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Abstract
Banks considered too-big-to-fail (TBTF) tend to benefit from funding cost advantages as their debt is considered implicitly 
guaranteed by public authorities, even if the latter have undertaken substantial effort to limit TBTF. This paper focuses on the 
changes in related market perceptions in response to bank regulatory and resolution reform announcements as well as actual 
failure resolution actions. It analyses how premia on risky bank debt have reacted to such events, using data for senior and 
subordinated debt CDS quotes for 45 European banks from January 2007 to May 2020. The empirical results are consistent 
with progress being made in reducing the value of implicit bank debt guarantees, especially on subordinated bank liabilities. 
Some earlier bank failure resolution actions appeared to significantly raise risk premia, although more recent failure resolu-
tion cases either had no effect on risk premia or moved them in the opposite direction. Several of these events consisted of 
no-action, that is, in particular, they did not entail any bail-in. As opposed to resolution actions, the reactions of risk premia 
to policy and regulatory announcements are more difficult to explain and no clear pattern seems to be emerging, confirming 
the view that action speaks louder than words.
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Introduction

Banks that are considered too-big-to-fail (TBTF) tend to 
encounter more favourable financing conditions than enti-
ties that do not benefit from such a perception. The resulting 
funding advantage is commonly referred to as an implicit 
guarantee. Current reforms aim to make bail-in rather than 
bail-out the norm. Thus, to the extent that reforms are suc-
cessful and credible, the value of implicit guarantees will 
decline or even disappear altogether. Bearing this interpreta-
tion in mind, the value of implicit guarantees becomes one 
of several indicators of financial regulatory reform progress. 
The Financial Stability Board (FSB) assessed in 2019/2020 
the progress in limiting TBTF and, as part of that work, 
produced and analysed a variety of estimates of the value of 
implicit bank debt guarantees. Its report points to declining 
but not disappearing values of implicit bank debt guarantees 
[13].

The present report does not attempt to produce yet 
another set of estimates for the value of implicit guarantees. 
Instead, it focuses on market perceptions of regulatory and 
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resolution reform announcements and policy actions, draw-
ing for the identification of such events on previous studies 
and updating them, and asking how the premia in different 
types of risky bank debt have reacted to such events. The 
paper considers data on credit default swaps (CDS) from 1 
January 2007 to end of May 2020, for senior unsecured and 
subordinated bank debt of about 45 European banks. It asks 
whether the movement of risk premia in these instruments 
around these regulatory and resolution reform announce-
ments and actions is consistent with progress in limiting the 
value of implicit bank debt guarantees. Section 2 explains 
why implicit bank debt guarantees arose and discusses chal-
lenges in the estimation of their levels. Data used in the 
empirical analysis and the methodology are presented in 
Sect. 3. Section 4 analyses how selected bank failure reso-
lution actions were reflected in changes in risk premia on 
bank debt. Section 5 compares the effect of such actions 
with those of announcements in regulatory and resolution 
regime changes, inspired by [28] who suggest that “actions 
speak louder than words”. The list of events includes events 
considered in previous empirical studies as well as updates 
based on the press releases of the Single Resolution (SRB). 
Section  6 discusses issues regarding transparency and 
Sect. 7 concludes.

Challenges in estimating 
and communicating about implicit 
guarantees

Estimation challenges

Banks that are considered too-big-to-fail (TBTF) tend to 
experience more favourable financing conditions than enti-
ties that do not benefit from such a perception (as reviewed, 
for example, in [13], especially Annex E, and [30]). The 
resulting funding advantage is commonly referred to as an 
implicit guarantee and, sometimes, as an implicit subsidy, 
as there is no premium paid in exchange, at least not explic-
itly. Such implicit subsidies are economically distortive and 
adversely affect risk taking and competition, which is why 
policy makers have announced their intention to rein in their 
value. That said, policies typically do not target such values 
directly. The financial regulatory reform measures that have 
been put in place in reaction to TBTF are primarily geared 
towards reducing the moral hazard and limiting systemic 
risks that arise when banks become so large, complex or 
interconnected that their failure would have undesirable real 
economic costs.

These concepts are difficult to assess empirically and 
there are no commonly agreed indicators, which compli-
cates the monitoring of related progress. What distinguishes 
an implicit guarantee from an explicit one is the nature of 

the obligation on the part of the guarantor. This obligation 
is explicitly stated in a contract or is recognised by law in 
the case of an explicit guarantee. By contrast, in the case of 
an implicit guarantee, the guarantee is not plainly or directly 
stated. Rather, it is implied, understood or suggested by 
some wording or by past actions. An important observa-
tion in this context is that current regulatory and resolution 
reforms aim to make bail-in rather than bail-out the norm. 
Thus, to the extent that reforms are successful and credible, 
the value of implicit guarantees should decline or even dis-
appear altogether. Bearing this interpretation in mind, one 
can view the value of implicit guarantees as an indicator of 
financial regulatory reform progress.

[30], based on the results of a survey in 2014 of self-
assessments of financial regulatory reforms among members 
and partners of the OECD Committee on Financial Markets 
(CMF), noted that public authorities had not settled on a 
best way to measure such guarantees. That said, authorities 
nonetheless agreed that it is important to produce various 
estimates of the value of such guarantees, so as to facilitate 
the task of assessing progress in bank regulatory reform and 
reducing the value of these perceived guarantees. The pre-
sent section presents some estimates of such values, while 
the remainder of the report focuses on changes in bank debt 
risk premia that would be consistent with a compression of 
such values (the desired outcome) or an increase in such 
values.

Implicit guarantees, like explicit ones, have value to the 
extent that they are perceived to exist and that there is a 
non-trivial chance of their being exercised. Arguably, the 
initial policy response to the global financial crisis, which 
included the introduction of a variety of new officially sup-
ported guarantees and other support measures for banks 
and other financial institutions and the extension of existing 
explicit guarantees, further entrenched the perception that 
bank liabilities benefit from an implicit guarantee provided 
by public authorities.

Subsequent policy reforms, even if not explicitly targeting 
the value of implicit bank debt guarantees, are expected to 
limit their value. In particular, the post-crisis TBTF reforms 
are intended to reduce the probability of systemic crises, 
strengthen the buffers at the level of individual firms and 
facilitate their smooth resolution in case of failure. One 
measure in assessing progress in this regard is the value of 
implicit bank debt guarantees (Fig. 1).

Implicit guarantees for bank debt exist for the following 
reasons. Banks are much more leveraged than other firms 
and they are closely linked to each other through lending and 
derivatives transactions, so that the failure of one bank may 
trigger a chain of subsequent failures. Even beyond direct 
links, the failure of one bank can undermine the confidence 
in other banks that are seen as presenting similar vulner-
abilities and, therefore, trigger runs on unaffiliated banks. In 
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practice, it is notoriously difficult to know for sure whether 
a bank’s failure will remain an idiosyncratic event, which 
explains why concerns for the system can quickly arise. 
Beyond such concerns for the stability of the system, public 
authorities might consider the costs of bank default unac-
ceptably high for other reasons. For example, a bank might 
be considered important for specific financial market seg-
ments seen as worth protecting for other policy reasons (e.g. 
to allow the development of securitised mortgage markets) 
or when a bank’s creditors are considered worth protecting 
(e.g. small and presumably unsophisticated households).

Absent an effective and well-functioning resolution 
framework capable of smoothly unwinding any bank, regard-
less of its size, role or complexity, and without generating 
wider adverse repercussions, a time inconsistency problem 
is likely to exist. Even when the presumed guarantor ex ante 
has an expressed intent not to provide support to any bank, 
subsequent events might make it optimal to renege on such 
announcements ex post. As long as it is not possible to defi-
nitely rule out that support will be provided to avoid a sys-
temic threat or harm to unsophisticated savers, an implicit 
guarantee will have an economic value. This situation, in 
turn, provides incentives for bank managers and owners to 
expand activities so as to maximise the value of the implicit 
guarantee.

The effect of a guarantee on risky debt is to transfer risk 
from the creditor to the guarantor, although in the case of an 
implicit guarantee the transfer is not certain but perceived. 
The counterparties of banks thus assign a lower risk pre-
mium than they would in the absence of implicit guarantees, 
and as a result, funding costs for such entities are artificially 

low. This situation creates economic costs. In particular, 
as long as debtors are exposed to the risk of loss on their 
claims (or delayed access to funds), they can be expected 
to impose market discipline on their debtor. Implicit guar-
antees, however, tend to weaken market discipline. They 
distort the incentives of bank owners and managers leading 
them to take additional risks and also distort the incentives 
on the part of creditors and other bank counterparties to 
monitor and discipline the former. Where effective market 
discipline is absent, an essential tool to control risk taking 
is lost [6]. In fact, most empirical evidence is consistent 
with the hypothesis that banks tend to increase their risk 
taking in the presence of implicit guarantees for their debt, 
thus leading to “too-much” of an increase in bank balance 
sheet size. The availability of underpriced guarantees tends 
to create an incentive for both additional bank risk taking 
and sector leverage, and this situation gives rise to negative 
externalities emanating from the banking sector to the rest 
of the economy in the form of higher probability of default 
and higher level of systemic risk [1]. Hagendorff et al. [18] 
provide empirical evidence consistent with the view that 
implicit bank debt guarantees are one explanation for the 
observation that relatively large banks expose themselves 
to higher tail risks. As with any guarantee for which there 
is no adequate fee, distortions to incentives and competi-
tion are being created, which reinforce each other. Losses of 
excessive risk taking may actually be eventually socialised, 
while the gains accruing in the meantime remain private. 
The value of the implicit guarantee reflects bank-specific 
characteristics, such as its extent of fragility, as well as the 
strength of the sovereign seen as providing the guarantee 

Fig. 1  TBTF reforms, implicit guarantees and TBTF reform evaluation Note: Stylised representation of the role of the concept of implicit guar-
antees as part of TBTF policy reforms. For simplicity, the stylised description abstracts from the role and strength of the perceived guarantor 
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[12]. This observation has received special attention in 
Europe, where the presence of implicit bank debt guaran-
tees supposedly being provided by domestic sovereigns has 
tended to reinforce the close and adverse interrelationships 
between the values of domestic sovereign and banking sec-
tor debt. Another aspect of that relationship is that implicit 
guarantees can also have potentially adverse effects on the 
perceived guarantor. Perceived guarantees are seen as cre-
ating contingent fiscal liabilities for the “guarantor”, which 
can be substantial [3, 15]). Moreover, they can become real 
contingent liabilities if events force the conversion of the 
implicit guarantee into an explicit one and become actual 
liabilities if the bank in question fails to pay its own debt.

What types of bank debt benefit from an implicit guar-
antee is not clear a priori, and the perimeter appears to be 
changing over time.1 Current post-crisis regulatory reforms 
emphasise the traditional principle that there exists a water-
fall of bank liabilities that should be bailed in in situations 
of failure resolution, with subordinated creditors being in 
line to share in the losses before senior unsecured creditors.

Estimating the value of implicit bank debt is challeng-
ing, and so is communicating about progress in limiting 
such values (Sect. 2.2). There exists no generally accepted 
method and different methods tend to yield different results. 
Estimates also differ depending on the type of debt and size 
of banks considered, the geographical focus and the sam-
ple period. Figure 2 illustrates how estimates from selected 

different studies have evolved over time; it is consistent with 
a broad downward trend in the value of implicit guaran-
tees since the peak attained about a decade ago. Similarly, 
estimates by the Financial Stability Board (FSB) point to a 
declining, but not disappearing, values of implicit bank debt 
guarantees, even though it is not clear whether they have 
fallen significantly below their pre-crisis levels.

Challenges in communicating about implicit 
guarantees

There is consensus among policy makers that implicit guar-
antees are undesirable and that lower levels are preferable to 
higher ones [11, 25]. There is recent evidence that progress 
has been made in this regard [13]. That said, whether or 
not current levels are below or above those observed before 
the crisis is not always clear and seems to depend on the 
method used as well as on the bank sample, including the 
choice of jurisdictions represented. According to [30], many 
public authorities rely at least partly on credit rating agency 
data to extract measures of the credit rating uplift due to 
assumed government support, while others focus directly on 
the costs of funding for banks using observed market prices 
on debt or equity (or on returns on these). The observation 
that no consensus exists regarding a best estimation method 
obviously complicates policy makers’ communication about 
progress made in limiting the value of implicit guarantees. 
In any case, it is clear that the estimated value of implicit 
bank debt guarantees is not a direct target of regulatory 
reforms and policy actions. Nonetheless, the question arises 
as to what decline in value would be considered consistent 
with the statement that “considerable reform progress” has 
been made. Such assessments in turn can increase transpar-
ency and enhance the credibility of bank failure resolution 
reforms, as also discussed in Sect. 6. Four key challenges 
affect policy makers’ communication about progress in lim-
iting the value of implicit guarantees.

First, estimates of the value of implicit guarantees are 
estimates; they are thus uncertain. The uncertainty might be 
particularly pronounced for the following reason. Such esti-
mates reflect expectations about policy actions and consid-
erations in the situation in which an uncertain event occurs; 
it is thus a conditional expectation. Statistically, each pos-
sible outcome on a one-dimensional distribution regarding 
the outlook for a bank needs to be qualified by yet another 
distribution describing the range of future actions contingent 
on that event occurring. In practice, different types of data 
can be and are used in practice in producing related esti-
mates. There is no single preferred method, which is why it 
is advisable to use more than one method. Different methods 
can give vastly different results, however (see, for example, 
[5]). Thus, communication about such a range of estimates 
is challenging.

Fig. 2  Selected estimates of funding cost advantages (basis points 
of interest rates) Note: Number of estimates for each year shown in 
parentheses, with individual estimates being listed in Appendix A 
(note that several studies produce more than one estimate per any 
specific year). Light grey shaded area shows the interquartile range 
and the horizontal line the arithmetic average. Vertical lines repre-
sent the whiskers in a boxplot, i.e. the values that are adjacent to the 
75 quartile. Dots indicate outliers. Dark grey shaded band is propor-
tional to the number of estimates, implying that average point esti-
mates that are part of a broader band are more reliable that those 
that are part of a narrower band. Source: Update from  [30]

1 See also the discussion in Sect. 6 about “constrained bail-in”.
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Second, there is the potential for undesirable feedback 
effects. By communicating about the existence and value 
of implicit guarantees, policy makers may find themselves 
creating or further entrenching such perceptions, which is 
undesirable. This observation explains in part why there is 
reluctance on the part of authorities in associating them-
selves with, and communicating about, their own estimates 
of implicit guarantees. Such “own” estimates could be 
interpreted as effectively making explicit what is at best 
implicit.2 The implications of reinforcing such expectations 
differ depending on the strength of the guarantor. In situa-
tions where that strength is already questioned, an undesir-
able feedback loop could evolve, with mutually reinforcing 
adverse effects on perceptions of the strength of domestic 
banks and the sovereign. This observation explains in part 
why there is some reluctance, including in internationally 
coordinated public authority efforts to stress heterogeneity 
in progress among jurisdictions but rather to focus on broad 
aggregate developments.

Third, with the exception of Lehman Brothers, no major 
bank has failed over the past decade or so. Since the concept 
of G-SIBs was introduced in 2011, no entity with that label 
has failed. Statistical evidence supporting the view that such 
cases can be resolved without causing severe real economic 
costs is simply not readily available. This observation is 
comforting per se as reforms specifically aim to limit moral 
hazard, excessive risk taking and the build-up of systemic 
risk, so as to avoid financial instability. But it also implies 
that a statement on progress in limiting TBTF and implicit 
guarantees simply cannot be based on the results of a rigor-
ous statistical analysis of a sample data set that includes 
failures.

Fourth, the institution-specific contribution to the value 
of implicit bank debt guarantee is difficult to disentangle 
from the systemic crisis risk. Conceptually, implicit guaran-
tees can be interpreted as (perceived) put options. Even if the 
belief prevails that an implicit bank debt guarantee exists, 
market price-based estimates of its value might suggest a 
declining value when the likelihood of a crisis recedes. The 
guarantee simply moves further out of the money similar to 
a put option [34]. As a result of these various observations, 
there is some reluctance on the part of public authorities 
to report on absolute levels of estimates. Rather, there is 
a preference for reporting on and placing relatively more 
emphasis on estimates of changes over time. That choice 
is understandable given estimation uncertainties and other 
considerations. For example, methodological choices might 

also imply that preference. A commonly used approach is 
the difference-in-difference approach, which by construc-
tion allows one to draw firm conclusions regarding changes 
rather than levels based on statistical inference. That said, 
the focus on changes in communications might create ten-
sions with expectations on the part of the general public, 
which is likely to expect more than a mere statement that 
“much progress” has been made; some pointers to where one 
stands in absolute terms or compared to the pre-crisis period 
might be expected. The current report circumvents these dif-
ficulties by focusing in particular on changes in estimates of 
somewhat abstract concepts.

Data and methodology

The aim of recent financial regulatory reform is to arrive at 
a situation in which bail-out is replaced by bail-in and where 
market participants understand that bank failure resolutions 
will be characterised by the application of bail-in of credi-
tors. In fact, holders of unsecured bank debt in some coun-
tries have incurred losses, and where such losses occurred, 
there is evidence of a decline in the value of implicit bank 
debt guarantees. Schäfer et al. [28] suggest that such cases 
of bail-in are associated with strong market reactions in 
terms of rising risk premia on credit default swaps and a 
drop in stock returns. These observations are consistent 
with reduced bail-out expectations and hence a more limited 
value of implicit bank debt guarantees.

To assess the movement of risk premia around regulatory 
and resolution reform announcement and action, we rely on 
two well-known traded market instruments, CDS and equity 
prices. Data on spreads3 of single-name CDS on senior and 
subordinated debt are obtained from the Intercontinental 
Exchange (ICE) of CMF Datavision and Thomson Reuters 
Datastream, with the latter providing us in particular data 
that is based on the revised restructuring clause introduced 
in 2014. The initial sample consists of single-name CDS on 
senior and subordinated debt of 131 European banks. All 
contracts considered are in Euros and have a maturity of 
five years. We apply several data quality checks and cleaning 
procedures to the initial raw dataset, given that during our 
sample period, banks changed their names, merged or were 
acquired by other entities. Moreover, data were not available 
for all banks for each date, with subordinated debt being 
available for fewer banks than senior debt CDS quotes. Data 
on CDS spreads are available on daily basis from 1 January 
2007 to end of May 2020 for 89 banks in the case of senior 

2 In this context, note that to alleviate related concerns, the OECD 
survey from 2014 [30] did not ask authorities to necessarily share 
their own estimates of the value of implicit guarantees, but to indicate 
whether they “were aware of any credible estimates”, and what these 
estimates implied.

3 We use interchangeably the terms “CDS quotes”, “CDS prices” and 
“CDS spreads”, although we observe bid and ask quotes of CDS and 
use the mid quotes of these two.
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and 65 banks in the case of subordinated debt.4 Equity prices 
are closing prices obtained from Bloomberg and are avail-
able for 55 banks. Merging the CDS and equity prices data-
sets, the final dataset includes 44 banks with observations 
for all three variables (that is, senior and subordinated CDS 
spreads and equity prices) spanning from January 2007 to 
May 2020. The sample is biased towards large banks that are 
considered systemic either at the global or domestic level, 
given that large banks are more likely to be the reference 
entity of CDS contracts and/or have quoted equity. In fact, 
14 banks are considered (always) as G-SIBs and 17 banks 
are considered by EBA as “Other Systemically Important 
Institutions” (starting from 2015), while 13 banks are not 
considered large, complex or interconnected enough to be 
identified as systemically important.

For what concerns the methodology, we estimate a set of 
panel regressions on equity and CDS price changes where 
we also include controls for different characteristics of the 
bank (size and systematic importance status), market con-
ditions and the respective sovereign creditworthiness. This 
methodology allows us to estimate the effects of the vari-
ous events in a single specification and compare the effects 
across different types of events and, in addition, to compare 
the effects of the events across different groups of banks. 
Previous studies (for example, [28]) applied seemingly 
unrelated regression (SUR) analysis event by event, which 
effectively becomes an OLS estimation bank by bank as long 
as the explanatory variables on the right-hand side are the 
same. This approach thus only partially capture the infor-
mation available from other events (that is those outside of 
that estimation window) in estimating the coefficients for 
any specific event under consideration. By contrast, we con-
sider a panel regression approach that captures the effect of 
a specific event taking into account the information from 
the estimation of all the other events. Our work also differs 
from previous empirical studies in that events considered in 
different studies are combined in one single study. Moreo-
ver, we categorise these events as either “actions” (resolu-
tion action or no-action) or “announcements” (regulatory 
and policy announcements) and distinguish between differ-
ent types of regulatory and policy announcements events 
considered in, categorisation of events and the regression 
methodology used. The distinction between “actions” and 

“announcements” is motivated by the suggestion in [28] 
that “actions speak louder than words”. Admittedly, the 
“actions” considered in the main text also are communi-
cated via announcements, although a key difference is that 
they refer to specific resolution cases as opposed to other 
announcements that refer to more general policy or regula-
tory changes.

As regards the explanatory variables, we consider a set 
of dummies, one for each event, that takes the value of one 
around the event dates and zero otherwise. Three types of 
groups of banks are distinguished, namely global systemi-
cally important banks (referred to here as G-SIBs), other 
systemically important banks (referred to here as O-SIBs, 
which are other systemically important institutions or 
O-SIBs as defined by the European Banking Authority5), 
and non-systemically important banks (referred to here as 
non-SIBs). G-SIBs are banks that are always included in 
the G-SIB list published by the FSB (14 banks). O-SIBs 
are banks that might or might be part of the FSB G-SIB 
list but in any case are always included either as part of 
that FSB G-SIB list or the EBA O-SIB list (17 banks). The 
remaining banks are not considered systemically important 
(13 Institutions). Even if the assessments regarding systemic 
importance have been introduced only in 2011 (FSB list of 
G-SIBs) and 2015 (EBA list of O-SIBs) and are subject to 
change during our sample period, we keep the constitu-
ents of each of the three groups as defined above constant 
throughout the sample period (from 2007 to 2020). For-
mally, we estimate the following model:

with E
[

�
i,t

]

= 0 and Var
(

�
i,t

)

= �2
�
 , where R

i,t represents the 
return (CDS first difference or log return for equity) for the 
bank i at time t, �0 the intercept term, R

m,t represents the 
return of the market, GSIB

i
 a dummy that takes the value of 

1 if the bank is considered G-SIB and zero otherwise, OSIB
i
 

a dummy that takes the value of 1 if a bank is considered 
O-SIB and zero otherwise.

The variable D
t,n represents in fact a set of n dummy vari-

ables, one for each event. Each dummy variable takes on the 
value of 1 for the three days surrounding the event, i.e. one 
day before, the event day and one day after; otherwise, it 
is zero. The choice of the interval is consistent with previ-
ous works in the topic (among others, [28]. The n interac-
tion terms D

t,n ∗ GSIB
i
 and m interaction terms D

t,n ∗ OSII
i
 

allow us to test the null hypothesis that the average return 
of the G-SIB differs from the two other groups and that 

R
i,t = �0 + �1Rm,t + �

n
D

t,n + �2GSIBi
+ �
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D
t,n ∗ GSIB

i
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+ �3OSIBi
+ �

m
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D
t,n ∗ OSIB

i

)

+ �4TAi,t + �5SOVi,t + �
i,t

5 See https://eba.europa.eu/risk-analysis-and-data/other-systemically-
important-institutions-o-siis-.

4 A few specific decisions are taken. Dexia CDS quotes reacted very 
strongly and adversely to the sale of Dexia Bank Belgium to the Bel-
gian State and the subsequent orderly resolution plan by the European 
Commission of end 2012. These quotes appear not to be representa-
tive of actual trades, and thus, Dexia is excluded from the dataset. 
Also, Natixis and BPCE, Banque Populaire and Caisse d’Epargne 
merged in 2012, and the dataset considers data for Natixis until 2015 
and BPCE after 2015 to form a single series for newly formed BPCE 
Group.
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the average return of the O-SIBs differ from the two other 
groups, respectively. If the coefficients of these interaction 
terms are statistically significant, they can be used to assess 
the size and direction of the effect on the respective group 
compared to the other banks (e.g. in the case of D

t,n ∗ GSIB
i
 

as compared to both O-SIBS and non-SIBS combined). To 
control for bank size and the role of its domestic sovereign, 
respectively, we include TA

i,t , the logarithm of (annual) total 
asset of each bank, and SOV

i,t , the return on the CDS of the 
banks’ domestic sovereign (thus a country-specific variable). 
Finally, �

i,t is the error term with zero mean and variance 
equal to �2

�
 . The market index considered is the same for all 

banks; thus, the model can be estimated using (a panel of) 
ordinary least squares. Thus, summarising, the model cap-
tures the average abnormal returns in the days surrounding 
the events, while controlling for the country riskiness related 
to each bank. Robust standard errors are obtained through 
clustering at the bank level. The results are shown as part 
of the main text.

We also run another specification of the model in order to 
assess the difference in the reaction of domestic banks vis-à-
vis other banks in the case of events that are country-specific 
(i.e. no G20 announcements etc.), with results being shown 
in Appendix B. This model is as follows:

with E
[

�
i,t

]

= 0 and Var
(

�
i,t

)

= �2
�
 , where the dummy 

COUNTRY
i
 identifies the country where the bank is located, 

i.e. whether it is a domestic (taking the value of one) or non-
domestic bank (value of zero). The dummy DE

t,n includes 
all events that are not country-specific, while the dummy 
DD

t,n identify the event that can be related to a single coun-
try. The interaction term DD

t,n ∗ COUNTRY
i
 allows us to 

assess whether the domestic banks are reacting differently 
compared to the non-domestic banks. All tables report the 
marginal effect at means, or the marginal coefficient, that 
allows one to assess the change in a dependent variable (in 
our case, the return of equity prices or change the difference 
in the CDS quote) in response to a change in the covari-
ates, that is the event dummies and control variables. The 
calculation of the margins allows one to display and isolate 
the overall effect of the events and, given the specification 
of the regression and the interaction terms added, also to 
assess the effect of the events for different types of banks 
(G-SIBs, O-SIBs and non-SIBs). The marginal coefficients 
for the subgroups can be interpreted as the coefficient of a 
panel regression estimated only for that subset of banks. The 
advantage of adopting this approach is that the estimates 
captures the overall effect of the events on all banks, but 
also allows one to control for heterogeneity across types of 
banks. The coefficients are thus comparable across types of 

R
i,t = �0 + �1Rm,t + �

n
DE

t,n + �
n
DD

t,n + �
n

(

DD
t,n ∗ COUNTRY

i

)

+ �3TAi,t + �4SOVi,t + �
i,t

banks, although the total effect is not the sum of the marginal 
effects for the different types of banks given the presence of 
cross-correlations of explanatory variables. The full panel 
regressions are available upon request. Section

Market reactions to policy actions

Considering the bail-in events identified in the [28] , while 
also adding more recent observations based on press releases 
issued by the Single Resolution Board (SRB) and the Euro-
pean Commission (EC),6 Table 1 describes market reactions 
to these events. To facilitate the comparison of results for 
changes in equity and CDS prices, the latter are multiplied 
through by minus one. Thus, negative estimates reflect an 
increase (rather than decrease) in risk premia in bank debt 
CDS spreads. Hence, such negative coefficient estimates for 
CDS prices have a similar interpretation as similar estimates 
for equity price changes, that is they are “bad news” for bank 
counterparties. There are some instances of strong increases 
in risk premia on either senior or subordinated debt CDS, 
which is consistent with a reduction in the value of implicit 
bank debt guarantees. Examples include the Spanish bank 
rescue plan, which implied a bail-in of junior debtors and 
was associated with a strong increase in subordinated CDS 
spreads, and the nationalisation of SNS Reaal in the Neth-
erlands, which was associated with significant increases in 
senior debt CDS.

6 According to the SRB, resolution is the application of one or more 
resolution tools to a bank in order to achieve the resolution objectives 
and occurs when the authorities determine that (i) the bank is failing 
or likely to fail, there are no supervisory or private sector measures 
that can restore the bank to viability within a short timeframe; and 
resolution is necessary in the public interest, i.e. the resolution objec-
tives would not be met to the same extent if the bank were wound 
up under normal (national) insolvency proceedings. Subsequently, the 
SRB announces the adoption of either its decisions to adopt a resolu-
tion scheme or not to take resolution action. For each decision, the 
SRB publishes a press release. These are considered here as events, 
and they include the following ones. On 7 June 2017, the SRB trans-
ferred all shares of Banco Popular to Santander. Events also include 
Banca Popolare di Vicenza S.p.A. and Veneto Banca S.p.A on 23 
June 2017 and ABLV Bank on 24 February 2018. Also, on 15 August 
2019, following the European Central Bank’s assessment of AS PNB 
Banka as failing or likely to fail, the SRB decided that resolution 
action was not necessary, noting that the bank would be wound up 
under national law. On 18 March 2020, the SRB decided that there 
is no compensation due to Banco Popular shareholders and creditors, 
finding that insolvency would have been more costly. Further to these 
events, we also included three more events in our analysis. They are 
the “precautionary recapitalisation” of Banca Monte dei Paschi on 29 
December 2016, the European Commission (EC) announcement of 
its approval of the “precautionary recapitalisation” of Banca Monte 
dei Paschi on 4 July 2017, and the EC decision on 5 December 2019 
that recapitalisation of German NordLB is not state aid.
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Very significant increases in risk premia could also be 
observed for the events related to the bail-in of debtors of 
banks in Cyprus. Another observation is that the considera-
tion on the part of Euro area finance ministers of a bail-in 
of senior debtors in the case of banks in Cyprus was associ-
ated with a reduction in CDS spreads on senior and subor-
dinated debt. Similarly, the announcement by the SRB not 
to take resolution action with regard to Banca Popolare di 
Vicenza and Veneto Banca is associated with declining risk 
premia on both senior and subordinated debt CDS, while 

the reaction of equity prices was mildly, but significantly, 
negative.7 A remarkable observation is that failure resolution 

Table 1  Market reactions to selected decisions regarding (potential) bank failure resolution

Events selected based on [28] and updates based on Single Resolution Board and European Commission (EC) press releases. Results for an 
event window of −1/+1 day, that is including three observations. “Senior” (“Subord”) denotes coefficient estimates for changes in CDS price 
quotes for senior unsecured (subordinated) debt; all such changes are multiplied through by minus one to make the estimates comparable in 
interpretation to those obtained for equity prices. Thus, a negative sign means that CDS spreads are rising, which can be interpreted as “bad 
news” for debt holders. Source: Authors’ estimates

Date/Event ID Event Equity Senior Subord

6 Feb 2011 Bail-in of senior debtors of Amagerbanken in Denmark 0.003** 0.341 0.143
/ (E1) (0.001) (0.337) (0.710)
10 Jul 2012 Spanish bank rescue plan implies bail-in of junior creditors −0.001 −1.859* −10.452***
/ (E2) (0.001) (1.017) (2.377)
19 Jul 2012 German government back Spanish rescue plan foreseeing bail-in of junior creditors −0.009*** −1.062 −5.447**
/ (E3) (0.002) (1.279) (2.621)
23 Aug 2012 Spanish authorities clearly express intent to implement national bank resolution law 0.002 0.890 −2.072
/ (E4) (0.002) (1.159) (2.144)
1 Feb 2013 Nationalisation of SNS Reaal in the Netherlands −0.006*** −2.055*** −4.175***
/ (E5) (0.002) (0.392) (1.456)
11 Feb 2013 Euro area finance ministers consider bail-in of senior debt as option for Cyprus banks 0.009*** 1.041** 2.370***
/ (E6) (0.003) (0.519) (0.479)
18 Mar 2013 Cyprian proposal to introduce levy including on insured Cyprian bank depositors −0.011*** −3.683*** −4.964***
/ (E7) (0.001) (0.456) (0.733)
25 Mar 2013 Bail-in of senior debtors of Cyprian banks −0.015*** −3.749*** −5.432***
/ (E8) (0.002) (0.887) (0.875)
4 Aug 2014 Creditor bail-in in the case of Banco Espirito Santo, Portugal −0.003 1.625* 1.912*
/ (E9) (0.002) (0.845) (1.154)
29 Dec 2016 “Precautionary recapitalisation” of Banca Monte dei Paschi −0.005*** 0.522* 1.162**
/ (E10) (0.001) (0.282) (0.552)
7 Jun 2017 SRB transfers all shares and debt of Banco Popular Español to Banco Santander 0.005*** 0.615*** 1.464**
/ (E11) (0.001) (0.175) (0.697)
23 Jun 2017 SRB not to take resolution action re Banca Popolare di Vicenza and Veneto Banca −0.001** 1.286* 3.783***
/ (E12) (0.001) (0.657) (0.724)
4 Jul 2017 EC announced the approval of the precautionary recapitalisation of MPS 0.005*** −0.002 −1.365**
/ (E13) (0.001) (0.188) (0.637)
24 Feb 2018 SRB not to take resolution action re ABLV Bank and its subsidiary in Luxembourg −0.001* 0.099 0.051
/ (E14) (0.001) (0.089) (0.202)
15 Aug 2019 SRB not to take action re AS PNB Banka, to be wound up national law in Latvia 0.001 −0.318** −0.455**
/ (E15) (0.001) (0.148) (0.219)
5 Dec 2019 EC approves NordLB State aid −0.000 −0.522*** −0.583***
/ (E16) (0.001) (0.087) (0.114)
18 Mar 2020 SRB: No compensation due to Banco Popular counterparties 0.000 0.265 0.141
/ (E17) (0.003) (0.166) (0.334)

7 For many but not all events, the results for equity are consistent 
with those obtained for debt. Two exceptions from that observa-
tion are the announcement of the “Precautionary recapitalisation” 
of Banca Monte dei Paschi, where subordinated debt risk premia 
decreased, while equity prices also decreased significantly. A similar 
“opposite” reaction is observed as well for the SRB decision regard-
ing Banca Popolare di Vicenza and Veneto Banca on 23 June 2017.



376 M. Bellia et al.

actions can have effects on TBTF perceptions not just in 
the jurisdiction where they occur,8 but even beyond national 
borders (Appendix B). The results shown in Table 1 are 
broadly similar to [28], who conclude that the Cyprian crisis 
constituted a watershed regarding the bail-in of bank credi-
tors and that the actual occurrence of a broad-based bail-in 
convinced investors that a regime change from bail-out to 
bail-in had occurred. To what extent that assessment can be 
extrapolated, especially given the different results obtained 
for more recent events, is not clear, however. In fact, more 
recent events (i.e. in particular “no-actions”) were not asso-
ciated with a significant increase in risk premia, but on the 
contrary sometimes even a significant decrease.

We analyse to what extent the results depend on the 
“type” of bank, whereby we distinguish among G-SIBs, 
O-SIBs and non-SIBs. The results are shown in Table 2 
and the following observations are singled out for special 
attention.

First, there are some events for which the debt market 
(although not necessarily the equity market) reaction is uni-
form across all types of banks, such as for the Cyprian pro-
posal to introduce a levy on insured Cyprian bank depositors 
(18 March 2013), the bail-in of senior debtors of Cyprian 
banks (25 March 2013), the SRB announcement not to take 
resolution actions regarding Banca Popolare di Vicenza and 
Veneto Banca (23 June 2017), and the SRB decision not to 
take action regarding AS PNB Banka (15 August 2019)

Second, for several events, there are more instances in 
which subordinated or senior debt CDS spreads of G-SIBs 
exhibit significant reactions to events as compared to CDS 
spreads of O-SIB or non-SIBs.

Third, for two events in the middle of our sample period 
(i.e. Amagerbanken bail-in on 6 February 2011 and Spanish 
use of bank resolution law on 23 August 2012), senior and 
subordinated debt of G-SIBs significantly underperform the 
market, while the senior debt of non-systemic banks even 
significantly outperforms the market. Results for more recent 
dates are more similar across different types of banks, to the 
extent the effects are significant at all. That said, for some 
events, they turned out to be significant only in the case of 
G-SIBs. For example, the SRB decision to not compensate 
Banco Popular shareholders and creditors on 18 February 
2020 is associated with a significant increase in the risk pre-
mium for G-SIB senior debt, with no significant reaction in 
the case of the debt of the other types of banks, that is O-SIB 

and non-SIB banks, however. The decision by the SRB not 
to take resolution action regarding ABVL Bank, by contrast, 
is reflected in a significant decline of the risk premium in 
senior debt of G-SIBs, with no significant reaction in the 
case of other types of debt and banks.

Market reactions to announcements 
versus actions

Market reactions to different types 
of announcements

Conceptually, three policy options are available to limit the 
value of implicit bank debt guarantees:

• First, to strengthen banks, for example, by requiring 
larger and better quality capital and liquidity buffers and 
improved governance and risk management, so that the 
value of implicit guarantees declines (“making banks 
safer”).

• Second, to strengthen the capacity of public authorities to 
withdraw the implicit guarantees, in particular by making 
failure resolution more effective and credible (“making 
banks more resolvable”).

• Third, to charge an explicit premium in exchange for the 
market perception of an implicit guarantee, thus incenti-
vising banks to reduce their “use” of this guarantee, and 
making themselves safer and/or more resolvable (“charg-
ing banks for implicit guarantee”).

As regards the overall mix of these three policy approaches 
to describe their specific regulatory reforms, undertaken 
and planned following the global financial crisis, “making 
banks safer” and “making banks more resolvable” are an 
appropriate description of the overall gist describing their 
regulatory reforms (Fig. 3). Less so is “charging banks for 
implicit guarantee”. There was a sense that given the com-
plex nature of implicit guarantees and time inconsistency 
problems, simply “charging” for their value is not a feasible 
option to eliminate them.9 The three options are used here 
to categorise the policy and regulatory announcements that 
were considered in previous empirical event studies [21, 
28, 29]. The results of a set of panel regressions consider-
ing these events, controlling for overall market conditions 

9 A list of specific policy choices was offered in the survey, grouped 
by the three policy options mentioned above. Among the altogether 
33 specific policies offered, respondents considered “producing esti-
mates of the value of implicit bank debt guarantees and charging 
directly for them”, again, was considered the least adequate descrip-
tion of their domestic policy (see [31], Figure 1).

8 Previous work identified evidence that in countries where legal 
changes were made to establish more effective resolution regimes 
and where, subsequently, actual failure resolutions involved losses of 
the part of at least some holders of unsecured bank debt, noticeable 
declines in the value of implicit guarantees as measured by the credit 
rating uplift [32] or increases in the costs of deposits for a bank [9] 
were observed.
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Table 2  Market reactions to actions regarding potential bank resolution across types of banks

Events selected based on [28]  and updates based on Single Resolution Board and European Commission (EC) press releases. Results for an 
event window of −1/+1 day, that is including three observations. “Senior” (“Subord”) denotes coefficient estimates for changes in CDS price 
quotes for senior unsecured (subordinated) debt; all such changes are multiplied through by minus one to make the estimates comparable in 
interpretation to those obtained for equity prices. Thus, a negative sign means that CDS spreads are rising, which can be interpreted as “bad 
news” for debt holders. Source: Authors’ estimates

G-SIBs O-SIBs Non-SIBs

Date/Event Equity Senior Subord Equity Senior Subord Equity Senior Subord

6 Feb 2011 / (E1) 0.004 −1.084*** −0.928** 0.003 0.624 −0.794 0.003 1.752** 2.974
(0.003) (0.329) (0.442) (0.002) (0.594) (1.057) (0.002) (0.782) (1.967)

10 Jul 2012 / (E2) 0.000 −1.296*** −5.512*** 0.002* −1.550 −5.507** −0.005* −2.957 −23.430***
(0.002) (0.412) (0.769) (0.001) (1.276) (2.431) (0.003) (3.098) (6.677)

19 Jul 2012 / (E3) −0.011*** −0.239 1.477 −0.010*** −0.030 −1.036 −0.007 −3.430 −20.206**
(0.003) (0.667) (1.523) (0.003) (1.852) (0.646) (0.006) (3.744) (8.133)

23 Aug 2012 / (E4) −0.001 −2.735*** −5.132*** 0.002 −0.105 1.811 0.003 6.917** −3.522
(0.002) (0.391) (0.943) (0.004) (1.588) (1.818) (0.003) (3.081) (7.126)

1 Feb 2013 / (E5) −0.003 −2.769*** −6.626*** −0.005* −1.271* −0.106 −0.011** −2.244** −6.890**
(0.003) (0.618) (1.181) (0.003) (0.712) (3.229) (0.006) (0.899) (2.775)

11 Feb 2013 / (E6) 0.011*** 1.697*** 3.848*** 0.006*** 1.429*** 1.825*** 0.009 −0.269 1.228
(0.003) (0.303) (0.671) (0.002) (0.256) (0.626) (0.008) (1.730) (1.391)

18 Mar 2013 / (E7) −0.015*** −3.338*** −5.447*** −0.009*** −3.400*** −3.501** −0.010*** −4.478*** −6.463***
(0.002) (0.566) (0.873) (0.002) (0.921) (1.442) (0.003) (1.104) (1.976)

25 Mar 2013 / (E8) −0.011*** −5.286*** −7.051*** −0.013*** −3.873*** −5.187*** −0.023*** −1.745 −3.669*
(0.003) (0.771) (1.097) (0.002) (1.123) (1.598) (0.006) (2.665) (2.091)

4 Aug 2014 / (E9) 0.001 0.860*** 1.029*** −0.006 2.872 3.571 −0.004 0.707* 0.550
(0.002) (0.170) (0.256) (0.005) (2.088) (2.838) (0.003) (0.394) (0.709)

29 Dec 2016 / (E10) −0.004*** 0.373* 0.203 −0.005*** −0.198 0.252 −0.007** 1.835** 3.880**
(0.001) (0.198) (0.464) (0.001) (0.379) (0.227) (0.003) (0.724) (1.828)

7 Jun 2017 / (E11) 0.007*** 0.565** 0.916** 0.004* 0.403** −0.053 0.003 0.979** 4.319*
(0.002) (0.278) (0.410) (0.002) (0.187) (0.217) (0.003) (0.463) (2.325)

23 Jun 2017 / (E12) −0.001** 2.333*** 4.951*** −0.002 1.459*** 2.744** −0.001 −0.260 3.749***
(0.001) (0.575) (1.320) (0.001) (0.394) (1.142) (0.001) (2.191) (1.345)

7 Jun 2017 / (E12) 0.006*** 0.397 −0.740 0.004*** −0.040 −0.161 0.005* −0.445 −3.877*
(0.001) (0.283) (0.565) (0.001) (0.351) (0.369) (0.003) (0.315) (2.020)

23 Jun 2017 / (E13) −0.001 0.408** 0.608 −0.003** −0.002 −0.032 −0.000 −0.143 −0.550
(0.001) (0.176) (0.420) (0.001) (0.115) (0.203) (0.001) (0.188) (0.432)

24 Feb 2018 / (E14) −0.003 −0.039 −0.323 0.002 −0.487*** −0.564* 0.003* −0.424** −0.488
(0.002) (0.384) (0.462) (0.001) (0.125) (0.313) (0.002) (0.198) (0.324)

15 Aug 2019 / (E15) 0.000 −0.393* −0.280 −0.001 −0.553*** −0.686*** 0.001 −0.639*** −0.830***
(0.001) (0.220) (0.242) (0.001) (0.056) (0.120) (0.002) (0.108) (0.191)

5 Dec 2019 / (E16) −0.007*** 0.179** 0.145 −0.001 0.037 −0.501 0.011 0.705 0.943
(0.002) (0.089) (0.103) (0.002) (0.035) (0.476) (0.011) (0.578) (0.921)

18 Mar 2020 / (E17) 0.004 −1.084*** −0.928** 0.003 0.624 −0.794 0.003 1.752** 2.974
(0.003) (0.329) (0.442) (0.002) (0.594) (1.057) (0.002) (0.782) (1.967)
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and the strength of the respective sovereign, are shown in 
Table 3.

The estimates need to be interpreted differently depend-
ing on which of the three types of policy measures is con-
sidered. As regards announcements of policies of type 1 
(“making banks safer”), the effect is not clear a priori, how-
ever. On the one hand, credible measures reduce the prob-
ability of default, which tends to reduce the risk premium as 
the perceived guarantee moves further “out of the money”. 
This effect would be accompanied by a decrease in the risk 
premium and a positive coefficient estimate (i.e. a decrease 
in CDS quotes). On the other hand, a negative coefficient 
estimate implies an increase in CDS quotes and an increase 
in risk premia. Such an outcome might reflect the view that 
the announcements to make banks safer are interpreted by 

market participants as signalling public authorities’ stance 
regarding resolution practices. In particular, by announcing 
measures to make banks stronger, authorities might also be 
seen as signalling a reduced willingness to provide for an 
implicit guarantee should the increased strength turn out to 
be ultimately insufficient to avoid failure. In fact, it turns 
out that the results are mixed in the sense that the estimated 
signs of coefficients for measures to make banks safer can 
have opposing signs and even be significant in different 
directions. To the extent that announcements are considered 
credible in the case of policies of type 2 (“making banks 
more resolvable”) and 3 (“charging banks for implicit guar-
antee”), the coefficient estimates for senior and subordinated 
debt CDS would be expected to be (significantly) negative.10 
Such a market reaction is thus consistent with an increase in 
the risk premium on debt. It turns out that this is often but 
not always the case.

Consider the example of announcements related to the 
new common European resolution framework, that is, the 
EU Finance Ministers’ agreement on the European Bank-
ing Recovery and Resolution Directive (BRRD, on 28 June 
2013) and the various steps to complete the Single Resolu-
tion Mechanism (SRM; 9 July 2013, 18 December 2013, 

Fig. 3  Self-assessment by public authorities of description of mix 
of domestic regulatory reforms with a potential bearing on the value 
of implicit bank debt guarantees, as of 2014 Note: Percentages of 
responses indicating what policy makers considered to be “very rel-
evant” as description of the gist of their regulatory reform response 
to the global financial crisis with a bearing on the value of implicit 
bank debt guarantees (alternative allowed responses are “moderately 
relevant” and “not relevant”, with results not shown here). The pres-
entation of the above results implicitly assumes that the three types of 
policies are exclusive. This assumption is maintained in the present 
work, although it is acknowledged that there is some overlap among 
types of measures (although exploration of such overlaps are left for 
subsequent work). The figure is based on responses from altogether 

33 of (then) 34 OECD member countries and two partner countries 
to a survey by the OECD Committee on Financial Markets on “policy 
responses to the issue of implicit bank debt guarantees” completed 
in 2014. Respondents were asked to describe the overall thrust of 
the mix of policy measures that they have either implemented, where 
three categories were offered alternatively for the responses following 
feedback from respondents. These are “very relevant”, “moderately 
relevant” and “not relevant”. The questionnaire acknowledged that 
even if many of the regulatory reform measures were not exclusively 
geared towards reducing the value of implicit guarantees, they would 
be expected to have an effect on such values as they affect the costs, 
returns and risks of bank business activities. Source: [30]

10 CDS spread reactions are multiplied through by minus one, so as 
to ensure that results are more easily comparable with those obtained 
for equity price changes, which are the traditional focus of event stud-
ies. Thus, a negative sign implies an increase in risk premium for debt 
and a decrease in equity return. We suggest, however, to primarily 
focus on the results for debt as those are more directly linked to the 
value of implicit bank debt guarantees, as opposed to equity prices, 
although we report also the latter to facilitate comparison with previ-
ous empirical studies.
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Table 3  Market reactions to actions regarding potential bank resolution across types of banks

Date / Event ID Event Equity Senior Subord

Announcements related to measures to make banks safer
17 Dec 2009 BIS: Enhance capital, liquidity and introduce leverage ratios −0.006*** 0.543*** 0.358

(0.002) (0.174) (0.334)
27 Jun 2010 G20: Toronto summit backs enhanced bank capital requirement −0.000 0.260 0.272

(0.001) (0.513) (0.579)
30 Aug 2020 CH too-big-to-fail regulation: Equity up to 25% −0.002** −0.495 −0.507

(0.001) (0.311) (0.400)
7 Sep 2010 CH too-big-to-fail regulation: Big banks need more capital −0.006*** −1.485*** −1.515***

(0.001) (0.349) (0.546)
12 Sep 2010 Basel III: Fixing of the equity requirements 0.004*** 1.504*** 2.264***

(0.001) (0.216) (0.334)
16 Dec 2010 Publication “ Basel III: A global regulatory framework for more resilient banks and 

banking systems”
−0.011*** −1.571*** −3.178**

(0.002) (0.423) (1.262)
27 Jun 2011 BCBS proposal of additional capital surcharges of 1.0 to 2.5% Common Tier 1 −0.004*** −3.669*** −6.725***

(0.001) (0.914) (1.847)
19 Jul 2011 BCBS Consultative paper on G-SIB Assessment Methodology & FSB Consultative 

paper of effective resolution of SIFIs
0.004*** −2.302 −3.322*

(0.001) (1.404) (1.800)
29 Sep 2011 BCBS announces endorsement of proposal on additional capital surcharges 0.009*** 2.896*** −2.412

(0.002) (1.079) (2.959)
 21 Jan 2010 Refom proposals by Vickers and Volcker −0.003** −1.919*** −3.396***

(0.001) (0.258) (0.689)
22 Apr 2010 CH too-big-to-fail regulation: Press conference on preliminary too-big-to-fail report −0.003*** −3.251*** −2.731***

(0.001) (0.813) (0.695)
16 Jun 2010 Vickers reform proposal: Appointing the Vickers Commission 0.002** 0.021 0.829

(0.001) (0.612) (0.704)
5 Aug 2010 Vickers reform proposal 0.001 −0.439** 0.716

(0.001) (0.179) (0.588)
4 Oct 2010 CH too-big-to-fail regulation: Press conference—presenting the final report 0.003*** 1.975*** 2.187***

(0.001) (0.316) (0.333)
12 Nov 2010 Endorsement of core elements for enhanced supervision, resolution and loss absorbency 

tools at 5th G20 summit in Seoul
−0.003*** −1.219*** −1.497***

(0.001) (0.469) (0.556)
21 Dec 2010 CH too-big-to-fail regulation: Swiss federal council adopts draft of law for large banks 0.001 −1.570*** −3.552*

(0.001) (0.386) (1.874)
18 Jan 2011 Vickers reform proposal: Vickers tends to split up big banks 0.005*** 1.564*** 5.669***

(0.001) (0.557) (1.913)
15 Jun 2011 Vickers reform proposal: Osborne’s pre-approval of the ringfencing approach −0.001 −1.396* −3.298*

(0.001) (0.715) (1.735)
12 Sep 2011 Vickers reform proposal: Publication of the Vickers report −0.000 −4.924*** −9.451***

(0.002) (1.214) (1.889)
28 Jun 2013 EU Finance Ministers agree on rules of BRRD −0.005*** 0.628** 0.271

(0.001) (0.281) (1.352)
9 Jul 2013 Presentation of the SRM proposal by European Commission −0.002 0.634* 1.040**

(0.002) (0.381) (0.451)
18 Dec 2013 EU Council accepts general approach towards SRM −0.001 1.755*** 2.324***

(0.001) (0.337) (0.441)
20 Mar 2014 Provisional agreement on the SRM between Council and European Parliament −0.003 0.145 0.435*

(0.002) (0.162) (0.230)
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20 March 2014, 15 April 2014). It turns out that for these 
events, while bank equity can sometimes significantly under-
perform the market, there is no evidence that any of these 
events were seen as “bad news” for senior or subordinated 
bank debt holders. Risk premia on such debt did not increase 
significantly. In fact, on the occasion of the Council of the 
European Union agreement on the general approach towards 
the SRM, including the application of BRRD rules, both 
senior and subordinated debt even outperformed the broader 
market, as reflected in significant declines in risk premia. 
This observation would be consistent with “positive news” 
for debt holders. One possible interpretation is that the new 
framework of centralised bail-in was not considered cred-
ible, which in turn might have implied that the issue of how 
to finance the resolution fund remained unsolved. In fact, as 
already noted by [29], the European Central Bank (ECB) 
explicitly expressed such concerns with regard to the agreed 
framework. Incidentally, [29] also find that bank spreads 
decline following the EU Council announcement regarding 
SRM on 18 December 2013, although not significantly. By 
contrast, the estimates in Table 3 suggest that the declines 
of both spreads on senior and subordinated debt are sig-
nificant. Incidentally, our results also differ from [29] in 
that we fail to identify a significant increase in bank CDS 
spreads following the announcement on 20 March 2014, 
unlike these authors. Our results even suggest that subor-
dinated bank debt outperformed the market following that 
announcement. In any case, taken the various evidence in 
the present estimates together, debt market reactions do not 
provide convincing evidence that announcements related to 
the new resolution framework (including BRRD and SRM) 
are reflected in significant increases in risk premia on sub-
ordinated or senior bank debt.

The results might reflect to some extent the limits of the 
event study method. Such an approach is perhaps less use-
ful for the evaluation of regulatory and policy announce-
ments as opposed to specific resolution actions, as the for-
mer are part of a gradual negotiation process, which tends 
to be accompanied by continuing adaptations and revisions 
of expectations. As a result, the “news” element of each of 
these various announcements is more limited as they are part 
of a gradually evolving process, which is unlike the case of 
resolution actions.

Market reactions to actions versus announcements

Table 4 compares the aggregate results for bank failure 
resolution actions (henceforth referred to as “actions”) with 
those for the three different types of regulatory and policy 
announcements, that is to make banks stronger, more resolv-
able or taxing them for the implicit guarantee (henceforth 
referred to as “announcements”). Among the control vari-
ables, the size of banks turns out to be significant only for 
the equity. By contrast, the overall market change is sig-
nificantly positively correlated with changes in bank debt 
CDS, as expected. Bank CDS changes are also significantly 
positively correlated with those in sovereign CDS prices, 
which suggests that a decoupling of domestic banks from 
their respective sovereign has not been achieved in Europe 
as of yet.

Actions are, on aggregate, reflected in significant 
increases in the risk premium on senior and subordinated 
bank debt. This observation is remarkable, given that in the 
case of two out of the twelve events, significant declines as 
opposed to increases of the risk premium were observed. 
These included the “no-action” in the case of Banca 

 Events selected based on [21, 29, 28] and updates based on Single Resolution Board and European Commission (EC) press releases. Results 
for an event window of −1/+1 day, that is including three observations. “Senior” (“Subord”) denotes coefficient estimates for changes in CDS 
price quotes for senior unsecured (subordinated) debt; all such changes are multiplied through by minus one to make the estimates comparable 
in interpretation to those obtained for equity prices. Thus, a negative sign means that CDS spreads are rising, which can be interpreted as “bad 
news” for debt holders. Source: Authors’ estimates

Table 3  (continued)

Date / Event ID Event Equity Senior Subord

15 Apr 2014 EU Parliament backs EC proposal on completing the SRM −0.004*** 0.341** 0.087
(0.001) (0.134) (0.199)

Announcements related to measures to charge banks for implicit guarantee
8 Mar 2010 German reform Constitutional experts: A bank tax is juridical feasible −0.001 0.930*** 1.590***

(0.001) (0.325) (0.353)
21 Mar 2010 German reform: Governing coalition urges for bank tax 0.001 0.004 −0.761***

(0.001) (0.158) (0.232)
31 Mar 2010 German reform: Key points for bank tax and restructuring law agreed by the cabinet −0.002 −0.338** −0.979***

(0.002) (0.162) (0.217)
25 Aug 2010 German reform: Bank tax and restructuring law passed by the federal cabinet 0.001 −1.759*** −2.465***

(0.001) (0.319) (0.532)
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Popolare di Vicenza and Veneto Banca on 23 June 2017 (see 
Table 1). By contrast, in the case of three other events, sig-
nificant increases in the spread for subordinated debt could 
be observed, and thus, the overall effect, on aggregate, of 
actions on the risk premium in subordinated debt is signifi-
cantly positive. That is, risk premia increase.

Different types of announcements are associated with dif-
ferent market reactions. Announcements regarding measures 
to make banks stronger and more resolvable are associated 
with an increase in the risk premium for either subordinated 
debt or both debt, respectively. Announcements that suggest 
to make banks stronger (“announcements of type I”), e.g. 
by increasing core capital, imply a significant increase in 
spreads for subordinated debt, but not for senior debt. A pos-
sible interpretation is that such measures are accompanied 
by the implicit assumption that whenever the increased buff-
ers would turn out to be insufficient ex post, public authori-
ties will impose burden sharing on debtors and subordinated 
debt will be first in line. Announcements of intent to make 
bank more resolvable (“announcements of type II”), by con-
trast, are associated with increased spreads on both senior 
and subordinated debt. This finding might reflect a view 
that such announcements make bail-in of senior debt more 
likely, while that of subordinated debt is already considered 
as likely to be bailed in as part of a potential bank failure 

resolution. Finally, announcements that imply imposing 
some form of charge for implicit guarantees (“announce-
ments of type III”) are associated with increases in risk 
premia on both senior and subordinated debt. Thus, it might 
seem that the announcement of this type of policy action has 
a particularly strong effect on risk premia in bank debt. That 
said, it should be noted that all events in this category of pol-
icy options relate to a single jurisdiction and that there is no 
evidence that similar results might apply in other countries.

As noted previously, regulatory reforms have effectively 
created different types of banks (i.e. G-SIBs, other SIBs 
(O-SIBs) and non-SIBs), with regulatory requirements 
differing for each type. Distinguishing among the types of 
banks, Table 5 shows that actions as well as announcements 
to make banks more resolvable are associated mostly with 
significantly negative debt market reactions, although excep-
tions include the cases of senior and subordinated debt for 
G-SIBs. The distinction between the three types of banks 
also reveals that announcements to charge a tax for implicit 
guarantees, which are associated with a significant negative 
market reaction (as shown in Table 4), owe this effect mainly 
to the results for G-SIBs and O-SIBs.

Moreover, it appears that for any type of event (either 
actions or announcements), the effects on the debt of G-SIBs 
are economically less important than for the other two 

Table 4  Market reactions to “actions” versus “announcements”

 Robust standard errors in parentheses. ***p < 0.01, **p < 0.05, *p < 0.1

Variables Equity Senior Subord

Actions −0.002*** −0.426** −1.450***
(0.000) (0.208) (0.309)

Announcements related to measures to make banks stronger (announcements of type I) −0.001* −0.415 −1.663***
(0.001) (0.271) (0.599)

Announcements related to measures to make banks more resolvable (announcements of type II) −0.001** −0.414*** −0.572*
(0.000) (0.136) (0.314)

Announcements related to charges for the implicit guarantee (announcements of type III) 0.000 −0.291*** −0.655***
(0.001) (0.103) (0.167)

Equity market index (MSCI) 1.316***
(0.048)

Bank size (logarithm of Total Assets) 0.000** 0.008 0.011
(0.000) (0.009) (0.015)

Return on sovereign senior CDS 0.000*** 0.317*** 0.394***
(0.000) (0.040) (0.086)

CDS market index (Itraxx Senior) 0.674*** 0.937***
(0.053) (0.091)

Constant −0.003** −0.077 −0.075
(0.001) (0.128) (0.219)

Observations 115,242 118,874 115,725
Number of id 44 44 44
Adj R2 0.303 0.199 0.125
Ncluster 44 44 44
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groups of entities, as judged by the size of the estimated 
coefficients. We conjecture that this observation reflects in 
part the fact that G-SIBs tend to be better capitalised, espe-
cially towards the later part of our sample period, and per-
haps are therefore less sensitive to news regarding regulatory 
announcements or resolution actions.

Lack of transparency as explanation 
of the mixed results?

For the TBTF reforms to achieve their desired effects, bank 
counterparties, including investors and depositors, need 
sufficient information; this observation points to the cru-
cial relevance of the issue of transparency. Failure resolu-
tion mechanisms are part of the financial safety net, which 
is meant to protect the system, and to achieve its function 
requires transparency regarding the conditions and the lim-
its of the financial safety net. In fact, to address the moral 
hazard that is created by making available any insurance 
function, standard economic theory suggests that coverage 
needs to be limited and that the limits of that coverage be 
well understood by the potential beneficiary. For example, 
debt instruments not covered by the perimeter of the finan-
cial safety net need to carry adequate risk premia. To allow 
for this to happen, different requirements need to be met.

First, sufficient information is needed about the quality 
and quantity of bank liquidity and capital buffers, so that 
investors can develop informed views about the riskiness 
and potential losses associated with investments in different 
types of bank liabilities, including equity, senior and subor-
dinated debt. An understanding of the extent and timing of 
the waterfall of potential losses in case of failure is a prereq-
uisite for investors to ask for risk premia on different types 
of bank liability investments. Unfortunately, information 
about Total Loss Absorbency Capital (TLAC) or Minimum 
Requirement for own funds and Eligible Liabilities (MREL) 

in the European Union, can be difficult to compare across 
institutions and jurisdictions.

Second, bank counterparties might need sufficient infor-
mation about the authorities’ own assessment of the extent to 
which bank counterparties in turn perceive the new regime 
to function as desired. In particular, to the extent that public 
authorities are confident that bank counterparties ex ante do 
not assume the existence of implicit subsidies, they should 
feel confident about not providing any support ex post. To 
the extent that public authorities credibly communicate their 
own assessment of perceptions regarding implicit guaran-
tees (see, however, for challenges Sect. 2.2) the scope for 
any potential time inconsistency problem would be limited. 
This observation in turn would imply that public authorities’ 
communication influences bank counterparty expectations 
and behaviour, including their demand of risk premia.

Third, sufficient information is needed about the resolu-
tion options available and authorities’ preferred resolution 
strategies given the specific mix of the holders of bail-inable 
subordinated and senior debt. In other words, how authori-
ties would pick and choose among the available resolution 
tools in practice, given the distribution of exposures among 
bank counterparties, and what the choice would imply in 
terms of loss distribution among bank counterparties. As 
a general rule, even in the case of authorities’ assessments 
of resolvability of systemically important banks, details are 
not fully spelled out and shared beyond the members of a 
specific crisis management group. As a general rule, more 
transparency about the structure of bank creditors and where 
bank recovery or resolution bail-in losses may go would be 
desirable. Increasing transparency in this regard would help 
assure policy makers that the new tools available can be used 
effectively and smoothly in actual practice [7].

To the extent that investors in bail-inable bank debt are 
aware of the associated risk the credibility of the bail-in 
framework is enhanced. In fact, one challenge of implement-
ing bail-in in the past was that retail investors that would 

Table 5  Market reactions to different types of policy and regulatory announcements

Robust standard errors in parentheses. ***p < 0.01, **p < 0.05, *p < 0.1

Variables G-SIBs O-SIBs Non-O-SIBs

Equity Senior Subord Equity Senior Subord Equity Senior Subord

Actions −0.001*** −0.648*** −1.185*** −0.002*** −0.273 −0.408 −0.003*** −0.375 −3.264***
(0.000) (0.119) (0.221) (0.001) (0.187) (0.349) (0.001) (0.697) (0.796)

Announc. −0.001 0.617*** 0.485** −0.000 −0.502 −1.593** −0.004** −1.709*** −4.938***
Type I (0.001) (0.152) (0.218) (0.001) (0.438) (0.708) (0.002) (0.597) (1.605)
Announc. −0.002*** −0.288* −0.749*** −0.001** −0.227 −0.446 0.001 −0.855** −0.515
Type II (0.001) (0.151) (0.252) (0.001) (0.145) (0.624) (0.001) (0.334) (0.608)
Announc. −0.000 −0.396*** −0.740*** −0.001 −0.325* −0.691** 0.001 −0.092 −0.464
Type III (0.001) (0.112) (0.205) (0.001) (0.183) (0.308) (0.002) (0.336) (0.460)
Obs 115,242 118,874 115,725 115,242 118,874 115,725 115,242 118,874 115,725
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have been involved in the burden sharing, including in par-
ticular as subordinated debt holders, might not have been 
fully informed of the associated risks. Such considerations 
should, however, not necessarily determine bank failure 
resolution approaches, and one could argue that any losses 
that are considered undesirable on the basis of consumer 
protection concerns could in principle be subsequently com-
pensated through specific transfers.

One observation is that the costs of protection of sub-
ordinated debt as opposed to senior debt have noticeably 
increased on average over all banks during our sample 
period (Fig. 4). The observation that the price of protection 
of subordinated as opposed to senior debt has risen could be 

interpreted as indicating that investors more fully appreciate 
that subordinated debt tends to be riskier than senior debt. 
Such a development would be desirable. Another interpre-
tation might be, however, that investors believe that senior 
debt has become relatively more protected from bail-in, for 
example as a result of a policy preference for the so-called 
contained bail-in, in which equity and subordinated debt are 
bailed in but not senior debt [24]. If accurate, that develop-
ment might indicate that parts of the value of implicit guar-
antees on subordinated debt have migrated to senior debt.

Table 6 shows the results of the baseline regression that 
includes, as dependent variable, the ratio of (i) CDS prices 
of subordinated debt minus CDS prices of senior debt (ii) 

Table 6  Relative costs of protection and selected decisions regarding (potential) bank failure resolution

Events as in Table 1. Dependent variable is the ratio of CDS prices of subordinated debt minus CDS prices of senior debt divided by CDS prices 
of subordinated debt of the same bank

Date Event All banks G-SIBs O-SIBs Non-SIBs

6 Feb 2011 Bail-in of senior debtors of Amagerbanken in Denmark 0.011 −0.016 −0.006 0.070**
(0.012) (0.016) (0.018) (0.029)

10 Jul 2012 Spanish bank rescue plan implies bail-in of junior creditors −0.009 0.006 −0.041* 0.019
(0.016) (0.019) (0.021) (0.045)

19 Jul 2012 German government back Spanish rescue plan foreseeing bail-in of junior 
creditors

0.008 0.010 −0.024 0.051
(0.014) (0.019) (0.020) (0.037)

23 Aug 2012 Spanish authorities clearly express intent to implement national bank resolution 
law

0.022 0.015 −0.004 0.071
(0.016) (0.019) (0.022) (0.044)

1 Feb 2013 Nationalisation of SNS Reaal in the Netherlands 0.008 0.027 0.001 −0.005
(0.013) (0.018) (0.020) (0.034)

11 Feb 2013 Euro area finance ministers consider bail-in of senior debt as option for Cyprus 
banks

0.008 0.024 0.004 −0.007
(0.014) (0.021) (0.020) (0.033)

18 Mar 2013 Cyprian proposal to introduce levy including on insured Cyprian bank deposi-
tors

−0.003 0.017 −0.021 −0.003
(0.014) (0.019) (0.020) (0.039)

25 Mar 2013 Bail-in of senior debtors of Cyprian banks −0.008 0.007 −0.032* 0.005
(0.017) (0.019) (0.019) (0.050)

4 Aug 2014 Creditor bail-in in the case of Banco Espirito Santo, Portugal −0.077*** −0.098*** −0.042** −0.099***
(0.012) (0.017) (0.018) (0.028)

29 Dec 2016 “Precautionary recapitalisation” of Banca Monte dei Paschi −0.002 −0.009 0.005 −0.005
(0.016) (0.034) (0.018) (0.032)

7 Jun 2017 SRB transfers all shares and debt of Banco Popular Español to Banco San-
tander

0.008 0.003 0.024 −0.009
(0.015) (0.026) (0.017) (0.036)

23 Jun 2017 SRB not to take resolution action re Banca Popolare di Vicenza and Veneto 
Banca

0.029* 0.035 0.030 0.020
(0.017) (0.033) (0.023) (0.036)

4 Jul 2017 EC announced the approval of the precautionary recapitalisation of MPS 0.059*** 0.056 0.047* 0.081***
(0.017) (0.034) (0.024) (0.030)

24 Feb 2018 SRB not to take resolution action re ABLV Bank and its subsidiary in Luxem-
bourg

0.083*** 0.050 0.088*** 0.118***
(0.018) (0.031) (0.031) (0.033)

15 Aug 2019 SRB not to take action re AS PNB Banka, to be wound up national law in 
Latvia

0.110*** 0.125*** 0.144*** 0.040
(0.022) (0.042) (0.030) (0.042)

5 Dec 2019 EC approves NordLB State aid 0.108*** 0.135*** 0.135*** 0.034
(0.021) (0.037) (0.032) (0.040)

18 Mar 2020 SRB: No compensation due to Banco Popular counterparties 0.121*** 0.160*** 0.155*** 0.020
(0.021) (0.032) (0.037) (0.041)
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divided by CDS prices of subordinated debt of the same 
bank. The bail-in of creditors of Banco Espirito Santo on 4 
August 2014 is accompanied by a significant reduction of 
the ratio of subordinated over senior CDS spreads. Other-
wise, no significant effect on that ratio is identified during 
the earlier part of our sample until the 4 July 2017, that is the 
approval of the precautionary recapitalisation of Monte dei 
Paschi. For that as well as for all four subsequent events, the 
CDS ratio increases significantly. This observation indicates 
that as a result of each of these events subordinated debt is 
considered as having become more risky as compared to 
senior debt than was the case prior to each of these events. 
As regards the results for subgroups, the direction of effects 
were mostly similar across the three different types of banks 
(with the exception of the case of Amagerbanken), although 
estimates were not always significant for each and every of 
the three groups of banks whenever they were significant for 
the full sample of banks.

The finding in Table 6 is consistent with the results sug-
gesting that the notion of a “contained bail-in” is becoming 
more credible [24], that is a bail-in that tends to focus pri-
marily on subordinated debt but tends to protect (be “con-
tained” vis-à-vis) senior debtors. Neuberg et al. [24] distin-
guish three potential outcomes, that is, (i) full bail-in, (ii) 
contained bail-in and (iii) full bail-out. The increase in the 
subordinated-to-senior CDS ratio is consistent with either a 
greater likelihood of either one of the first two outcomes, but 
not the third. Unfortunately, the data considered for the pre-
sent analysis does not allow us to assess what might happen 
to the likelihood of each individual of these three potential 
outcomes, however. That said, the evidence presented here 
is consistent with the hypothesis that subordinated debt has 
become more risky, while senior debt remains unchanged or 
is (even seen as having become) less risky.

The presence of systemic risk in situations of negative 
system-wide shocks might explain that there are some 

limitations to a fully transparent bail-in policy affecting all 
classes of bank liabilities [2]. In fact, when it comes to mon-
etary and fiscal policy, a clear consensus has been reached 
over the last decades in favour of transparency, as opposed 
to “constructive ambiguity”, to make these policies efficient. 
This development owes much to the insight that economic 
agents monitor the behaviour of public authorities and form 
their own views about the expected behaviour. They thus 
anticipate and can offset the effects of discretionary poli-
cies. Under those circumstances, the best choice is for public 
authorities to determine and disseminate clear rules, and to 
establish credibility by acting consistently and transparently. 
The so-called constructive ambiguity in monetary and fiscal 
policy is hardly mentioned anymore these days.

The assessment might have to be nuanced slightly, how-
ever, when it comes to the operation of the financial safety 
net that backs the activities of financial intermediaries that 
take deposits and on-lend these funds and continue to be 
a crucial part of the financial system. While rigid safety 
net rules can limit any bias towards ad hoc extensions of 
safety net provisions, it is impossible to anticipate the nature 
of financial problems and the extent to which they might 
become systemic. Even when private markets are efficient, 
costly bank failures can occur, and public authorities who 
have not pre-committed to any specific course of failure 
resolution action are still likely to bail out distressed banks 
to limit such costs [8]. Under those circumstances, announc-
ing and trying to follow very transparent pre-specified rules 
creates the risk that if and when public authorities do not 
follow them, they will lose credibility. Thus, some room 
for manoeuvre might be considered helpful, especially to 
the extent that there continues to be opacity about the vari-
ous contagion mechanisms, making it unlikely that failure 
will be limited to just one institution. Unfortunately, how-
ever, resolution authorities’ discretion in using the bail-in 
tool, e.g. by deciding to exempt senior bank debt on some 
occasions, limits predictability of resolution outcomes and 
thus the effectiveness of market discipline [35]. To influence 
expectations, rules must be understood and verifiable.

Conclusions

The empirical results herein are consistent with progress 
being made in reducing the value of implicit bank debt 
guarantees, especially on more subordinated bank liabili-
ties. Some bank failure resolution actions seem to have 
significantly raised risk premia on subordinated or senior 
unsecured bank debt. Noticeable examples include the cases 
of bail-in of junior creditors in Spain and junior and senior 
creditors in Cyprus in 2012 and 2013, respectively. More 
recent cases involving potential bail-in of creditors seem 
to have, however, had no effect on risk premia on junior or 

Fig. 4  Ratio of subordinated versus senior debt CDS spreads. Note: 
Vertical bar indicate dates of bank failure resolution actions as listed 
in Tables 1 and 6. Source: Authors’ estimates
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senior debt, or might even have had an effect in the opposite 
direction. The explanation might be that the action in those 
cases essentially consisted of no-action; that is, they did not 
involve any bail-in unlike what might have been expected 
beforehand and based on the experience with the cases men-
tioned above. Resolution actions seem to have considerable 
effects on market perceptions of risk premia on junior and 
senior bank debt, but the reactions of such risk premia to 
policy and regulatory announcements are more difficult to 

Table 7  Selected empirical studies of the funding cost advantages

Authors’ selection of studies. Some studies include several estimates reported above. Blix-Grimaldi et al. [5] consider three different estimation 
approaches. FSB[14] considers a global portfolio (Asia, Europe, USA, Canada); SIBs (that is G-SIBs and D-SIBs) versus non-SIB large banks. 
Annualised averages of monthly estimates kindly obtained from Asani Sarkar. Source: Update from [30] 

Study, sample or approach Implicit subsidy in basis points of interest rates

2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019

[19], UK large banks sample 100 200
UK small banks sample 100 100
[26], contingent claims 8
Sveriges Riksbank (2011) 86 86 86 86 86 86
[25], ratings-based 54
Contingent claims, assumption I 175
Contingent claims, assumption II 36
Contingent claims, assumption III 29
[22], European banks 3 50 50 50
[36], ratings-based 60 90
[33], ratings-based 111 120 157 156 109 110
[4] 5 16 15 31 30
[20], Euro area, ratings-based 21 45 92 74 74 61 62
Japan, ratings-based 18 31 65 53 44 25 24
UK, ratings-based 8 18 35 23 22 17 16
US, ratings-based 6 8 19 19 13 14 12
Euro area, contingent claims 10 16 22 14 −10 91 86
Japan, contingent claims 29 99 137 115 79 80 63
UK, contingent claims 10 34 22 −3 0 79 62
US, contingent claims 3 19 43 24 15 15 13
[27], bond spread-based 27 7 −5 11 1
[17], contingent claims min 34 38 37 33 35 33 32 32 31
contingent claims, max 39 146 170 38 41 38 38 37 37
[37], international banks and insurers 1 13 13 26 26 26 26
[23], large Canadian banks, Moody’s 22 22 20 19 19 17 18 18 18 13 26
large Canadian banks, S&P 5 17 22 22 22 22
[16], European banks 401 180 254 343 148 94 91 100
[10], Australian D-SIBs −17 24 36 53 38 29 23 11 16 19 24
[5], Sweden, contingent claims 330.4 199.9 144.0 93.3 2.8 2.8 29.5 81.6 24.8 38.7
based on CDS pricing 23.3 12.8 5.3
rating-based 321.9 220.3 24.6 37.6 25.5 9.3 6.4 10.6 8.6 6.6
[14] 179 218 210 123 190 177 132 134 143 61 −12 23 11

explain. No clear pattern seems to be emerging, with results 
being partly contradictory among different events for any 
specific type of regulatory or policy announcements.

Appendix 1

See Table 7.
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Appendix 2

See Table 8.

Table 8  Effects of country-specific events on domestic versus foreign banks

Date Event Equity Senior Subordinated

Baseline Country effect Baseline Country effect Baseline Country effect

08.03.2010 German reform Constitutional experts: A 
bank tax is juridical feasible

−0.000 0.004*** 0.861*** 0.567 1.609*** 0.632

(0.001) (0.001) (0.261) (0.687) (0.341) (1.048)
21.03.2010 German reform: Governing coalition urges 

for bank tax
0.001 0.006** 0.012 0.078 −0.794*** −1.240***

(0.001) (0.002) (0.124) (0.184) (0.215) (0.144)
31.03.2010 German reform: Key points for bank tax 

and restructuring law agreed by the 
cabinet

−0.001 −0.010** −0.343** −1.447** −1.039*** −0.938***

(0.002) (0.004) (0.136) (0.678) (0.195) (0.306)
25.08.2010 German reform: Bank tax and restructuring 

law passed by the federal cabinet
0.001 −0.005* −1.763*** −0.423 −2.698*** −1.382***

(0.001) (0.003) (0.253) (0.687) (0.466) (0.228)
19.07.2012 German government backs Spanish bank 

rescue plan
−0.009*** −0.007*** −1.061 −1.931** −5.105*** −0.354

(0.002) (0.002) (1.230) (0.900) (1.958) (1.048)
5.12.2019 EC approves NordLB State aid 0.000 0.001*** −0.512*** −0.117** −0.590*** 0.431***

(0.001) (0.000) (0.082) (0.054) (0.100) (0.111)
22.04.2010 CH too-big-to-fail regulation: Press confer-

ence on preliminary too-big-to-fail report
−0.004*** −0.008* −3.169*** −3.942** −2.956*** −3.544**

(0.001) (0.004) (0.510) (1.892) (0.625) (1.563)
30.08.2010 CH too-big-to-fail regulation: Equity up to 

25%
−0.002** −0.002 −0.483* −0.305*** −0.651* −0.911***

(0.001) (0.002) (0.272) (0.086) (0.382) (0.182)
07.09.2010 CH too-big-to-fail regulation: Big banks 

need more capital
−0.006*** −0.013*** −1.465*** −2.438*** −1.537*** −1.825***

(0.001) (0.002) (0.254) (0.230) (0.518) (0.302)
04.10.2010 CH too-big-to-fail regulation: Press confer-

ence—presenting the final report
0.002*** 0.003*** 1.968*** 1.712*** 2.289*** 2.684***

(0.001) (0.000) (0.231) (0.177) (0.215) (0.307)
21.12.2010 CH too-big-to-fail regulation: Swiss federal 

council adopts draft of law for large banks
0.001 −0.003*** −1.506*** 0.228*** −3.616 −2.592***

(0.001) (0.000) (0.321) (0.063) (2.743) (0.089)
16.06.2010 Vickers reform proposal: Appointing the 

Vickers Commission
0.002** 0.008** 0.143 −1.062 0.972* −0.326

(0.001) (0.004) (0.384) (1.068) (0.499) (0.424)
05.08.2010 Vickers reform proposal: Barclays warns to 

leave UK in case of a bank break-up
0.001 0.001 −0.440*** −0.911* 0.627 0.453

(0.001) (0.004) (0.162) (0.531) (0.552) (1.134)
18.01.2011 Vickers reform proposal: Vickers tends to 

split up big banks
0.005*** −0.006** 1.541*** 1.248** 5.287*** 5.401***

(0.001) (0.003) (0.320) (0.509) (1.120) (2.081)
15.06.2011 Vickers reform proposal: Osborne’s pre-

approval of the ringfencing approach
−0.001 0.000 −1.320* 0.327 −3.461*** −3.018

(0.001) (0.002) (0.705) (0.497) (1.316) (1.974)
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