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The Supervision of Banks in Europe:  

The Case for a Tailor-made Set-up 

Aerdt Houben, Iskander Schrijvers and Tim Willems*

Abstract

This paper investigates the institutional set-up of European banking supervision 
against the backdrop of the current structure of the European banking market. 
Point of departure is that, in order to avoid incentive problems and white spots, the 
institutional structure of supervision should reflect the structure of the market 
under supervision. Based on different data for the largest entities, the paper seeks to 
determine the prime orientation of European banks: is this national, regional, pan-
European or global? It is established that European banks are still primarily nation-
ally oriented, that the number of internationally oriented banks is small, and that 
global activities are almost as large as European ones. Moreover, these banks’ Euro-
pean activities are shown to be clustered, reflecting different regional orientations. 
In the absence of substantive pan-European banks, this differentiated market struc-
ture calls for a tailor-made approach to supervision in Europe. This suggests build-
ing forth on the model for consolidated supervision. 

*  De Nederlandsche Bank (dnb), Supervisory Strategy Department, p.o. Box 98, 1000 ab Amsterdam, The 
Netherlands. E-mail: a.c.f.j.houben@dnb.nl, i.p.schrijvers@dnb.nl, tim.willems@hotmail.com. We thank Jack 
Bekooij for excellent research assistance. All customary disclaimers apply. 
This is a post-peer-review, pre-copyedit version of an article published in the Journal of Banking Regulation  
(JBR 9:4, Oct. 2008), available at: http://www.palgrave-journals.com/jbr/index.html.
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1  Introduction

European integration and broader globalisation have spurred cross-border mergers 
and acquisitions (m&as) in virtually all economic sectors. Until recently this process 
was less prominent in the banking sector (Bini Smaghi 2007 and ecb 2005-07).1 
However, both the number and value of European cross border m&as in the financial 
sector have been on the rise of late, reflecting European banks’ strategic pursuit of 
diversification benefits and economies of scale and scope.2 Underlying factors have 
been liberalisation and deregulation, as well as progress in information technology. 
This development has fuelled a discussion on whether the current institutional 
set-up of prudential supervision in Europe is still suited to deal with the emerging 
economic reality of large cross-border exposures, especially in the banking sector. In 
this context, some have even clamoured for the introduction of a centralised, pan-
European supervision of banks. 
	 To promote the solidity of individual financial institutions, and therewith of 
economy-wide financial stability, while minimising any ensuing distortions, the 
supervisory set-up needs to be both effective and efficient. In a cross-border context, 
this requires harmonised supervisory standards, adequate decision-making power, 
balanced incentives, limited supervisory layers and reliable insights into the specific 
circumstances of institutions under supervision. Clearly, in a tightly integrated 
banking sector, as may be expected in Europe in the long run, this implies an 
integrated, centralised form of supervision. But the key question is: does the current 
structure of the European banking sector already call for a centralised supranational 
European supervisory authority? Or would a pan-European approach likely reduce 
the efficacy and efficiency of supervision? Is there an intermediate, tailor-made 
set-up? 
	 The question what supervisory model corresponds best with the current structure 
of the European banking landscape is central to this paper. To address this question, 
section 2 discusses the existing supervisory structure governing cross-border banking 
activities in Europe, together with its strengths and weaknesses. Three alternative 
approaches are presented in section 3, again along with their strengths and weaknesses. 
Section 4 then analyses the empirical features that characterise the European banking 
sector. This sets the stage for a discussion on the currently preferable supervisory 
structure for European banks in section 5, including remaining challenges. Section 6 
concludes. 
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2  The current European supervisory structure 

for cross-border banks

The current eu supervisory structure for cross-border banks finds its origin in the 
First and Second European Banking Directives (1977, 1988), and has evolved through 
a number of additional legislative acts commonly referred to as the ‘Single Market 
Programme’.3  Today it represents a mixed form of home- and host-country control 
on the basis of the subsidiarity principle, supported by a limited number of Articles 
in the Capital Requirements Directive (crd) on consultation, co-operation and 
information-sharing (Art. 129-132). Article 129 goes furthest in granting decision-
making power to the home supervisor, specifically for the authorisation of group-
wide internal risk based models.4 The crd is supplemented by provisions for mutual 
recognition and co-operation among supervisory authorities laid down in so-called 
‘Memoranda of Understandings’. These mous are mostly bilateral and generally 
include practical provisions with respect to co-operation and information sharing in 
ongoing supervision, including in the field of on-site inspections.
	 More specifically, the allocation of supervisory responsibilities currently depends 
on whether foreign operations are run as branches or subsidiaries. In the case of 
branches, the consolidating (or group) supervisor in the country where the parent of 
the group is incorporated (the home country) is responsible for prudential supervision 
and the provision of deposit insurance.5 In the case of subsidiaries, these responsibilities 
are borne by the sub-consolidating supervisor in the country where the subsidiary is 
located as a separate legal entity (the host country). Since preserving financial stability 
is still primarily a national responsibility and given that emergency lending requires 
local currency, the host central bank acts as the lender of last resort.6 Finally, the 
consolidating supervisor is responsible for the stability of the entire group on a 
consolidated level. To that end Article 129 stipulates that the consolidating supervisor 
shall co-ordinate the gathering and dissemination of relevant information and the 
planning of supervisory activities both in going concern and emergency situations.
	 This set-up has the advantage of safeguarding the interests of host countries in the 
case of foreign subsidiaries over which the host country supervisor has direct 
supervisory power, while also advancing adequate supervision at the consolidated or 
group level. Nonetheless, the current supervisory structure suffers several substantial 
disadvantages. First, externalities may arise on account of the incongruity in coverage 
between the responsibilities for supervision, on the one hand, and those for financial 
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stability and crisis management, on the other hand. In particular, negative spill-over 
effects may occur in the case of foreign branches, which are of systemic importance 
to the host country but are insignificant to the home country. The home supervisor 
may then attach less importance to sustaining such a branch, since its failure would 
not endanger financial stability in its own country (Bollard, 2005). For this reason 
supervisory authorities in Eastern Europe are reluctant to allow banking activities in 
the form of foreign branches in fear of losing control over their national financial 
stability (Markowski, 2003). In fact, New Zealand requires foreign banks to operate 
via subsidiaries—over which it has supervisory power—rather than branches, as its 
banking sector is dominated by Australian banks that are not systemically important 
to the Australian financial system (Reserve Bank of New Zealand, 2004). In the eu 
the majority of cross-border banking activities are currently undertaken through 
subsidiaries, but the share of branches is also significant. However, expansion 
through subsidiaries has become relatively more common in recent years, reflecting 
increased cross-border penetration into retail markets.7

	 Second, it is doubtful whether the current set-up has sufficient incentives for the 
supervisors involved to pass on information adequately (Speyer, 2001). Supervisory 
authorities in one country may tend to limit the knowledge about mishaps they 
share with partner supervisory authorities in order to avoid loss of confidence in an 
institution or to cover up own failings. This may undermine the efficacy of supervision 
in normal circumstances. 
	 Third, the current structure of co-operation between supervisors built upon mous 
is laborious and may prove unstable under stress or in times of crises. After all, mous 
do not—and can not—cover all eventualities, are not legally enforceable and lack 
political accountability. Were an extremely adverse event to occur, prerogatives may 
be questioned, a supervisory party may be tempted to renege on earlier agreements 
and any other party would have no formal means of opposing. Moreover, information 
sharing may then become slower and more patchy, thereby lessening the speed and 
quality of decision-making. These are essential elements in crisis management, which 
may thus become less effective.
	 A fourth disadvantage is its administrative inefficiency. Given the predominance 
of cross-border activities via legally separate subsidiaries, the current supervisory 
structure implies that cross-border banks have to deal with numerous different 
supervisors and accompanying regulations. A typical large financial institution might 
have to report in a variety of formats to more than 20 autonomous supervisors 
within the eu (Pearson, 2003). This implies an onerous administrative and 
regulatory burden. In response, Nordea (the largest banking group in Scandinavia, 
headquartered in Sweden) has raised the idea of converting all its foreign subsidiaries 
into branches—thereby bringing all regulatory issues back to its consolidating 
supervisor, the Swedish Finansinspektionen (Mayes, forthcoming).
	 In sum, the current supervisory set-up is not fully equipped to deal with the 
challenges of a cross-border banking system: incentives for information sharing may 
be inadequate, co-operation is laborious and may founder under stress, and 
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institutions’ administrations are heavily burdened. In some instances, the regulatory 
environment even dictates the business structure. In this light, with a view to fostering  
both a market-driven and stable development of the European banking system, 
consideration should be given to alternative supervisory structures. 
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3  Alternative supervisory structures

In broad terms, amongst the alternatives to the current set-up that have been pro-
posed for Europe, three supervisory models can be distinguished for cross-border 
operating banks: (1) centralised supervision conducted by a Pan-European Financial 
Authority (efa); (2) co-ordinated supervision conducted by a European System of 
Financial Supervisors, comprising both a central efa and all national financial 
authorities in the eu; and (3) consolidated (lead) supervision, comprising only the 
consolidated (lead) and sub-consolidated supervisory authorities actually supervis-
ing a given institution. This section weighs these alternatives, specifically by gaug-
ing the implications for information sharing, crisis management and financial sta-
bility, neutrality (i.e. ensuring a level playing field), political accountability, as well 
as for the efficiency of the banks and the supervisor. A tentative assessment is also 
given of the political feasibility. 

3.1  A Pan-European Financial Authority

In this model, supported for instance by Breuer (2000), Couppey-Soubeyran and 
Sessin (2001) and Arnold (2007), a central body is fully responsible for the supervi-
sion of all cross-border activities through branches and subsidiaries of eu banks. 
This central body, commonly referred to as the European Financial Authority (efa), 
co-operates with the representatives of all 27 eu supervisors in on-going supervision 
and crisis management. Indeed, a variant of this model has a two-tier structure in 
which the centre directly supervises all institutions with significant cross border 
activities in the eu and delegates the supervision of domestically oriented banks to 
the national supervisors. However, in each variant of this model, all ultimate deci-
sion making takes place at the centre and any decentralised implementation also 
falls under the centre’s responsibility and control. 
	 Supervision by a single, pan-European supervisor would have the advantage of 
creating unambiguous incentives. Conflicts of interest between eu countries would 
no longer influence supervisory actions and all possible cross-border externalities 
would be internalised. The efa would promote a level playing field and would have 
a clear-cut mandate to promote financial stability in the eu. Administrative proce-
dures would be harmonised to the extent possible, duplication of supervisory activ-
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ities would be avoided and decision-making could be quick in crisis situations. 
	 On the other hand, a centralised pan-European supervisor would generally be 
located further away from the institutions it supervises and would thus risk lacking 
relevant, up-to-date knowledge of local financial conditions and practices. To the 
extent the efa’s executive bodies are lean, countries may feel ill-represented in (and 
may thus resist) its decision-making, while if all eu member states are represented, 
decision-making is likely to prove complex and time consuming. But the model’s 
real impediment lies in its poor political feasibility. This relates, first, to the absence 
of a federal financing mechanism that would cover the costs of a possible bank bail-
out. Indeed, it is unthinkable that a centralised body would decide on supervisory 
actions, but would be able to leave eventual costs to be borne at the local level. 
Second, such a set-up would require a far-reaching institutional and legal conver-
gence of national supervisory structures in the eu. While recent years has seen some 
convergence, notably a move to more integrated and autonomous supervisory 
authorities, major differences remain.8 Beyond this, in view of the current emphasis 
on subsidiarity, it is unlikely that politicians will agree with a transfer of supervisory 
responsibilities to a supranational European body. In all, implementation of this 
model in the near future seems unrealistic.

3.2  A European System of Financial Supervisors

The second model for the supervision of Europe’s banks also concentrates decision-
making, but places greater weight on the role of the national supervisors. The bal-
ance is delicate: international co-ordination is established in a European System of 
Financial Supervisors (esfs) in which both the centre and the national supervisors 
are represented. Decision-making within this esfs is similar to that on monetary 
policy by the European System of Central Banks (viz. in a Council, by majority 
voting, with each member state in principle having a single vote alongside the rep-
resentation of the ecb as the centre). Supervisory implementation is expressly 
decentralised. In this model, the consolidated supervisor is responsible for supervis-
ing all eu-wide operations of a given bank, including its branches and subsidiaries, 
but any sub-consolidated supervisor can appeal to the esfs if it feels its interests are 
insufficiently taken into account. If the efsf subsequently judges a complaint well-
founded, it may overrule the consolidated supervisor. Crisis management is decided 
upon at the European level, although the national teams of the relevant sub-consol-
idated supervisors remain in charge of implementation. Vives (2001), Schoenmaker 
and Oosterloo (2006), and Schoenmaker and Van Laecke (2006) have advocated 
this model. 
	 An esfs would provide cross-border banks in Europe with the advantage of hav-
ing a single point of contact—in first instance the consolidating supervisor. Super
visory work programs and administrative reporting would be streamlined. In addi-
tion, the decentralised supervisory implementation would ensure geographical 
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proximity between the supervisor and the bank, and thus adequate knowledge of 
local circumstances. At the same time, the inclusion of all national supervisors in 
the esfs would support the model’s democratic accountability, while the sub-con-
solidated supervisors’ recourse to appeal would serve to minimise unwarranted 
externalities. 
	 However, an esfs set-up would also have heavy drawbacks. Importantly, the 
decision-making process would likely prove laborious. Representatives of each of 
the 27 Member States would be in the position to engage in discussions on the 
supervision of any specific bank in the esfs Council—even if most of these represen-
tatives were not directly involved as consolidated or sub-consolidated supervisors. 
It is doubtful whether this would lead to expedient decision-making and crisis man-
agement. In practice, given the absence of a clearly defined and measurable eu-wide 
supervisory objective, the greater number of possible policy instruments as well as 
the considerably larger national trade-offs, decision-making in an esfs would prove 
much more difficult than monetary policy decision-making in the escb. Moreover, 
given the checks and balances in the esfs, this set-up would likely lead to super
visory duplication between the central body and the national authorities. On top of 
these difficulties, this model’s centralisation of power, in absence of a federal finan
cing facility and with still divergent supervisory structures and mandates, limits its 
political feasibility. 

3.3  Consolidated supervision9

In the consolidated supervision model, the consolidating (or home) supervisor 
bears final responsibility for all European operations of a bank, including those of 
any legally separate subsidiaries. To ensure their different interests and expertise are 
well-represented, ‘Colleges of Supervisors’ are created that bring together the super-
visory authorities of all countries where an institution has substantial operations.10  
In these Colleges, insights on local market conditions are shared and cross-border 
issues are co-ordinated. In principle, decision-making is on a consensus basis and all 
are committed to seeking such consensus, but the consolidated (home) supervisor 
has the final say in case of a stalemate. This is similar to the previously mentioned 
clauses on model validation in the crd, which prompt consolidated and sub-con-
solidated supervisors to agree but ultimately allow the consolidated supervisor to 
decide (Art. 129, crd). In a crisis, the College of Supervisors changes character and 
is transformed into a crisis management team under chairmanship of the consoli-
dated supervisor. 
	 The consolidated supervision model is forcefully supported by the financial sec-
tor, given its resemblance with the concept of lead supervision launched by the 
European Financial Services Round Table (efr) in 2003, as well as by Schüler (2003). 
The nordea College of Supervisors serves as a practical example of the consoli-
dated supervisory model. It brings together supervisory authorities from Sweden (as 
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Chair), Finland, Denmark, and Norway. Although not tested under stress, the Col-
lege has functioned satisfactorily to date. Another practical application of the con-
solidated supervision model was proposed in the High Level Agreement between 
the uk’s Financial Supervisory Authority (fsa) and the Dutch supervisor, De Ned-
erlandsche Bank (dnb), following the take-over bid by uk Barclays Plc. of Dutch 
abn amro. This agreement spelled out how the uk fsa and dnb would work together, 
including through an obligation to reach agreement on all material issues, but also 
that ‘in the unlikely event’ they could not reach a consensus, the ultimate responsi-
bility for the consolidated supervision of the new entity would reside with the uk 
fsa. A similar agreement was reached following the competing take-over bid by a 
Royal Bank of Scotland (rbs) led consortium. Specifically, it was agreed that during 
the ensuing three year break-up period dnb would chair the College of Supervisors 
consisting of the uk fsa, Belgium’s cbfa, and Spain’s Banco d’Espagna, and would 
hold ultimate responsibility for the consolidated supervision of abn amro.
	 The prime advantage of the consolidated supervision model is that it fosters 
supervisory knowledge-sharing and co-operation, while also creating a light struc-
ture for unambiguous decision-making. This model builds forth on current prac-
tices and structures and thus allows an evolutionary (organic) response to banks’ 
increasing cross-border activities. As such, the model is consistent with the eu sub-
sidiarity principle: it does not force a centralised solution on issues that can also be 
addressed in a decentralised manner. Since this model does not create a new super-
visory layer and only involves supervisors with a direct responsibility for a given 
institution, it limits the weight of co-ordination efforts and avoids supervisory 
duplication. At the same time, by creating a single point of contact at the consoli-
dated supervisor, it facilitates the management of harmonisation efforts and of 
financial crises. 
	 However, there is also a flip side. As the ultimate decision-making in the College 
of Supervisors lies with the consolidated supervisor, there are no guarantees that the 
interests of sub-consolidated supervisory authorities will always sufficiently be taken 
into account. After all, the consolidated supervisor only bears responsibility for 
financial stability in its respective home region. Thus, the consequences of the fail-
ure of a branch or subsidiary may be underrepresented in final supervisory deci-
sions. More specifically, the design of every College will prove challenging in terms 
of setting the thresholds for participation, the mechanisms for sharing and debating 
information, and the procedures for decision-making.11 Besides this, the decentral 
approach to supervision increases the risk that supervisory guidance differs between 
countries, that this ruffles the sector’s level playing field and that banks engage in 
regulatory arbitrage. Also, just as the other models, consolidated supervision lacks 
a financing mechanism to cover the costs of a possible cross-border bank bail-out.
	 While the consolidated supervision model’s practical structure and the support 
of the sector suggest political feasibility, the potential under-representation of sub-
consolidated supervisors’ interests implies otherwise, especially as regards prospec-
tive host countries. In this respect, much depends on exactly how the aforemen-
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tioned Colleges of Supervisors are structured, how much influence is bestowed 
upon them, how specific information is shared amongst its members, how specific 
co-operation agreements work out in practice, and how formal mediation mecha-
nisms are framed that allow sub-consolidating supervisors to appeal final decision-
making.
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4  Empirical findings

Each of the aforementioned supervisory models has pros and cons that depend 
chiefly on what the underlying banking structure looks like. Indeed, to avoid creat-
ing incentive problems (within both the supervisory bodies and supervised banks) 
while minimising the risk of supervisory white spots, the supervisory structure 
should broadly reflect that of the banking market. Thus, to ascertain the preferred 
supervisory set-up, this section analyses the current structure of the banking market 
in Europe. Specifically, three key questions are addressed: (1) to what extent is bank-
ing in the eu still nationally oriented? (2) to what extent are the cross-border activi-
ties of eu banks global rather than eu oriented? and (3) to what extent is cross-border 
banking in the eu pan-eu or regionally oriented? Taken together: is the banking 
sector in the eu primarily national, regional, pan-European or global?

4.1  Are eu banks predominantly nationally oriented?

To analyse the general orientation of the eu banking market, the geographic distri-
bution of its banks’ assets may be separated into domestic, European and rest of the 
world as in Figure 1. This serves to illustrate banks’ ongoing internationalisation. In 
particular, it appears that since June 1999 the share of eu-15 banks’ claims on other 
eu member states and on the rest of the world has grown substantively (from 15% to 
23%, respectively 14% to 16%), while the share of their domestic assets has declined 
markedly (from 72% to 61%).12 Nonetheless,  the primary focus of eu-15 banks is still 
national. 
	 But does this predominant domestic orientation apply to all individual eu coun-
tries? To answer this, the structure of the eu domestic banking market, rather than 
of eu banks, can be mapped out. This perspective highlights the macroprudential 
responsibility for financial stability in the national financial sector, rather than the 
microprudential responsibility for the financial solidity of individual banks.  Thus, 
the domestic banking markets in the eu can be broken down into market shares of 
(1) domestic banks, (2) branches and subsidiaries from inside the eu, and (3) branches 
and subsidiaries from outside the eu. To the extent national banking structures vary 
markedly, this dissection can also be carried out for different country groupings in 
the eu. In this light, Figure 2 provides this breakdown for the eu 27, eu15 and the 
Central Eastern European countries (cee*) separately.
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In line with the previous findings, Figure 2 illustrates that: (1) the average market 
share of European branches and subsidiaries in the eu increased by a third from 18% 
to 24% between 2001 and 2006; and (2) the average share of domestic banks in 
domestic eu banking markets was still more than two thirds in 2006; but that (3) this 
overall picture is not representative for all eu-27 countries, as the banking markets 
of the Central Eastern European countries are evidently dominated by other eu 
banks. Also, the fact that the market share of banks from outside the eu is smaller 
than the share of eu banks’ foreign assets outside the eu (Figure 1) indicates that the 
expansion of eu banks outside the eu is much greater than the penetration of for-
eign banks into the eu. 
	 A final nuance relates to the different supervisory treatment of branches and 
subsidiaries. Since branches fall under the supervisory responsibility and deposit 
guarantee scheme of the home supervisor and thus resemble domestic banking 
activities, they pose considerably smaller supervisory co-ordination and incentive 
problems. Against this background, Figure 3 depicts what structures eu banks have 
chosen in the cross-border expansion of their activities. Two main messages emerge 
on the dynamics underlying the development of the European banking sector: (1) 
almost half of cross-border banking assets take the form of branches, but (2) cross-
border expansion has been much higher through subsidiaries, particularly in the 
eu.
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In sum, while cross-border banking has clearly gained importance within the eu in 
terms of assets, so has cross-border banking with the rest of the world. However, in 
the aggregate the eu banking sector remains predominantly nationally oriented, 
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albeit less so than ten years ago. Average foreign market share in eu 15 domestic 
banking markets is still relatively small, but in the cee it is very large. Finally, in the 
last decade, banks’ preferred way of going abroad within the eu has changed from 
branching out to using subsidiaries; this underscores the need for a structure that 
adequately involves host country supervisors. 

4.2  Are non-domestically oriented eu banks predominantly European  
or global?

The aggregated data presented so far do not indicate whether individual institutions 
operate on a domestic, European or global basis, nor by implication to what extent 
the supervisory focus on individual institutions should be domestic, European or 
global. To shed light on this, we need a micro approach. A first such micro approach 
follows Sullivan (1994) and uses a Transnationality Index (tni) to determine whether 
individual banks qualify as domestic of foreign. Sullivan developed the tni to 
achieve a single, combined indicator for the degree of internalization
	 The tni has since been applied to the banking sector by Slager (2004), Schoen-
maker and Oosterloo (2005), and Schoenmaker and van Laecke (2006). The tni is 
calculated as an unweighted average of (i) foreign assets to total assets, (ii) foreign 
income to total income, and (iii) foreign employment to total employment.13 The 
tni can be used to determine how many credit institutions in the eu classify as 
international in the sense that they employ substantial cross-border activities and 
generate a significant share of total income outside their home country (Table 1).14

	 When internationally oriented banks are defined as banks with more than 50% 
of their business in foreign markets (h ≤ 0.5), it appears that in 2005 no more than 
11 banks could be seen as international.15 These internationally oriented banks can 
be classified as either ‘European’ or ‘global’ banks, depending on whether the share 
of their foreign activities in the eu is larger than that in the rest of the world (e > w 
respectively w > e).16 As shown in Table 2, application of these definitions results in 
a narrow identification of only five major European banks in 2005, which have 
more than half of their activities abroad and for which the eu market is the most 
important foreign market. At the same time, of the 11 foreign oriented banks, six 
turn out to be classified as global. Indeed, in contrast with the macro picture for the 
total banking sector, the micro data for the largest banking groups indicate a stron-
ger focus on activities outside the eu than inside the eu (25% respectively 22%). 
	 As to end-of-year dynamics, Table 3 shows that the total number of non-home 
based banking groups increased only slightly from 10 in 2000 to 11 in 2005.  More-
over, the total number of European banks remained more or less stable at 5 from 
2002 onwards, while the number of global eu banking groups increased by one from 
5 to 6. In sum, this micro perspective leads to three conclusions: internationally 
oriented banks are scarce in Europe, they are almost as often globally as they are eu 
oriented, and dynamics have been low.
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Banking group Home 
(h)

Euro-
pean (e)

World 
(w)

Tier 1 
($bn.)

1 hsbc 25 9 65 67,3

2 Crédit Agricole Groupe 83 9 8 63,4

3 Royal Bank of Scotland 77 7 16 43,8

4 hbos 90 5 5 36,6

5 bnp Paribas 55 21 24 35,7

6 Santander Central Hispano 40 26 34 33,3

7 Barclays 50 16 34 32,2

8 Rabobank 73 14 13 30,8

9 ing Group 23 29 48 28,8

10 abn amro 34 30 36 27,0

11 Deutsche Bank 28 36 36 25,5

12 Groupe Caisse d’Epargne* 70  10 20 25,1

13 Société Générale 57 21 21 25,0

14 Crédit Mutuel 100 0 0 24,8

15 Lloyds tsb 95 3 3 22,6

16 HypoVereinsbank - - - 21,4

17 Banca Intesa 76 15 9 21,2

18 Banco Bilbao Vizcaya Argentaria 40 3 57 20,0

19 Fortis Group 48 47 6 19,5

20 Groupe Banques Populaires 92 4 3 18,3

21 UniCredit/HypoVereinsbank 24 72 4 16,8

22 Dexia 51 37 12 15,0

23 SanPaolo imi 92 7 2 14,8

24 Nordea Group 25 75 0 14,4

25 Commerzbank 71 25 5 14,3

26 kbc Group 50 29 21 13,4

27 Bayerische Landesbank 78 14 7 12,8

28 Caja de Ahorros y Pen. de Barcalona 98 2 0 11,5

Weighted average over all 28 banks* 54 22 25

Source:  Schoenmaker and van Laecke (2006) and own calculations. Ranked according to capital strength  
(Tier I capital). ‘*’ : ranking and weighted average corrected; ‘-’: acquired by another bank.

Table 1  Geographic focus according to tni for the top 28 European banking 
groups, 2005
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4.3  Are non-domestically oriented European banks predominantly  
pan-European or regional? 

Although there are only a limited number of internationally oriented banks in the 
eu, a subsequent question is whether these banks’ activities are pan-European or 
predominantly regional. Put differently, do cross-border activities within the eu 
encompass most (or all) eu jurisdictions, or are they focussed on selected parts of 
the union? This has a bearing on the structure of supervision, as a preponderance 
of pan-European banks would call for a pan-European supervisory structure.
	 Table 4 sheds light on this issue by identifying the number of European coun-
tries in which internationally oriented banks have a substantive presence (with sub-
stantive defined as a participation above 1% of the balance sheet total). It appears 
that the cross-border banking groups are generally substantially active in only a 
small number of other eu countries: on average, the European oriented banks are 

Classification Bank Home (h) Europe (e) World (w)

European Fortis 48 47 6

kbc 50 29 21

Nordea 25 75 0

Unicredit 24 72 4

Global abn amro 34 30 36

Barclays 50 16 34

bbva 40 3 57

Deutsche Bank 28 36 36

hsbc 25 9 65

ing 23 29 48

Santander 40 26 34

Weighted average 35 34 31

Table 2  tni for 11 non-home based European banking groups, 2005

Classification 2000 2001 2002 2003 2004 2005

European 3 6 5 4 5 5

Global 7 5 5 6 6 6

Total 10 11 10 10 11 11

Table 3  Non-home based European banking groups based on tni, 2000-2005

Source:  Schoenmaker and van Laecke (2006), own calculations.
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found to have substantial activities in just 5 of the 26 other eu countries, while this 
is less than 3 for globally oriented banks. Only four banks had substantial cross-
border undertakings in five or more eu countries.17 In other words, European banks 
are far from pan-European.
	 A second, more detailed micro approach, looks at the cross-border market shares 
of 46 large banking groups in the eu, selected from those banks in each individual 
eu country that have the largest inter-national activities.18 This approach investi-
gates the market shares of banks from each eu country in other eu countries. The 
analysis confirms the primarily regional focus of cross-border eu banks (Figure 4).
Indeed, when the eu is broadly divided into six regions (Anglosaxen, AustroGerman, 
Benelux, Con-tinental, Central Eastern European and Scandinavian), it becomes 
clear that the international activities of European banks are concentrated in their 
own region (the circles are largest on the Figure’s diagonal). For instance, Figure 4 
indicates that the reported Benelux banks’ cross border activities are equivalent to 
about one fifth of the registered Benelux banking market. Off-diagonal activities are 
relatively small, except in Central Eastern Europe, which is in line with the earlier 
conclusion on the cee countries’ a-typical foreign dominated banking systems. 

Classification 
 

Bank 
 

Number of European  
countries with  

substantial activities

European Fortis 5

kbc 6

Nordea 3

Unicredit 7

Deutsche Bank 4

Average for European banks 5,0

Global abn amro 2

Barclays 1

bbva 3

hsbc 1

ing 7

Santander 3

Average for global banks 2,8

Overall average 3.8

Table 4  European activities of 11 non-home based European banking groups, 
2005

Source: ecb (2007), ec (2005, 2006), own calculations based on banks’ Annual Reports for 2005; number of countries 
relates to cross-border activities and excludes the home country. A bank has ‘substantial’ activities in another country 
if it has more than 1% of its balance sheet invested there.
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As indicated earlier, besides looking at cross-border issues from the viewpoint of the 
banking group, one can also take the perspective of the host country and especially 
its interest in securing its own financial stability. Here, the issue is not whether a 
bank has substantive interests outside its home country, but whether its activities 
are vital to the host country. To the extent this is the case, notably when the bank 
is of systemic importance to the host, the incentives of cross-border supervision 
may be skewed, as a branch or subsidiary may be crucial to the host but close to 
irrelevant to the home supervisor. The more lopsided the incentives, the stronger is 
the case for a neutral, pan-eu supervisor. Following the definition in the eu Finan-
cial Conglomerates Directive, a bank may be classified as being systemically impor-
tant in a given country if it has a market share larger than 5%. On this basis, Figure 
5 plots the origin and dispersion of systemic banks in the eu. 
	 Both the bottom line and bottom left panel show that Western European coun-
tries host an average of only one systemic foreign bank in their financial sector.19  
This illustrates the still limited systemic cross-border banking interlinkages. In addi-
tion, most foreign banks that are systemically relevant to a given country come 
from a neighbouring country, signalling a more regional than pan-European orien-
tation. For instance, the Scandinavian group only hosts systemically important for-
eign banks from Denmark and Sweden; the Benelux predominantly hosts systemi-
cally important banks from the Benelux and Germany; while Italian banks are sys-
temically important to their German and Austrian neighbours and Swedish banks 
to their Baltic neighbours. These aspects again show the still low level of cross-
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Figure 4  Market shares of 46 major eu banking groups’ cross-border activities 
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Note: The circles depict the market shares (in %) of the recorded banks’ total cross-border activities. On the axes, 
‘Continent’ refers to Cyprus, France, Greece, Italy, Malta, Portugal and Spain; ‘Anglo’ to Ireland and the United 
Kingdom; ‘at+ger’ to Austria and Germany; ‘Benelux’ to Belgium, the Netherlands and Luxembourg; ‘Scan’ to 
Denmark, Finland and Sweden; and ‘cee’ to Bulgaria, Czech Republic, Estonia, Hungary, Latvia, Lithuania, Poland, 
Romania, Slovakia and Slovenia. Source: Own calculations.
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border banking inter-linkages in the eu as well as their predominantly regional char-
acter. By implication, any cross-border externalities related to these banks or their 
supervision will in first instance be regional too. Given tighter regional interdepen-
dence, part of these externalities may actually be internalised. 
	 However, there is one notable exception to this regularity: Central Eastern 
Europe (cee). As Figure 5 shows, these countries harbour a significantly larger num-
ber of systemically important banks from outside their region (with an average of 
3.4 systemic foreign banks per country).20 At the same time, the activities in these 
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countries are relatively unimportant to the banks themselves. In fact, all these 46 
banks’ activities in the cee-countries amounted to less than 3% of their aggregate 
balance sheet, or about one third their minimum regulatory capital. The conun-
drum is evident: the failure of a foreign subsidiary or branch would disrupt the 
financial system in the host country, but would have no more than a marginal 
impact on the bank and the financial system in the home country. 
	 In all, the empirical analysis indicates that: (i) eu banks are still primarily nation-
ally oriented; (ii) their cross-border activities are roughly as often global as Euro-
pean; (iii) their European activities are not pan-European but regionally clustered; 
and (iv) Central Eastern European banking systems are dominated by foreign eu 
banks and thus form an exception.
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5  Supervisory implications: the need for a 

tailor-made set-up

The empirical findings on the structure of the eu banking market have implications 
for supervision. In particular, the fact that eu banks still have a predominantly 
national orientation implies that domestic supervision still forms the core of bank-
ing supervision. The fact that the international activities of the major eu banks are 
as often global as they are European further implies that a predominantly European 
approach to cross-border supervision would address only part of the potential cross-
border externalities. And the regional focus implies that the supervisory issues raised 
by banks’ cross border activities are not pan-European. In a nutshell, the European 
banking landscape has diverse regional, rather than common pan-European inter-
ests. This weakens the case for pan-European supervision.
	 Indeed, given that the regional banking concentrations show very little overlap 
in the eu and that home banks are widely dispersed, the groups of authorities 
directly involved in the supervision of the various cross-border institutions differ 
strongly in composition. Given the still fragmented nature of the eu banking sector, 
decision-making within any eu wide system of financial supervisors would tend to 
comprise a large number of non-involved parties which would greatly reduce the 
efficacy of the supervisory process. Put differently, is it sensible or economically 
efficient to include supervisory authorities from all over Europe in decision-making 
on an institution that is only significantly active in a few countries? Is it desirable 
to institutionalise a pan-European solution to resolve a problem that only occurs in 
a minority of countries, that is linked to a very small share of eu financial assets and 
that can be addressed by other means? In this context it may be argued that the 
fragmentation of Europe’s banking market is a consequence of the supervisory 
structure and that you have to change the latter to change the former. But this puts 
the horse behind the cart: supervision would evolve ahead of the market. 
	 Proposals for a pan-European Financial Authority or a European System of 
Financial Supervisors often draw their inspiration from the integration of monetary 
policy in the European System of Central Banks. But the integration of supervision 
at the eu-level is in many ways much more complex than the integration of mone-
tary policy under emu. This is because supervisory policies do not have an unequiv-
ocal objective (comparable with price stability for monetary policy), rely on more 
diverse instruments (cf. the short-term interest rate), have a more divergent local 
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impact and thus also represent more diverse national interests. Moreover, supervi-
sion is essentially a local activity: it is conducted close to the supervised institu-
tion. 
	 Rather, the current fragmented structure of the European banking sector sug-
gests following a tailor-made approach that allows the supervisory set-up to be 
moulded to the specific circumstances of individual institutions. This would pro-
mote efficient and effective supervision: by only involving those European coun-
tries in which a bank actually employs substantial activities, the number of parties 
around the table will be limited and co-ordination processes will be streamlined. 
Such a pragmatic, tailor-made set-up could be accommodated within the consoli-
dated supervision model. 
	 A key challenge for a tailor-made set-up on the basis of consolidated supervision 
is how to ensure adequate representation of host country interests in the supervi-
sory process over systemically relevant banks of foreign origin. This is crucial to 
internalise cross-border externalities, especially in Central Eastern European coun-
tries that have foreign dominated banking markets.21 A key arrangement to advance 
the interests of host countries is the creation of ‘Colleges of Supervisors’, in which 
all countries with substantive interests in an institution are represented. This would 
not only include supervisors of countries with substantive subsidiaries, but also 
those with significant branches. Indeed, including non-eu countries would seem 
necessary to do justice to the international character of the European banking sec-
tor. Such colleges may serve to share information, align supervisory efforts and, if 
needed, co-ordinate stability measures in times of financial strain.22 
	 In particular, by providing knowledge of local considerations and market condi-
tions, these colleges can improve overall supervisory decision-making. Via the del-
egation of tasks and possibly of well-defined responsibilities, colleges can also con-
tribute to a more efficient division of labour between the consolidating and sub-
consolidating supervisors. For instance, the execution of local inspections is likely 
to be better delegated to local host supervisors (cebs, 2007). 
Although these colleges do not have ultimate decision-making powers, they con-
tribute to mutual understanding and serve to underpin commitments to reach 
agreement. Only in the unlikely event a college can not reach agreement does the 
consolidating supervisor (and Chair of the College) have the final say. In addition, 
a formal mediation mechanism could give sub-consolidated supervisors a way to 
appeal collective decision-making. 
	 Experience with such colleges is scarce as yet, but provides a promising basis for 
expansion. Besides this, progress can be made by making consolidating supervision 
more incentive compatible, in the sense that the consolidating supervisor itself gets 
ex ante incentives to supervise a bank’s foreign operations adequately. This may for 
instance be achieved by combining the consolidating supervisor’s decision-making 
powers with financial responsibility and accountability for part of a bank’s deposit 
insurance in the host country.
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Irrespective of any changes to the institutional structure of financial supervision in 
the eu, there are issues in supervisory policy that need to be urgently addressed in 
response to the growth in cross-border banking activity. These relate, first, to con-
vergence of supervisory regulations and practices. Only by reducing differences in 
supervisory toolkits and manuals and by promoting a fully shared understanding 
within the eu on the basic tenets of supervisory policy will convergence towards a 
common eu supervisory culture become feasible (Decressin et al., 2007). Commu-
nity-wide standard setting via regulations instead of directives will foster harmonisa-
tion. In addition, national options and discretions should be phased out, while 
disclosure requirements and monitoring of national transposition procedures 
should be stepped up. Supervisory reporting requirements need to be effectively 
harmonised. In terms of process, the eu banking supervisors committee, cebs, 
should be more closely involved in designing Level 2 legislation and promoting 
convergence towards best practices, with clear deliverables and timelines. Regula-
tory convergence should be made central to cebs’ mandate, while its guidelines on 
Colleges of Supervisors, delegation of tasks and responsibilities, and mediation 
mechanisms should be fleshed out and implemented. Moreover, arrangements for 
financial crisis management need to dovetail supervisory arrangements. In this con-
text, common principles are needed on information sharing as well as effective 
arrangements for capital transferability both running up to and during a crisis, in 
line with the aim to minimise the overall cost of a crisis to the European economy 
(Speyer and Walter, 2007). While mechanical burden sharing formulae are imprac-
ticable on account of the unique and unpredictable nature of financial crises, fur-
ther analytical work can give guidance to Member States’ in their commitment “to 
arriving at an equitable burden sharing based on net fiscal expenditures” (efc, 2007). 
Finally, deposit insurance schemes in the eu vary widely and thus present a poten-
tial source of instability, particularly in times of financial stress.23 As cross-border 
banking activities grow, harmonisation of these schemes becomes increasingly 
important.
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6  Conclusions

A prime determinant of the optimal set-up for banking supervision in Europe is 
how its banks are actually organised, particularly in a cross-border context. When 
the structure of supervision is well-aligned with that of the sector, the competitive 
playing field is fair and supervisory issues are resolved in the best interests of (and 
at the lowest costs to) European citizens. Against this background, this paper analy-
ses the structure of banking in the eu. Four findings stand out. First, although they 
are opening up, banks from eu countries are still primarily nationally oriented. 
Second, while on the rise, the number of truly internationally oriented banks is very 
small and these are roughly as often global as they are European. Third, as yet, there 
are no banks with a pan-European presence. Rather, cross-border activities are 
regionally clustered and there is hardly any overlap between banks. Thus, systemic 
links are generally small in number and limited to varying compositions of neigh-
bouring countries. Fourth, Central Eastern European countries form a notable 
exception to these broad findings, as they mostly have banking systems dominated 
by foreign institutions. 
	 This currently fragmented and diverse banking structure cautions against mov-
ing to a pan-European Financial Authority or a European System of Financial 
Supervisors, as this would imply an additional supervisory layer and a broad involve-
ment of different supervisory authorities, at the likely expense of supervisory effi-
cacy and efficiency. Moreover, the case for supervisory integration is much weaker 
than it was for monetary integration: there is no clear-cut eu wide supervisory objec-
tive, no unambiguous supervisory instrument, no union wide policy transmission 
and no supranational financing mechanism to absorb the possible costs of a bank 
bail out. Rather, the diverse European banking structure suggests pursuing a tailor-
made set-up along the lines of the consolidated supervisory model. Such a set-up 
builds forth on the current practices and respects the subsidiarity principle, while 
also constituting an important step forward in the integration of supervision. 
	 On the assumption the eu banking structure develops in an eu-wide direction, 
the consolidated supervisory model provides a supportive intermediate step in the 
direction of a pan-European supervisory authority over the longer term. For the 
consolidated supervisory approach to work and also be widely accepted, especially 
in Central Eastern Europe, mechanisms need to be developed to ensure adequate 
representation of host country interests. In particular, a key role may be assigned to 
colleges of supervisors in which information is openly shared, supervisory work is 



30

synchronized and stability measures are co-ordinated. While fostering a mutual 
build-up of trust amongst supervisory authorities, practical experience with such 
colleges will provide guidance on how supervisory responsibilities can best be 
shared and organised. Besides this, progress is urgently needed on harmonising 
supervisory regulations and standards, including by phasing out national discre-
tions, on converging national deposit guarantee schemes, on ensuring capital trans-
ferability in periods of financial stress, on developing equitable burden sharing 
mechanisms and on bolstering other crisis management instruments.
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Notes

1  Moshirian (2006) provides an overview of the 
literature on the internationalization of financial 
services.
2  Claessens (2006) summarizes the literature on the 
determinants of cross-border banking and banking 
integration. Kuritzkes, Schuermann and Weiner (2003) 
present evidence on the centralisation of risk-
management and capital management by large financial 
institutions.
3  The First Banking Coordination Directive, the Single 
European Act of 1986 and the Second Banking Directive 
of 1989 created a single European banking market, albeit 
subject to constraints imposed by a bank’s home-and 
host-country regulator. 
4  Article 129 of the crd defines specific rules for the 
authorisation of internal rating based models used by a 
credit institution in both the parent institution and its 
subsidiaries. It states that the ‘competent authorities 
concerned shall work together, in full consultation, to 
decide whether or not to grant authorisation’ and ‘shall 
do everything within their power to reach a joint 
decision within six months’. If they are unable to agree 
during this timeframe, the consolidating supervisor (of 
the parent institution) has the final say. The resulting 
decision is then binding for all related host authorities 
in the Member States concerned.
5  To ensure a level playing field, foreign branches may 
be allowed to join the local deposit guarantee scheme to 
top up their deposit insurance to the level of the host 
country if the latter offers more favourable conditions.
6  Of course, with the advent of emu, lender of last 
resort financing in the euro area of the eu no longer 
involves different currencies. Nonetheless, the lender of 
last resort role is still left to the national central banks as 
the ecb’s role in financial stability is limited to 
‘contributing to the smooth conduct of policies pursued 
by the competent authorities relating to the prudential 
supervision of credit institutions and the stability of the 
financial system’ (Article 105(5), Treaty of Maastricht).
7  Cerutti, Dell’Ariccia and Peria (2007) find that banks 
seeking to penetrate host markets with large retail 
activities tend to do so through a subsidiary. 
8  The institutional architecture of supervision within 
the eu is diverse. Although in many Member States the 
Central Bank is responsible for Macro-supervision 
(oversight and financial stability), the responsibility for 
Micro-supervision (prudential and conduct-of-business 
supervision) varies markedly. For instance, at the outset 
of 2007 ten eu member States had some form of 
integrated supervision within a Financial Supervisory 
Authority (e.g. uk, Germany), twelve others harboured 
multiple supervisory institutions (e.g. France, Italy, The 

Netherlands), and three Member States had fully 
integrated their supervision within the Central Bank 
(Ireland, Slovakia, and the Czech Republic). 
Nonetheless, a clear trend is visible towards integrated 
Micro-supervision: in less than five years (2002-2006) the 
number of Member States with only one supervisor has 
risen from 6 to 14. This trend reflects apparent 
advantages of integrated supervision over sectorally 
segmented supervisory regimes, such as promoting cross-
sectoral consistency, reducing supervisory overlap and 
blind spots, reaping economies of scale and scope, 
increasing supervisory transparency for outsiders and 
strengthening accountability (dnb, 2007). 
9  The term ‘consolidated supervision’ comes from the 
crd; it overlaps substantially with the concept of ‘lead 
supervision’ coined by the efr (2003).
10  Basel II requires an increased level of co-operation 
and co-ordination between home and host supervisors, 
especially for complex internationally active banking 
groups. To foster this co-operation between supervisors 
the Basel Committee published High-level principles for 
cross-border supervision. Principle 3 states: ‘Host 
country supervisors, particularly where banks operate in 
subsidiary form, have requirements that need to be 
understood and recognised.’ In particular, information 
from the home supervisor is required if host supervisors 
are to have sufficient confidence that the consolidated 
supervision is consistent with the requirements and 
expectations of their jurisdiction.
11  The 1996 bcbs paper on ‘The supervision of cross-
border banking’ identifies three types of information the 
consolidating supervisor may provide to enable the host 
authority to verify effective supervision of its foreign 
institutions: (i) information specific to the local entity, 
(ii) more general information about the banking group, 
such as domestic regulatory requirements, and (iii) 
notification of material adverse changes in the global 
condition of the banking group.
12  Figure 1 covers the eu-15 only; including the Central 
Eastern European countries as well as Cyprus and Malta  
(see figure 2) has a negligible effect on results. Domestic 
assets exclude loans to non-residents. 
13  The tni is calculated as 

where i refers to the location of the variable (either 
home, european or world). The three categories add up 
to 100%. Employment is relevant for the present 
discussion as it indicates operational complexity of 
supervising relevant institutions.
14  Top 28 European banking groups selected on the 
basis of capital strength (Tier 1 capital). In contrast with 
Schoenmaker and van Laecke, Swiss banks have been 
excluded as Switzerland is not part of the eu. 
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15  Our conclusion is fairly robust: lowering our criterion 
for non-home based banks by one fifth (so that banks 
that employ 40% of their business abroad are already 
classified as non-home based) only adds three banks.
16  Note the subtle difference with Schoenmaker and 
Van Laecke (S&vL 2006): they define any bank which 
has h ≤ 0.5 and e ≥ 0.25 as a European bank, regardless of 
the size of activities employed in the rest of the world 
(w). By contrast, we take w into account, by classifying 
banks for which h ≤ 0.5, e ≥ 0.25 but w ≥ e not as 
European, but as global—for these banks, the global 
activities are larger than the non-home European 
activities. 
17  The inferred conclusion on the regional focus of eu 
banks is fairly robust: if the threshold is lowered by one 
fifth to 0.8%, the overall average number of eu countries 
where these banks had substantial activities rises only 
marginally from 3.8 to 4.1 countries.
18  Data used has been collected by the ecb (2007) as 
well as by the ec (2005, 2006) and show the geographical 
distribution of balance sheet items and market shares for 
46 of Europe’s largest banking groups with a significant 
cross-border activity, ultimo 2005. Assets of these 46 
banking groups have grown from e12 trillion in 2003 to 
e18.7 trillion at the end of 2005, and comprise about 
65% of total eu banking-sector assets.
19  This conclusion is fairly robust. Lowering the 
threshold of systemic importance by one fifth to 4% 
hardly changes the overall picture: although Luxemburg 
has one more systemically relevant bank (of Belgian 
origin), nothing changes for any of the other countries. 
20  This finding is also fairly robust. Lowering the 
threshold of systemic importance by one fifth to 4% 
adds one systemically important bank in Romania (of 
Greek origin), but leaves the outcome for all other 
countries unchanged. 
21  To date, externality problems have been limited in 
central Europe. In particular, foreign banks did not 
retrench their claims during recent financial crises in 
these countries (De Haas and Lelyveld, 2004). 
22  The literature gives four flavours of Colleges: (1) the 
Minimum eu model: the consolidated supervisor is 
responsible for and carries out all supervision work 
without any organised cooperation with sub-
consolidating supervisors; (2) the Info-sharing model: 
the consolidating supervisor has the main responsibility 
for supervision, but sub-consolidating supervisors have 
access to all information at the level of the group; (3) the 
Consulting model: consolidating and sub-consolidating 
supervisors agree on the allocation of tasks and 
responsibilities; and (4) the Co-decision model: all 
supervisors involved have equal status in supervision 
work.
23  In the eu, there is currently only a mandatory 
minimum deposit insurance of eur 20,000. eu countries 

differ in the cover they provide above this minimum, in 
the extent to which the guarantee includes an own risk, 
and in the financing and time frame of reimbursements. 
Eisenbeis and Kaufman (2006) present an overview of 
deposit insurance in eu countries.
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