeholders, not least because of
the sufficiently long transitional arrangements: starting
in 2023, the final elements of these reforms will be
implemented by 2028, fully 20 years since the GFC.
And it is increasingly clear that the outstanding Basel III
reforms will complement the previous ones in having
a positive net impact on the economy. For example, a
forthcoming analysis by the ECB suggests that the GDP
costs of implementing these reforms in Europe are
modest and temporary, whereas their benefits will help
permanently strengthen the resilience of the economy
to adverse shocks.20 It also finds that potential
deviations from the globally agreed Basel III reforms
– for example, with regard to the output floor – would
significantly dilute the benefits to the real economy.

a harmful “race to the bottom” in bank prudential
standards, which would ultimately threaten global
financial stability. More than a decade after the GFC,
we owe it to the citizens across our jurisdictions to
demonstrate our commitment to global cooperation
and strengthening the resilience of our banks.
Looking ahead, we must cross the Basel III finish line
and devote our attention and resources to emerging
risks and trends impacting the global banking system,
including the ongoing digitalisation of finance and
climate-related financial risks. Indeed, these are some
of the main elements of our work programme for
the coming year, which we will be publishing shortly.
Yet delays or inconsistencies in the implementation
of Basel III would undermine our ability to move
forward with equipping banks and supervisors with the
necessary tools to meet these future challenges. So my
final message to you is simple: a little less conversation,
a little more Basel III implementation action, please!
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From intensive care to full recovery finding the way out of the Covid crisis

Thank you for having me. Eurofi is an important forum
for high-quality discussion between policymakers,
regulators and representatives from all parts of the
financial world. As all these stakeholders hold a piece
of the Covid recovery puzzle, it’s good Eurofi was
able to go ahead with this event. Even if we can’t be
physically together in the same room.
Today I want to make some observations relating to
the exit path from the Covid-related economic crisis.
Where do we stand? What can we expect this year? And
how should policy-makers proceed, as the European
economy gradually recovers?
We could compare the European economy with a
patient recovering from a severe accident. So far, our
efforts have been directed at stabilizing the patient.
I would call this the emergency phase. With the
vaccine roll-out underway, I think we can say we are
approaching the end of this phase.
This means we can now gradually begin to focus on
the second phase, which I would call the recovery
phase. The patient is stable, but is still dependent on
life-support systems and medicine. As the doctors
consider the rehabilitation program, their task is to
slowly reactivate the patient, closely monitor progress,
and make sure medical care is not scaled down
prematurely.
Only when recovery is clearly underway can we start
focusing on allowing the patient to leave the hospital,
and to build up resilience to possible future adversities.
This is the third phase, which we might call ‘rebuilding
resilience’.
Let’s first see how the patient is doing, now that we
are approaching the end of the emergency phase.
The euro area economy is forecast to rebound by
more than 4% this year, after contracting by over 6%
in 2020. Insolvencies and unemployment have been
relatively subdued until now. Strange as it may sound
during the worst economic downturn since World War
II, the economy has done consistently better than
we anticipated about a year ago. Of course, massive
fiscal, monetary and prudential support made all the
difference here. For example, some studies suggest
Covid-related failure rates of SMEs in Europe would
have been between 9% and 18% in the absence of
government support.
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Nevertheless, the European corporate sector has been
hit hard. Particularly those sectors that rely on physical
proximity, such as retail, hospitality, entertainment,
and travel. Or sectors exposed to natural resources and
global supply chains, or those where public support
measures are absent. For some of these industries the
shocks are temporary, such as for hospitality. Or they
will recover if they manage to adjust their business
models. In other industries, shocks may have more
permanent effects. Business travel, for instance.
Similarly, the long-term shift to online retail has likely
accelerated. In such cases, a temporary shock may spur
developments which become permanent.
The banks have been the bright spot in this story so far.
They have generally remained resilient and continued
to provide credit to the real economy. Their good
position is in part thanks to the post-financial-crisis
reform agenda including the build-up of more robust
buffers. But also because banks have been shielded
from large losses due to low insolvency rates. And low
insolvency rates, as we have seen, are in turn induced
by support measures, such as government guarantees
on bank lending. As a result, the policy response to the
crisis has increased the dependency of governments,
banks and business on one another.
At the moment, this sovereign-corporate-bank nexus
– as some have named it – is vital in supporting the
economy. But the nexus also means sovereigns are
increasingly exposed to corporate risk, and vice versa.
This might become an issue if many businesses
suddenly were to go bankrupt. Rising credit losses
for banks may require governments to provide more
support and pay out on guarantees. That would further
increase pressure on public finances. Conversely, rising
sovereign risk premia could also affect banks through
their domestic bond holdings. In the euro area debt
crisis only a decade ago we experienced how a vicious
circle between governments and banks may lead to
financial instability.
Luckily, the risk of such a doom loop has diminished
with the vaccines and the prospect of economic
recovery. But at the same time, it is clear that the virus
will continue to linger for quite some time to come. So
obviously, governments will be looking for ways to lift
restrictions on the economy where possible.
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Apart from external factors, the corporate-sovereignbanking nexus raises the stakes for finding the right
exit path from the economic crisis. Finding this path
involves striking a balance between two risks. On
the one hand, policy support involves costs. The
fiscal costs are most visible. But there are other,
more indirect, costs as well. The lockdown and
indiscriminate government support prevent market
forces from doing their job. A dynamic economy
needs to constantly renovate itself through creative
destruction, a process which is now impeded. And
if we keep the patient on medicine for too long,
withdrawal symptoms will increase. On the other
hand, if we retract policy support too quickly, there is
a good chance that the patient will stumble and fall,
putting a healthy recovery back for many months. So
policymakers will have to be constantly mindful of
this trade-off, observe the patient very closely, and
adjust the pace and sequence of tapering measures
accordingly.
In terms of the European economy – once we
approach the recovery phase, we could start
discussing the withdrawal of emergency support
measures, which would also mean gradually allowing
market forces back in. However, we should tread
carefully in all scenarios, because the risk of retracting
policy support too quickly will likely continue to
outweigh the risk of unwinding it too slowly for some
time to come.
This is especially true for fiscal policy. It’s important
that governments do not withdraw their fiscal stimulus
until we have made a good start with the recovery.
This may well take us to year-end at least. Once the
worst is over, fiscal spending can slowly shift from
emergency to recovery. This means gradually replacing
general blanketed support with more targeted
support, and income support with public investment.
The Next Generation EU Recovery Fund will be a key
building block to get this investment going. This helps
meeting the challenge of the much-needed energy
transition, and raises the growth potential of our
economies. And growth is something that we will also
need very badly to bring down sovereign debt levels.
Monetary policy in the Eurozone will have to continue
to support the recovery. As we are in the silent period
today, all I can do is repeat that generic statement we
have been making numerous times.
Next to fiscal and monetary policy, an important
question is how to deal with the rise in corporate
debt levels. Under the warm blanket of government
support programs, the financial position of corporates
has deteriorated. As policymakers start to withdraw
support, even if they do so gradually, we will likely see
a rise in the number of business that are not going to
survive. To some extent this is inevitable. For example
in the case of firms that were already vulnerable
before the crisis. Or firms whose business models
are no longer viable due to post-Covid changes in
consumer preferences. But Covid-related legacy debt
should not be a reason for firms that are intrinsically
viable to go out of business. In a market economy,
normally bankruptcy is an important agent for renewal,
but it is also a costly one. If applied indiscriminately
and unnecessarily, it is bad for employment, bad
for creditors, and bad for the economy. So under

the current circumstances, we should look for more
targeted and less costly solutions where possible. That
might involve corporate debt restructuring where banks
and other private creditors, and also tax authorities
agree to provide some relief. This could help stem the
build-up of non-performing loans.
That is why I welcome the Commission’s NPL Action
Plan. What I like about the plan is that in addition
to cushioning the blow for corporates and banks, it
supports a European market for bad debt. It is good
to see the progress that’s being made in several places
and it’s important to take further steps here.
This is a good moment to say something more
specific about the banking sector. As insolvencies are
expected to rise, banks will see their non-performing
loans increase. Fortunately, banks have strengthened
their buffers in the preceding years and have taken
provisions against the incoming Covid impact. These
now constitute two solid lines of defense. But still
banks are bracing for impact.
Under these circumstances prudential authorities
should monitor developments closely. There is a myriad
of non-fiscal support measures in place at the moment,
that enable the financial sector in continuing to provide
credit to the real economy. A careful exit requires that
we first get a clear view of what individual measures
are in place and what the impact, both individually and
in combination, would be if they were lifted. In other
words, we should be able to look through the various
kind of support measures, and be able to see what is
going on below the surface of banks’ balance sheets.
For instance, what is the effect of the IFRS9 transitional
arrangement on capital ratios? Mapping the impact
of non-fiscal support measures will help to design
a smart exit path without material cliff effects, and
should support authorities to provide clear guidance to
financial institutions.
Only when the recovery is clearly underway is it time
to start restoring the buffers in the economy that
have been used to absorb the Covid shock. This is the
third phase, which I called ‘rebuilding resilience’. In
this phase, which I am happy to discuss in more detail
at some later Eurofi event, we will have to focus on
further improving the growth potential of the European
economy. We will have to bring government debt on a
path to more sustainable levels. We will have to repair
the resilience of the financial system, by restoring
buffers in the banking sector, including the build-up
of more releasable buffers. And we will also have to
address weaknesses in non-bank financial markets. In
short: getting the patient back into a healthy condition
and resilient against future adversities. Although this
phase is essential, it is important not to rush things.
At the risk of repeating myself: we first need to have a
robust recovery in place.
Dear friends, Europe will get through this crisis, both
in terms of health and economically. We rushed to the
emergency and threw everything we had at the patient.
And now our aim is, and should be, full recovery. That
requires time and careful treatment. So let’s continue
the good work in close cooperation and get the
European economy back on her feet again.
Thank you.
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François Villeroy de Galhau
Governor, Banque de France

What fiscal policies beyond monetary
policy support?

Ladies and Gentlemen,
I am very happy to join you today. I would like to
extend my warmest thanks to Didier Cahen and David
Wright for fostering the fruitful European spirit that
we all cherish, despite the difficulties of the moment.
As you know, the ECB silent period has already started,
so I won’t say a word on monetary policy. However,
this will give me the opportunity to tackle a core
issue of our incomplete Economic Union besides our
successful Monetary Union: fiscal policy. Monetary
policy cannot be – and fortunately no longer is – the
only countercyclical tool available in the euro area.
There are two other links between monetary and
fiscal policy to which I would like to draw attention: an
accommodative monetary policy, as we have today,
supports an active fiscal policy. The second is the risk
of a bank-sovereign loop, which as supervisors we
are keen to avoid. Let me nevertheless stress that I
have no such fear for the country I know best: French
banks since 2014 have decreased their exposures visà-vis public debt in absolute terms and have done so
dramatically as a proportion of their balance sheet.
I will first talk about the “fiscal” lessons we can draw
from the Covid crisis for Europe (I). I will then turn to

the national level and illustrate these principles with
reference to the French situation (II).
I. Improving Europe’s future fiscal rules
The EU and its member states have reacted vigorously
in 2020. The ECB’s balance sheet is now double the
size of the Fed’s as a percentage of GDP. And active
fiscal policy was of the essence. In 2020, Covid-related
discretionary measures were stronger in the United
States than in the main euro area countries. However
thanks to our social model and its higher automatic
stabilizers, the overall 2020 fiscal stimulus in the euro
area was almost as strong as in the United States:
Having said that, what can explain the larger loss of GDP
in 2020 in the euro area compared to the United States?
According to the Banque de France’s work, much [80%]
of the difference in losses is due to something other
than public support. In southern Europe, about 40% is
explained through effective constraints on economic
activity, and 40% through sectorial specialisation – the
higher dependence of European countries on tourism,
and the technological lead of the United States
(development of teleworking before the crisis, weight of
new information technology, share of e-commerce…).

Having
said that, what can explain the larger loss of GDP in 2020 in the euro
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Three major crises in the past ten years – 2008-2009,
2011, 2020 – have nevertheless shown the need to
complete the Economic Union in addition to the
successful Monetary Union, starting with a permanent
fiscal capacity. Yes, a big step forward has been made
thanks to Next Generation EU, financed by a shared debt
instrument. Before thinking of possibly increasing its
size, we should accelerate its implementation: speed,
even more than weight, is what is currently lacking in
Europe. But our real leap forward will come when the
existence of a permanent common fiscal capacity, –
although less limited in amount, although different from
a standing budget because not systematically activated,
– allows genuine countercyclical action to be taken.
Conversely – and not contradictorily –, adequate fiscal
discipline is key to cope with economic reversals. Look
at Germany, which fixed the roof while the sun was
shining, and made appropriate use of its financial
leeway during the crisis. There will be a debate, to
be concluded most likely next year after the German
and French elections, on the Stability and Growth
Pact, following three years of warranted suspension
between 2020 and 2022. We should avoid a fruitless
confrontation between “illusionists” – who plead for debt
cancellation, which is completely out of the question –
and “traditionalists” – who want to keep the same old
rules as if nothing had changed, including on the level
of interest rates. We do still need rules, but revised and
simplified ones. Indeed, the current low interest rate
environment (with r<g) does not mean that public debt
sustainability issues have become irrelevant: it only
implies that governments have more time to ensure
debt sustainability. Contrary to some recent proposals1,
we shouldn’t, according to me, get rid of the numerical
targets which are in the Treaty: they are useful anchors,
including the 3% deficit which is – in the case of France
– more or less the threshold that would stabilize the
public debt ratio at its pre-covid level. But the revised
rules, without changing the Treaty, should be based on
a long-term debt trajectory and on a single operational
target, namely a ceiling on the growth rate of public
expenditure as proposed by the European Fiscal
Board (EFB), chaired by the Danish economist Pr. Niels
Thygesen.
First, we can keep the 60% long-term debt anchor. But
the 1/20 linear rule of yearly adjustment towards it is

too demanding and should be made more countryspecific.
Second, for the operational target, relying only on the
current interest burden, as suggested by some, would
be at the same time short-termist and too partial:
the levels of the total public deficit and of public debt
remains key to assess the sustainability of public debt
in the face of unexpected shocks. But interest payments
could be included in a net expenditure rule, unlike the
EFB proposal which excludes them. At constant taxation
rate, a rule based on total government expenditure
growth would make it possible to control both the
public deficit and the public debt, since, implicitly, it
incorporates a fiscal response to changes in the interest
burden. For example, if interest rates decline (as in
an economic downturn), leading to a reduction in the
government interest burden, primary expenditure can
be adjusted upwards and amplify the countercyclical
effects of the monetary policy decision. However, if rates
rise, as in an economic recovery, governments would
have to make more of an effort on primary expenditure.
How could we set the target for the expenditure rule? It
could be country specific, if – and only if – (i) it seriously
takes into account the initial level of debt and its
sustainability but also the overall growth potential of
the economy, and (ii) is explicitly agreed by a European
authority.
Another possibility worth exploring to improve our
fiscal governance is to set up an adjustment account
mechanism. A deviation from the expenditure rule over
any year (i.e. a too rapid increase in public expenditure
– if limited and occasional – or, on the contrary, a level of
public expenditure below the predefined target) could
be earmarked for compensation over the course of the
subsequent years.
The bottom line is that the long-term sustainability of
public debt should be ensured by credible but flexible
fiscal rules.
Sound fiscal rules are also crucial to improve the
quality of public expenditure: spending on the future
– education, research, the ecological transition,
investment – must take priority over spending on the
day-to-day operation of public services, or on some
of the social transfers. In advanced economies, fiscal
multipliers2 are particularly high for public investment:

Strongest impact on activity for public
investment stimulus
More limited effect on activity for income
stimulus (public wages, social benefits) due to the
adjustment of the saving rate

1. Les notes du Conseil d’analyse économique, Pour une refonte du cadre budgétaire européen, Avril 2021
2. Abiad A., Furceri D., Topalova P., The Macroeconomic Effects of Public Investment: Evidence from Advanced Economies, IMF Working Paper, May 2015.
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debt at this high level over the next decade; this would be a dangerous strate
given the risk of a new exogenous economic crisis or an interest rate shock.
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3. The American Crisis (circa 1776)
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In conclusion, the Covid crisis has completely warranted
a very supportive fiscal policy. But the gradual exit from
this crisis should be a crucial opportunity for us Europeans to respond to one core question: how to maintain
the right use of the fiscal tool while ensuring the sustainability of our debt, in order to be able to finance our
common social model for coming generations. Accommodative monetary policy obviously helps, but it cannot be taken for granted eternally. To draw an analogy
from the sphere of climate change, we should avoid a
«tragedy on the horizon». Thomas Paine, an English-born
political philosopher and citizen of the world, once said:
“If there must be trouble, let it be in my day that my child
may have peace.3” This is exactly what we should aim at
in the next decade. Thank you for your attention.

MAIREAD MCGUINNESS

Mairead McGuinness

Commissioner for Financial services, Financial Stability
and Capital Markets Union, European Commission

Keynote speech

Introduction
Ladies and gentlemen,
Thank you for the invitation to speak to Eurofi today
on two of the Commission’s flagship projects: the
Banking Union and the Capital Markets Union.
You could be forgiven for asking if yet another speech
on the completing the Banking Union and advancing
the Capital Markets Union will make a difference. And
certainly I’ve made a number of speeches on these
topics in six months in the job! These two projects are
very different, yet they have one big thing in common:
matching ambitious goals with tangible progress. We
want to show that Europe can deliver.
The current political climate is tense: COVID-19,
restrictions on social interactions, frustration with
delays in vaccination. We risk fatigue and an erosion
of trust. But as much as a crisis is a problem, it can
present an opportunity.
A big crisis needs a bold response.
A crisis is a chance to reinvigorate old possibilities and
take up new ones. We can show that Europe brings
results.
It is a time to be audacious, in finance as well.
At the Euro Summit in December, Eurozone leaders
gave renewed political backing to the Banking Union
and the Capital Markets Union. In June, the Euro
Summit needs to translate that into concrete action.
Banking Union
As you will recall, the Eurozone debt crisis
demonstrated very clearly that Euro-area national
banking sectors were too closely linked with national
governments.
Fragile banks and bank bailouts can impact national
finances. In turn, if governments have high debt levels,
the exposure of banks to sovereign bonds becomes
riskier. And fragile banks lend less, which slows down
economic activity and reduces government revenue.
That’s the doom-loop that we saw in the Eurozone
debt crisis.
The Banking Union aims to break this vicious cycle.
It’s about ensuring greater financial stability and
strengthening the single currency by integrating the

euro-area banking system more deeply. It is an essential
part of a genuine Economic and Monetary Union.
Since starting work on the Banking Union, we
managed to establish a Single Supervisory Mechanism
and a Single Resolution Mechanism – the first two
pillars. But we didn’t get any further. Unfortunately,
we stopped half way through. Difficult but necessary
decisions and compromises became ever harder to
make as memories of the crisis faded.
Right now, we have reached a new crisis. But banks
have proved resilient, thanks in no small part to our
post-crisis reforms. Despite the economic shock
resulting from COVID-19, we have – so far – avoided
a financial shock. But this crisis is a reminder that our
work is incomplete.
We are still missing the third pillar of the Banking
Union, a European Deposit Insurance Scheme and a
solution for liquidity in resolution.
A common European deposit insurance scheme would
increase financial stability and depositor confidence
by pooling funds at the European level. It would also
reduce the vulnerability of national deposit guarantee
schemes to local shocks. Our ambition has not
changed.
The Commission continues to believe that the Banking
Union will only be complete when EDIS is in place and
that in the end we will need a set-up involving loss
mutualisation. Work on a hybrid model is a first step.
On liquidity in resolution, we need to make progress
on a robust public mechanism, as exists in other
jurisdictions.
In June, the Eurozone leaders will meet to translate
their December commitments into action. Now I don’t
underestimate the challenges that we face. We will not
agree on everything in June. But we need to set things
in motion.
We need a comprehensive plan with enough political
consensus so we can make progress on the individual
pieces of the puzzle afterwards. I hope we will have the
courage to do that.
The global financial crisis started almost 15 years ago.
It’s time we complete the post-crisis reforms, put that
era behind us, and focus on the challenges of the postCOVID world.
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Capital Markets Union
The EU’s top priority is to overcome the pandemic
and the resulting economic crisis. The Capital Markets
Union can contribute to the recovery by providing
deep, liquid, integrated capital markets. COVID-19 has
exposed weaknesses in the EU economy. We’ve seen
that we need to widen access to alternative sources of
funding for our companies, beyond bank loans. Efforts
towards a genuine single market for capital are not
new.
They started with the Treaty of Rome more than sixty
years ago. The Treaty set out a vision for the common
market, based on the principle of four freedoms of
movement: for goods, people, services – and for capital.
We renewed that commitment to a genuine single
market for capital in Europe in 2015 with our first CMU
Action Plan.
In the Commission we’ve completed all the actions
announced in that plan. But we’re not finished yet.
Progress has been especially slow in areas governed
largely by national laws, such as non-bank insolvency
and company law. Wide divergence in these areas
gets in the way of cross-border investment. Making
progress will not be easy. But large, integrated capital
markets are essential to deliver our key economic policy
objectives.
The benefits are not limited to financial market
participants. The CMU is closely linked to:
•

the post-COVID recovery,

•

an inclusive and resilient economy;

•

the twin transitions towards a more digital and
sustainable Europe; and

•

Europe’s global competitiveness and open strategic
autonomy.

The new CMU Action Plan adopted last autumn aims
to help us overcome the remaining barriers. And it has
three core aims:
Making funding more accessible to European
companies and supporting more long-term equity
financing;
•

Making the EU an even safer place for individuals to
save and invest long-term; and

•

Integrating national capital markets into a genuine
single market, ensuring that access to financing is
not limited by national borders.

To that end, in the coming months we will review the
Solvency II framework to facilitate long-term and equity
investments by insurers.
We’ll propose a Single Access Point to provide investors
with seamless access to company information across
the EU. We’ll review the framework of European
long term investments to enable retail investor
participation and encourage investment in digital and
green projects. And we’ll propose the long-awaited
consolidated tape.
In parallel, we are doing the spadework on structural
issues like non-bank insolvency and cross-border
taxation procedures.
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They are politically sensitive areas – but will be key for
making progress in the medium to long term.
I’m glad that everyone agrees about the political
objectives of the CMU. I’m hopeful that means we can
reach swift agreement when the legislative proposals
are published.
The new measures will require strong political
commitment from all involved, during negotiations
and when it comes to putting measures into force.
We need support from everyone to make sure that
proposals bring tangible results towards deeper
capital markets to increase the EU’s financial firepower.
Closing
We should make progress on both the Banking Union
and the Capital Markets Union, at the same time. Of
course, they are different: the Capital Markets Union
does not need public risk sharing, it does not need an
institutional overhaul and it is an incremental project
without a single vision of the end point. But these two
projects can reinforce each other.
The Banking Union addresses weaknesses in the
banking system. Meanwhile, the Capital Markets
Union will reduce the reliance of the EU economy on
bank funding. The Banking Union aims to increase
the resilience of our banks. That will in turn support
the development of EU capital markets, as banks are
big players on financial markets, providing services
to both issuers and investors. A well-capitalised
banking system is more likely to support the smooth
functioning of capital markets in times of crisis, for
example by avoiding fire sales of assets or extreme
price movements.
The CMU will strengthen the resilience of the banking
sector, by increasing private sector risk-sharing across
the EU, through cross-border holdings of financial
assets. That will allow for greater shock absorption by
markets in times of crisis.
In short, the Capital Markets Union and the Banking
Union complement each other.
I am determined to make decisive progress on both in
the coming months. The financial sector underpins the
real economy.
So this work is important not only for financial market
participants but also for citizens and businesses in the
wider economy.
Keeping credit flowing to households and companies,
making more financing options available for start-ups,
giving people more options to save and invest for their
future.
Integrated capital markets and a strong banking
sector will help us recover from the current crisis and
facilitate the transition towards a greener, more digital
economy.
I look forward to working together to finally deliver on
our ambitious promises.
Thank you.

VALDIS DOMBROVSKIS

Valdis Dombrovskis
Executive Vice President, An Economy that Works
for People, European Commission

Implementation of the EU Next Generation
package, what next?
Ladies and gentlemen,
First of all, thank you for inviting me to speak to you at
Eurofi’s seminar today. I hope next time we can meet in
person.
When I addressed the Eurofi conference last September,
I introduced the Next Generation EU recovery package
and its main funding instrument, the Recovery and
Resilience Facility.
Although we still face a great deal of uncertainty and
risk, the economic outlook now looks more optimistic
– with a few caveats, of course. A lot will depend on the
evolution of the pandemic and progress in national
vaccination campaigns. This should allow containment
measures to ease gradually over the coming weeks and
months. We can expect a recovery to take hold during
the second half of this year.
Both the EU and euro area should return to their prepandemic output levels in mid-2022. However, the
recovery is going to be uneven across EU countries.
Europe has demonstrated strong solidarity through this
crisis. We managed to coordinate quickly and decisively
across 27 Member States with emergency measures to
keep economies and societies going. This is about many
livelihoods saved, jobs protected, businesses kept afloat,
both large and small.
Europe is now coming out of this crisis. And its
impact would have been much worse without the
unprecedented efforts made by the EU’s institutions and
Member States.
National fiscal measures, together with automatic
stabilisers, amounted to some 7% of GDP in 2020.
Liquidity support, mostly in the form of guarantees,
added up to some 19% of GDP. This was facilitated by
activating the general escape clause of the Stability and
Growth Pact early on, and applying the full flexibility of
state aid rules.

Altogether, support measures are estimated to have
cushioned the GDP contraction in 2020 by around 4.5
percentage points.
It is clear that we need to continue supporting the
economy both this year and next – and not withdraw
support prematurely. Support measures should
continue for as long as needed. They must remain
temporary, targeted and agile: to avoid creating a
permanent burden on public finances.
The decision on whether or not to keep the general
escape clause activated will depend on the overall state
of the economy. And it will be based on quantitative
criteria - in particular, economic output reaching its precrisis level.
Our current forecast points to the clause staying active
in 2022 and no longer in 2023. A final decision will
be taken in the European Semester spring package.
The post-pandemic world will probably bring new
vulnerabilities, such as greater structural inequalities
and higher debt burdens.
Latest data from the European Central Bank shows that
banks’ ratio of non-performing loans is continuing to
fall, despite the crisis. For the last quarter of 2020, the
NPL ratio fell to 2.63%.
Still, we will need to watch out for increased risks of
insolvencies and their fall-out in terms of unemployment
and non-performing loans. And we will need to make
sure that financing of the economy can continue. For
that, we need deep and integrated capital markets. And
we need strong and solid banks to provide financing to
household and companies. This is why we want to make
good on completing the Banking Union and advance
towards completion of the Capital Markets Union. This
includes making the most of digitalisation to boost our
economy.

In addition, the powerful European Investment Bank
instruments - including the Pan European Guarantee
Fund – have provided sizeable support, particularly for
smaller businesses.

Yesterday, the European Central Bank published a
report on the outcome of its public consultation for a
digital euro. It shows a clear desire by respondents –
people, businesses and payment industry professionals
- for integrating a digital euro into existing banking
and payment systems. They saw privacy as its most
important feature, along with security and useability
throughout the euro area.

The SURE short-term work scheme has helped to
support millions of workers and companies.

A digital euro can only be successful if it meets the
needs and expectations of those who are going to use it.
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Ladies and gentlemen,
On fiscal policy, we know that this support cannot stay
in place forever. When the time is right, Member States
will need to refocus their budgets towards achieving
prudent fiscal positions in the medium term.
Once the recovery takes hold, we will relaunch the
debate on the future of our economic governance,
when we can reflect on these developments, and take
our experiences from the COVID crisis into account. As I
understand, in the previous panel, you were discussing
this topic.
Building political consensus for this will be crucial. A
fiscal framework can only be effective if there is strong
political commitment to adhere to it.
I see two main areas where we will need to reflect:
•

how to make sure the rules bring about sustainable
fiscal positions in all EU countries;

•

how to simplify what has become a complex
framework.

I know that this is not going to be an easy discussion
– there are many longstanding views and differences.
For now though, the immediate priority is to tackle the
pandemic and its socio-economic fallout.
Once health risks reduce and we move properly into a
post-crisis phase, countries will be able to move from
short-term emergency support into more targeted
measures promoting a resilient and sustainable
recovery.
I see this next phase, when it happens, as a dual
opportunity.
•

to stage a lasting and inclusive recovery;

•

to make our economies stronger and more resilient
for the future, making the most of the possibilities
offered by the green and digital transitions.

Both are areas of high potential growth and will be vital
for the recovery. This is a unique chance to reduce social
divergences and modernise in a green and inclusive
recovery.
The Next Generation EU recovery package worth €750
billion gives us a powerful tool to make this happen.
In the longer term, it will allow EU countries to:
•

address long-standing challenges;

•

better position for the green and digital transitions;

•

increase growth and jobs through investment;

•

and invest in people.

This brings me to the Recovery and Resilience Facility, or
RRF: the centerpiece of our recovery package.
Putting it into proper effect should provide a strong
impulse to the economy, especially if the funds are
well spent and accompanied by effective reforms. We
estimate that real GDP in the EU will be boosted by up to
2% over the RRF years.
This is why the Commission is engaging intensively with
national authorities to make sure that their recovery
and resilience plans are of high quality and submitted as
soon as possible.
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The plans should contain a high level of ambition, with
the right balance between investments and reforms.
They need to address at least a significant subset of
challenges in the country-specific recommendations
within the European Semester.
So, they must have a long-lasting impact, not just bring
about a short-lived surge in GDP growth. They must
support our growth potential for years to come. So, the
RRF funding needs to be wisely spent.
We have received information from the vast majority of
countries about what they intend to include. And many
Member States will be submitting their plans by the end
of the month.
For the months ahead, our watchword will be
implementation: making the best use of the RRF’s
substantial funding to help each country’s long-term
recovery.
While it will be central governments that will receive
the funding, the recovery will only succeed if an entire
country takes responsibility for putting a national plan
into full and proper effect.
That means strong regional and local ownership,
together with support from social partners and civil
society. The Commission encourages their involvement
at every stage of the process.
We have achieved a great deal in a short time – and it is
absolutely crucial to get these plans right, with the right
reforms and the right investments.
We chose the name NextGenerationEU for a good
reason.
It reflects the fact that our recovery plan is not only
about getting through the crisis but also about the
future of young people.
We need a recovery that provides many things to
people.
It must provide quality jobs and decent incomes.
It must allow us to make the most of opportunities
offered by the green and digital transitions. And it must
leave nobody behind.
Ladies and gentlemen,
I would like to conclude by thanking Eurofi and its
members for their constant support throughout this
extremely difficult time.
It has been essential to provide the real economy with
adequate funding and to shore up the resilience of the
financial sector.
Together, we have achieved this - and, I hope, got
through the worst of this crisis.
And I know that we can also rely on your support as we
enter the next phase. Thank you.

SIR JON CUNLIFFE

Sir Jon Cunliffe

Deputy Governor, Financial Stability, Bank of England
and Chair of the CPMI

Concluding remarks

Thank you very much, David. Thank you for inviting me
to speak today. I certainly hope I will be able to attend
Eurofi in person physically soon. I will say a word about
Brexit but it will just be a word.
I wanted to talk this evening about three particular
questions. The first one is: what have we learned about
cooperation and fragmentation in the financial system
over the stresses of the last year? The second question
is: what lessons might other non-financial sectors
draw from the post-financial crisis performance of
financial regulators and supervisors who have been
implementing it over the last 10 years? The third
question is: what might be the impact on the financial
sector of some of the fragmentation dynamics which
have been generated by the Covid crisis?
Looking first at the financial system under Covid, my
high-level conclusion is that where we have put in
place robust global frameworks the financial system
has, so far, proved resilient to an extreme tail event.
What I have in mind here is primarily the banking
system that was at the epicentre of the financial
crisis 10 years ago. Internationally agreed standards
for capital and liquidity have enabled the banking
system to meet the initial surge of borrowing as the
implications of the pandemic became clear a year
ago, then to maintain lending - supported in most
jurisdictions by government schemes - and finally also
to weather the prospect of material losses as a result
of the economic impact of the pandemic.
We are not out of the woods yet. Huge fiscal support
to corporates and households in many countries has
meant that the losses from the crisis have not yet
crystallised. We will only really see the true extent as
the pandemic recedes, as public support is withdrawn
and as the scale of the economic damage is revealed.
There are longer-term questions about the usability
of capital and liquidity buffers in the recovery and
perhaps the biggest test may yet be to come. However,
solvency itself has not been a worry. 10 years ago the
very prospect of losses from an economic hit of this
magnitude would have meant failing banks and a
financial crisis. By contrast, as a result of the post-crisis
reforms, confidence in the core banking system has
been maintained.
The same, unfortunately, is less true of non-bank
finance where the prospect of economic damage
from the pandemic led in March to a dash for cash

that disrupted core financial markets and tightened
financial conditions at exactly the wrong time. It
required massive intervention by central banks to
restore order and to stabilise non-bank finance. It is
of course to be expected that the sudden arrival of a
pandemic will cause financial sector stress and a very
sharp adjustment in financial markets.
However, there also appears to have been a number
of factors that amplified that stress and created a selfreinforcing liquidity crisis that could only be stopped
by central bank intervention. With one notable
exception, namely the run-on money market funds,
these dynamics were quite different from those that
we saw in the financial crisis 10 years ago. This may
have been the result of reinforcing the resilience of
some core parts of the system, wholesale banking
and central clearing, for example, perhaps without
sufficient attention to the resilience of the non-bank
entities that interact with the core. The international
regulatory community, through the Financial Stability
Board and the standard-setting bodies, now have
a major programme and will work hand-in-hand to
investigate those dynamics and vulnerabilities and to
develop policy responses where justified.
That brings me to another very important takeaway
from the very real stress test that the financial system
has experienced over the past year: the way in which
the machinery for international regulatory cooperation
has functioned. Strengthening this machinery with the
creation of the FSB was one of the key reforms of the
global financial crisis. Over the past year the FSB and
the standard-setting bodies have worked extensively
and effectively to assess risk, share experience and
coordinate action. Individual jurisdictions, of course,
have tailored their regulatory actions in the fact of
the pandemic to meet individual circumstances, but
there has been broad agreement of consistency in
the approach to temporary regulatory flexibility and
forbearance. That has been underpinned throughout
by the principles agreed at the beginning of the
crisis by the FSB to enable a coordinated response
while minimising the risk of market or regulatory
fragmentation.
Unlike many of the structures for international
cooperation and coordination in other sectors,
structures that have been weakened in recent years,
in the financial sector the machinery put in place 10
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years ago has so far responded well to its first major
stress. However, again, we have not come to the end
of the story. One important next test will be whether
we can come to an agreement internationally on how
- and how far - to reinforce the resilience of non-bank
finance and whether we can implement any changes.
That brings me to my second question: is there
anything that other, non-financial, sectors could learn
from the experience of the financial system over the
past year? I should stress here that I am not claiming
some higher wisdom or nobler purpose on the part
of financial sector regulators and central bankers. The
reforms have made the financial sector more robust
and have enabled the authorities to work together
with the result of a searing global and financial
economic crisis that may have done longer lasting
damage to the world economy than Covid is likely to
do. It is rather that lessons learned very painfully in
one area may offer some pointers to those dealing
with similar issues in other areas. The overarching
lesson is that, 10 years ago, we came through crisis to
what appears to be a similar fork in the road. Financial
globalisation had been one of the drivers of growth
in the global economy and the lifting of hundreds
of millions out of poverty but it also contributed to
a series of crises, first regional and finally global,
amplifying adverse risks and shocks and transmitting
them between jurisdictions.
The choice, put very starkly, was between
fragmentation - putting up barriers to cross-border
flows of capital and financial services generally with
all costs in terms of reduced risk sharing and lost
efficiency that brings - and governance - putting
those global flows onto a safer, more resilient, more
managed and internationally agreed and trusted
footing. The consensus was in very large part for the
governance approach. The international regulatory
community, with powerful political support from
the G20, launched an unprecedented programme
overseen by a new institution to put in place the
necessary international standards and cooperation
mechanisms. Some have portrayed this as a way of
resolving the tension between the economic benefits
of financial globalisation on the one hand and the
danger of that globalisation posed for individual
jurisdictions through the importing of risks to their
financial stability on the other hand. That logic was
certainly one of the drivers of what I have called the
international governance approach. However, it is only
part of the picture. An equally important point was
the recognition that financial globalisation enabled
risk sharing between jurisdictions. Put another way,
global flows of capital and financial services mean
not only that one jurisdiction may be importing risks
from elsewhere. It also means that a jurisdiction
can diversify its risks among others. Although there
were occasions when openness transmitted shocks,
sometimes the transmission of shocks actually helped
to diminish stress and avoid crises. These were in fact
two faces of the same coin.
In turn, the assessment of whether it is better to
restrict the import of risk from elsewhere or to
maximise the ability to diversify one’s own risk turns
essentially on the confidence that one can have in
others. The governance approach is intended to create
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the high standards and the machinery to provide that
confidence. The current pandemic has generated
very similar questions about the resilience of risk
in the context of global supply chains, particularly –
though not exclusively – in health-related areas. The
empirical and theoretical evidence suggests that the
global value chains are associated with better average
economic performance. The evidence does not,
however, suggest that that is necessarily associated
with a greater degree of economic volatility. Risk
diversification may be one of the reasons for this
finding. As has been observed, “putting all your eggs
in one basket does not diversify risk, even if the basket
is at home”.
As these familiar questions of local versus global are
considered in the aftermath of the pandemic, I would
single out three particular pointers on what in the
financial sector has worked in the global governance
approach. First, the importance of structures that are
not political in themselves but have political legitimacy.
These need to recognise both that their role is not to
supplant domestic legislatures and that the common
approach needs to have the flexibility to reflect
domestic heterogeneity. The FSB, reporting to the G20
and working with technical standard setters has, by
and large, achieved this balance.
The second pointer is the value of stress-testing
which has become standard in financial regulation
as a way of assessing and of providing confidence
about the resilience of cross-border supply chains in
sensitive areas in which jurisdictions want to ensure
supply beyond consideration of economic gain or cost.
International cooperation in identifying critical sectors
and stress-testing them to key risks and transmission
channels can build confidence, and it helps to resolve
the buffer versus resilience a point that I mentioned
earlier.
The third pointer is the importance of data and
transparency in building resilience and in assessing
risks. The financial reforms were underpinned by
substantial efforts to improve data availability and
sharing, to improve our understanding of the risks and
the resilience in the global financial system. This has
actually been one of the hardest elements of the postcrisis reform programme to implement fully, and there
surely remain gaps - as the experience in March a year
ago and this March illustrate. However, the experience
of the past year has also shown that we are now in
a much better position to assess and manage risks
than we were 10 years ago. I suspect that better, more
timely and more granular data on critical global supply
chains might be a very important element of building a
governance approach.
Finally, I want to look very briefly at the question
from the other direction. The pandemic has inevitably
focussed governments on the protection of their
own citizens, on risks that can be transmitted across
borders and on dependence on overseas supply. Will
this have an impact on the approach taken towards
the international flow of capital and financial services?
There is no obvious, direct reason why it should do
so. The dash for cash last spring, it is true, highlighted
again the interconnectedness of financial markets
across jurisdictions and it also highlighted some of
the risks facing emerging markets in particular in the
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management of capital flows. But the response in the
international community, as I have suggested earlier,
has been an increased and cooperative effort to tackle
some of the vulnerabilities that were revealed rather
than any immediate push towards localisation.
The financial system does not, however, exist
in a vacuum. Its governance domestically and
internationally can be affected by prevailing political
winds. A greater emphasis on strategic autonomy
in the political discourse, a shift in the perceived
balance of risks and rewards between localisation and
international supply may in turn spill over and affect
the commitment to the governance approach to the
international financial system that I identified earlier.
And in Europe, of course, the aftermath of Brexit may
well add to such dynamics.
It is by no means certain that such a spill over will
occur. The commitment following the financial crisis
10 years ago to the governance approach was not,
as I have said, much affected in recent years by the
weakening of international cooperation in other areas.
But it does perhaps put a premium on showing that
we can, using the structures that we put in place 10
years ago, tackle the vulnerabilities that we have
identified in the financial system last spring. It perhaps
also underlines the needs for the international
regulatory community to continue to maintain cool
heads and cool judgements. Thank you very much.
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Towards the digital future

The COVID-19 pandemic has had an immensely
disruptive impact on our daily lives and on our
European economies. It is now common to say that
the pandemic has made digitalisation more important.
European firms agree on the importance of the digital
when we ask them about their investment needs. This
pandemic has been an eye-opener for all of us, when it
comes to innovation and digitalisation.
According to our latest EIB investment survey (EIBIS),
many firms say not only that the pandemic will make
digitalisation ever more important, but that it will
also affect their supply chains and the products and
services they offer. Firms need to step up investment
to adapt to this fast-changing reality. However, firms
are also telling us that they will invest less than initially
planned. That is not surprising. The crisis has left many
firms with severe balance sheet issues, in particular
smaller firms and those active in the sectors most
affected by the crisis.
As a consequence, many firms face a tradeoff between short-term viability and long-term
competitiveness. They can either try to reduce the
threat of insolvency by deleveraging now, or they can
invest in their longer-term competitiveness at the
risk of becoming insolvent before these investments
pay off. For many, the answer to this dilemma is,
understandably, to prioritise short-term viability.
However, not investing in the future can expose them
to disruption.
Still, a weak recovery in corporate investment could
not come at a worse time. Even before this crisis,
we were not doing enough to meet the significant
challenges we are facing, notably on climate and on
digitalisation. Europe is not generating the biggest
players in digital. Today, several Chinese companies
are emerging as important players in the digital
sectors alongside US companies. The EU has global
leaders in the automotive sector but has fewer firms
in the fast growing digital and technological sectors.
This may explain the gap between the EU and the
US in creating new, leading global R&D companies,
especially in the digital sector, where economies of
scale and winner-take-all dynamics dominate.
It is not only the top players that are missing.
European firms are lagging in digitalisation more
generally. By 2020, 37% of European firms had still not
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adopted any of the new wave of digital technologies,
compared to 27% in the US. Encouragingly, the
proportion of digital firms in the EU grew by nearly five
percentage points over the 2019 period, but the US
saw a comparable increase.
There is a divide between the US and the EU. But
there is also a risk of polarisation within Europe
too. We find that large firms tend to digitalise more
quickly. The side effect is particularly pronounced
among manufacturing firms: only 30% of EU firms
with fewer than 10 employees adopted recent digital
technologies, whereas this share increases to 80% for
firms with more than 250 employees. The fact that EU
firms are smaller on average than those in the US is
likely to be a major disadvantage when fast-tracking
the adoption of digital technologies.
It is not merely the corporate sector where change
is not happening quickly enough. The European
Investment Bank’s survey of municipalities highlights
that infrastructure gaps remain prevalent in the
EU, especially for digitalisation and climate change.
More than one in two municipalities considered their
infrastructure investment inadequate. This is likely to
have long-lasting effects. We observed that the share
of firms that are digitally advanced rises in countries
with the largest share of municipalities that have
better digital credentials.
In a word, the lag in digitalisation is worrisome. We
all have seen that technology adoption could partly
shield the economy from the impact of the pandemic.
Having digital technologies in place that allow us to
work remotely has been a prerequisite for business
continuity, also for us at the European Investment
Bank. What is more, digitalisation promises to be a
game-changer for productivity. If firms invest less
in the coming years, it would be a disaster. It would
mean a further drain on Europe’s competitiveness
and a setback in our ambition to close the digital gap
vis-à-vis the US and other global players at a critical
moment in time.
There are many fears around digitalisation, and
particularly automation and the impact it might
have on our societies. Indeed, the ongoing digital
transformation is ushering in profound changes in
EU labour markets. So far, digitalisation has had a
positive impact on employment. Digital technologies
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are changing the content of jobs, but they have not
so far led to job destruction, on balance. The available
evidence does not corroborate fears of the end of
work ushered in by digital technologies. Digitalisation
has supported the creation of new employment in
many firms directly by creating new jobs like data
analysts or software developers and, indirectly, by
raising productivity, reducing prices and stimulating
demand. What is more, digital companies have been
able to pay their employees higher wages than their
non-digital peers.
However, we know job creation goes hand in hand
with creative destruction, putting pressure on routine
jobs which have little complexity. Recent advances
in digital technologies have tended to benefit highskilled workers and those in less routine occupations.
Investments need to focus on people, if the digital
transition is to be successful. A lack of appropriate
skills limits the ability of individuals to respond to
economic evolution and a changing job market.
Reforms to adult-learning systems and broader
participation is needed to deal with the risks of a
growing gap in worker skills and further labourmarkets polarisation.
Digitalisation is also having a tremendous effect
on innovation. Just take the example of artificial
intelligence, or AI. Before the COVID-19 pandemic,
healthcare professionals were already driving up
the adoption of AI technologies. The pandemic
has accelerated this trend tremendously. Real-time
contact-tracing apps are just one example of the
many AI applications used to monitor the spread of
the virus and to reinforce the public health response
to it. AI and advanced robotics are also key for the
development and manufacturing of vaccines against
COVID-19. European biotech companies relying on AI
have been strong partners in the global race to deliver
a COVID-19 vaccine.
Digitalisation is important not only for the current
health crisis. When thinking about the climate crisis,
our innovation potential is crucial. This is a defining
moment in our fight against climate change and
environmental degradation. Investment in new
technology is key, so we need to see the link between
innovation, climate and development. If we want to
maintain the global temperature increase below 1.5
degrees, we need a massive drop in greenhouse-gas
emissions. It should be clear that this is not possible
with our current technologies.
Luckily, Europe leads the way on green innovation
and on combining the potential of green and digital
technologies, despite its lag in digital innovation and
adoption. At the intersection of digital and green
domains, Europe has 76% more patents than the
US, and four times as many as China has. If we build
on that lead, not only do we have a chance against
climate change, but we may also boost the global
competitiveness of the European economy in the
decades to come.

particular green investments. Given that the lifespan
of factories, housing or power plants that we are
building today stretches far beyond the 2050 target,
it is important that investment in cleaner technology
should take place today.
As the EU bank, we are already making a clear
contribution to foster digitalisation. Over the past
four years, the European Investment Bank has already
invested over €10 billion, helping to provide 70 million
households with high-speed internet. In addition, the
Bank has just disbursed €150 million for AI projects in
the EU, and much more is in the pipeline.
However, digital security is just as important as highperformance infrastructure, if Europe is to remain
at the forefront of economic and technological
developments. Increasingly frequent and successful
cyberattacks over the past few years show just how
crucial it is to invest in the security of networks and
digital services. That is why the EU bank is supporting
start-ups such as the Swedish company Clavister,
whose range of security technology includes network
protection for water and electricity providers – one of
the very vulnerable parts of our set-up.
Europe needs to wake up to the potential of digital
technologies. Our survey results suggest that the
adoption of digital technologies can boost firm
performance in terms of productivity, investment
and innovation. At the same time, policymakers
will need to pay attention to some of the social and
market impacts of further digitalisation. These include
a hollowing-out tendency of mid-level jobs, jobpolarisation, risks of too-high market concentration
and some cybersecurity threats. This issue needs
to be addressed: whether Europe leads the digital
transformation or just follows it.
The EU could prioritise helping firms reap performance
benefits and competing successfully on the global
stage. This might seem familiar to all of you, but it
needs to be repeated again and again: we need to
press ahead and accelerate the completion of the
digital single market. This would allow many great
European companies to reach the size where they
stand a chance of competing with leading players
from the US and elsewhere. We also need to accelerate
the implementation of high-performance digital
infrastructure, including 5G networks. This will make
so much more innovation possible in new goods and
services.
To be at the frontier of digital innovation, we need to
have to have the digital infrastructure of the future,
not of the past.

While the EU’s position is encouraging, other countries
threaten to overtake it. If policymakers want the EU to
stay ahead in the development and uptake of digital
and green technologies, they have to address some of
the barriers that hold back innovation. So time is of the
essence. It is essential that investments do not stall, in
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Corporate sustainability disclosure
standards: The way forward

Environmental, social and governance (ESG), and
especially climate, is now one of the dominant themes
for global regulators and progress has accelerated at
an astonishingly rapid pace this year.
There is a growing consensus that, amongst other
things, climate change poses significant financial risks
and that urgent, coordinated action is required to
address them.
The EU’s green finance agenda is ambitious, multifaceted and increasingly sophisticated. But Europe
only accounts for about 8.4% of global carbon
emissions. It is evident that if climate considerations
are to be properly taken into account throughout
the investment chain, we will at the very least
need globally consistent corporate-level reporting
standards.
Although equivalence can be a technique to export
some EU financial sector standards internationally,
it cannot operate in the same way for non-financial
corporations for the simple reason that they are not
subject to the gamut of bank and market regulations
where equivalence normally sits. So global standards
have an inevitably vital role to play.
To advance this global consistency goal, the
International Organization of Securities Commissions
(IOSCO) has thrown its weight behind the proposal
made late last year by the IFRS Foundation to establish
a new global sustainability standard-setting board,
the Sustainability Standards Board (SSB), which would
fulfil a similar function to its existing International
Accounting Standards Board.

community and creating unnecessary burdens for
reporting companies.
The European Financial Advisory Group (EFRAG)
issued a paper in February 2021 setting out its own
recommendations for EU non-financial sustainability
reporting standards.
Parallels have been drawn with the well-known
divergence between IFRS accounting standards and
US Generally Accepted Accounting Principles (GAAP)
which, despite considerable effort, have never fully
converged. As in that case, differing climate and
broader sustainability reporting frameworks could
inhibit the ability of investors to compare disclosures,
thereby impairing their ability to allocate capital
efficiently across the global investment universe.
My main message today is to assure you that this
outcome can be avoided and to explain why I believe
this can be done.
To begin with, the IFRS Foundation’s proposal is now
central to IOSCO’s work in this area. And this goes back
to the fact that Europe only accounts for about 8.4% of
global carbon emissions. If we are to move the dial on
climate finance, it is essential that we establish globally
consistent corporate—or real economy—climate
reporting standards as a matter of extreme urgency to
deal with the remaining 91.6%. Failure to do so would
harm all of us, including the EU—no matter how good
its own proposals are.

The new board would create a comprehensive and
harmonised corporate-level reporting framework,
starting with climate, incorporating but also
developing the recommendations of the Task Force on
Climate-related Financial Disclosures (TCFD).

To start with the basics, we have recognised for
some time that further progress across the whole
spectrum of climate finance depends on more
reliable, consistent and comparable climate reporting
by corporates. Without this, financial sector firms,
including banks, insurers and asset managers, will not
have the information needed to assess climate risks
on their balance sheets or make credible disclosures to
end investors.

However, concerns are emerging in the EU that the
approach to climate reporting pursued by IOSCO and
the IFRS Foundation and the different approaches in
the EU could result in inconsistent or even conflicting
standards, leading to confusion amongst the investor

Good progress has been made under the TCFD
umbrella. But its status reports have highlighted
that the content of disclosures about the impact of
climate change on companies’ financial prospects and
strategies has been disappointing.

Note: This is the text of the speech as drafted, which may differ from the delivered version.
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On top of this, there are too many voluntary climate
reporting standards for companies to choose from.
And so greenwashing is also a major problem.
A major breakthrough
That is why the IOSCO Board decided to support the
IFRS Foundation proposals to set up the new global
sustainability standards board. Importantly, the IFRS
Foundation and IOSCO are also collaborating on this
project with the five major independent sustainability
standard setters1.
The IFRS Foundation is already responsible for global
accounting standards. Our objective is for the new
standards board to produce parallel sustainability
reporting standards, starting with climate.
There are five reasons why we see this project as a
major breakthrough.
First, content is critical. With IOSCO’s strong
encouragement, the five independent standard
setters have already published a prototype financial
disclosure standard which synthesises the TCFD
recommendations as well as their own disclosure
frameworks. As such, it provides a running start for the
rapid development of an IFRS standard.
The prototype is based on the idea that climate
reporting will sit alongside traditional financial
statements reporting, with both operating as essential
inputs for investors to determine enterprise value. The
concept of enterprise value is critical.
The IFRS Foundation has already established a working
group to evolve the prototype into the first corporate
climate reporting standard. This standard will provide
a global baseline, but it will be far from basic.
Second, good governance is assured. The new
standards will be developed within the tried and tested
IFRS standard-setting framework. IOSCO chairs the
IFRS Monitoring Board which looks after the public
interest dimension and will be closely involved in the
institutional set up of the new standards board.
Third, this approach promises a pathway to eventual
mandatory adoption. IOSCO has put together a
technical expert group chaired by the US Securities
and Exchange Commission and Monetary Authority of
Singapore to look at whether IOSCO can endorse the
developed prototype as the basis for a final reporting
standard. Endorsement of the final standard would
send a strong signal to IOSCO members to use it in
their jurisdictions.
Fourth, speed is essential. With the running start we
already have, the aim is to set up the SSB by November
2021 and for IOSCO to endorse the global climate
standard as early as possible in 2022.
Finally, a global standard for climate reporting should
be capable of being audited. For example, auditors
should be able to challenge companies on links
between climate reporting and conventional financial
reporting.

In short, these standards will be positioned for
adoption globally, will be scalable from the outset,
will incorporate the materiality principle and will
be adaptable across different economies and
geographies.
Enterprise value
The concept of enterprise value is central to the
prototype now being evaluated as the basis for an IFRS
reporting standard.
This is against the background of concerns from the
EU that this concept does not fit well with the “double
materiality” idea at the heart of the EU approach.
Enterprise value focuses on information which is
crucial for investors to assess the material financial
implications of climate change for a company. It is
about how climate and other sustainability issues
can erode a company’s worth, or how they present
opportunities which can create value.
It also reflects the dynamic nature of sustainabilityrelated issues which may become more or less
material over time as the business environment
changes and investors raise their expectations.
Clearly, this type of reporting is distinct from broader
sustainability reporting, the purpose of which is to
illuminate a company’s most significant impact on the
environment, people and the economy. But this does
not mean that the IFRS proposals are inconsistent with
double materiality. Far from it.
First, the five standard setters who drafted the
prototype have stated their belief that sustainability
reporting and sustainability-related financial disclosure
must be seen as interrelated reporting concepts, with
standard methodologies wherever appropriate.
Secondly, the prototype sets out a sophisticated
“building blocks” approach to a more comprehensive
corporate reporting system.
This starts with the information of most relevance
to those with a specific interest in understanding
enterprise value. It then scales up to include
information relevant to users with various objectives
who want to understand a company’s positive and
negative contributions to sustainable development.
With this approach, and the right level of ambition
and cooperation, there should be no significant
dislocations between the global and EU policies for
sustainability disclosures.
In reality, enterprise value and double materiality are
complementary concepts and will become even more
so as investors demand more information about the
material impact companies’ activities have on the
environment.
Compatibility
Current plans call for the new standards board to be
set up before the 26th UN Climate Change Conference
of the Parties and for a global climate standard

1. The Climate Disclosure Standards Board, Global Reporting Initiative, International Integrated Reporting Council, Sustainability Accounting Standards Board
and CDP (formerly the Carbon Disclosure Project).
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to be published in 2022 for wide adoption across
jurisdictions.
The timeline reflects the urgency of this work and that
speed is of the essence.
With the EFRAG proposals, the EU now also has
a roadmap for the scope and structure of future
sustainability reporting standards for companies. I was
pleased to see that one of EFRAG’s key conclusions is
that there is “significant merit in promoting mutually
reinforcing cooperation between EU standard-setting
efforts and other international initiatives”.
As I mentioned earlier, a concern is that the world will
be divided into two standards along the lines of IFRS
and GAAP. I believe this fate can be avoided and that
our different approaches are in fact compatible and
can work together.
As a practical matter, I will ensure that further
measures are taken immediately to more closely
connect IOSCO’s sustainability finance group—
extremely ably led by Erik Thedéen, Chair of Sweden’s
financial regulator—and the IFRS leadership with the
EU authorities, especially EFRAG.
In fact, IOSCO has proposed a multi-stakeholder
consultation committee to operate within the IFRS
Foundation structure; part of its job will be to promote
consistency and comparability with jurisdiction-specific
reporting standards.
Our collective responsibility
In conclusion, I would also like to acknowledge that
there are still some serious technical challenges
to be overcome in the area of climate and broader
sustainability reporting, and we are far better off
working on these together.
I have mentioned the fairly disappointing status
reports published by TCFD. It should be our collective
responsibility to cure these shortfalls through the
evolved standards we are now all pursuing.
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This will require far greater understanding around the
content of scenario analysis, which lies at the heart of
reporting on transition and physical climate risks, and
should include collaboration with our central banking
colleagues in the Network for Greening the Financial
System who have been working on scenarios as an
aspect of the prudential supervision of banks and
insurers.
We also need to do far more in the area of data and
metrics relevant to different business sectors and
activities. And investors are now asking for specific
disclosures to judge the credibility of a company’s
commitment to net-zero targets.
This just scratches the surface. All of this will require
close international cooperation, to which IOSCO, the
IFRS Foundation, EFRAG, the EU Commission and
the EU’s own International Platform on Sustainable
Finance are all well placed to contribute.
Thank you.
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Introductory remarks on global ESG
standards
Hello. I am happy to be with all of you virtually to share
my thoughts with you around ESG global metrics and
the need for convergence. We have seen an exponential
growth of the ESG market, with extensive research from
our own research team and from others, indicating
that you are not giving up returns when you subscribe
to ESG behaviour. Research has found that companies
that apply ESG – and I mean that broadly – are more
profitable, less risky, have lower client attrition and
have higher employee and customer satisfaction.
Their profitability also seems to consistently be better.
I would add that of the $100 trillion of assets that are
professionally managed globally today, about 40% of
those have some ESG quality.
There is an increasing expectation for companies to
integrate ESG considerations and impact into their
core purpose, strategy and operations. This is being
driven by three big dynamics. One is the widespread
understanding and agreement that there are large,
systematic global issues that we must address urgently.
Two: the growing belief, which we certainly share,
that corporations have a role and a responsibility to
address these issues, often referred to as stakeholder
capitalism. Three: an increased understanding that
companies that manage ESG well will perform better,
prompting investors to shift their money to those ESG
leaders. However, we need to make sure that we have a
common language across the globe on ESG, that we can
measure these ESG characteristics and the long-term
value creation of business in a comparable way, and
that we all talk about the same things using the same
nomenclature.
That is why we are closely involved in the work on
universal disclosure metrics that the World Economic
Forum, along with the Big Four accounting firms, and in
collaboration with all stakeholders, are leading to help
drive a convergence among global non-financial ESG
reporting standards. The International Business Council
of the WEF, the IBC, chaired by our CEO, Brian Moynihan,
has issued stakeholder capitalism metrics that provide a
very useful contribution to this process. We are working
with dozens of global companies, asset owners and
asset managers, the standard-setters themselves, and
regulators in the US and elsewhere to help spur convergence towards a single global standard for ESG reporting. This is an important body of work. The Big Four
and IBC stakeholder capitalism metrics show that we
can draw from existing, well-known standards to create

a foundational set of existing metrics and disclosures
deemed most critical for sustainable value creation, and
with the purpose of demonstrating corporate leadership
in areas our stakeholders want to see.
We also support the work that the International
Financial Reporting Standards Foundation is doing to
consolidate and reduce fragmentation in sustainability
reporting standards. The work of the IBC has been
recognised by the IFRS and others as an important
contribution to the non-financial disclosure movement.
Having one global sustainable reporting standard
will allow comparison across companies, but will also
increase transparency. While the E is quite developed,
with the EU having written its taxonomy and other
jurisdictions following the same lead, the S and the G
are still in the making. It is critical that we should make
progress on these items, and with transparency that
will be the leading factor. Transparency is the key to
governance. Over time it will make clear that those who
govern effectively will succeed in the long run. That
effectively means looking at your value creation and
looking at how your business goals are aligned with the
SDGs.
If progress is to be made on ESG, we need a fullyfledged universal transparency reporting framework.
The EU is also in the process of introducing its own
sustainability reporting, but to address the challenge of
climate change we must reach ambitious international
solutions and an internationally accepted common
reporting framework, embedding non-financial and
financial considerations. That will lead to a better
allocation of capital. For any transparency framework to
work, effective principles of governance should be set
up to ensure companies are really integrating ESG into
their operations. Stewardship and accountability are key.
As one of the world’s largest financial institutions we
are committed to working to address some of society’s
most critical ESG challenges using our scale, innovation,
talent, and financial capabilities, but as you know,
climate change requires collective responsibility. Making
bold commitments to net zero requires actions and
honesty. Sustainability and ESG reporting is the way to
demonstrate actions. I am looking forward to hearing
more from this panel on the prospects for global and EU
ESG standards converging, and I believe the discussion
will show not only how much we need converging
standards, but also how big a challenge this really is.
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