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Preface

In the aftermath of the takeover of Credit Suisse by uBs, communi-
cated on 19 March 2023, the Federal Council decided on 29 March 2023
to undertake a thorough review of the events and a comprehensive
evaluation of the too-big-to-fail regime." As a result of this decision, on
17 May 2023, the Federal Department of Finance (FDF) established

the Expert Group on Banking Stability with a mandate to present the
FDF with independent strategic considerations on the role of banks
and the framework in which they operate. The aim is to enhance the
stability of the Swiss financial centre.

As mandated by the FDF, the expert group focuses on financial market
and stability issues (excluding considerations of state and com-
petition law) and selects its own agenda. It is also guided by the audit
mandates stipulated by parliament that the Federal Council is required
to fulfil, and it takes into account the report by Professor Manuel
Ammann dated 19 May 2023,° which was also commissioned by the FDF.

The expert group began the work on 23 May 2023, and by 18 July 2023,
it had conducted fifteen interviews with institutions and individ-
uals involved in the management of the Credit Suisse crisis (see Annex
B). The report was completed on 14 August 2023. The State Secretariat
for International Finance (s1F) provided the organisational and
logistical secretariat, as well as editorial support for the expert group.

This report presents the findings from these interviews and from the
group’s internal reflections, deriving recommendations which

are to be understood as food for thought and are intended to serve as
a contribution to the evaluation and further development of the
too-big-to-fail regime, and to support the Parliamentary Investigation
Committee.

In line with our forward-looking and broad mandate, the report does
not contain extensive analysis of past events or detailed regulatory
reform proposals.

We would like to express our gratitude for the trust placed in us and
wish you an interesting read.

Yvan Lengwiler
Chairman of the Expert Group
on Banking Stability
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Executive summary

The state-sponsored acquisition of Credit Suisse by uBs in
March 2023 quickly rectified a precarious situation,
underlining Switzerland’s contribution to financial sta-
bility. Nevertheless, it has raised questions on the viability
of the too-big-to-fail regime. This report of the Expert
Group on Banking Stability discusses lessons and makes
recommendations to address gaps in the regime.

On 19 March 2023, Credit Suisse became the first global systemically
important bank (G-siB)* to face imminent resolution.® This followed
years of scandals, flawed strategies, poor profitability, and many
changes of management at the bank. The ongoing crisis of a number
of specialist and regional banks in the United States in the first
months of 2023 accelerated the loss of confidence in Credit Suisse —
it ultimately suffered a bank run and was no longer able to recover
without assistance.

Against this backdrop, the state-backed takeover of Credit Suisse

by uBs was greeted with relief in Switzerland and abroad. The takeover
prevented major upheavals and calmed the situation surprisingly
quickly and sustainably. In doing so, it made a substantial contribution
to global financial stability. The transaction was of considerable
significance for the Swiss and global economies, and was widely wel-
comed by foreign authorities.

The state-backed takeover had advantages compared to resolution
because it came with comparatively few execution risks. However,

as a result, UBs is now the only internationally active G-siB headquar-
tered in Switzerland.

Switzerland has a strong international banking centre
that requires effective and internationally accepted
banking regulation and supervision.

The Swiss economy benefits from the presence of large, internationally
active Swiss banks and from the strength of its financial centre.
Banks, and in particular large internationally active banks such as UBs,
are an important part of the financial centre’s ecosystem. They
provide the real economy with financing on favourable terms and pro-
vide financial expertise that is important in all areas of the economy.

The presence of an international banking centre requires effective and
internationally accepted banking regulation and supervision.

These are prerequisites for a major bank to operate internationally
out of Switzerland.



The report observes that significant progress has been made within
the TBTF regime® since the global financial crisis of 2007-08.
Stronger capital and liquidity requirements have been beneficial.

It is a fact, however, that the authorities chose not to implement the
prepared resolution plan envisaged by the TBTF regime. It is

an open question whether this plan could have worked in principle,
or whether its implementation was judged to be unrealistic or

too risky.

Switzerland should review the TBTF regime and close

the identified gaps. In the event of a uBs crisis, the option
of a Swiss takeover will no longer be available. This
makes it all the more important to strengthen crisis man-
agement preparedness.

Should the need for UBS’s resolution arise, the option of merging with
another large Swiss bank is no longer available. Consequently,
resolution must be both feasible and effective. Thus, it becomes im-
perative to review the TBTF regime for potential gaps and to
address them.

The expert report provides insights and actionable suggestions
to enhance the current TBTF framework in the following four areas:
crisis management, liquidity, supervision, and capital adequacy.

1. Enhancements in crisis management preparedness
will be crucial.

The Financial Market Supervisory Authority (FINMA), the Swiss National
Bank (snB) and the Federal Department of Finance (FDF) must share
responsibility for successful crisis management. They should jointly
monitor, evaluate and communicate the viability of the resolution

of (global and domestic) systemically significant banks on a continuous
basis. Ways of enhancing cooperation between these authorities

in preparing for and managing crises should be explored.

2. Addressing gaps in access to liquidity.

Ensuring access to liquidity even under difficult conditions is indis-
pensable for banks. Digitalisation has further increased the likeli-
hood and speed of bank runs. Measures needed to address gaps in the
liquidity mechanisms concern both the provision of emergency
liquidity assistance by the sNB (ELA)7 and the subsidiary provision
of liquidity guaranteed by the state to a bank in the event of
resolution (PLB).



3. Additional and more effective powers and
tools for banking supervision.

FINMA requires additional instruments to enable it to supervise more
effectively and intervene at an early stage. FiNma should have the
means to use market information more effectively in its supervision.

4. Enhanced transparency in the quality of capital.

FINMA should improve transparency on capital quality. The market for
AT1bonds? issued by Swiss banks has suffered damage. Accordingly,
measures are needed to revive the Swiss AT1 market.
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I Introduction

I.I The state-backed takeover of Credit Suisse
by uBs in March 2023

On 19 March 2023, Credit Suisse became the first global systemically
important bank (G-s1B) to face imminent resolution.’® This had

been preceded by years of scandals, flawed strategies, poor profitability,
and many changes of management at the bank. The share price,

the ratings from the leading rating agencies, and the default risk
premia (cps) tracked these developments (see Figures 1 and 2).

The situation at Credit Suisse in 2023 differed considerably from that
of uBs when it was bailed out in 2008. At that time, UBs suffered

the effects from bad investments in securitised subprime mortgages.
It was a classic solvency crisis. Credit Suisse, on the other hand,
remained well capitalised until the end (see Table 1). Its demise was
caused by customers losing confidence in its management and

in the bank’s business conduct.

The ongoing crisis of several specialist and regional banks in the
United States in the first months of 2023 accelerated the loss of con-
fidence in Credit Suisse even further. Credit Suisse ultimately suf-
fered a bank run and was no longer able to recover without support.

On 19 March 2023, uBs'' and Credit Suisse’> communicated the pro-
posed merger. FINMA approved the takeover of Credit Suisse by

UBs,'? and the Swiss government supported it with state measures.
Accordingly, no resolution of Credit Suisse occurred.

The state-backed takeover of Credit Suisse by us based on emergency
law was greeted with relief in Switzerland and abroad. The takeover
prevented major market dislocations and calmed the situation quickly
and sustainably. In doing so, it made a substantial contribution to
global financial stability and was also welcomed by foreign authorities.

The authorities had three options: resolve Credit Suisse according

to the prepared plan, public ownership of Credit Suisse, and a merger
with uUBs. In all three scenarios, the sNB would have had to provide
large amounts of liquidity and the federal government would have had
to provide the sNB with guarantees for part of this liquidity. This
required the use of emergency law.

The sNB provided Credit Suisse and uBs with liquidity assistance
credit limits of up to cHF 250 billion. Of this amount, cHF 100 billion
were backed by a federal default guarantee. The commitments con-
sisted of short-term loans to bridge Credit Suisse’s liquidity problem;
they did not involve any injection of capital in the form of equity.
The commitments served to safeguard the systemically important
functions in the event of a crisis and represented a low financial risk
for the federal government and the sSNB. Moreover, the loans bear


https://www.ubs.com/global/en/media/display-page-ndp/en-20230319-tree.html
https://www.credit-suisse.com/about-us-news/en/articles/media-releases/credit-suisse-and-ubs-to-merge-202303.html
https://www.credit-suisse.com/about-us-news/en/articles/media-releases/credit-suisse-and-ubs-to-merge-202303.html
https://www.finma.ch/en/news/2023/03/20230319-mm-cs-ubs/
https://www.finma.ch/en/news/2023/03/20230319-mm-cs-ubs/
https://www.efd.admin.ch/efd/en/home/the-fdf/nsb-news_list.msg-id-93793.html
https://www.efd.admin.ch/efd/en/home/the-fdf/nsb-news_list.msg-id-93793.html
https://www.efd.admin.ch/efd/en/home/the-fdf/nsb-news_list.msg-id-93793.html
https://www.efd.admin.ch/efd/en/home/the-fdf/nsb-news_list.msg-id-93793.html
https://www.finma.ch/en/news/2023/03/20230319-mm-cs-ubs/
https://www.finma.ch/en/news/2023/03/20230319-mm-cs-ubs/
https://www.finma.ch/en/news/2023/03/20230323-mm-at1-kapitalinstrumente/
https://www.finma.ch/en/news/2023/03/20230323-mm-at1-kapitalinstrumente/
https://www.finma.ch/en/news/2023/03/20230323-mm-at1-kapitalinstrumente/
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interest, are amortised, and - for those with a federal guarantee -
are remunerated with a commitment premium and a risk premium.

Finally, once the merger was complete, UBs was liable for the

loans, which contributed to an additional reduction of the risk.

In all cases, Credit Suisse AT1 bonds in the amount of around
CHF 16 billion would have been written down.

Resolution would have had the advantage that Credit Suisse would
initially had been maintained as a functioning bank. Over time, parts
of the bank that do not fit the new strategy could have been sold

off. In this scenario, foreign interested parties would have come into
consideration as possible buyers in addition to UBs.

The disadvantage of this solution were the risks inherent in the con-
version of at least part of the bail-in bonds (see section 2.3).

However, the fact that the shareholdings were not written off and
the bail-in was not carried out surprised many observers.
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Compared to a resolution, the state-supported takeover by uss had
the advantage that it was relatively simple, it restored confidence
quickly and avoided the risk of a bail-in. But it also has disadvantages.

First, it exposed the public sector to considerable risk. The federal gov-
ernment assumed a loss guarantee for certain assets of Credit Suisse
that are now held by UBs, amounting to a maximum of cHF g billion.
This guarantee is remunerated and does not trigger any immediate
negative financial implications for the federal government. Unlike the
liquidity assistance described above, however, there was nevertheless
anon-negligible likelihood that it would become an effective loss

for the federal government.'® uss has terminated this contract in the
meantime, and the federal government no longer bears any risk.

On the contrary, it has even earned receipts of CHF 200 million on
the federal guarantees.

Second, the takeover has resulted in UBs being the only global sys-
temically important bank headquartered in Switzerland. This might
pose challenges for Swiss companies as UBS is now in a stronger
market position as provider of certain financial services. In addition,
the complexity and political weight of uBs have increased, making
supervision and regulation of the bank more challenging. The takeover
could lead to substantial job cuts at Credit Suisse and uBs worldwide.
However, this might also have occurred in the case of a resolution.

I.2 Switzerland as an international banking centre

Benefits for Switzerland

A strong international Swiss financial centre - and in particular large,
internationally active banks - provide significant advantages.

First — large, internationally positioned banks provide financial
resources and services to the real economy. They ensure high-quality
professional support for reliable and cost-effective global payment
transactions, short- and long-term lending for domestic and foreign
business, currency hedging, capital markets services, export financing,
risk management, support for mergers, succession arrangements

etc. Their international network is key as most financing sources for
syndicated loans, bond origination, and share placements are found
abroad. Other than foreign banks, only uBs now has a distribution


https://www.efd.admin.ch/efd/en/home/financial-affairs/ubs-takeover-credit-suisse /financial-implications-confederation-cs-ubs.html
https://www.efd.admin.ch/efd/en/home/financial-affairs/ubs-takeover-credit-suisse /financial-implications-confederation-cs-ubs.html
https://www.efd.admin.ch/efd/en/home/financial-affairs/ubs-takeover-credit-suisse /financial-implications-confederation-cs-ubs.html
https://www.admin.ch/gov/en/start/documentation/media-releases.msg-id-97300.html
https://www.admin.ch/gov/en/start/documentation/media-releases.msg-id-97300.html
https://www.sif.admin.ch/sif/en/home/documentation/swiss-financial-centre.html
https://www.sif.admin.ch/sif/en/home/documentation/swiss-financial-centre.html

network sufficient for such financing. Many Swiss companies operate
globally, the international business accounts for 60% of their turn-
over. They need banks to support them. Even medium-sized enterprises
may require financing in excess of CHF 100 million and smaller

banks can only offer this, if at all, as part of a consortium, which is
significantly more complicated.

Foreign banks are not a fully adequate substitute because, firstly,
they are more interested in larger clients for cost reasons and,
secondly, they tend to reduce their operations in Switzerland when
times are difficult.

Second — uBs (and formerly Credit Suisse) as a “bank for banks”also
offers essential bank-to-bank services (e.g., securities custody services,
international currency settlement etc) to small and medium-sized
banks in Switzerland, contributing substantially to the smooth func-
tioning of the Swiss financial centre and its ecosystem. Dependence
on foreign banks for such services could be strategically risky.

Third — a vibrant financial centre helps maintain a specialised pro-
fessional workforce. This expertise is not only necessary for financial
institutions in the narrow sense, but is also needed in other areas

of the economy. It fosters the competent management of financial
risks in the corporate sector (e.g., currency hedging and export
financing) as well as in the public sector. Sufficient financial expertise
supports innovative product development and manufacturing and

it forms a necessary element in the development of new markets. Major
banks also play an essential role in training within the banking
sector. For instance, about half of cantonal bank ceos originally came
from a G-s1B.

Fourth — the profile and reach of the financial centre are an essential
basis for the attractiveness of the Swiss franc and for its status as

a safe haven. The importance of the financial centre guarantees global
demand for the Swiss franc, which opens up opportunities for
monetary policy that would otherwise be precluded.

Fifth — in part thanks to its international importance, the financial
centre (financial and insurance services) is a significant employer
(2022: 5.2% of total employment) and contributes disproportionately
to GDP (2022: 8.9%) and to fiscal revenue (2021: 13.3%).
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in cHF billion QI 2023 Q4 2022 Q3 2022 Min. Table 1.
Regulatory key figures for
Credit Suisse Group AG

Capital, risk-weighted

CET1 35.8 14.7% 36.7 14.6% 39.9 14.6% 10.0%

CETI1, AT1 and TLAC are different forms
of capital and are explained in

TLAC 97.9 40.2% 99.1  39.5% 97.4 35.5% 28.6% section 5.3. “LR denominator” denotes
the unweighted total assets plus
selected off-balance-sheet positions.
Capital, unweighted Size is important in the regulations.
“Min. denotes the regulatory
minimum, see Figure 5 in section 5.3.

CET1 + AT1 49.4 20.3% 50.0 19.9% 50.1 18.3% 14.3%

RWA 243.8 251.0 274.1

Leverage Ratio CET1 32.8 5.0% 32.7 5.0% 41.7 4.9% 3.5%

LR CET1 + AT1 49.4  7.6% 50.0 7.7% 50.1 5.9% 5.0%
TLAC 97.9 15.0% 99.I 15.2% 97.4 11.5% 10.0%
LR denominator 653.0 650.5 836.9
Total assets 540.3 531.4 700.4

Liquidity
LCR 178% 144% 192% 100%
HQLA 118.1 120.0 226.8

Implications for the regulatory framework

All of this means that Switzerland has an interest in continuing to be
the home to large, globally active banks. Accordingly, the regulatory
framework must be designed so that Switzerland can continue

to serve as an internationally attractive location for such banks.

This requires strong, internationally recognised banking supervision
and regulation. In light of the collapse of Credit Suisse, the question
arises as to how the resilience of systemically important banks in
Switzerland and the instruments available in the event of a crisis can
be further strengthened (see Box 2). The regulatory framework

has to ensure the resilience and effective resolution of a systemically
important banks should it nevertheless fail Otherwise, Swiss tax-
payers and the international financial system would be exposed to the
risk of a disorderly bank failure, and Switzerland will cease to

be attractive as a location for such institutions in the medium term.

Accordingly, the current regulatory framework must be carefully
reviewed in light of the new situation and adjusted as necessary,
taking international developments and national policy into account.

International standards should guide the reforms of the Swiss TBTF
framework (see Box 3). However, Switzerland also must take its
specific situation into account when implementing them. In particular,
the importance of the remaining G-s1B for the Swiss economy and
the disproportionate size of this bank in relation to the Swiss national
economy as compared to other countries must be taken into
account (see Figure 3).


https://www.credit-suisse.com/about-us/en/investor-relations/financial-regulatory-disclosures/regulatory-disclosures/pillar-3.html
https://www.credit-suisse.com/about-us/en/investor-relations/financial-regulatory-disclosures/regulatory-disclosures/pillar-3.html

How can a bank be sound from
a regulatory perspective and
yet be in imminent danger of collapse

Ultimately, Credit Suisse failed due to a crisis of con-
fidence. Banking requires trust as its customers
are unable to see what the bank is doing with their
money. Markets, investors and customers lost
confidence in the bank, and withdrew their assets,
resulting in a run on the bank.

It is nonetheless remarkable that this crisis esca-
lated despite the fact that both the snB and
FINMA confirmed that the bank met the regulatory
liquidity and capital requirements at all times

(see Table 1). In principle, there are four possible
explanations for this apparent contradiction.

The first possibility — is that this was a “pure bank
run”, a random event out of the blue that causes

a number of bank customers to withdraw their
deposits, which in turn encourages even more cus-
tomers to withdraw deposits. The bank then
quickly becomes illiquid, and the bank run becomes
a self-fulfilling prophecy. The central bank, as the
lender of last resort, then intervenes with sufficient
liquidity and prevents this undesirable (because
unnecessary) failure of a bank that is actually solvent.

It is not possible to eliminate this explanation com-
pletely as the weeks before Credit Suisse’s demise
saw a crisis in the United States and heightened
market jitters.Yet, it would be inappropriate to depict
the crisis at Credit Suisse as a crisis of confidence
that came out of the blue. After all, the bank's
share price had lost 90% of its value between 2021
and 2023, its ratings were declining and cbs
spiking (see Figures 1 and 2).

The second possibility — is that the regulatory
indicators were not suitable for identifying a crisis
of confidence in a timely manner. Regulatory
indicators show the extent to which capital and
liquidity buffers are available. To some extent
they are always backward-looking. However, reg-
ulatory indicators provide no information about
the credibility of the bank’s strategy, its business
model and profit outlook, the quality of its man-
agement and board of directors, and the bank’s
resilience to a crisis (see section 4.2).

The third possibility — is that the regulatory indi-
cators provided an incomplete picture of the buffers
that were actually available. For example, the
indicators may “add up” for the group as a whole,
but the liquidity and capital might not be suffi-
cient within individual group entities, as supervisory
authorities protect subsidiaries in their jurisdic-
tions and do not allow a foreign parent company to
access the funds. Some market participants
understand these internal hurdles and therefore
question the relevance and transparency of the
published indicators. This has given rise to uncer-
tainty and a loss of confidence (see section 3.5).

The fourth possibility — is that the supervisory
authority effectively required less capital from the
bank than expected under a strict interpretation

of the rules in order to give the bank time to correct
deficits or adjust to new rules or circumstances.
Model-related capital discounts, regulatory leniency
in the application of “regulatory filters”, or delayed
adjustments in valuation methods were all possi-
ble. This would have led to differences in the quality
of reported ceT1 capital, which could lead

to uncertainty among market participants (see
section 5.2).

Box 1



Box 2 Systemic importance

A bank is systemically important if it performs
functions in the real economy which are essential
for many other companies or private individuals.
Moreover, the bank must perform functions that
cannot be substituted and provided by another pro-
vider within a reasonable timeframe. These
characteristics make such banks too important for
a state to allow their activities to cease and the
state will take measures to prevent this from oc-
curring. The sNB (after consulting FINMA) desig-
nates systemically important banks (siBs) and their
systemically important functions for the Swiss
economy (Art. 8 of the BankA?). In Switzerland,
these are uBs (and until recently also Credit Suisse),
Ziircher Kantonalbank, the Raiffeisen Group,

and PostFinance.

Swiss banking regulations apply to globally active
(G-siBs) and domestically active (D-s1B) systemically
important banks (Art. 124a of the CAOb). The
responsibility for winding down a G-siB does not lie
solely with the home authorities in the jurisdiction
of the holding company or parent. There must

be international coordination with the relevant au-
thorities in the host jurisdiction in which the
registered offices of the various group companies
are located. Given the international environment,
siBs that are designated as G-siBs by the Financial
Stability Board are regarded as internationally
active within the meaning of Swiss Banking regu-
lation (Art. 124a, para. 1 of the cA0). In Switzer-
land, only uBs is designated as a G-sIB.

The resolution of a sIB is designed to maintain the
continuity of its business operations after resolu-
tion, or at least continue individual banking services.
The aim is not to preserve the bank in its present
form, but to maintain particularly important areas of
its activity. Thus, the goal is not to save the bank
but to safeguard financial stability, ward off a bank
liquidation and avoid a bail-out by the state.

a Federal Act of 8 November 1934
on Banks and Savings Banks
(Banking Act; SR 952.0).

b Ordinance of 1 June 2012 on
Capital Adequacy and Risk Diversi-
fication for Banks and Securities
Traders (Capital Adequacy Ordinance;
SR 952.03).



I.3 Need for adjustments to the TBTF regime

The global financial crisis of 2007-08 demonstrated that the disorderly
failure®® of a global systemically important bank can lead to major
disruptions in the market and have real economic costs. Following the
global financial crisis, a worldwide consensus emerged that systemi-
cally important banks should not be bailed out by the state, but should,
rather, be subject to orderly resolution. The G20 countries undertook
reforms of financial market regulation with the aim of solving the
too-big-to-fail problem. This TBTF regime has been transposed into
national law in most countries, including Switzerland.

The expert group on banking stability concludes that the TBTF regime
has achieved important progress compared to the situation before
the global financial crisis:

« It has imposed larger capital and liquidity buffers on banks,
making them more resilient.

o It has laid the foundation for more effective supervision and
enforcement by the financial market supervisory authority,
helping to reduce the likelihood of dislocations in the
financial system.

« It has provided powers and tools to enable systemically important
banks to be resolved without jeopardising their systemically
important functions and without placing an excessive burden on
the public budget. However, these powers and tools have not
yet been applied to a G-sIB in practice.

The takeover of Credit Suisse by UBs has raised concerns and uncer-
tainty with respect to the TBTF regime:

« First, the solution that was eventually adopted appears to call
into question a decade of preparations and the relevance of part
of the TBTF regime. Would the official resolution plan have
worked in principle, but was the solution that was adopted a better
alternative? Or was the implementation of the resolution plan
ultimately not realistic? This question is of particular relevance
given that Switzerland is now home to only one G-siB.

« Second, questions arise concerning the Swiss authorities’ super-
visory and resolution tools, and organisation. Are the authorities
sufficiently well equipped to handle a G-s1B failure? Do they
have the right tools at their disposal to intervene at an early stage
and respond in a crisis? Is cooperation between the authorities
effective?
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Figure 3.
Size (leverage ratio exposure) of

individual banks compared to national
GDP. Dates between 2019 and Q1 2022,

depending on the particular bank
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On the one hand, the fact that the resolution option was not chosen
in the case of Credit Suisse does not mean that resolution planning
failed. On the other hand, the resolution of a G-s1B has never been
tested in practice. The authorities emphasise that a global resolution
would, in principle, have been possible. Within the Crisis Manage-
ment Group, they had prepared the resolution of Credit Suisse over
several months, together with the relevant foreign supervisory
authorities. Representatives of foreign authorities involved have con-
firmed in interviews that the preparation was sufficient and that

the execution of a resolution of Credit Suisse would have been sup-
ported and recognised by the members of the Crisis Management
Group. However, the FDF, FINMA and the sNB also draw attention to
risks. A merger ultimately entailed fewer execution risks and was
therefore preferred by the Swiss authorities.

UBs is now the only remaining G-s1B in Switzerland, and the question
arises as to whether it could be resolved according to its resolution
plan in the event of an existential crisis.

The past has shown that reviews and adjustments to banking regu-
lation always take place in the wake of a crisis, and that every crisis is
unique. The following recommendations are intended to help
strengthen Swiss banking regulation in light of the demise of Credit
Suisse in order to further reduce the likelihood of banking and
financial crises occurring. It must be clear, however, that no regulation
can rule out a crisis with any certainty. The expert group therefore
attaches great importance to the measures taken to manage a crisis
once it occurs.



The Basel Committee (BCBS)

and Basel 1, 11 and 111

The Basel Committee on Banking Supervision (BCBS)
is the standard-setting body for the international
coordination of banking regulation and serves as a
forum for cooperation on bank supervisory matters.
It is made up of representatives from central

banks and supervisory authorities from 27 countries.
Switzerland is represented through FINMA and

the snB. The BCBS draws up and issues framework
agreements through a collaborative process.
While these are not legally binding, there is a recip-
rocal expectation among members that the
framework agreements will be transposed into
domestic law with a view to establishing inter-
national convergence. Implementation is monitored
by means of regular peer reviews.

In 1988, the BCBs issued the Capital Accord, which
is now referred to as Base/1.? It defines a simple
risk weighting for various asset classes (cash 0%,
sovereign bonds 20%, mortgages 50%, everything
else 100%) and requires banks to hold capital
amounting to at least 8% of these risk-weighted
assets. Basel | identified two classes of capital
(Tier 1 and Tier 2). The rules have been continuously
adjusted and refined.

Basel 11° represents a significant refinement of the
framework and contains numerous innovations.

It introduced three supervisory pillars (see Box 5)
and the internal ratings-based model (1RB) for
quantifying credit risk.

Basel 111° brought further innovations. The most
important ones are an unweighted “leverage ratio”
(in parallel to the risk-weighted capital require-
ments), rules on minimum liquidity (the Liquidity
Coverage Ratio (LCcR) and the net stable funding
ratio (NSFR)), and rules for a countercyclical capital
buffer which makes the requirements for banks
dependent on the macroeconomic cycle.

The rules are continuously being refined. The current
iteration is known variously as Basel 111 Final,
Basel 3.1, Basel 111 Endgame or Basel 1v. It can be
viewed on the Bank for International Settlements
(BIS) website.

a BcBs, International convergence of

capital measurement and capital
standards, 1988.

b scBs, Basel Il: International Conver-
gence of Capital Measurement
and Capital Standards: A Revised
Framework, 2004.

¢ BcBS, Basel lll: A global regulatory
framework for more resilient
banks and banking systems, 2010
and Basel Ill: International frame-
work for liquidity risk measurement,

standards and monitoring, 2010.

d gcBs, The Basel Framework.

Box 3
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- Crisis management

If a systemically important bank has problems and FINMA’s supervisory
instruments, the bank’s recovery plan and FINMA’s protective
measures are all unable to halt the bank’s collapse - authorities must
initiate the bank’s resolution. The law provides for the liquidation

of the systemically important bank or its resolution (see Box 4).

The liquidation of a systemically important bank should be avoided
whenever possible. The economic costs would be too great. In partic-
ular, a bank liquidation could destabilise global financial markets
and result in the bank’s systemically important functions not being
maintained globally.

Resolution of the bank is therefore preferable. For resolution to suc-
ceed, long-term planning by both the authorities and the bank

is required; this is referred to as resolution planning. For this purpose,
FINMA prepares a resolution plan for systemically important banks

in which it outlines how a resolution ordered by FINMA of the system-
ically important bank can be carried out.

2.1 Strengthening credibility

Background

Credit Suisse was the first global systemically important bank for
which an implementation of the resolution plan was imminent. There
were no precedents. It is likely that this fact prompted decision-
makers to exercise increased caution.

Based on the interviews conducted by the expert group, the global
resolution plan was very well recognised, prepared and rehearsed
among the main foreign supervisory authorities. The fact that the plan
was not implemented caused surprise, or even disappointment.

The decision not to implement the prepared resolution plan has not
yet been justified in detail. Reference has been made to “execution
risks” and the “danger of a financial crisis”. It has also been claimed that
the takeover of Credit Suisse by UBs was the better solution and

was therefore preferred.”” But so far, there has been no joint official
review by the FDF, SNB and FINMA, and no transparent justification
for the path chosen. The rDF has held out the prospect of such
areview as part of the Federal Council’s TBTF report.


https://www.youtube.com/watch?v=gmT0-w_0Ex4&list=PLEnHzNShzOwZGnB6WyjmjpAYTrZUJeqV8&index=13
https://www.youtube.com/watch?v=gmT0-w_0Ex4&list=PLEnHzNShzOwZGnB6WyjmjpAYTrZUJeqV8&index=13
https://www.nzz.ch/schweiz/keller-sutter-zur-cs-rettung-dass-viele-eine-wut-im-bauch-haben-verstehe-ich-gut-ld.1732017
https://www.nzz.ch/schweiz/keller-sutter-zur-cs-rettung-dass-viele-eine-wut-im-bauch-haben-verstehe-ich-gut-ld.1732017
https://www.nzz.ch/schweiz/keller-sutter-zur-cs-rettung-dass-viele-eine-wut-im-bauch-haben-verstehe-ich-gut-ld.1732017
https://www.ft.com/content/2cfaaf47-101c-4695-92e5-b66b6abe777e
https://www.ft.com/content/2cfaaf47-101c-4695-92e5-b66b6abe777e
https://www.ft.com/content/2cfaaf47-101c-4695-92e5-b66b6abe777e
https://www.risk.net/regulation/7957271/srb-head-asks-for-extra-tools-to-restore-faith-in-resolution
https://www.risk.net/regulation/7957271/srb-head-asks-for-extra-tools-to-restore-faith-in-resolution
https://www.parlament.ch/de/organe/kommissionen/aufsichtskommissionen/puk- geschaeftsfuehrung-der-behoerden-im-zusammenhang-der-notfusion-credit-suisse-mit-ubs
https://www.parlament.ch/de/organe/kommissionen/aufsichtskommissionen/puk- geschaeftsfuehrung-der-behoerden-im-zusammenhang-der-notfusion-credit-suisse-mit-ubs
https://www.parlament.ch/de/organe/kommissionen/aufsichtskommissionen/puk- geschaeftsfuehrung-der-behoerden-im-zusammenhang-der-notfusion-credit-suisse-mit-ubs
https://www.parlament.ch/de/organe/kommissionen/aufsichtskommissionen/puk- geschaeftsfuehrung-der-behoerden-im-zusammenhang-der-notfusion-credit-suisse-mit-ubs

The fact that resolution was not chosen may fuel doubts about

the future applicability of the global resolution plan for systemically
important banks. In the wake of the merger, an interview with the
Swiss Finance Minister in a Swiss newspaper (Neue Ziircher Zeitung)
caused a stir.?? The interview was picked up by the Financial Times
(FT) in a significantly abbreviated form.?* The key message of the FT
version is that the Swiss government believes that the global
resolution framework does not work. This statement was widely
reported and attracted broad attention internationally.

Findings

Several persons interviewed by the expert group expressed the view
that certain foreign supervisory authorities have less confidence
now than they did before the Credit Suisse crisis that Switzerland
would be able and willing to implement the planned resolution

of UBs, should this systemically important bank become distressed.
In addition, Switzerland’s recourse to emergency law is not always
understood abroad.

To strengthen FiNMA’s credibility internationally as a supervisory and
resolution authority, a detailed explanation of the options available
to the authorities for managing the Credit Suisse crisis should be pro-
vided. FINMA should also explain why the takeover of Credit Suisse

by uBs which was outside of the scope of the Swiss TBTF legal frame-
work was preferred.

The considerations regarding the opportunities and risks of imple-
menting the prepared global resolution plan should be explained

in a clear and comprehensive manner. This should improve under-
standing of the adopted solution and help deal with future crisis
situations.

This explanation should be prepared in addition to the Parliamentary
Investigation Committee (p1c) which will investigate the management
of the emergency merger of Credit Suisse with UBs by the Federal
Council, the Federal Administration and other bodies performing
federal responsibilities.
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Box 4

Recovery plan — resolution plan —
Swiss emergency plan —

restructuring plan

Systemically important banks are required to draw
up a recovery plan, in which they set out the
recovery measures they intend to apply in a crisis
so as to ensure that they can continue operating
without the need for state intervention (Art. 64
para. 1 of the BankO?). The recovery plan covers
the period prior to a FINMA intervention, i.e.,
before entry into resolution. It is subject to FINMA
approval.

For systemically important banks, FINMA draws up
a resolution plan showing how a bank would

be restructured or partly liquidated in a crisis. The
aim is to maintain the bank’s systemically
important functions, ensure financial stability,
and minimise the cost to the state.

a Ordinance of 30 April 2014 on Banks
and Savings Banks (Banking
Ordinance; SR 952.02).

b Federal Act of 8 November 1934
on Banks and Savings Banks
(Banking Act; SR 952.0).

FINMA also assesses the resolvability of interna-
tionally active systemically important banks,
i.e., the preparations that the bank must make to
ensure its resolvability both at home and
abroad (Art. 65a of the BankO).

In addition, systemically important banks must draw
up a Swiss emergency plan (Art. 60 of the BankO).
The plan describes the appropriate measures

to be taken by the bank with regard to structure,
infrastructure, management and control, as well as
intragroup liquidity and capital flows, in order

to maintain the bank’s systemically important func-
tions in the event of impending insolvency

(Art. 9 para. 2 lit. d of the BankAb). Unlike the re-
covery plan or resolution plan, the emergency

plan only addresses the maintenance of systemi-
cally important functions in Switzerland.

The above plans are all designed to deal with a po-
tential future crisis. If a bank resolution really

does become necessary, FINMA generally assigns a
restructuring agent to draw up a restructuring
plan. This describes in detail the way in which the
bank should be restructured in resolution, and

in particular what form the future capital structure,
business model, organisation and bank manage-
ment should take. It also addresses the type

and scope of any impingement on creditors’ rights
that may be required (Art. 30c of the BankA).
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https://www.finma.ch/en/enforcement/recovery-and-resolution/too-big-to-fail-and-financial-stability/banks’-recovery-and-resolution-planning/

2.2 Cooperation between authorities
before and during a crisis

Background

When a systemically important bank enters a serious crisis, FINMA,
the sNB and the FDF must work together closely. Their roles are
as follows:

« FINMA — is responsible for the supervision of banks, the ordering
of protective measures, and the initiation and implementation
of a resolution, or liquidation of a bank.

« sNB — The sNB contributes to the stability of the financial
system, in part, by acting as a lender of last resort (LoLR). Large
amounts of liquidity are often necessary when a bank is in
danger of becoming distressed, as well as during a resolution
itself. The sNB is the only source for additional liquidity.

« FpF — To prevent and overcome banking crises, the involvement
of the FDF is essential as fiscal and economic repercussions
cannot be ruled out. Moreover, if emergency law has to be applied
in connection with a banking crisis, it is the FpF that submits
the proposal to the Federal Council. Irrespective of these impli-
cations, the decision on how to deal with a crisis at a system-
ically important bank inevitably has a political dimension. This
is even more the case now that Switzerland is home to only
one G-SIB.

To improve trilateral cooperation, the three authorities renewed their
memorandum of understanding (MoU) in 2019.?° This MoU states
that the authorities shall cooperate closely with regard to crisis pre-
vention and management in the event of crises with the potential to
threaten financial market stability. For this purpose, a joint crisis
management organisation was set up to prepare for the application of
crisis management tools. They agreed to take due consideration

of the impact of their actions on the sphere of responsibility of the
other parties, and coordinate their activities.

The memorandum of understanding established the Steering Com-
mittee (sc), made up of the Head of the FDF (chair), the Chair of the
sNB Governing Board, and the Chair of the FiNnmaA Board of Directors.
The sc is responsible for strategic considerations and meets only
when necessary. The memorandum also establishes the Committee
on Financial Crises (cFc), which is responsible for coordinating

crisis management.


https://www.finma.ch/en/~/media/finma/dokumente/dokumentencenter/8news/medienmitteilungen/2019/12/20191202-mou-tripartit-2011.pdf?sc_lang=en&hash=BD338636108314C5439376751FDE71BD
https://www.finma.ch/en/~/media/finma/dokumente/dokumentencenter/8news/medienmitteilungen/2019/12/20191202-mou-tripartit-2011.pdf?sc_lang=en&hash=BD338636108314C5439376751FDE71BD
https://www.finma.ch/en/~/media/finma/dokumente/dokumentencenter/8news/medienmitteilungen/2019/12/20191202-mou-tripartit-2011.pdf?sc_lang=en&hash=BD338636108314C5439376751FDE71BD
https://www.finma.ch/en/~/media/finma/dokumente/dokumentencenter/8news/medienmitteilungen/2019/12/20191202-mou-tripartit-2011.pdf?sc_lang=en&hash=BD338636108314C5439376751FDE71BD
https://www.snb.ch/en/mmr/reference/mofu/source/MoU_en.pdf
https://www.snb.ch/en/mmr/reference/mofu/source/MoU_en.pdf
https://www.snb.ch/en/mmr/reference/mofu/source/MoU_en.pdf
https://www.snb.ch/en/mmr/reference/mofu/source/MoU_en.pdf
https://www.snb.ch/en/mmr/reference/mofu/source/MoU_en.pdf

A bilateral agreement between FINMaA and the sNB ?7 defines the
principles of cooperation and provides a clear division between the
respective roles of the two authorities.

The purpose of these two agreements is to ensure the exchange of
information between the authorities. They also make it possible

to coordinate procedures and to simulate crises and test crisis man-
agement and resolution capabilities “in times of peace”.

Findings

Although this structure found a solution to the Credit Suisse crisis its
lack of institutionalisation is worrisome. The MoUs define “contin-
gency planning and crisis management” merely as a “common area of
interest”. They do not, however, oblige the authorities to coordinate
their “autonomous” decisions. Accordingly, the MoUs do not

affect the decision-making powers of the authorities, and they do not
establish joint responsibility.

The following difficulties manifested themselves in the trilateral
cooperation during the Credit Suisse crisis:

1. The decision-making process is not clear — There has, to date, been
no in-depth review of the reasons why the authorities did not
implement the prepared resolution plan, who made the decision,
who influenced the decision and how.

2. Formally, FINMA is responsible for initiating and implementing a
resolution — However, due to its monopoly position as the lender
of last resort, the sNB has a de facto veto. It has no obligation
to provide liquidity before or during resolution, and does not have
to justify its decisions in this regard.

The status of the sNB turns out to be a special challenge. Alongside
monetary policy (Art. 5 para. 2 lit. a to d of the NBa),?” the sNB’s
mandate includes the following: “It shall contribute to the stability of
the financial system.” (Art.5 para.2 lit. e of the NBaA). The sNB performs
its mandate independently - it is not permitted to seek or accept
instructions (Art. 6 of the NBA).
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This is a difficult point of departure. Financial stability is a task that
does not fall to the sNB alone. According to the law, the sSNB con-
tributes to the stability of the financial system, but is not exclusively
responsible for it.?° Due to its independence as guaranteed by
statute, however, it fulfils this task independently from other author-
ities, in particular FINMA. Accordingly, it is de facto not possible

to hold the sNB accountable. However, despite this the expert group
found that the snB did not call into question the provision of
liquidity during the handling of the Credit Suisse crisis.

The status quo — is that FINMA is solely responsible for initiating a
resolution. FINMA’s power to place a systemically important bank into
resolution gives it significant authority over these banks. The
impact of this supervisory power cannot be overstated. Any decision
to reassign this power should be considered very carefully.

The three authorities defended the decision to carry out the state-
supported merger, arguing that it was the best solution. In the case at
hand, it is therefore not possible for outsiders to determine whether
FINMA would have been able to initiate the resolution even if the FDF
and the sNB had reached a different assessment. Only in this case
would the regulatory status quo have come to bear, in which FiNma is
solely responsible for the resolution decision.

With respect to possible measures to clarify cooperation, it should
first be noted that there is no optimal and universally accepted insti-
tutional model for the distribution of powers and cooperation
between the financial market supervisor, central bank and ministry
of finance. Different countries have developed different models

of cooperation, with corresponding advantages and disadvantages.
Some countries have adjusted their model several times, typically
after a banking crisis.

In the short time available to the expert group, it was not possible to
draw up a plan for a major institutional reorganisation with due
care and consideration. The following three ideas should be under-
stood as input for an in-depth evaluation.


https://www.fedlex.admin.ch/eli/fga/2002/997/de
https://www.fedlex.admin.ch/eli/fga/2002/997/de
https://www.fedlex.admin.ch/eli/fga/2002/997/de

Under the first idea — FINMA retains its original initiative to trigger
the resolution of a systemically important bank. However, it cannot
make this decision on its own, but rather submits its proposal to
place a systemically important bank into resolution to the FDF. The
FDF then decides whether or not to do so after consulting the sNB.

The powers of the three authorities involved are, like today, clearly
delineated and defined. In contrast to the existing organisation

in the trilateral model, the division of responsibilities is also clearly
set out. FINMA still has a very prominent position, because without
its initiative, resolution cannot be triggered. However, the final deci-
sion rests with the political authority. Under this organisation,

the three authorities involved share responsibility for the resolution
decision, albeit to different degrees.

This idea acknowledges that it is not appropriate to leave a decision
of such great economic and political significance to the financial
market supervisory authority (or the central bank) alone. The political
dimension of such a decision is explicitly taken into account.

The second idea — is to strengthen FINMA. FINMA must be able to
ensure that the bank receives the necessary liquidity from the sxB.
Currently, FINMA issues a confirmation of the bank’s solvency

to the sNB before the SNB grants emergency liquidity assistance (ELA).
An alternative would be for FINMA to receive a binding assurance
from the sNB on how much liquidity the sNB will provide to a bank
in resolution before the resolution is initiated.

As a further alternative, FINMA could be given the power to order
liquidity assistance from the sNB for systemically important banks in
resolution. However, this solution would reduce the sNB’s indepen-
dence in the area of financial stability (Art. 5 para. 2 lit. e in conjunction
with Art. 6 of the NBA).

The third idea — is the path chosen by the United Kingdom, for
example: combining the supervision and resolution of banks, and
monetary policy under a common umbrella. For Switzerland,

this would mean transferring responsibility for banking supervision
(or at least the supervision of systemically important banks) from
FINMA to the sNB.

This idea has the advantage that the responsibility and means to steer
a bank during recovery, as well as to carry out a resolution, are
combined within a single authority.
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But this advantage is offset by significant disadvantages:

« The rulings that are necessary for the recovery and resolution
of systemically important banks contain the potential for political
and legal conflict. This exposes the responsible authority
as a whole to risk. It is an open question whether the sNB’s sub-
stantial independence could be preserved the conduct of
monetary policy.

Expanding the sNB’s powers would represent a significant
concentration of power in one institution.

The oversight of the sNB’s activities is currently carried out by
the Bank Council which is far removed from the Federal Council
and parliament. With such a significant expansion of the sNB’s
powers, this arrangement would have to be adjusted.

Within the sNB, a clear separation of prudential supervision from
the sNB’s other activities would be necessary, because conflicts

of objectives between supervision and financial stability on the
one hand, and the preservation of monetary stability and risks to
the sNB’s balance sheet on the other hand, cannot be ruled out.
For this reason, other central banks that have implemented such
integration have established “Chinese walls” between the

part responsible for monetary policy and the part responsible for
banking supervision. The two branches converge only at the
most senior management level. For the sNB, this would entail that
Department 11 would be largely split off as it would be responsible
for the supervision and resolution of banks.

The effective design of the distribution of powers and the cooperation
between financial market supervisor, central bank and ministry

of finance is not a straightforward matter. However, such a design is
crucial so that the authorities are able to act in a crisis. It is important
to recognise that all three authorities share responsibility and

that certain decisions by one authority cannot be taken independently
from decisions by another involved authority.


https://www.fsb.org/wp-content/uploads/P131221-2.pdf
https://www.fsb.org/wp-content/uploads/P131221-2.pdf

2.3 Risks of resolution

Background

Resolution typically involves the replacement of management as a first
step or the appointment of a restructuring agent who supersedes
management. To absorb losses already incurred and provide a buffer
for the expected resolution costs, the shareholders’ equity is written
off and the gone-concern capital (“bail-in bonds”) is drawn down.
This constitutes a creditor-financed recapitalisation and is referred
to as a bail-in. The process is fraught with implementation risks:

e Legal and organisational risks — bail-in is a process envisaged for
the resolution of all systemically important banks. It is legally
and organisationally demanding.®" It requires the cooperation
of authorities in different jurisdictions and is likely to lead
to legal disputes later on. Legal risks are unavoidable during exe-
cution. They arise because affected investors (shareholders,

AT1 investors, bail-in creditors and other creditors) may oppose
certain FINMA rulings.?? These difficulties are compounded

by specific rules in the investors’ home countries concerning the
write-down or conversion of securities. The handling of these
legal and organisational risks in the execution of a resolution is
continuously discussed and prepared for in the Crisis Manage-
ment Group (CMG), even in the absence of a crisis. The most im-
portant foreign host authorities are represented in the cma.

Financial market (contagion) risks — the resolution of a global sys-
temically important bank is accompanied by increased volatility
in global financial markets. First, the conversion of bail-in bonds
created for the event of a resolution affects investors holding
such financial instruments. Conversion can put these investors
in economic distress. However, these instruments are not
intended for retail customers. They are primarily held by institu-
tional investors (pension schemes, insurers, investment funds,
sovereign wealth funds etc.). With institutional investors, it

is assumed that they will sufficiently diversify their investments
and that they understand the instruments. Second, a bail-in

may also have a negative impact on the valuation of bail-in bonds
issued by other large banks, because investors may subse-
quently no longer want to hold these instruments or may want
to reduce their holdings. This creates additional book losses

for investors and makes it more difficult for banks to obtain
funding, which may lead to contagion at other banks. The prob-
lem is especially virulent if the conversion takes place in a
fragile environment.
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o Execution risks — the resolution plan is initially just a plan. It
contains an idea of how the bank can be resolved. But it is possible
that the implementation of the plan during resolution will
not bring about the desired result. It may therefore be necessary
to adjust the plan at short notice in ways not envisaged in
the plan. This may make the resolution considerably more costly
and does not guarantee that implementation will be successful.
Either way, there is always a possibility in principle that the
resolution will fail and that the bank will have to be declared
bankrupt. To manage this risk, G-siBs are subject to “total
loss-absorbing capacity” or TLAC requirements that ensure the
availability of adequate loss-absorbing and recapitalisation
capacity. The goal of the resolution process is to end up with a
bank that is sound and that meets all operating requirements
(see Art. 29 of the BankA).22 This bank will then be released back
into the market. However, there is no guarantee that this
process will be successful.

Findings

In the case of Credit Suisse, the three risk categories manifested
themselves as follows:

« Legal and organisational risks — In the resolution planning for
Credit Suisse, the us Securities Act and the Securities Exchange
Act, as well as the us Securities and Exchange Commission (SEC)
responsible for the enforcement of those acts, were identified
as a source of risk. Since us investors hold bail-in bonds, these
acts would have been applicable to a bail-in at Credit Suisse.
Under the us Securities Act, any issuance of a security must either
be registered or fall under an exemption. It is not possible
to register a bail-in over a weekend as the process takes too long.
This means that a bail-in would necessarily have to fall under
an exemption to the registration requirement. However, the sec
as a general matter does not provide ex ante confirmation
that a transaction falls under such an exemption. Moreover, the
Us Securities Act does not have an exemption clause tailored
to bail-in bonds. Given that the Credit Suisse bail-in would have
been the first transaction ever by a G-s1B involving such financial
instruments, there was uncertainty as to how the sec and us
courts would assess the case. Similar risks exist in Japan and pos-
sibly in other jurisdictions.

These legal risks are not specific to Swiss banks, but would
exist equally in the resolution of virtually all G-s1Bs. In the case
of Credit Suisse, FiINMA worked closely with the sec and
gained reasonable confidence that the bail-in would have met
the requirements for an exemption from the registration
requirement.


https://www.youtube.com/watch?v=gmT0-w_0Ex4&list=PLEnHzNShzOwZGnB6WyjmjpAYTrZUJeqV8&index=13
https://www.youtube.com/watch?v=gmT0-w_0Ex4&list=PLEnHzNShzOwZGnB6WyjmjpAYTrZUJeqV8&index=13
https://www.faz.net/aktuell/wirtschaft/credit-suisse-schweizer-nationalbank-verteidigt-rettung-der-bank-18771131-p2.html
https://www.faz.net/aktuell/wirtschaft/credit-suisse-schweizer-nationalbank-verteidigt-rettung-der-bank-18771131-p2.html
https://www.finma.ch/en/~/media/finma/dokumente/dokumentencenter/myfinma/finma-publikationen/referate-und-artikel/20230405-ref-anur-mediengespraech.pdf
https://www.finma.ch/en/~/media/finma/dokumente/dokumentencenter/myfinma/finma-publikationen/referate-und-artikel/20230405-ref-anur-mediengespraech.pdf

This means that it is possible to mitigate the risks described.
However, it is not possible to eliminate all legal risks, and

a bail-in may still fail even if the preparation of the resolution is
carried out in coordination with the relevant foreign authorities.

Financial market (contagion) risks — Impacts on the financial
market are unavoidable if a G-s1B collapses. Whether these
upheavals have the potential to trigger a global financial crisis
cannot be reliably predicted and may therefore be assessed
differently by different decision-makers. The sNB and the FDF
have emphasised the risk of a financial crisis.?* Most persons
interviewed by the expert group (representatives of foreign
authorities and private institutions) consider this risk to be con-
siderably less serious.

Risks to success — There was no guarantee that the resolution plan
prepared for Credit Suisse would have resulted in the sustainable
recovery of the bank. Nevertheless, Credit Suisse would have

had a significant amount of loss-absorbing capacity available after
a bail-in: through write-downs and conversion, Credit Suisse
Group’s equity capital would have been strengthened by approxi-
mately cHF 73 billion (approximately cHF 16 billion through

the write-off of AT1 bonds and cHF 57 billion through the con-
version of bail-in bonds). This would have provided a large
buffer to be able to react flexibly during the resolution and also
absorb large losses. Nevertheless, FiINmA expressed doubts

as to whether confidence in the bank could have been restored
sufficiently quickly by means of resolution.

The risks of a bail-in are not negligible. Nevertheless, most of the
expert group’s interview partners consider these risks to be sur-
mountable. In particular, they predominantly considered financial
market risks to be not very high in the specific situation of Credit
Suisse. However, a more pessimistic assessment also appears to be
justifiable.

Looking to the future, it should be noted that, as things stand at
present, a full bail-in in the case of a resolution of uss would be sig-
nificantly more extensive than it would have been at Credit Suisse.
uBs currently has about cHF 100 billion in bail-in capital at its disposal;
Credit Suisse had cHF 57 billion.
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The more accurately the risks of resolution are identified and ad-
dressed during the preparatory phase, the smaller the likelihood that
associated problems will arise during or after the bank’s resolution.
It is therefore necessary that the three authorities involved (FINMA,
sNB and FDF) continuously address these risks and present their con-
clusions transparently. Confidence in the resolvability of a system-
ically important bank can be established only if all three authorities
involved consider the resolution plan to be implementable and

are committed to its implementation within their respective areas
of responsibility.

.4 Flexibility in resolution planning

Background

Resolution planning should consider the application of a range of
measures to achieve the objective of the orderly resolution of

a systemically important bank. These measures are set out in the
resolution plan, which is continuously adapted to the changing
environment of the bank:

» Governance — the resolution plan typically provides for FINMa,
in a first step, to replace the bank management or supersede
it with a restructuring agent.

e Bail-in — because resolution of a bank is generally not possible
without capital measures, it is necessary to have access to
sufficient financial reserves. For this reason, resolution planning
typically provides for the bank’s equity to be written down
in whole or in part. Often, it will also be necessary to carry out a
bail-in, i.e., to have creditors participate in the resolution. Certain
debt instruments earmarked for this purpose (bail-in bonds)
are either converted into shares or written off completely. This
reduces the debt burden of the bank and increases its risk
capacity.

Open bank bail-in and closed bank bail-in — the resolution plan
may provide for resolution within the framework of the

bank’s existing group structure (open bank bail-in). In this case,
the intervention in the parent bank takes place via a single
point of entry (sPE). The parent bank receives capital and liquidity,
which is distributed to the subsidiaries that perform system-
ically important functions. The parts of the bank that do not fit
the newly defined business model are subsequently sold off

or closed. The resolution plans for most European G-siBs provide
for an open bank bail-in strategy.



By contrast, the resolution plans for Us G-siBs in particular provide
for a closed bank bail-in. All us G-siBs have the same group structure
with a non-operating parent (holding company). In a resolution,

the operating subsidiaries of that parent company and other holdings
are transferred to a bridge bank. The shares of the existing holding
company are written down. The bail-in creditors receive shares in
the bridge bank. The Fpic temporarily runs the bridge bank and can
sell individual subsidiaries, all of the bank's assets, or even the
entire bank.

The advantages of a closed bank bail-in are that the takeover of the
operating units by the bridge bank established by the authorities
creates continuity, and the authorities are not under time pressure to
convert the bail-in creditors, unlike in the case of an open bank
bail-in (see Figure 4).

Under existing law, FINMA has both of the described options at its dis-
posal when resolving a bank (Art. 30 of the BankA). The current
resolution plan for uss (and previously also for Credit Suisse) is based
on the assumption that, in the event of impending insolvency, the
entire banking group must be stabilised (open bank bail-in). This must
be done through a bail-in at the holding level - and accordingly

via an SPE. Implementation of a plan B is envisaged only if group-wide
resolution fails or if it does not appear feasible from the outset.

In this case, the individual group companies are resolved separately.
At the same time, the emergency plan for maintaining Swiss system-
ically important functions is activated. For this purpose, the
dependencies between the Swiss banking units and the rest of the
banking group must be kept as small as possible.

Findings

The global resolution plan prepared for Credit Suisse Group had been
prepared and tested in detail by FiNnma and the key supervisory
authorities. One reason that the resolution plan was not implemented
may have been its lack of flexibility. FINMA, like the European

Single Resolution Board (srB), had decided to prepare an open bank
bail-in strategy. The use of a bridge bank/closed bank bail-in might
have given FINMA more time to reduce the legal risks of a bail-in and to
consider and implement other options alongside the existing res-
olution plan, such as a merger of Credit Suisse in resolution or a sale
of parts of the bank to third parties.
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Figure 4.
Steps in a resolution
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https://www.fsb.org/wp-content/uploads/P131221-2.pdf

In any resolution, unforeseen events may arise that require a deviation
from the prepared resolution plan. For this reason, it is necessary

to provide sufficient flexibility on the basis of well-thought-out sce-
narios, rather than preparing only a single option.

In the event of a resolution of UBs, the solution of a merger with
another large Swiss bank will no longer be available. 1t is therefore all
the more important to carefully prepare how any such resolution

would be carried out and what alternative options would be available.

In particular, the establishment of a bridge bank and the sale of
defined parts of the bank could be envisaged as an option.

2.5 Resolvability

Background

Resolution planning must be carried out on an ongoing basis

“in times of peace”. A systemically important bank must be resolvable
at any time. The resolution plan must be tested regularly with all
parties concerned. This applies not only to the individuals involved
in the bank, but also to representatives of the authorities and
central banks in Switzerland and abroad who would play a role in
the resolution.

FINMA assesses recovery and resolution planning on an ongoing
basis. However, it has at its disposal only indirect incentives for im-
proving the global resolvability of an internationally active sys-
temically important bank (now only uBs). Until last year, FINMA was
able to grant the bank a reduction in the requirements for additional
funds (Art. 132 and 133 of the cao0). A new system has been in
effect since 1 January 2023, under which FINMA can impose increased
capital or liquidity requirements if it identifies an impediment

to the bank’s global resolvability (Art. 65b of the BankO,*® Art. 133 of
the cao, and Art. 25 para. 1 let. g of the LigO??).

Findings

A major shortcoming in FINMA’s resolution powers and tools remains.

In contrast to the international standard,*® FINMA cannot require
any organisational changes to enhance a bank’s global resolvability.
FINMA would have significantly more enforcement power if it
could order organisational changes to ensure a bank’s resolvability.
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https://www.finma.ch/en/news/2023/03/20230328-mm-geschaeftsbericht-2022/
https://www.finma.ch/en/news/2023/03/20230328-mm-geschaeftsbericht-2022/
https://www.fsb.org/work-of-the-fsb/market-and-institutional-resilience/post-2008-financial-crisis-reforms/effective-resolution-regimes-and-policies/key-attributes-of-effective-resolution-regimes-for-financial-institutions/
https://www.fsb.org/work-of-the-fsb/market-and-institutional-resilience/post-2008-financial-crisis-reforms/effective-resolution-regimes-and-policies/key-attributes-of-effective-resolution-regimes-for-financial-institutions/
https://www.fsb.org/work-of-the-fsb/market-and-institutional-resilience/post-2008-financial-crisis-reforms/effective-resolution-regimes-and-policies/key-attributes-of-effective-resolution-regimes-for-financial-institutions/

2.6 Public ownership and state participation

Background

An important objective of the TBTF regime is to avoid public support.
Swiss taxpayers should be exposed to the lowest possible financial
risk when a systemically important bank has to be resolved. Because
such a bank cannot be declared bankrupt without incurring large
national economic costs, instruments such as creditor participation
(bail-in) have been developed. Bail-ins are intended to reduce

the likelihood that the state will have to step in to stabilise the bank
(bail-out). If a bail-in is not sufficient to stabilise the bank to
restructure it, the question arises as to whether the state should be
able to acquire a stake in the institution.

There is no sufficient basis in current law for such participation by
the state. The current legal framework does provide that, as part

of resolution, the bank’s assets or parts thereof may be transferred to
other legal entities or to a bridge bank, including assets, liabilities, and
contractual relationships (Art.30 para.2 lit.a of the BankA). It is

not envisaged, however, that the state would be an owner of the bank.

Findings

The Federal Council communicated that on 19 March 2023, temporary
public ownership of the entire Credit Suisse Group was available as
an option under emergency law to solve the acute problems at
Credit Suisse. But this option was not a preferred option for regula-
tory and legal reasons and was not pursued in view of the real
possibility of a private takeover.

The Ammann report*? recommends that public ownership of an in-
solvent systemically important bank without a bail-in (but with

the takeover of all shares without compensation and write-down of
AT1) be included as an option in the law. ux law likewise recognises
this option as a very last resort (Banking Act 2009, Art. 13). The intro-
duction a public ownership solution may have advantages, but it

also has serious disadvantages.

The advantage is that a bank can initially remain in its existing form
without resolution. If the state has sufficiently “deep pockets”,
this can temporarily eliminate uncertainties.


https://www.legislation.gov.uk/ukpga/2009/1/contents
https://www.efd.admin.ch/efd/en/home/financial-affairs/ubs-takeover-credit-suisse .html
https://www.efd.admin.ch/efd/en/home/financial-affairs/ubs-takeover-credit-suisse .html
https://www.efd.admin.ch/efd/en/home/financial-affairs/ubs-takeover-credit-suisse .html
https://www.newsd.admin.ch/newsd/message/attachments/79254.pdf
https://www.newsd.admin.ch/newsd/message/attachments/79254.pdf
https://www.newsd.admin.ch/newsd/message/attachments/79254.pdf

But public ownership also has disadvantages:

Switzerland’s last G-s1B, UBS is large compared to the Swiss econ-
omy and the federal government’s budget. A takeover of the
entire bank by the federal government would expose the latter to
considerable financial risk. In particular, only shares and

ATI bonds would be written off at this point in time, while the
extensive bail-in bonds would not be touched. It can be assumed
that the bank’s capital situation would not be comfortable

in such circumstances.

The state has no comparative advantage in managing a large
bank. It would have to employ a specialised management team
and would be able to manage the bank only indirectly. At the
same time, the state would be politically responsible if painful
measures were to become necessary. This constellation can make
it more difficult to re-establish the bank’s soundness.

Public ownership entails a considerable risk that the government
will not be able to release the bank back into the market within
a reasonable period of time and that the financial risks will
accordingly become unpredictable.

The expert group considers the possibility of public ownership of an
entire bank, even if only temporary, to be a dangerous step back.
Such a solution would contradict the objectives of the TBTF regime
and could destabilise public budget in the event of a crisis at UBs.

However, the possibility of limited state participation should be
examined under the following circumstances.

First — in a scenario in which resolution of the bank as a whole has
failed and the emergency plan therefore comes into play, involving the
state as a bearer of risk for the purpose of stabilising the system-
ically important functions may be unavoidable.

Second — UBs’s current resolution plan envisages the resolution of
the entire bank and the bail-in of its creditors who will become

the owners of the bank. It might accordingly make sense for the state
to have the option of participating to a limited extent in this con-
struction by way of risk capital. Even under this approach, however,
the bank is in resolution, which gives the state sufficient control

over the bank. Such participation would not be intended to strengthen
capital, but rather to create confidence in the resolution of the bank:
if the state is on board, this can have a reassuring effect.
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For both outlined cases of state participation, an exit strategy must
be defined from the outset. Otherwise, it might be difficult for

the state to exit the bank again. Especially if resolution is sluggish or
the macroeconomic environment becomes more difficult, an exit

by the state could destabilise the bank again. The value of the state’s
participation would then be called into question - a situation

that is in direct opposition to the objective of the TBTF regime. State
participation, to the limited extent described above, may therefore
be considered only as a last resort if financial stability cannot

be ensured in any other way.

Since the option of state participation in the risk capital constitutes a
conditional bail-out, it is appropriate for the bank concerned to
remunerate the state.

2.7 Recommendations with regard to

crisis management

The three authorities - Financial Market Supervisory Authority
(FINMA), the Swiss National Bank (sNB) and the Federal Department
of Finance (FDF) - must share responsibility for crisis management.
The introduction of the following measures is recommended:

1. In order to enhance trust in the current resolution tools, FDF, SNB
and FINMA ought to explain in detail the reasoning behind
their decision to endorse the acquisition of Credit Suisse by UBs,
instead of executing the prepared resolution plan.

2. The FDF should explore ways to enhance cooperation among
FINMA, the sNB, and the FDF in preparing for and managing crises.
To ensure the effective management of crises, these authorities
should periodically test their preparedness in crisis simulations.

3. FINMA, sNB and the FDF should jointly monitor, evaluate, and com-
municate the viability of the resolution of (global and domestic)
systemically significant banks on a continuous basis. This can
strengthen confidence in the Swiss authorities’ determination to
resolve a systemically important bank in accordance with its
resolution plan should this become necessary.


https://www.parlament.ch/en/ratsbetrieb/suche-curia-vista/geschaeft?AffairId=20233446
https://www.parlament.ch/de/organe/kommissionen/aufsichtskommissionen/puk- geschaeftsfuehrung-der-behoerden-im-zusammenhang-der-notfusion-credit-suisse-mit-ubs
https://www.parlament.ch/de/organe/kommissionen/aufsichtskommissionen/puk- geschaeftsfuehrung-der-behoerden-im-zusammenhang-der-notfusion-credit-suisse-mit-ubs

Additionally, the following measures are recommended to effectively
strengthen resolution preparedness:

4. FINMA should prepare resolution options by considering various
scenarios as part of the resolution planning process. A resolution
plan based on a bridge bank should be considered as one of
the options.

5. FINMA should be given the power to impose organisational
changes on systemically important banks at an early stage to
enhance their resolvability.

6. The rDF should draw up a legal basis for a temporary and limited
intervention by the state in a systemically important bank in
resolution. The framework of international resolution standards
must be taken into account in this context.
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> Liquidity

Sufficient liquidity is essential for any company, but banks face addi-
tional challenges in this respect: their fundamental business model

is based on the transformation of short-term sight deposits into long-
term non-liquid assets (credits). Thus, banks are always exposed

to liquidity risk. Usually, this risk does not materialise because deposi-
tors do not act in a coordinated manner. They withdraw, deposit,

or transfer money to other depositors on an individual basis. Under
normal circumstances, a more or less constant volume of deposits
remains in the bank, and thus the funding for longer-term credits is
ensured. However, if a large number of depositors want to withdraw
their money at the same time, the bank is unable to satisfy all of

its customers. This risk of a bank run is inherent in banking business.

To deal with this risk, various lines of defence are provided. The first
of these is internal liquidity reserves, which must not fall below
defined limits. Together with the preventive effect of deposit insurance,
they should prevent a bank from experiencing a liquidity crisis.

If this nonetheless occurs, the second line of defence comes into play:
emergency liquidity assistance from the central bank. The third

line of defence is liquidity assistance during a bank resolution.

3.1 Internal liquidity reserves

Background

Banks must have an appropriate level of liquidity to be able to meet
their payment obligations at all times, even in stress situations.

The provisions on the Liquidity Coverage Ratio (LCR) go into detail on
this requirement: banks must hold sufficient high-quality liquid
assets (HQLA) to cover, at any time, the net cash outflow which can be
expected under a stress scenario based on inflow and outflow as-
sumptions over a time horizon of thirty calendar days (Art.12 of the
LigO). There are also requirements in terms of the net stable funding
ratio (NSFR) which are designed to ensure a bank’s stable funding
over a one-year horizon (Art.17f et seq. of the LiqO).

More stringent requirements apply to systemically important banks.
They must be able to absorb liquidity crises over a time horizon of
ninety calendar days (Art. g para.2 lit.b of the BankA and Arts.19 and
20a of the LigO). FINMA may impose institution-specific additional
requirements which take account of a bank’s risk exposure, the com-
plexity of its business structure, and its business model.


https://www.nzz.ch/kann-man-einen-bank-run-verhindern-professor-jeffrey-gordon-hat-eine-idee-ld.1733499
https://www.nzz.ch/kann-man-einen-bank-run-verhindern-professor-jeffrey-gordon-hat-eine-idee-ld.1733499
https://www.nzz.ch/kann-man-einen-bank-run-verhindern-professor-jeffrey-gordon-hat-eine-idee-ld.1733499
https://www.nzz.ch/kann-man-einen-bank-run-verhindern-professor-jeffrey-gordon-hat-eine-idee-ld.1733499
https://www.tagesanzeiger.ch/wir-koennen-nicht-einfach-eine-bank-uebernehmen-914033533961
https://www.tagesanzeiger.ch/wir-koennen-nicht-einfach-eine-bank-uebernehmen-914033533961

Findings

During the crises involving Silicon Valley Bank, First Republic, and
Signature Bank in the United States, as well as the Credit Suisse
crisis, it became clear that sight deposits are much more volatile than
previously assumed. Digitalisation has meant that the foundations

of retail banking are not as stable as they once were. Consequently,
this traditional arm of banking must now be regarded as riskier

than hitherto.

Moreover, the Credit Suisse episode showed that even the wealth
management business can be volatile. The termination of a portfolio
management agreement not only leads to a liquidity problem,

but also reduces the revenue from commission business, which poten-
tially calls profitability and, ultimately, the sustainability of the
business model into question.

Thus, all of the bank’s areas of activity are exposed to liquidity risk.
The requirement for a system which separates the investment
banking arm from the other business areas is therefore insufficient.

Recently, the idea was put forward that a substantial portion of
deposits should be held as deposits subject to notice or term deposits,
as a way of dealing with the increased speed of deposit outflows.

The expert group is sceptical about this proposal. The current height-
ened volatility is unlikely to stem exclusively from digitalisation.

In part at least, it may also be due to the long period of very low or
negative interest rates, which brought demand for fixed-term
deposits to a standstill. This reveals a significant correlation between
monetary policy and financial stability. Positive interest rates
could bring a return to normality.

The expert group therefore takes the view that a conservative recali-
bration of the LcR (e.g., by raising the assumptions with respect

to the withdrawal of sight deposits) would be more useful than restric-
tions on the withdrawal of customer assets. Such an adjustment

is also in line with the work of the Basel Committee on Banking
Supervision (BCBs). The Swiss regulations should be based on

the Basel framework.
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3.2 Depositinsurance

Background

Deposit insurance schemes insure customer deposits at banks in the
event that a bank fails or FiNMA orders specific protective measures
for a bank. It is intended to prevent depositors from panicking

in response to a rumour and withdrawing their deposits abruptly,
which could prompt a run on the bank. Deposit insurance aims

to have a preventive effect.

The deposit insurance limit is set at CHF 100,000 per customer and
bank, and covers both deposits in the depositors’ own name and
medium-term notes held on their behalf. Insured deposits are also
given preferential treatment in the event of bankruptcy (Art.37a
para.1 and Art.37h para. 1 of the BankA). They are in the second cred-
itor class, i.e., immediately behind salary claims and on a par with
claims by social security schemes. To ensure the availability of funds
with which to pay out privileged deposits, the banks constantly

hold domestically covered receivables or other assets held in Switzer-
land in the amount of 125% of privileged deposits.

If need be, the privileged deposits (except those of social security
schemes) will be paid out immediately and wherever possible from the
affected bank’s disposable assets (Art. 37b of the BankA). If these
funds are not sufficient, the deposit insurance scheme steps in. Deposit
insurance is provided by the private-law association esisuisse of
which all Swiss banks are members. esisuisse obtains the funds needed
to fund the pay-out of insured deposits from its member banks.
When instructed to do so, it immediately transfers the funds to the
FINMA-appointed restructuring agent or liquidator (Art.37h para.3

lit. a of the BankA). The banks currently provide esisuisse with a max-
imum of cHF 8.1 billion (as at end-2022). In addition, the banks
must permanently place half of this amount as securities or in cash in
an SNB securities account or provide it as a loan to esisuisse. The
deposit insurance scheme aims to pay out to customers within seven
working days if the need arises. Of the 241 banks (including all
systemically important banks), 11 have privileged deposits exceeding
cHF 8.1 billion each.


https://www.esisuisse.ch/en
https://www.imf.org/en/Publications/CR/Issues/2019/06/26/Switzerland-Financial-Sector-Assessment-Program-47045
https://www.fdic.gov/analysis/options-deposit-insurance-reforms/report/options-deposit-insurance-reform-full.pdf
https://www.fdic.gov/analysis/options-deposit-insurance-reforms/report/options-deposit-insurance-reform-full.pdf
https://www.bankofengland.co.uk/speech/2023/april/andrew-bailey-remarks-at-the-institute-of-international-finance
https://www.bankofengland.co.uk/speech/2023/april/andrew-bailey-remarks-at-the-institute-of-international-finance

Findings

Various aspects of the Swiss deposit insurance system diverge signifi-
cantly from the international standard. As a result, the Financial
Stability Assessment Program (FSAP) review by the International Mon-
etary Fund (1mF) for 2018 recommended: “The deposit insurance
system should be thoroughly reformed to secure a fully-funded public
deposit insurance agency with a government backstop and the
authority to use deposit insurance funds for resolution measures,
subject to safeguards”.*> The 1MF considers it necessary for the deposit
insurance scheme to be constituted under public law and that it be
able to also fund resolution measures if need be. Moreover, the total
amount of banks’ mandatory contributions should be significantly
increased, and provision should be made for a government backstop
to fund deposit insurance in the event of insufficient funds.

The monitoring of compliance with the 125% rule takes place as part of
the annual auditing by the audit company, and the annual reporting
of privileged/secured deposits to FINMA. According to FINMA, both
Credit Suisse (Switzerland) AG and Credit Suisse AG comfortably met
the 125% rule as at end-2022. Until now, deposits had always been
viewed as a stable form of financing. As the events in the United States
have shown, online banking and digitalisation have changed cus-
tomers’ behaviour and made it possible to withdraw deposits more
quickly. In light of these developments, deposit insurance reforms

are being discussed at national and international levels.

The specific design described above was a conscious decision on the
part of the legislator. There are, however, no indications that more
robust deposit insurance would have noticeably improved the situation
of Credit Suisse or its customers. The bank run occurred in the
private banking arm and mainly involved the unsecured deposits and
managed assets of very high net worth customers. It is not plausible
to assume that a more robust deposit insurance would have led

to these customers behaving differently.

Nonetheless, experience with the very swift withdrawals that have
been made possible by digitalisation has given rise to new challenges
for deposit insurance. In the current environment, the seven-day
horizon no longer seems enough and will probably no longer have
much preventive effect. In light of the impact on the stability

and reputation of the Swiss banking system as a whole, the authorities
should consider strengthening the deposit insurance scheme

in light of recent experience, taking international developments
into account.
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3.3 Emergency liquidity assistance

Background

The first line of defence and the preventive effect of deposit insurance
are not always enough. If the outflow of deposits is too large and

too fast, a bank may become unable to meet its payment obligations,
despite still having sufficient capital. In this case, as a second line

of defence it can obtain ELA from the central bank against bank col-
lateral. This central bank function is known as lender of last resort.

A bank can supply the economy with extensive credit only if it can rely
on recourse to this option.

Ideally, a central bank would accept all bank assets as collateral,
provided the bank is solvent. Yet, liquidity assistance can be hampered
by the fact that the bank has already set aside large portions of

its assets for other uses (encumbered collateral), and therefore cannot
pledge them as collateral to the central bank. For this reason,

it is impossible in practice for all assets to be used as collateral for
liquidity assistance.

Therefore, central banks have to establish criteria for acceptable
collateral which ensure appropriate financial security for the central
bank while significantly expanding access to liquidity for a
distressed bank.

According to its own guidelines, in its function as lender of last resort,
the sNB can provide emergency liquidity assistance for domestic
banks if they are no longer able to refinance their operations on the
market.*” According to the guidelines, the sSNB’s emergency liquidity
assistance is contingent on the following conditions: the bank or
banking group seeking credit must be of importance for the stability
of the financial system; the bank seeking credit must be solvent;

and the liquidity assistance must be fully covered by sufficient collat-
eral at all times. The sNB determines what collateral is sufficient.
The snB establishes the collateral base for liquidity assistance to sys-
temically important banks in a dialogue with them and tests its
availability each year. However, the sNB cannot order the provision
of collateral, see section 3.5.


https://www.snb.ch/en/mmr/reference/snb_legal_geldpol_instr/source/snb_legal_geldpol_instr.en.pdf
https://www.snb.ch/en/mmr/reference/snb_legal_geldpol_instr/source/snb_legal_geldpol_instr.en.pdf
https://www.snb.ch/en/mmr/reference/snb_legal_geldpol_instr/source/snb_legal_geldpol_instr.en.pdf
https://www.snb.ch/en/mmr/reference/snb_legal_geldpol_instr/source/snb_legal_geldpol_instr.en.pdf
https://www.frbdiscountwindow.org/Pages/Collateral/collateral_eligibility
https://www.federalreserve.gov/aboutthefed/section13.htm
https://www.federalreserve.gov/aboutthefed/section13.htm
https://www.federalreserve.gov/publications/files/13-3-report-20230711.pdf
https://www.federalreserve.gov/publications/files/13-3-report-20230711.pdf
https://www.bankofengland.co.uk/markets/eligible-collateral
https://www.ecb.europa.eu/mopo/assets/standards/marketable/html/index.en.html
https://www.ecb.europa.eu/mopo/assets/standards/nonmarketable/html/index.en.html

Findings

Based on the discussions held, the expert group concludes that the
SNB’s practice with regard to emergency liquidity assistance is

more restrictive than in other countries, which makes it more difficult
for distressed banks to access liquidity:

1. The sNB’s definition of the collateral it will accept for emergency
liquidity assistance is conservative. — The SNB can engage in credit
operations with banks and other financial market participants,
provided the loans are backed with “sufficient collateral” (Art. 9
para. 1 lit. e of the NBA). This wording leaves significant room
for interpretation which the sNB does not make full use of.
According to the discussions held, the sNB accepts only Swiss
mortgages that are transferable and not otherwise pledged
or encumbered, as well as certain liquid securities. However, the
bank could securitise such mortgages or certificate the sec-
urities and use them as collateral to obtain liquidity on the market
(or, in a liquidity crisis, has already done so). This limits the
usefulness of the liquidity assistance and hinders it from achieving
its aim. The sNB’s policy stands in contrast to the practice at
the Federal Reserve,*? the Bank of England (BoE)>° and the Ecs.
These central banks accept a broader range of collateral,
including a wide range of bonds and hard-to-sell assets (e.g.,
corporate loans and Lombard loans), and publish the list
together with the conditions for using the facility.

2. Until recently, the SNB was also restrictive with regard to the group
of eligible recipients. — To date, liquidity assistance has been
available only to systemically important banks. However, large
regional banks or a specialised bank that performs important
services for other banks or is important for the image of the
financial centre can also acquire a degree of systemic importance.
The sNB has recognised this problem and is planning to make
emergency liquidity assistance available to all banks against col-
lateral in the form of mortgages. The expert group welcomes
this development. The expansion of the recipient group would be
even more effective if the list of eligible collateral is expanded
at the same time.

3. The sNB applies large haircuts to the collateral. — The discussions
also revealed that the sNB tends to apply large haircuts, and
thus provides liquidity for only part of the value of the collateral.
This is confirmed by an sNB announcement to banks on
26 July 2023, confirming the provision of liquidity against collat-
eral in the form of mortgage securities as a general rule. The
haircuts are designed to ensure that the credit is still fully covered
even in the event of a 35% fall in real estate prices. Such a
large haircut seems very conservative and significantly limits
the available liquidity.
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To expand the access to liquidity for a distressed bank, the require-
ments in terms of the quality of collateral must be set lower than
those for collateral that is accepted by the market (in return, the inter-
est rate on liquidity assistance loans is higher). The sNB should
present these requirements transparently.

Ideally, a central bank will accept all bank assets as collateral that can-
not be used to obtain liquidity on the market, as the bank is still
solvent. The sNB should therefore accept a wide range of collateral to
be pledged in advance;°” in this way, it can ensure swift access to
liquidity when needed.

The expert group supports the CEAT-N’s postulate 23.3445, which calls
for the sNB’s emergency liquidity assistance practice to be compared
to that in other countries. The review should be performed by a team
of independent and international experts.

.4 The stigma of emergency liquidity assistance

Background

In a stress situation, a bank may need more liquidity than it can obtain
on the market. It is one of the core tasks of a central bank to provide
such liquidity in these cases as ELA.

Recourse to such liquidity assistance does not bode well for the con-
dition of a bank. Depositors who are unable to reliably assess the
soundness of their bank become nervous when they learn that they
have entrusted their money to an institution that has had to obtain
emergency liquidity assistance from the central bank. If the bank
concerned can be identified by depositors and creditors, this may even
exacerbate the bank’s liquidity problems instead of alleviating them.
The facility misses its mark.

Thus, recourse to liquidity assistance is stigmatised and banks that
require such assistance will give it a wide berth. This presents a
challenge for the sNB and central banks everywhere.

Findings

The sNB describes its emergency liquidity assistance as just that:
emergency assistance.>* A designation with less negative connota-
tions would be preferable. In its announcement to banks dated

26 July 2023, the sNB refers to “liquidity against mortgage collateral”,
which is a step in this direction.


https://www.parlament.ch/de/ratsbetrieb/suche-curia-vista/geschaeft?AffairId=20233445
https://www.bankofengland.co.uk/-/media/boe/files/markets/eligible-collateral/loan-prepositioning-guide.pdfh
https://www.bankofengland.co.uk/-/media/boe/files/markets/eligible-collateral/loan-prepositioning-guide.pdfh
https://www.bankofengland.co.uk/-/media/boe/files/markets/eligible-collateral/loan-prepositioning-guide.pdfh
https://www.frbdiscountwindow.org/Pages/Collateral/pledging_collateral
https://www.frbdiscountwindow.org/Pages/Collateral/pledging_collateral
https://www.richmondfed.org/publications/research/economic_brief/2020/eb_20-04
https://www.richmondfed.org/publications/research/economic_brief/2020/eb_20-04
https://www.federalreserve.gov/econres/notes/feds-notes/stigma-and-the-discount-window-20171219.html
https://www.federalreserve.gov/econres/notes/feds-notes/stigma-and-the-discount-window-20171219.html
https://www.newyorkfed.org/newsevents/speeches/2023/ost230617
https://www.newyorkfed.org/newsevents/speeches/2023/ost230617
https://www.newyorkfed.org/newsevents/speeches/2023/ost230617
https://www.snb.ch/en/mmr/reference/snb_legal_geldpol_instr/source/snb_legal_geldpol_instr.en.pdf
https://www.snb.ch/en/mmr/reference/snb_legal_geldpol_instr/source/snb_legal_geldpol_instr.en.pdf
https://www.ser-ag.com/dam/downloads/regulation/listing/listing-rules/sdx-lr-en.pdf
https://www.bankofengland.co.uk/markets/bank-of-england-market-operations-guide/our-tools
https://www.bankofengland.co.uk/-/media/boe/files/independent-evaluation-office/2018/evaluation-of-the-bank-of-englands-approach-to-providing-sterling-liquidity.pdf
https://www.bankofengland.co.uk/-/media/boe/files/independent-evaluation-office/2018/evaluation-of-the-bank-of-englands-approach-to-providing-sterling-liquidity.pdf
https://www.bankofengland.co.uk/-/media/boe/files/independent-evaluation-office/2018/evaluation-of-the-bank-of-englands-approach-to-providing-sterling-liquidity.pdf
https://www.bankofengland.co.uk/-/media/boe/files/markets/eligible-collateral/loan-prepositioning-guide.pdf
https://www.bankofengland.co.uk/-/media/boe/files/markets/eligible-collateral/loan-prepositioning-guide.pdf
https://www.bankofengland.co.uk/-/media/boe/files/markets/eligible-collateral/loan-prepositioning-guide.pdf
https://www.bankofengland.co.uk/-/media/boe/files/paper/2018/bank-of-englands-approach-to-assessing-resolvability-cp.pdf
https://www.bankofengland.co.uk/-/media/boe/files/paper/2018/bank-of-englands-approach-to-assessing-resolvability-cp.pdf
https://www.bankofengland.co.uk/-/media/boe/files/paper/2018/bank-of-englands-approach-to-assessing-resolvability-cp.pdf

The sNB does not publish any information on recourse to liquidity by
individual banks. Details on recourse to assistance are only published
in aggregate form. This makes it more difficult to identify the bank
concerned and could reduce the stigma.

An even more effective strategy might be to combine the normal
monetary policy instruments — open market operations to steer the
money market interest rate and standing sNB facilities to facilitate
settlement in payment operations and to bridge unexpected liquidity
shortfalls - with the provision of additional liquidity (formerly
“emergency liquidity assistance”), so that how much liquidity is being
provided through which instrument and for what purpose cannot

be inferred. In addition, it should be ensured that the bank itself is not
obliged to publish the fact that it has accessed liquidity assistance,
because this information may impact the share price.

In this regard, the approach of the BoE is interesting. The BoE pro-
vides additional liquidity on an ongoing basis and tries to make these
operations as commonplace as possible. Its “open for business”
approach means that a bank need not justify its use of “liquidity assis-
tance”. In addition to the normal repo facility for monetary policy
operations (short-term repo (STR)), the BoE holds a regular (weekly or
monthly) auction (indexed long-term repo (1LTR)), in which banks
can obtain liquidity against marketable and non-marketable collater-
al.> It also offers liquidity on a bilateral basis at all times to such
banks (discount window facility (pwr)).5” Until a few years ago, how-
ever, there was a stigma attached to pwr, which meant that it was
rarely used.°® To facilitate the use of illiquid collateral (credits grant-
ed by the bank to its customers), banks can deposit such collateral at
the BoE (pre-positioning), a facility which the banks use frequently.
Through the regular use of the facilities provided by the BoE, the
banks’ need for liquidity appears to be less pronounced. The banks
are engaged in a constant exchange with the central bank.

In order to provide a bank in resolution with sufficient liquidity, the
BoE also offers a separate facility, the resolution liquidity framework
(RLF).%° This allows liquidity to be obtained during resolution, in
close cooperation with the central bank, against a broad range of col-
lateral in various currencies. The use of the RLF is not disclosed

in any way by either the BoE or the affected bank, to avoid stigma.

Stigma is a serious problem affecting all central banks. The sNB, like
other central banks, must urgently address this problem.The BoE

is taking the lead in this area and the question of whether its experi-
ence might be useful for Switzerland should be examined.
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3.5 Availability of liquidity

within the banking group

Background

A bank must be able to provide enough transferable and unencumbered
collateral to obtain liquidity assistance in sufficient quantity from
the snNB. This requires corresponding contractual and operational
preparation. However, the preventive provision of unencumbered col-
lateral is costly and constitutes a significant intervention into the
bank’s operations. It can be ordered by FiNma only as a measure under
the emergency plan, with due observance of the proportionality
principle, if there would otherwise be a risk that systemically import-
ant functions would not be able to continue uninterrupted opera-
tions independently of the other bank units in the event of impending
insolvency (Art. 60 para. 1 of the BankO).

Yet, even if the level of available liquidity across the corporate group as
a whole is appropriate, it is still possible that the liquidity cannot

be directed to those parts of the group that need it. Liquidity does not
flow smoothly between parent and subsidiaries: there may be
country-specific restrictions on liquidity transfers owing to regulatory,
legal, tax, accounting or other considerations. An upstream transfer
refers to a flow of liquidity from a subsidiary to the parent (this

is aloan from the subsidiary to the parent) and a downstream transfer
is a transaction in the opposite direction. Upstream transactions,

in particular, may be restricted by company law or statutory require-
ments. It should also be noted that, as a systemically important
bank, the Swiss subsidiary is not permitted to transfer unlimited
liquidity to the parent bank under the emergency plan rules. It must
itself hold sufficient loss-absorbing capital and liquidity to ensure
that, under the emergency plan, it can continue to operate the
functions that are systemically important for Switzerland indepen-
dently of its parent, in the event that the rest of the group becomes
insolvent. Thus, the maximum amount of upstream transfers

is limited.


https://www.fedlex.admin.ch/eli/oc/2023/135/de
https://www.fedlex.admin.ch/eli/oc/2023/135/de
https://www.fedlex.admin.ch/eli/oc/2023/135/de
https://www.fedlex.admin.ch/eli/oc/2023/135/de
https://www.fedlex.admin.ch/eli/oc/2023/135/de
https://www.fedlex.admin.ch/eli/oc/2023/135/de

Findings

The discussions of the expert group have shown that Credit Suisse’s
preparations for posting collateral to obtain enough emergency
liquidity assistance were inadequate, especially at the level of the parent.

The bulk of the liquidity provided through the emergency liquidity
assistance facility was made available to the Swiss subsidiary.

The snB always provides the liquidity assistance to the group unit that
has posted the collateral. However, the Credit Suisse parent bank,

to which the foreign-based units also belong organisationally, held
very little collateral that was eligible for the sNB. Yet the liquidity

was not needed only in Switzerland, but also by Credit Suisse units
based abroad.

In order for the liquidity to be made available there, it would have
needed to be transferred from the Swiss unit to the parent (upstream),
and in turn directed to the group units that required it (down-
stream). But the Swiss unit allowed only limited upstream transfers
to avoid jeopardising a potential activation of the Swiss emergency
plan. This meant that the liquidity could not be transferred to

the units that needed it.

Ultimately, this problem was solved via the sNB’s additional emergency
liquidity assistance, or ELA+.°" The additional emergency liquidity
assistance was provided directly to the parent bank and did not involve
the posting of collateral by Credit Suisse (secured only by preferential
rights in bankruptcy proceedings for the sNB). The sNB’s financial
risk with ELA+ was already substantial because it did not receive any
collateral from the bank. Furthermore, it had no control over

the use of the liquidity provided. Credit Suisse was not in resolution
and the existing management was still in post. The risk was none-
theless limited by the preferential rights in bankruptcy and by the
fact that Credit Suisse was subsequently taken over by UBs.

As a general rule, ELA+ should not become the norm. The risk to the
snB would be too high. Rather, it should be ensured that the

banks hold sufficient collateral in the right area of the group, so that
emergency liquidity assistance can be provided either to the
parent or directly to the group units that need it.

To solve the availability problem for intragroup liquidity, FiINmA

or the sNB should be able to order banks to hold sufficient transferable
and unencumbered collateral in the right area of the group.

Access for all group units to liquidity assistance from the sNB and
foreign central banks should be improved.

49



3. 6 Liquidity assistance during a resolution

Background

A bank resolution often requires a considerable amount of liquidity
in the right places within the group. If the bank is no longer able

to refinance itself on the market and it does not have sufficient liquid
assets (first line of defence) or collateral to obtain enough emergency
liquidity assistance from the sNB (ELA, second line of defence)

to cover its liquidity needs, the third line of defence comes into play.
This liquidity is provided by the central bank without collateral
being posted. However, the risk is borne by the state because it pro-
vides the central bank with a default guarantee.

This state default guarantee is known as a public liquidity backstop,
or PLB. It is not a financial interest of the state in the bank, but

a loan that has to be serviced through commitment premiums, risk
premia and interest, and must be repaid.

Many countries have introduced a pPLB in various forms, including
the United Kingdom, the United States, Japan, Canada and
the European Union.

The United Kingdom has the Resolution Liquidity Framework, which
provides for liquidity assistance by the Bank of England for a
systemically important bank in resolution. The BoE requires the
consent of the uk Treasury and receives a default guarantee.

The United States has the Orderly Liquidation Authority for the reso-
lution of systemically important banks. With this solution, the
necessary liquidity assistance is provided in the form of a credit from
the Orderly Liquidation Fund (OLF), rather than by the central

bank. Despite its name, this fund is not pre-financed and is ultimately
fed by the us Treasury. The Federal Deposit Insurance Corporation
(FDIC, the resolution authority) can draw down a maximum of 10% of
the bank’s total assets as liquidity assistance during the first 30 days.
If the FpIC and Treasury agree a repayment plan, liquidity can be
obtained up to a maximum of 90% and for a maximum of five years.
If the liquidity is not repaid, certain financial companies can be
brought in to arrange repayment, over a five-year period, of the funds
obtained through the oLF.

The Bank of Japan can provide a bank with ELA only prior to reso-
lution. During resolution, the Deposit Insurance Corporation of Japan
(the resolution authority) can obtain a state-guaranteed loan from
the Bank of Japan. Under certain conditions and with the consent of
the prime minister, this liquidity assistance can be provided even

if the bank in resolution is no longer solvent.

The Bank of Canada can provide ELA both prior to and during reso-
lution. During resolution, the solvency requirement is replaced

by a credible resolution plan. However, liquidity assistance in Canada
is only ever provided against collateral.


https://www.fedlex.admin.ch/filestore/fedlex.data.admin.ch/eli/dl/proj/2022/80/cons_1/doc_6/de/pdf-a/fedlex-data-admin-ch-eli-dl-proj-2022-80-cons_1-doc_6-de-pdf-a.pdf
https://www.fedlex.admin.ch/filestore/fedlex.data.admin.ch/eli/dl/proj/2022/80/cons_1/doc_6/de/pdf-a/fedlex-data-admin-ch-eli-dl-proj-2022-80-cons_1-doc_6-de-pdf-a.pdf
https://www.fedlex.admin.ch/filestore/fedlex.data.admin.ch/eli/dl/proj/2022/80/cons_1/doc_6/de/pdf-a/fedlex-data-admin-ch-eli-dl-proj-2022-80-cons_1-doc_6-de-pdf-a.pdf
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https://www.fedlex.admin.ch/filestore/fedlex.data.admin.ch/eli/dl/proj/2022/80/cons_1/doc_6/de/pdf-a/fedlex-data-admin-ch-eli-dl-proj-2022-80-cons_1-doc_6-de-pdf-a.pdf
https://www.fedlex.admin.ch/filestore/fedlex.data.admin.ch/eli/dl/proj/2022/80/cons_1/doc_6/de/pdf-a/fedlex-data-admin-ch-eli-dl-proj-2022-80-cons_1-doc_6-de-pdf-a.pdf

In the European Union, ELA is provided by the national central banks.
The Single Resolution Board is the centralised resolution authority
within the Banking Union. Together with the national resolution
authorities, it makes up the Single Resolution Mechanism (SRM). As
part of the mechanism, a Single Resolution Fund (SrRF) provides
special liquidity assistance in the event of resolution. The srF is fed
by ex ante contributions from banks in member states and can be
used to provide liquidity assistance and for recapitalisations. Its size
is limited to 1% of the total deposits of all banks in the euro area
(around EUR 80 billion). The European Stability Mechanism (Esm)
provides the actual pLB. It can provide up to EUR 68 billion if

the srF has been run down. However, use of the Esm is subject to the
consent of all member states.

In Switzerland, there is no basis for the pLB in ordinary law. The Federal
Council has prepared draft legislation, for which the consultation
period ended on 21 June 2023.

Findings

Switzerland currently has no legal basis for providing liquidity to a
systemically important bank in resolution that lacks eligible collateral.
In the case of Credit Suisse, this option had to be created via
emergency law.

The pLB should therefore be transposed into ordinary law. The expert
group supports the Federal Council bill mentioned above. The following
aspects of the bill are key:

 As a general rule, deployment of the PLB is subsidiary once
other options (especially the bank's own liquidity and the sNB’s
emergency liquidity assistance against collateral) have been
exhausted.

 The rLB is limited to systemically important banks.

« Resolution has been initiated or is imminent. The bank is thus
under the control of either FINMa or the FINmMaA-appointed
management, and resolution is being carried out to protect both
creditors and financial stability. This reduces the state’s
financial risk.

Liquidity assistance is provided without collateral but with a
federal default guarantee and subject to preferential rights
in bankruptcy.

« The bank pays a commitment premium to the Confederation for
the default guarantee, plus a risk premium to the Confederation
and the SNB as soon as liquidity assistance loans are paid out,
and an above-market interest rate to the sNB.
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In the event that the proposed pLB legislation is rejected by parliament,
the sNB must be able to provide a systemically important bank

in resolution (and thus under FINMA control) with liquidity assistance
loans without bank collateral and without a state default guarantee.
This instrument is referred to here as the central bank liquidity back-
stop (cBLB). As with the pLB, this liquidity assistance would carry

an above-market interest rate. Introducing the cBLB would require an
amendment to Article 9 paragraph 1 letter e of the NBA, which
currently only authorises the sNB to engage in credit operations with
banks and other financial market participants, provided the loans

are backed with sufficient collateral.

A distinction should be made between the cBLB and the ELA+ granted
to Credit Suisse. ELA+ was provided without Credit Suisse being
placed in resolution, and without it having to post collateral of any
kind. The risks for the sNB posed by ELa+ would obviously be too
high, especially since, in the absence of any orders as part of a resolu-
tion process, the existing management would stay in charge and
would be able to decide how to use the credit provided, and since the
bank would not have to meet any other requirements imposed

by the authorities. The expert group is therefore not advocating the
permanent introduction of ELA+ into ordinary law. By contrast,
uncollateralised credit for a systemically important bank in resolution,
which would be possible with the introduction of a cBLB, is con-
siderably less risky because in this case the bank is under the control
of FINMA.

From an economic perspective, the difference between a cBLB and PLB
is small. Both arrangements constitute uncollateralised sNB loans.
Under the LB, the sNB receives a federal default guarantee, but there
is no such guarantee with the cBLB. So the risk is borne by either

the Confederation or the sNB. Yet the sNB is also part of the state.

In a consolidated perspective, the two options are equivalent. Whereas
any loss under the pLB would be felt directly by the Confederation
because the default guarantee to the sNB would be invoked, a loss
under the cBLB would first be reflected in the sNB’s profit and

loss account. However, this loss would affect the profit distribution
to the Confederation and cantons as a result, and would thus

also be borne by the state.

If parliament votes against the proposed LB legislation and in favour
of introducing a cBLB, part of the risk thus passes from the Confed-
eration to the cantons. Moreover, with this solution, the Finance
Delegation would not need to be involved. In addition, the effect on
the debt brake is different. From a political standpoint, these
differences are significant, but economically they are largely irrelevant.


https://www.esisuisse.ch/de

The resolvability of uss in its home market of Switzerland would be
made more difficult if parliament rejects the pLB and the cBLB

for systemically important banks in resolution. In turn, this would
damage the prospects of it remaining in Switzerland over the

long term.

For this reason, the expert group recommends, as a matter of urgency,
that the pLB or the cBLB be introduced into Swiss law. The expert

group prefers the pLB proposed by the Federal Council because, unlike
the cBLB, the PLB guarantees the budgetary sovereignty of parliament.

3.7 Recommendations with regard to liquidity

Ensuring access to liquidity even under difficult conditions is indis-
pensable for banks. Digitalisation has further increased the
likelihood and speed of bank runs. Gaps in liquidity mechanisms

in Switzerland should be addressed as follows:

1. The snB should widen the scope of acceptable collateral for the
provision of extraordinary liquidity assistance (ELA). In particular,
the sNB should also accept non-marketable and highly illiquid
collateral, and limit haircuts.

2. The sNB should tackle stigma with respect to ELA and to this end
consider the strategies of the Bank of England and other
central banks in this area.

3. The “public liquidity backstop” (PLB), as proposed by the Federal
Council, must be introduced expeditiously. 1ts adoption
is critical to guarantee access to funding in the resolution of
a systemically significant bank.

4. FINMA should be able to instruct systemically significant banks to
deposit sufficient collateral with the snB and foreign central
banks to ensure adequate access to liquidity.

5. The FDF and esisuisse®® should review the effectiveness and
suitability of the deposit insurance scheme in light of
digitalisation.
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+ Supervisory and
protective measures

FINMA carries out its supervision according to Swiss financial market
acts and the FiNmAsA.°# Within the scope of banking supervision,

a distinction can be made between two areas depending on the
economic situation of the bank:

1. The bank is sound — 1n this case, the authority conducts ongoing
supervision deploying the instruments and powers given in
Art.24 et seq. of FINMASA (see section 4.1). FINMA carries out audits
either itself, through mandated auditors or through audit
firms appointed by the bank. FiNMa ensures that banks comply
with financial market regulation and licensing requirements.

2. The bank is in difficulty — 1f FINMA determines that there is a risk of
“impending insolvency” (see Box 06, definition of “impending
insolvency”and “point of non-viability” (PONV)), FINMA may order
far-reaching protective measures (Art. 25 and 26 of the BankA),
independently or in conjunction with resolution or liquidation
(section 4.2).

4.1 Supervision

Background

Banks are required to obtain a licence from FINMA prior to com-
mencing business activities (Art.3 para.1 of the BankA). FINMA has
supervisory instruments at its disposal to oversee continuous
compliance with the licensing requirements.®” If it determines that a
bank has violated financial market law, it can compel the bank to
restore compliance with the law through enforcement proceedings.
The authority maintains a discretionary latitude in the use of

the supervisory instruments, but in exercising this discretion FINMA
must take the principle of proportionality into account.

Capital and liquidity requirements applicable to banks are largely
based on the framework accords of the Basel Committee on Banking
Supervision (BCBS; see Box 3). Under Basel 11, the regulatory require-
ments for banks in Switzerland are based on three pillars (see Box 5).
These pillars have been further expanded by a revised framework
(Basel 111, see Box 3) drawn up after the financial crisis. FINMA has some
discretionary scope and it follows that banks may sometimes try

to resist supervisory measures through legal proceedings. This may
result in delays and can reduce the effectiveness of supervision.
Under the current regulatory framework such proceedings are usually
not known to the public.
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Findings

Owing to a series of scandals (see section 1.1, Figure 1), FINMA’S
supervisory efforts had been concentrated on Credit Suisse. FINMA
initiated a total of eleven proceedings against the bank, six of
which were made public. The intensified supervisory activities and
the various enforcement proceedings were, however, unable

to make the bank adjust its behaviour in such a way as to restore the
confidence of clients and the markets.

Compared to supervisory authorities in other countries, FINMA has
fewer instruments at its disposal to enforce effective supervision.

By way of example, this can be seen in FINMA’s enforcement proceed-
ings against Credit Suisse (published on 24 July 2023) in the

context of the business relationship with the Archegos family office.
The uk Prudential Regulation Authority (PrA) imposed a fine of

GBP 87 million on Credit Suisse®® and the us Federal Reserve Board
imposed a fine of usp 268.5 million.®® FINMaA was precluded from
imposing a monetary penalty as it had no legal basis to do so.

In light of these findings and considering the new situation,
characterised by the presence of only one major Swiss bank, it is
advisable to bolster FiNmaA’s authority and toolkit.

This can be achieved by expanding its supervisory and punitive
instruments, as well as improving the legal enforcement of those in-
struments. In addition, augmenting human resources can enhance

the effectiveness of supervision. The following possible measures

are provided as illustrative examples, without delving into specifics.
They should serve as a foundation for further deliberations:

« Prompt corrective action — the supervisory regime can be designed
in such a way that FINMma is obligated to intervene at an early
stage. A mechanism of prompt corrective actions can compel the
supervisory authority to step in if certain predefined qualitative
or quantitative thresholds are not met.

Duration of procedures — practice shows that it can take several
years until a FINMA ruling is finally issued by the Federal
Supreme Court (cf. PostFinance AG v. FINMA).”" This is especially
problematic in the case of rulings on capital or liquidity require-
ments for systemically important banks if a rapid decision on
the implementation of these requirements is needed to ensure
the stability of the bank concerned, or even of the banking
system and the economy as a whole. Adjustments to administra-
tive procedural law should be considered. Possibilities may
include summary proceedings, shortening deadlines for parties
and courts or subsequent speeding up appeal proceedings.

Such measures could expedite the decision-making process for
specific FINmA rulings.
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e Naming and shaming — FINMA is generally not permitted to
provide public information on enforcement proceedings. Publi-
cation is permitted only if there is a particular need to do so
from a supervisory point of view (Art. 22 para. 2 of the FINMASA).
In the event of a serious violation of supervisory provisions,
FINMA may then publish its final supervisory ruling and disclose
the relevant personal data (Art. 34 of the FiNmMAsaA). Other
supervisory authorities publish nearly all of their enforcement
proceedings, thereby achieving a disciplinary effect (naming
and shaming).”” In contrast, under the current legal situation in
Switzerland it is possible for the public to be unaware of
the questionable state of a bank because FINMa is not allowed to
make its interventions public.”® Appropriate adjustments to
the law should be considered.

Robust legal basis — FINMA relies solely on a circular for its inter-
ventions relating to remuneration.’* This rests on a less than
robust legal basis. Establishing an explicit legal basis for remu-
neration matters would facilitate enforcement.

« Senior managers regime — in principle, FINMA may take action
relating to misconduct by specific managers. However, to impose
a prohibition on practising a profession, FINMA must prove
a causal link between the actions of the responsible party and a
serious violation of supervisory law. This often turns out
to be difficult. In FINMA’s view, a senior managers regime which
assigns important areas of responsibility within a company
to a specific person would constitute a possible remedy.

Power to impose fines — according to FINMA, a statutory power to
levy fines on legal entities could strengthen the supervisory
authority. Such monetary incentives might prompt less cooper-
ative management to respond but it requires the fines to

be sufficiently high. Currently, FiNMa stands alone in the inter-
national context as not having the power to impose fines.

 Dual supervisory regime — the FINMAsa provides for a dual super-
visory regime in which audit companies conduct regulatory
audits at financial institutions on behalf of FINMA. Supplementing
this, FINMA has increasingly been conducting on-site reviews at
banks (“supervisory reviews” and “deep dives”) over several years.
The fact that audit companies are serving as the “long arm
of FINMA” may limit FINMA’s interaction with institutions. The
argument against abolishing this role of audit companies is
that FiINMA would need a far larger workforce if it could not rely
on the audit companies and that finding sufficiently qualified
personnel would be a challenge. The extent to which the current
model reduces FINMA’s enforcement capacity in the supervision
of systemically important banks should be evaluated.


https://www.finma.ch/en/~/media/finma/dokumente/dokumentencenter/myfinma/finma-publikationen/referate-und-artikel/20230405-ref-amme-mediengespraech.pdf?sc_lang=en&hash=6CA8BA323AE81D0DB0FE655528BFE632
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Pillars 1, 2 and 3

Under the Basel 11 standard, the regulation and
supervision of banks are based on three pillars.

Pillar 1 — covers provisions on the minimum level
of capital and liquidity that banks must meet at

all times (Art. 4 para.1 BankA, Art.1 para.1 CAO0,
and Art. 2 LiqO). It defines eligible capital (Art.18-
40 cAO0) and the approaches for determining the
minimum capital for credit, market and operational
risks (Art. 41-119 cAo0). Pillar 1 also defines the
capital conservation buffer (Art. 43 cA0), the coun-
tercyclical capital buffer (Art. 44 cA0), and the
leverage ratio (Art. 46 cAo). The leverage ratio is a
non-risk-weighted requirement and is comple-
mentary to the aforementioned risk-oriented min-
imum capital requirements. All requirements

in the first pillar are regulated in detail at the level
of laws or ordinances.

Pillar 2 — covers additional requirements that the
supervisory authority may impose on a bank

on an individual basis based on its findings in the
supervisory process. For example, the supervisory
authority may require additional capital reserves

if the bank has a very high risk concentration or if
the authority discovers problems in risk manage-
ment or significant legal risks (Art. 45 cA0).

Pillar 3 — requires transparency for exposures and
risks that are not visible on the bank's balance
sheet, as well as detailed disclosure of the calcu-
lation of regulatory capital requirements. The

aim of transparency is to enable financial market
participants to exert discipline on banks.

Box g



Box 6 Solvency, liquidity, overindebtedness,
impending insolvency
and point of non-viabiltiy

A firm that holds more liabilities than assets is
overindebted. The difference between assets and
liabilities is referred to as net assets, capital

or equity. Consequently, overindebtedness is equiv-
alent to negative equity. Under the Swiss Code of
Obligations, an overindebted company is no longer
allowed to operate and must notify the court

(Art. 725b para. 3 of the co).

In economic terminology, “insolvency” refers to a
situation of negative equity. This is distinct from
illiquidity, which occurs when a firm that is unable
to meet payment obligations when due, despite
having positive equity.

In Swiss financial market legislation, and specifically
in banking regulation, the term “impending
insolvency” refers to both potential overindebted-
ness and potential illiquidity. Section 11 of the
Banking Act is devoted to “measures in the event
of impending insolvency”, and Article 25 of the
BankA stipulates: “Should there be a justified con-
cern that a financial institution is overindebted

or has serious liquidity problems or if it no longer
fulfils the capital provisions after expiry of a
deadline set by FINMA”, FINMA may order protective
measures. At this juncture, the bank has reached
the point of non-viability (PONV).



Additionally, taking measures to enhance FINMA’s human resources
appears advisable to bolster the effectiveness of its supervision.
Such measures include:

« Expansion of resources — in the case of Credit Suisse, foreign
authorities recognise that FINMA was able to prepare high-quality
resolution planning, despite having limited resources, especially
in the Recovery and Resolution division. Nevertheless, there
is a widespread view that FINMA was confronting personnel con-
straints. Therefore, it appears to be crucial to expand the
number of personnel, in particular, in the Recovery and Resolution
division and in the supervision of uBs.

 Leeway in terms of remuneration — assessing a complex bank
like UBS, or even zKB, requires extensive experience in the financial
sector. It would therefore be desirable for FINMA to attract
more high-calibre, seasoned professionals from the financial
services sector to work in banking supervision. To achieve
this, it is imperative that sufficient flexibility is offered in terms
of compensation.

4.2 Timing of protective measures
and threat of insolvency

Background

If ongoing supervision tools are not sufficient to steer a bank out of

a crisis, FINMA may, subject to certain conditions (see Box 6), implement
protective measures. However, the existing protective measures
constitute a significant intervention in terms of corporate freedom:
for example, the authority can issue instructions to a bank’s bodies,
dismiss bodies, change the auditors and limit a bank’s operations
(Art. 26 of the BankA). The legislation allows protective measures to
be imposed only in the event of a bank’s impending insolvency,

i.e., when the point of non-viability has been reached (Art. 25 para.1
of the BankA).

FINMA has a great deal of leeway when determining the ponv.

It is sufficient for FINMA to have a “justified concern” about “serious
liquidity problems”. In addition to these terms that require inter-
pretation, there is also administrative discretion concerning the
timeframe within which rFinMa should assess the situation. As FINMA
expands its scope of action, legal and reputational risks increase.
This can lead to FINma intervening only shortly before the institution’s
collapse, even if it had been apparent earlier that the bank’s business
model was not financially sustainable. While this may be acceptable for
a non-systemically important bank, delayed intervention with

a systemically important bank can pose a macroeconomic problem.
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Findings

FINMA observed the scandals, market price collapse, ratings erosion,
soaring default risk premia, frequent management changes and
unsustainable strategy at Credit Suisse and responded with stricter
regulatory requirements (Pillar 2). However, according to discussions
held by the expert group, during the bank’s final months, its man-
agement proved recalcitrant and insisted on an interpretation of the
bank’s future prospects that was at odds with that of the supervisor.
As a result, FINMA had no available options to impose regulatory
measures that would allow the bank to manage the crisis with its own
resources, apart from determining the poNv.

FINMA’s regulatory powers can be strengthened in two ways with
respect to a crisis involving a systemically important bank:

1. Early protective measures — 1t should have specific protective
measures at its disposal, independently of whether the bank has
reached the poNv. If FINMA considers that the bank’s business
model is no longer financially viable or its risk management is
insufficient, it must be able to initiate crisis mitigation at
the bank, even against the wishes of management. Suitable early
protective measures before an impending insolvency would be,
for example, monitoring of the board of directors by the
authorities or the convening of a general meeting of the bank to
engage a resolution process “under its own steam”. The mere
fact that the authority has such options at its disposal could have
a preventive, disciplinary effect.

2. Determining the bank’s insolvency risk — The potential reinforce-
ment of the legal framework for FiNMA’s determination of a
bank’s ponv should be examined. Specifically, in addition to justi-
fied concern about the bank being overindebted or having
serious liquidity problems, the definition of the poNv could be
supplemented with other indicators of a bank’s inability to
deal with a crisis on its own. In particular, the question of whether
FINMA should base its assessment on ratings or market signals,
in addition to other information, is to be clarified.

Both the use of early protective measures and the determination of
the poNv should thus be based on a comprehensive review of

the quality and prospects of the bank. Besides regulatory indicators,
FINMA’S assessment should also include market information,
ratings, investor expectations, stress test results, and FINMA inspections
of business conduct and the quality of risk management at the
bank. This information is forward-looking and reflects the expected
profit growth, and the credibility of strategies employed, the
business model and management etc. Such information is better able
to provide a comprehensive view of the bank’s prospects than an
assessment based solely on regulatory indicators.


https://www.fsb.org/wp-content/uploads/r_101027.pdf
https://www.fsb.org/wp-content/uploads/r_101027.pdf

At Credit Suisse, these aspects were pointing to downside develop-
ments long before the actual bank run. While market prices and
ratings reflected the hopes and fears of customers and investors all
too clearly, the bank’s difficulties did not have a decisive impact

on the bank’s regulatory indicators until it was too late.

The direct mechanical linking of ratings and market signals with a
FINMA intervention is nonetheless to be avoided, because this can
lead to unstable “feedback effects”. It was for precisely this reason that
the FsB, in the wake of the global financial crisis, decided to limit

the use of ratings in the supervisory process.

As early protective measures or even a wind-down order constitute

a major impingement on corporate freedom, this should be confined
to systemically important banks.While it is in the public interest

to maintain systemically important functions, major intervention in
a (still) functioning but non-systemically important bank would

be disproportionate.

4.3 Recommendations with regard to supervision

FINMA needs additional and more potent tools to facilitate more
effective supervision and it should have the ability to intervene at an
earlier stage:

1. The FDF needs to augment FINMA’s supervisory tools to allow for
a more effective handling of systemically significant banks.
Among other suggestions, the experts recommend measures to
support the swift enforcement of supervisory actions and
a broadening of FINMA’s powers to publicly disclose ongoing
enforcement measures (known as “naming and shaming”).

2. The FDF should also draw up a regulatory framework that enables
FINMA to intervene at an earlier stage. This can be achieved
by imposing precautionary measures before a bank reaches the
point of non-viability. Further, the FpF should consider
whether the legal framework for FINMA’s assessment of the bank’s
point of non-viability can be enhanced by allowing FINMA
to take market information and other alternative data sources
into account.
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> Capital

5.1 Quantitative scope of capital requirements

Background

The collapse of Credit Suisse - like the collapse of three large regional
banks in the United States - has reignited the debate on capital
requirements and the question of whether they should be made sub-
stantially stricter. Capital requirements:

1. Reduce incentives to make excessively risky investments.
2. Serve as a basis for intervention by supervisory authorities.
3. Absorb losses.

A sufficiently high capital base is therefore essential. Capital require-
ments have been raised significantly since the global financial crisis

of 2007-08. The reforms are coordinated at the international level by
the Basel Committee on Banking Supervision (Box 3). Minimum
standards on capital and liquidity requirements, which member coun-
tries are expected to adopt via domestic legislation, have been
adjusted many times. This raising of capital requirements has proved
beneficial. It has allowed banks to better absorb temporary high
volatility in financial markets.

It is important to note that the further development of the Basel 111
framework (“Basel 111 Final”) and its transposition into domestic
legislation will lead to higher capital requirements for G-siBs.

Since the Basel 11 reform, banks may apply an internal ratings-based
model (1RB) to estimate credit risks using quantitative models
specifically for their own portfolio and calculate risk weightings that
differ from the standard models. This allows them to reduce the
capital requirement. However, this is primarily worthwhile for large
banks. As a result, the capital requirement is degressive.

The Basel 111 rules contain an additional requirement for G-siBs, the
surcharge, which counteracts this. It is notable, that the Swiss
regulations contain a stronger progression than the international
standard.

Basel 111 Final is intended to limit banks’ ability to minimise their
risk-weighted assets through the use of internal models. Market risk
is also more strictly regulated. This reform will tighten the capital
requirements for large banks. Switzerland has already prepared these
amendments and, according to the FDF’s timetable, they are due

to come into force on 1 January 2025.

Nevertheless, the Swiss parliament is inclined to raise the capital
requirements beyond this: Motion 21.3910 calls for a 15% leverage ratio
and greater progression. The motion was adopted by the National
Council on 3 May 2023. The Ammann report’® also advocates a quan-
titative raising of capital provisions, but to a lesser extent.


https://www.parlament.ch/de/ratsbetrieb/suche-curia-vista/geschaeft?AffairId=20213910
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Findings

The crisis at Credit Suisse has its origins in a series of scandals that
resulted in the erosion of confidence among the bank’s customer
base. A comfortable capital buffer would certainly have given the bank
more time to carry out a strategic realignment and put itself

on a more stable footing. However, the bank’s management did not
initiate the change of strategy until very late; it is also possible

that more capital would only have caused the strategic realignment
to be postponed even further.

Even after the merger agreement with UBs was concluded, Credit Suisse
still held considerable loss-absorbing capital (TLAc) which would
have been available in a resolution. Writing down the AT1 bonds (ap-
proximately cHF 106 billion) and converting the bail-in bonds (around
cHF 57 billion) would have increased Credit Suisse Group’s capital
enormously.

In the opinion of the expert group, recent events do not provide a
clear argument in favour of a general quantitative tightening of capital
requirements in Switzerland. Should the legislator nonetheless

still wish to increase capital requirements beyond “Basel 111 Final”, this
would have to be done progressively. There is no reason to impose
higher requirements on smaller banks. Moreover, any tightening
should be based on risk-weighted assets (Rwa) in order to reflect the
need for risk-appropriate regulation. Raising the unweighted ratio
(leverage ratio), as called for in motion 21.3910, reduces banks’incentive
to focus on safe assets; instead, it would tend to create an incentive
to pursue risky projects.

It is foreseeable that the implementation of the “Basel 111 Final” reform
in Switzerland will require larger banks to hold more capital.

The regulatory impact assessment’’ on the corresponding Federal
Council bill assumes that the required capital for large and highly
exposed banks will increase significantly, while it may be somewhat
reduced for small, domestically focused banks.



5.2 Capital quality

Background

The ability of capital to actually absorb losses is referred to as capital
quality. This quality may vary for a number of reasons.

Adjustment periods (requlatory phase-in) — the supervisory authority
can grant a bank an adjustment period in which to adjust to new
regulatory conditions. This may be advisable because an immediate
switch to changed rules requires a certain operational adjustment
time or can result in a significant cliff effect in the capital figures.

The bank is thus set a defined timeline in which to adjust to the new
rules. Such adjustment timelines are common in capital regulation.

Regulatory filter — with a regulatory filter, provisions in accounting
standards (e.g., valuations, limitations and capital corrections) which
are assessed differently from a regulatory perspective than they are

in the financial accounting are corrected for the purposes of regulatory
capital calculations. These filters can lead to reduced or tightened
capital requirements. They can be temporary or unlimited in duration.
Such corrections by regulatory filter are necessary because FINMA
cannot intervene directly in the general accounting standards (1FRrs,
US GAAP, SWiss GAAP etc.).

Regulatory forbearance — the term regulatory forbearance generally
refers to the reduction of a bank’s capital requirements if it gets into
distress.”® The aim is to enable it to recover and overcome its diffi-
culties in the market and business environment. Insisting on the full
capital requirements could exacerbate a crisis at a bank and make

it impossible to resolve the problem. There is an extensive scientific
discussion about the advantages and disadvantages of regulatory
forbearance with regard to distressed banks.

Valuation and deferred tax assets — in a banking group, financial
relationships exist between the entities. The parent bank has a stake
in the subsidiaries comprising more than half of the voting rights

or capital, or controls them in some other way. Nonetheless, the
individual institutions are separate legal entities which must individ-
ually meet the criteria for a banking licence. In the case of an
international bank, the subsidiaries are also subject to different capital
and valuation rules and are supervised by different supervisory
authorities. This gives rise to questions concerning valuations.


https://www.credit-suisse.com/media/assets/corporate/docs/about-us/investor-relations/financial-disclosures/results/csg-3q2022-slides-analysts.pdf
https://www.credit-suisse.com/media/assets/corporate/docs/about-us/investor-relations/financial-disclosures/results/csg-3q2022-slides-analysts.pdf

The parent’s valuation of subsidiaries is performed using the applicable
accounting standards. Typically, the lowest value principle is
applied, i.e., the cost or market value is applied, whichever is lower.

1f the market value falls below the cost value, the market value

can, among other things, be based on the discounted future expected
cash flow. A valuation based on the market value can be subject

to high fluctuations. This has a significant impact on the parent bank’s
reported capital.

A special situation arises if a subsidiary has suffered losses in the past.
Depending on the jurisdiction, the losses can be offset against
subsequent profits, which reduces the tax liability for future profits.
This conditional tax relief can be regarded as an asset, and hence as
capital to a limited degree (deferred tax assets (DTA)). However, this tax
relief is not applicable if the parent bank shuts down the subsidiary
and closes that line of business without it having returned to profit.
For this reason, DTAs are often not recognised as regulatory capital
(i.e., the bank must deduct them from its CET1 capital).®’ Yet where DTAs
are recognised as regulatory capital, the parent bank “destroys”
eligible regulatory capital if it closes the business area concerned.
The resolution or closure of business areas in subsidiaries can

thus have a number of negative repercussions for regulatory capital.
In addition to the valuation losses on financial interests, DTAs also
lose value.

Double leverage — another problem area stems from the way in which
the parent bank finances its stake in the subsidiary. The parent

bank can borrow funds on the market and use them to provide the
subsidiary with equity. The subsidiary appears to be well capitalised,
which in turn allows it to borrow in its own right. However, from

a group-wide perspective, this constitutes debt financing, since the
financing involves the parent company taking on debt. This double
leverage is financially attractive for the group because debt is cheaper
than equity. At the same time, the group is taking on risk. It is
financed by debt which has a specific duration and carries an interest
charge. This interest is funded from the subsidiary’s dividend pay-
ments to its parent. Yet dividends depend on business performance, on
the decisions of the subsidiaries’ managements and on the local
supervisory authorities in the jurisdiction of the subsidiary. Thus, a
dividend payment by the subsidiary to the parent is by no means
guaranteed.

The amount of double leverage is expressed as the ratio of the parent
bank’s investment in the subsidiary’s capital to the (CET1) capital

of the parent bank itself. A ratio of 100% or less means that there is
no double leverage. Rating agencies consider ratios above 115% or
120% to be problematic. Although double leverage is subtracted from
a group-wide perspective, this can nonetheless become a problem

if the practice described above is pursued to excess and the associated
risks are not adequately monitored and mitigated.
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Ring-fencing within the group structure — one consequence of the
TBTF regulations was that global systemically important banks had to
adjust their legal structure. In order to facilitate a bail-in strategy
with a single point of entry, operations in major markets had to be
bundled within independent entities. This ensured that the local
competent supervisory authorities have access to the relevant funds.
The local requirements for subsidiaries mean that the parent bank
has to transfer considerable amounts of capital and liquidity (down-
streaming) and that these are largely tied up at the subsidiary.

The United States, in particular, sets high capital requirements for
the subsidiaries of foreign banks. For example, Credit Suisse was
required to hold a substantial amount of assets in the United States.
In the last Us stress test, it reported Rwa of 27.6% (14.7% after stress)
and a leverage ratio of 15.3% (12.1% after stress).”* However, the
United Kingdom and Switzerland also require subsidiaries to hold
capital and liquidity locally. This subsidiarisation results in capital
being tied up (ring-fenced) and poses a challenge for capital build-up
of the parent bank, such as Credit Suisse AG.

Findings

Market participants had doubts about Credit Suisse’s capital quality.
Justified concerns were voiced that the bank was less well capitalised
than its aggregate figures appeared to show. For example, one
analyst report was headlined: “Credit Suisse Group: Less than meets
the eye”.?” The report described a range of special factors at Credit
Suisse AG and pointed to substantial double leverage which, it claimed,
meant that the four largest Credit Suisse AG subsidiaries held

more CET1 capital between them than their parent. The report also
posed fundamental questions about Credit Suisse AG’s ability to

pay dividends. The potentially poor capital quality led to reticence
on the part of investors and did not instil confidence.

In fact, FiINmA had granted Credit Suisse relief on capital requirements,
transition periods, and adjustment paths with regard to new
regulations, accounting standards and group structures. These had
been required in 2013 under Article 125 of the Swiss Capital Adequacy
Ordinance (cao) which mandated relief at the level of the indi-
vidual entity. The article was repealed in 2018 but FiNMA had already
issued ruling in 2017 which implied a tightening of capital require-
ments for Credit Suisse and uUBs.

The Swiss accounting standards were modified with effect from the
2015 financial year,”® and financial interests in subsidiaries now
have to be valued individually rather than on a portfolio basis. uBs
was already using individual valuation, but for Credit Suisse this
change to the accounting rules would have required a changeover to
individual valuation of financial interests. However, this changeover
to the regulatory capital calculation was largely neutralised with


https://www.credit-suisse.com/media/assets/about-us/docs/investor-relations/financial-regulatory-disclosures/regulatory-disclosures/regulatory-disclosures-subsidiaries/cshusa-dfast-results-2022.pdf
https://www.credit-suisse.com/media/assets/about-us/docs/investor-relations/financial-regulatory-disclosures/regulatory-disclosures/regulatory-disclosures-subsidiaries/cshusa-dfast-results-2022.pdf
https://www.credit-suisse.com/media/assets/about-us/docs/investor-relations/financial-regulatory-disclosures/regulatory-disclosures/regulatory-disclosures-subsidiaries/cshusa-dfast-results-2022.pdf
https://www.autonomous.com/

aregulatory filter. The value of the filter varied over time, but

was substantial. In Q3 2022, the net impact of the filter amounted to
CHF 11.9 billion, more than one third of the reported ceT1 capital.
There was no time-limit on the relief, but the valuations of the financial
interests in the individual subsidiaries were checked annually by
FINMA or external agencies on its behalf.

Furthermore, both G-siBs availed themselves of a ten-year transition
period regarding the raising of risk weights for financial interests
(regulated in a FINMA ruling). The revised Capital Adequacy Ordinance
requires the parent bank to apply risk weights to financial interests
in subsidiaries.®® The ten-year transition period began in 2018

and increases the risk weights from 200% to 250% (+5% per annum) in
2028 for financial interests in Swiss subsidiaries, and from 200% to
400% (+20% per annum) for financial interests in foreign subsidiaries.

Filters and rebates which are granted to larger banks for their
model-based calculation of the CET1/RWaA ratio are, in principle, dis-
closed by the banks in separate documents (see Pillar 3 in Box 5),

but they are not widely known and are also hard to reconstruct. In
addition, most reporting uses the approved regulatory figures.

This feeds rumours, concerns and doubts about capital quality and
can contribute to a loss of confidence.

With uss’s takeover of Credit Suisse, UBs was able to make substantial
use of transitional rules (including legacy transitional rules for
Credit Suisse, premia for progression). For this reason, new ways of
keeping stakeholders informed are needed.

5.3 The AT1 market

Background

TLAC — systemically important banks hold structured capital, which
is used in stages to absorb losses. The “going concern” capital consists
of Common Equity Tier 1(cET1) capital and Additional Tier 1 (aT1).
This capital absorbs losses during continuing operation (as a going
concern), i.e., outside a resolution.

After this comes gone-concern - or Tier 2 - capital, which is additional
loss-absorbing capital (Art. 132 et seq. of the cao). This comprises
bail-in bonds that can be converted or written down to refinance the
bank in the event of resolution. Together, going-concern and
gone-concern capital form the total loss-absorbing capacity (TLAC).
Figure 7 shows the capital structure.
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AT1 — Additional Tier 1 capital (AT1, see Arts. 27 to 29 of the ca0)
comprises liabilities (usually in the form of bonds) which may either
be automatically converted to equity or written down completely

if a contractually agreed event, or trigger, occurs (e.g., recourse to state
assistance) or, at the latest, if the regulatory capital ratio falls below

a given value (Art.27 para.3 and Art. 131 of the cao). For systemically
important banks, this is the case if the ratio of capital to rwa

falls below 7% (high-trigger CoCos, see Art. 131 of the ca0). Such bonds
(which are unlimited in duration, and are therefore referred to

as hybrid bonds) have a high coupon because investors are exposed
to greater risk. In special circumstances, the bank can cancel the
coupon payment.

AT1 bonds can be recognised up to a maximum of 4.3% of Rwa or
1.5% of the unweighted leverage ratio. The remaining going concern
capital requirements must be met with CET1 capital.

Both the coupon cancellation and the conversion or write-down
allow automatic recapitalisation with cET1 capital. They are provided
for in the Basel Framework as part of going-concern capital,

and should therefore help a bank to avoid being restructured by the
authorities.

Based on the logic that AT1 capital is going-concern capital, it is the
investors in AT1 bonds, rather than the shareholders, who will lose
their capital in the event of a write-down outside a bank resolution,
because the share capital cannot be written down until resolution

is initiated. Investors in AT1 bonds will thus be worse off than share-
holders in this case. This could be avoided by having AT1 bonds

that can only be converted or partly written down prior to resolution,
but not fully written down.

Significance of the AT1 market — AT1 bonds are an important financing
instrument, especially for banks in Europe. In 2020, the total
volume of AT1 bonds was around EUR 250 billion. Over 100 banks had
issued around 250 bonds of this kind.?® The AT1 market is also
important for Swiss banks. Apart from the systemically important
banks, cantonal banks and private banks also use it for refinancing
purposes. For various cantonal banks, AT1 bonds are interesting because
they are not able to simply issue shares, owing to their legal form.

In August 2023, the volume of Swiss banks’ AT1 bonds was around
cHF 18 billion. The largest issuer was UBS, with some cHF 11 billion,
followed by Julius Baer, Ziircher Kantonalbank and Raiffeisen,

with approximately cHF 1 billion each (see Figure 0).


https://www.bis.org/basel_framework/chapter/CAP/10.htm?inforce=20191215&published=20200605
https://www.bis.org/basel_framework/chapter/CAP/10.htm?inforce=20191215&published=20200605
https://www.lazardassetmanagement.com/docs/-m0-/121903/FocusOnTheAT1MarketPart1_LazardInvestmentFocus_en.pdf
https://www.home.saxo/en-ch/content/articles/equities/swiss-regulators-broke-the-rules-of-the-game-20032023
https://www.home.saxo/en-ch/content/articles/equities/swiss-regulators-broke-the-rules-of-the-game-20032023
https://www.reuters.com/markets/rates-bonds/goldman-sachs-sees-risk-permanent-destruction-demand-at1-bonds-2023-03-20/
https://www.reuters.com/markets/rates-bonds/goldman-sachs-sees-risk-permanent-destruction-demand-at1-bonds-2023-03-20/
https://www.reuters.com/markets/rates-bonds/goldman-sachs-sees-risk-permanent-destruction-demand-at1-bonds-2023-03-20/
https://www.eba.europa.eu/srb-eba-and-ecb-banking-supervision-statement-announcement-19-march-2023-swiss-authorities
https://www.eba.europa.eu/srb-eba-and-ecb-banking-supervision-statement-announcement-19-march-2023-swiss-authorities
https://www.eba.europa.eu/srb-eba-and-ecb-banking-supervision-statement-announcement-19-march-2023-swiss-authorities
https://www.eba.europa.eu/srb-eba-and-ecb-banking-supervision-statement-announcement-19-march-2023-swiss-authorities
https://www.finma.ch/en/enforcement/recovery-and-resolution/too-big-to-fail-and-financial-stability/capital-requirements-for-systemically-important-banks/

The AT1 market in the Credit Suisse crisis — when FINMA ordered
Credit Suisse’s AT1 bonds to be written down on 19 March 2023, many
observers and investors were surprised that the equity holders

were allowed to retain a (heavily) reduced value on their shares, while
investors in AT1 bonds lost everything. FiNma based its action on

the contractual conditions for the Credit Suisse AT1 bonds.

Even so, AT1 markets reacted sharply. Risk premia for AT1 bonds shot
up (see Figure 9), and the international financial press and affected
investors were outraged.?® Goldman Sachs, for instance, spoke of the
AT1 market being permanently damaged.

The European supervisory authorities were moved to issue a public
statement supporting the instrument and making it clear that such a
procedure was not to be expected in the European Banking Union.
The Single Resolution Board (srB) and EcB Banking Supervision stated
that, in the past, they had written down AT1 bonds only after the
common equity had been fully used, and that this order would continue
to guide its actions in the future. They added that AT1 would remain
an important component of European banks’ capital structure.

Like Goldman Sachs, other market participants also feared that the
AT1 market might be permanently closed, i.e. that in future banks
would pay a high price to issue or roll over AT1 bonds. In particular, the
market for aAT1 bonds of Swiss banks was regarded as no longer viable.

Yet, price developments on the market as a whole showed a certain
easing, probably because of the announcement by the European
regulator. At the global level, markets seem to have more or less
digested the Credit Suisse shock (BBva issued an AT1 bond at a level
similar to that which would probably have been possible in
January). However, some market participants fear that Swiss banks
will see a “Swiss spread”, i.e. a funding disadvantage compared

to foreign competitors (the lower chart in Figure 7 shows that the
Swiss banks’ traditional advantage in this market has become

a disadvantage).

Figure 6.
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Figure 7.
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Findings

AT1 bonds have their advantages and disadvantages, many of which
have long been known and discussed.?? Yet the experience with
Credit Suisse has reignited the discussion on some of these aspects.

The advantages of AT1 bonds include:

First — aAT1 bonds are a buffer that is automatically converted or
written down as soon as a given trigger point is reached. They

are used for automatic going-concern recapitalisation (like a spare
fuel tank) and are recognised as eligible capital owing to their
loss-absorbing function.

Second — in good times, when capital levels are above the trigger point,
AT1bonds are cheaper than cET1 capital and are thus an attractive
financing option for banks. However, if the capital ratio falls and
approaches the trigger point, banks’ financing costs rise. They thus
have a strong incentive to accumulate additional voluntary buffers,
which can have a supplementary stabilising effect.

Third — aT1bonds are an important source of financing for banks
whose legal form prevents them from issuing shares (some cantonal
banks, many regional banks and wealth management banks,

see Figure 0).

The disadvantages of AT1 bonds include:

The cancellation of the coupon payment is supposed to have a stabi-
lising effect, but a stigma may be attached to it because it reveals

the existence of an unsettling situation. This can result in even worse
financing conditions for the bank.

Given these characteristics and the experience with Credit Suisse,
a discussion of the suitability of AT1 bonds as going-concern
buffers is underway. Given the size of the outstanding bonds, swift
change will not be possible, and the discussion will take time.

To ensure the competitiveness of AT1 bonds issued by Swiss banks

in the current environment, it is worth considering whether standard-
ization should be pursued, such that aT1 bonds can only be
convertible or partially (pro-rata) written down prior to a resolution.
The work taking place at international level should be taken

into account.



5.4 Recommendations with regard to
capital quality

The quality of capital should be enhanced and the market for Swiss
AT1 instruments should be bolstered:

1. With the implementation of “Basel 111 final” in Switzerland, major
banks will be subject to more stringent capital adequacy
requirements. There is no need to increase the Swiss capital
adequacy requirements beyond that.

2. FINMA should publicly disclose any relief granted and transitional
agreements for capital adequacy demands, as well as the level
of “double leverage” employed by banks.

3. The Swiss Federal Department of Finance (FDF), in collaboration
with FINMa and the industry, should examine how the Swiss
market for AT1instruments can be rehabilitated. The primary focus
should on a clear and internationally comprehensible design
of these instruments. Consideration should be given to restricting
Swiss AT1 bonds so that they can only be converted or partially
(pro-rata) written down before entering into resolution.
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AnnexB Djiscussions

The expert group held discussions with a variety of people in order to
obtain a more complete picture and benefit from their expertise.

Institution Name Function
BaFin Mark Branson Director
Bank of England / Sam Woods Deputy Governor Bank of England and ceo of pra

Prudential Regulation
Authority

Nathanaél Benjamin

Executive Director for Authorisations, Regulatory Technology
and International Supervision

Talib 1dris

Head of Division, Major Overseas Banks, Authorisations,
Regulatory Technology and International Supervision

Christopher Jackson

Head of Resolution Execution

Credit Suisse

Ulrich Korner

Former Group CEO

Dixit Joshi Former Group cFo
ECB / SSM Andrea Enria Chair, EcB Supervisory Board
FDF Karin Keller-Sutter Head of Department
FFA Sabine D’Amelio-Favez Director
FDIC Martin ] Gruenberg Chairman

Arthur ] Murton

Deputy to the Chairman for Financial Stability

Ryan Tetrick

Deputy Director, Resolution Readiness,
Division of Complex Institution Supervision and Resolution

Federal Reserve

Michael S Gibson

Director of Supervision and Regulation

Jennifer Burns

Deputy Director

FINMA Marlene Amstad Chair of the Board of Directors
Urban Angehrn Director
Alain Girard Head of Recovery and Resolution
PIMCO Emmanuel Roman CEO
SEC Raymond A Lombardo Assistant Director, Trading and Markets
Adam Turk Deputy Chief Counsel, Office of Chief Counsel,
Division of Corporate Finance
SNB Thomas Jordan Chairman of the Governing Board
Martin Schlegel Vice Chairman of the Governing Board
SIF Daniela Stoffel State Secretary
Harvard Kennedy School  Sir Paul Tucker Research Fellow (former Deputy Governor of the Bank of England)

UBS

Sergio Ermotti

Group CEO

Markus Ronner

Group Chief Compliance and Governance Officer

75



76 AmnexC Recommendations
in four areas

1. Crisis management

The three authorities - Financial Market Supervisory Authority
(FINMA), the Swiss National Bank (sNB) and the Federal Department
of Finance (FDF) - must share responsibility for crisis management.
The introduction of the following measures is recommended:

1. In order to enhance trust in the current resolution tools, FDF, SNB
and FINMA ought to explain in detail the reasoning behind
their decision to endorse the acquisition of Credit Suisse by UBs,
instead of executing the prepared resolution plan.

2. The FDF should explore ways to enhance cooperation among
FINMA, the sNB, and the FDF in preparing for and managing crises.
To ensure the effective management of crises, these authorities
should periodically test their preparedness in crisis simulations.

3. FINMA, SNB and the FDF should jointly monitor, evaluate, and com-
municate the viability of the resolution of (global and domestic)
systemically significant banks on a continuous basis. This can
strengthen confidence in the Swiss authorities’ determination to
resolve a systemically important bank in accordance with its
resolution plan should this become necessary.

Additionally, the following measures are recommended to effectively
strengthen resolution preparedness:

4. FINMA should prepare resolution options by considering various
scenarios as part of the resolution planning process. A resolution
plan based on a bridge bank should be considered as one of
the options.

5. FINMA should be given the power to impose organisational changes
on systemically important banks at an early stage to enhance
their resolvability.

6. The FDF should draw up a legal basis for a temporary and limited
intervention by the state in a systemically important bank in
resolution. The framework of international resolution standards
must be taken into account in this context.


https://www.parlament.ch/en/ratsbetrieb/suche-curia-vista/geschaeft?AffairId=20233446
https://www.parlament.ch/de/organe/kommissionen/aufsichtskommissionen/puk- geschaeftsfuehrung-der-behoerden-im-zusammenhang-der-notfusion-credit-suisse-mit-ubs
https://www.parlament.ch/de/organe/kommissionen/aufsichtskommissionen/puk- geschaeftsfuehrung-der-behoerden-im-zusammenhang-der-notfusion-credit-suisse-mit-ubs
https://www.esisuisse.ch/de

2. Liquidity

Ensuring access to liquidity even under difficult conditions is indis-
pensable for banks. Digitalisation has further increased the
likelihood and speed of bank runs. Gaps in liquidity mechanisms

in Switzerland should be addressed as follows:

1. The snB should widen the scope of acceptable collateral for
the provision of extraordinary liquidity assistance (ELA).
In particular, the sNB should also accept non-marketable and
highly illiquid collateral, and limit haircuts.

2. The sNB should tackle stigma with respect to ELA and to this
end consider the strategies of the Bank of England and
other central banks in this area.

3. The “public liquidity backstop” (PLB), as proposed by the Federal
Council, must be introduced expeditiously. 1ts adoption
is critical to guarantee access to funding in the resolution of
a systemically significant bank.

4. FINMA should be able to instruct systemically significant banks to
deposit sufficient collateral with the snB and foreign central
banks to ensure adequate access to liquidity.

5. The FDF and esisuisse?> should review the effectiveness and
suitability of the deposit insurance scheme in light of
digitalisation.

3. Supervision

FINMA needs additional and more potent tools to facilitate more
effective supervision and it should have the ability to intervene
at an earlier stage:

1. The FDF needs to augment FINMA’s supervisory tools to allow for
a more effective handling of systemically significant banks.
Among other suggestions, the experts recommend measures to
support the swift enforcement of supervisory actions and
a broadening of FINMA’s powers to publicly disclose ongoing
enforcement measures (known as “naming and shaming”).

2. The FDF should also draw up a regulatory framework that enables
FINMA to intervene at an earlier stage. This can be achieved
by imposing precautionary measures before a bank reaches the
point of non-viability. Further, the FpF should consider whether
the legal framework for FINMA’s assessment of the bank’s point
of non-viability can be enhanced by allowing FiNma to take market
information and other alternative data sources into account.
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4. Capital quality

The quality of capital should be enhanced and the market for Swiss
AT1 instruments should be bolstered:

1. With the implementation of “Basel 111 final” in Switzerland,
major banks will be subject to more stringent capital adequacy
requirements. There is no need to increase the Swiss capital
adequacy requirements beyond that.

2. FINMA should publicly disclose any relief granted and transitional
agreements for capital adequacy demands, as well as the level
of “double leverage” employed by banks.

3. The Swiss Federal Department of Finance (FDF), in collaboration
with FINMaA and the industry, should examine how the Swiss
market for AT1 instruments can be rehabilitated. The primary focus
should on a clear and internationally comprehensible design
of these instruments. Consideration should be given to restricting
Swiss AT1 bonds so that they can only be converted or partially
(pro-rata) written down before entering into resolution.



AnnexD Parliamenta ry

procedural requests

Our mandate stipulates that the expert group should base its
activities on the audit mandates issued by parliament. Below, we list
current parliamentary procedural requests with a bearing on the
expert group’s report.

™~

Postulate 23.3445: SNB monetary policy instruments, ELA

The expert group supports this proposal. 1t corresponds to
one of its recommendations (see section 3.3).

Postulate 23.3446: explanation as to why a planned
resolution was not carried out following the run
on Credit Suisse

The expert group considers this to be a very important question.
It corresponds to one of its recommendations (see section 2.1).

Postulate 23.3443: various aspects

Segregated banks

The idea of segregated banks is derived from the premise that
risks in investment banking should not adversely affect the
“non-risky” business of deposit-financed lending. However, this
view is not borne out by the facts. There is the potential for
large risks to materialise in all of a bank’s business lines. In the
1990s, we witnessed a crisis at regional banks, which did not
engage in investment banking. The problem at that time was the
local mortgage market. Between 2007 and 2009, investment
banking was a source of losses for Swiss banks. Between 2009
and 2020, 120 Swiss banks had to pay billions in fines to the
United States in connection with their asset management divi-
sions, and some institutions folded as a result. It is worth noting
that it was not the investment bank that was Credit Suisse’s
undoing, but its private banking arm, which is considered to be
low risk. It was there that the first large bank run took place

in autumn 2022. In this case, having a segregated bank would have
been of no use. It is also worth noting that UBs operates a

very large private banking and wealth management business. UBs
is likewise exposed to these risks, although its investment
banking activities are small.
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https://www.parlament.ch/de/ratsbetrieb/suche-curia-vista/geschaeft?AffairId=20233445
https://www.parlament.ch/de/ratsbetrieb/suche-curia-vista/geschaeft?AffairId=20233446
https://www.parlament.ch/de/ratsbetrieb/suche-curia-vista/geschaeft?AffairId=20233443
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2. Capital requirements

Stricter capital requirements for large banks in particular can be
expected from the reform of the Basel 111 framework (Basel 111
Final). The amendments to Swiss legislation have already been
drawn up and they are due to come into force in 2025.

The expert group supports this initiative (see section 5.1).

. Stricter rules or a possible ban on own-account trading

(no comments)

. New rules on remuneration systems,

specifically bonuses

FINMA already has ways to restrict bonus payments. However,
the legal basis for this regulatory measure is weak: it is based
solely on a FINMA circular and does not stand up to much scrutiny.
It would be desirable to create a robust legal framework

for this (see section 4.1).

. Offsetting by systemically important banks

according to risk for the implicit state guarantee
that actually exists

Under the TBTF regime, there should no longer be any state
guarantee. However, it might make sense not to exclude state
participation in the risk capital as part of a resolution at

the outset (see section 2.6). Against this background, it could be
argued that compensation for this conditional commitment

by the state should be offset.

. Strengthening the powers and duties of FINMA,

including powers to sanction and
differentiation according to size and risk

FINMA’s supervision is already based on risk. This means that
entities which pose a greater risk are monitored more

closely and treated more strictly. Nonetheless, the expert group
has made some suggestions on how supervision by FiINma
could be strengthened (see section 4).



7. Stricter rules on liability of responsible parties

FINMA may dismiss responsible parties. However, this is
conditional upon the ability to prove a causal link between the
responsible party’s actions and a serious violation of supervisory
law. This is often difficult. Assigning responsibilities (senior
management regime) from the outset could alleviate this problem,
in FINMA’s view (see section 4.1).

. Possible adjustments to deposit insurance,
and the impact thereof

A stronger Swiss deposit insurance scheme would probably not
have prevented the failure of Credit Suisse. Nonetheless,

we can state that the goal of paying out privileged deposits within
seven days is not very ambitious and is hardly likely to have a
preventive impact today. This should be reviewed (see section 3.2).

. International developments and best practice
in other major financial centres

Switzerland already participates in the efforts of the Financial
Stability Board (FsB) and the Basel Committee on Banking
Supervision (BCBS), and engages in regular bilateral exchanges
with the authorities in major foreign financial centres.

It has recognised international standards in various areas and
follows international best practice.

It would be appropriate for Switzerland to reiterate its recognition
of the process - in order to boost the country’s credibility -

as regards a resolution of UBs according to the prepared plan if
this should ever become necessary (see section 2.1).

There is always room for improvement. It would be useful

to define the steps for early corrective action by FINMA in more
detail (see section 4.2). The Swiss mechanisms for providing
liquidity to a bank that is experiencing a liquidity shortfall

(ELA, see section 3.3) or to a bank in resolution (PLB, see section 3.6)
are currently incomplete. Moreover, there is room for
improvement as regards involving the FpF and the sNB in the
decision to restructure (section 2.2).
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Postulate 23.3441: questions to be clarified
(Finance Committee of the Council of States)

a. Binding declaration by the Federal Council that it will submit a
bill to parliament aimed at improving the too-big-to-fail regulations
to ensure that they are effective in all circumstances, irrespective of
the causes of the potential bank failure. The bill should, in particular,
contain provisions which can be used to require TBTF banks to
sell or wind down their foreign branches and/or the systemically
important bank units;

A global systemically important bank is important not just for
Switzerland. The proposal foresees the maintenance of
systemically important functions only for Switzerland (as is pro-
vided for in the Swiss emergency plan). Yet the resolution of

a G-s1B provides for all global systemically important functions
to be maintained. The Swiss emergency plan comes into

play only if this first goal cannot be achieved.

b. Draw up proposed amendments to the Banking Act with the aim of
drastically reducing the risks to federal finances and the Swiss
economy stemming from G-siBs. The audit mandate issued to the
Federal Council covers the following topics in particular:

o Increased capital requirements
(see above)

o Legal limitations on variable salary components for
members of the board of directors, senior management
and the control bodies

(no comments)
» Impact of digitalisation

Digitalisation has made sight deposits and wealth manage-
ment mandates more volatile. This necessitates a
re-evaluation and recalibration of the liquidity regulations
and the deposit insurance scheme, as well as the level

of risk in wealth management as a sustainable income stream
(see sections 3.1 and 3.2).

* Restricting short sales or making them less attractive

(no comments)


https://www.parlament.ch/de/ratsbetrieb/suche-curia-vista/geschaeft?AffairId=20233441

e FINMA’s power to impose fines

The power to impose fines on legal entities could strengthen
FINMA’s enforcement capability, in its view (see section 4.1).

« Different capital requirements depending on the riskiness
of a banking transaction

Capital requirements have been risk-weighted since Basel 11.
They are based on risk-weighted assets (Rwa). In addition,
there are requirements based on non-risk-weighted total assets
(the leverage ratio).

. Introduction of a segregated banking system and its consequences
(opportunities and risks) for the Swiss banking sector
and for financial stability;

(see above)

. Competitive position of the new UBs with respect to Switzerland,
and Federal Council measures to ensure that competition
is maintained despite the bank merger;

Questions about competition between banks in Switzerland and
the consequences for Swiss businesses and households are
clearly appropriate. However, questions regarding competition
are explicitly excluded from the expert group’s remit.

. Prerequisites for continuing to operate Credit Suisse (Schweiz) AG
as an independent unit within uBs Group AG;

Credit Suisse was taken over by uBs with state support. It is up to
the acquiring bank to decide how it will integrate Credit Suisse
into its operations. No stipulations in this regard were made

at the time of the takeover.

f. Investigate the conduct, responsibility, liability conditions
and remuneration of the governance bodies (board of directors
and senior management) and outline how they can be

held accountable.

(no comments)



Postulate 23.3442: questions to be clarified
(Finance Committee of the National Council)

The Federal Council is instructed to examine the following
questions, arranged by topic, and to report back to parliament:

a. Assess the (seriousness, likelihood and duration of) the legal, policy
and financial repercussions (damage, risks and opportunities) of
integrating Credit Suisse into UBs with the help of federal guarantees;

(no comments)

b. Quantify the hypothetical impact of a purely temporary management
of the Credit Suisse crisis by the state;

This is part of the explanation still to be provided as to why

the merger with UBs was the preferred solution (see section 2.1).
The deliberations should be communicated in detail and
comprehensibly.

¢. Reduce the risks to federal finances and the Swiss economy stemming
from systemically important banks;

That is the aim of the TBTF regime and this report’s recommen-
dations on improvements to the regime.

d. Ban variable remuneration for the senior management of the merged
banks in those years in which a federal loss-protection guarantee
is partly or fully paid out;

(no comments)

e. Legal limitations on variable salary components for members of the
board of directors, senior management and the control bodies,
as well as other staff categories at systemically important banks;

(no comments)

f. Possibility of liability actions against Credit Suisse bodies;

(no comments)


https://www.parlament.ch/de/ratsbetrieb/suche-curia-vista/geschaeft?AffairId=20233442

g. Impose general sustainability goals, like those that the Confederation
sets for itself or which it has ratified at international level,
in the event of extraordinary state aid for private enterprises;

(no comments)

h. Raise the capital ratio for systemically important banks;

(see above)

i. Introduce a segregated banking system for systemically important
banks, involving the split of the investment bank from the
commercial bank.

(see above)
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