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Abstract: The European financial regulation is evolving with new and specific forms of cooperation
for the member states, enhancing concepts and innovative rule of law, particularly featuring the
actual level of harmonization. This paper investigates the European deposit insurance scheme, in the
context of the European law development, in reply to the current economic and social challenges and
in accordance with the principles of the free market. The methods of research include a theoretical
investigation of the relevant literature, a comparison of the proposed regulation and regulation in
force, synthesis, and deduction. The research results are based on the assessment of the progress of
negotiation in building efficient mechanisms to stimulate money saving conduct for individuals and
legal persons, globally and within the European Union. Acknowledging the status of the three pillars
of the European banking union legislative package, the member states have unanimously agreed
that the framework established by the Directive from 2014 needed a bracing approach, to ensure
more protection and to support enhanced financial integration. The analysis carried out showed the
importance of the European deposit insurance scheme in the context of the present global challenges.
The money saving conduct was strongly influenced by the regulation for the deposit guarantee
mechanism, while the tight estimated agenda for the final regulatory proposal asks for ingenious
cooperation to reach a consensus within members states. The research showed the imperative to
build common legislation for the member states and a future direction of investigation to evaluate
the effects of the gap between the domestic regulation and milestone generated by the European
directives in each state legal framework.
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1. Introduction

All recent crises (financial events of the last decade, COVID-19 pandemic, Ukrainian
war, and the energetic global disorder) have brought a great stress on the financial markets,
influencing the general conduct of the deponents. The trust of the public in bank services is
challenged especially when liquidity of the markets diminishes, and businesses are exposed
to insolvency scenarios. The deponents act with prudence in relation to the banking system,
looking for addition tools to protect their wealth. The methods to increase or at least to
stabilize the financial institution liability in front of their clients include extended guarantees
that the debts previously engaged are still honored, even in the worst possible situation the
institution might face. The deposit guarantee schemes (DGS) are regulatory mechanisms
used for this purpose, based on the insurance to reimburse a precise limit of the deposits
to the owners, when the bank is not able to do so objectively. This mechanism aims at
strengthening the financial institution credibility; consequently, a large majority of the
banks have chosen such protection, paying specific contributions, calculated mainly on the
consideration of their activity risk profile.

The purpose of this mechanism is embraced by both the credit institution and their
clients, and the regulation to have it applicable is continuously upgrading, for the scope
of eliminating the vulnerabilities of the system and offering stronger protection to the
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ultimate beneficiary, i.e., the owner of the bank deposit. Although the use of the deposit
insurance scheme is validated in extreme crises situations for the financial institutions, its
main effects are to upgrade the credibility and the efficiency of the respective financial
institution activity which, eventually, will not have to face the abovementioned crises. The
importance of the effect is obvious for each client of the banking system and for the banking
system, as a whole.

At the EU level, the deposit insurance scheme is a subject with high financial impact
and relevance at the level of each member state and of European Union concern, as one of
the indirect effects of the internal market mechanisms.

This paper contributes to the scholarly literature assessing the concept of the deposit
insurance system in the current global regulatory context, pointing out its evolution and the
need to respond to the actual global challenges on the financial market. The issues whether
there is a need for general legal framework in the field of mechanisms to reinforce clients’
trust in bank activity and if there is the possibility to address it in the next decade are
investigated and answers are formulated. First, the paper adds to a narrow yet developing
body of literature on regulation for deposit insurance systems, elaborating a comparative
analysis of regulatory systems and positioning the current study within the ongoing debate
in favor of the common regulatory framework. Second, our work adds to the literature on
European depository insurance scheme actual proposal, by examining the positive and
negative aspects raised. Third, this paper expands the literature on the topic, presently
dominated by financial analysts and economists, adding a view for legal scholars.

This paper aims to bring insight into and emphasize the pros and cons of the ongoing
discussion on the actual issues connected with the recent developments of European
deposit insurance schemes. The analysis starts with a review of the available literature
(Section 2) and continues with a presentation of the evolution of deposit insurance scheme
regulation, emphasizing their mandatory features and some particularities adopted in
different periods of the recent development of the specific regulation (Section 3). The
adoption and the evolution of the European depository insurance scheme legal framework
are addressed (Section 4), formulating some answers to the current challenges of the
mechanism of deponents’ protection in the conclusions (Section 5). The principal methods
of research used in the paper are theoretical investigation of the relevant literature, empirical
research, observation and comparison of regulations in force, synthesis, and deduction.

2. Literature Review

Within the financial system, banks hold the central role in a country’s payment and
settlement transaction (Aberg et al. 2021), and they can play an important role in the con-
duct of monetary policy, which works through financial institutions and markets to affect
the economy (IMF 2022; Ketcha 1999). Providing liquid savings vehicle while addressing
the needs for small and large investors alike (Palenzuela and Dees 2016) and developing spe-
cialized skills to evaluate and diversify the risks of their borrowers (Grundl et al. 2016), banks
have played an important role in promoting economic growth and sustainable development
worldwide (Levine 1997; UNCTAD 2017). The nation’s economic vitality depends critically
on the soundness and the competitiveness of the banking system (Paun et al. 2019).

Banks have traditionally performed the important function of intermediating between
lenders and borrowers using liquid, short-term liabilities to fund relatively long-term,
illiquid assets (Khundadze 2009). Within the regulation for banking activity, deposit
insurance systems (DISs) are initiatives aimed at addressing threats related to the failure of
deposit-taking financial institutions (Adema et al. 2019), and most countries have adopted
such regulations, aiming at different objectives, and using different features (Demirgtic-
Kunt et al. 2014). For some of the countries that have adopted this type of regulation,
recent developments have pointed out areas in which the effectiveness and efficiency of
structures could be improved (Schich 2008). Others considered that the motivation for
using this mechanism was stronger than the prudency imposed by the current evolution of
the financial markets (Mauro et al. 2013). The recent financial turmoil provided supervisory,
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regulatory, and other financial policy authorities with a timely opportunity to review
existing regulatory structures (TC 2017), underlying the operation of financial markets
(Carmichael et al. 2004), including those related to providing or reinforcing financial safety
(Lumpkin 2009).

The regulation of the deposit insurance system (DIS) is the most frequently used
method to bring certainty to the depositors for collecting their money, even if their bank
collapsed (Arda and Dobler 2022). Traditionally, relevant studies on the DIS state that, to-
gether with the prevention against losses for individual depositors, DIS limits the incentive
to withdraw deposits before other depositors do so (Garcia 2000; Diamond and Dybvig
1983; Calomiris 1989). The literature shows that Google searches for “deposit insurance”
and related strings reflect depositors’ fears and help to predict deposit shifts in the German
banking sector from private banks to fully guaranteed public banks. After the introduction
of blanket state guarantees for all deposits in the German banking system, this fear-driven
reallocation of deposits stopped (Fecht et al. 2019).

DISs help to keep the problems of one bank from spreading to the whole sector
(Nolte and Khan 2017). As banks are a country’s main source of finance, having a stable
and well-functioning banking sector is important for a country’s economic development
(Anginer et al. 2014). Furthermore, in nowadays globally integrated capital markets (Azis
and Shin 2015), a country without a DIS might encounter outflows of deposits (Obstfeld
1998), both regionally and globally (Laeven 2014). The benefits of the efficient deposit
insurance scheme evolved into the observation of the economic problem of moral hazard
(Pauly 1968; Pettinger 2019), presented in the literature from two perspectives. First, DIS is
the mechanism that gives incentives to banks for high-risk investments (Kotowitz 1989), since
economic profits from higher risk-taking are privately captured by the banks, while losses are
socialized through the deposit insurance fund (Berger et al. 2019, p. 695). Second, depositors
who are guaranteed the money when a bank fails (Dembe and Boden 2000), lose their interest
to monitor the financial condition of their bank (Anginer and Demirguc-Kunt 2018).

Although there is a large opinion that the common or at least harmonized regula-
tion is recommendable (Tofan and Bostan 2022), relevant literature in the field addresses
the deposit insurance systems established in line with IMF work on the subject (Arda
and Dobler 2022; Phillippe et al. 2014) and argues against the development of “best prac-
tices” applicable to all systems (Hoelscher et al. 2006). The features of each country’s
specific objectives in adopting a deposit insurance system is emphasized, together with
the importance of incorporating the guidelines of the international expertise into domestic
regulation (Hoelscher 2016) and with the need to pay attention to the country’s financial
system characteristics (Salama and Braga 2021). The goal of the regulation is to ensure an
effective banking system that minimizes disincentives and distortions to financial sector
intermediation (IADI 2010).

The desirability of deposit insurance scheme regulation remains a matter of contro-
versy, which is present in ongoing debates (Chu 2011; Calomiris 2016). Several scholars
question the usefulness of deposit insurance on the grounds that it could involve moral
hazard problems (Gropp and Vesala 2001; Hellmann et al. 2000; Cull et al. 2005). This could
result in excessive risk taking on the part of depositors, as well as the banks accepting the
deposits (Schich 2008). The present research adds to this flux of debate with respect to some
arguments and identifies additional appropriate lines of action in future research.

3. Argument for Deposit Insurance Scheme (DIS)

In the present economy, dominated by digitalization and stigmatized by unpredictable
global threats (world pandemic, wars with nuclear potential, survival migrations, energy
and fuel crisis, etc.), the stability of the financial system is crucial for the relative normality
of the people lives.

For this purpose, there have been some mechanisms set up by active regulation, to
reduce the vulnerability of the financial system, for both its private and public components
(ECB 2022). Especially in the economies where payments are mostly online and money
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is used mainly in electronical form, the bank—client relationship is not only a growing
partnership for every legal subject, but continuous and mandatory. Although it is present
in many of the everyday actions, the fluidity of the relationship between clients and banks
depends on the credibility of the respective financial institution, not necessary in terms of
macro- and micro-financial analysis and criteria, but on the personal level.

The major concern of clients is connected to the individually evaluated bank capability
to pay back collected money, at any time and in any circumstances. The worst possible
scenario might occur when bank depositors grow so anxious about their financial security
regarding the money placed in a specialized institution so they decide suddenly and in a
relatively synchronized manner to ask for their cash to be returned. This type of impetuous
request would result in the respective bank struggling to honor the legitimate withdrawal
requests and could lead to destabilization or even to the financial collapse of that institution.

This is the context where the need for an efficient method to build trust is obvious,
while the banks largely rely on clients” deposits to develop further activities, and their
success depends on their capability to collect as much liquidity as possible on the financial
market where they are active. Instruments to reinsure public trust have been developed,
including deposit insurance (Barth et al. 2013). Such a tool is the proper response, if it proves
able to fulfill two major priorities (Bernet and Walter 2009), directed toward protecting the
stability of the system (upper level), and directed toward consumer protection (lower level
of applicability).

First, DIS is meant to protect the clients of the banks from the risk of not collecting
back the money they have placed in banks, preventing massive money withdrawal by
clients in panic. This scenario would support, in its extreme intensity moment, the decision
to transform the assets of the respective bank in cash. An extensive and sudden sale
procedure of the goods of the bank would take place as part of the liquidation of the
business, and, in these types of procedures, a less than necessary amount of money is
eventually raised, at a very low price. This situation could force illiquidity and insolvency
of the bank (Delis et al. 2012), because the actual value of the asset is considerably different
than the value considered in the bank business plan, before the conditions that generated
the panic of extensive withdrawal requests. Such events are destructive for the bank client’s
financial wealth and for the banks themselves, while they have a bad influence on the
financial sector stability and on the economy of the countries where the respective bank
is present. To prevent them, the mechanism of DIS is useful. From this perspective, the
main goal of a deposit insurance scheme is to reduce as much as possible, if not eliminate,
the risk of bank bankruptcy. This goal represents the most frequently used argument in
favor of bank using deposit insurance systems, outbalancing the endemic possibility of
the extended effect on the national financial system in the country of embodiment of that
bank. In the context of the European single market and the regulation of fundamental free
circulation of people, goods, and capital, such effects would most probably extend beyond
the territory of one country only, indirectly affecting the banking systems of many nations.

The secondary goal of regulating a proper DIS is to protect small depositors from losses,
as DIS should cover (up to a precise threshold) the financial effects supported by depositors
generated by a banking institution in difficulty to honor legitimate withdrawal. In fact,
the mechanism of a deposit insurance systems offers a double protection for getting back
the money placed in banks, with a second option to collect the money that the depository
wants to withdraw, indifferent of the banking financial condition at a particular moment,
thus eliminating the risk that depositors placing funds at a financial institution suffer unjust
loss (Ketcha 1999). Analyzed from this double perspective (bank and client), the DIS is
more of a guarantee against a loss than insurance (Anginer et al. 2014).

There is the possibility that both the perspectives and the direct positive effects of
the deposit insurance scheme described above are sometimes unbalanced by the risk that
negative effects become incident in the situation where the DIS is applicable. One possible
negative effect, the “moral hazard” concept, emerged in the field of financial services,
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precisely the insurance area, since, when insurance is applicable, it usually changes the
action of the beneficiary of the protection mechanism.

In banking operations, the moral hazard possibly appears when the involved financial
institution has liquidity problems, which are not actively manifested yet, but some changes
are reflected in the incentives offered to the clients. In general, the private insurance
schemes offer protection for possible risks which are precisely presented, eliminating from
the scope of the insurance specific situations, i.e., the situation of suicide from life insurance
payments. Deposit insurance covers depositors against losses resulting from any type
of bank failure, regardless of the reason for that failure. (Anginer and Demirguc-Kunt
2018). These types of limitations are designed to reduce or to cancel the payments. Deposit
insurance in this respect is not really insurance in the common usage of the term but more
of a guarantee against loss.

The moral hazard behavior may affect the depositors when, for instance, they choose
to insure their deposits accepting the offer with higher interest rates, without considering
that this comes in the same package with higher risks. The prudent action for a client
would be to give priority to the solidity of the deposit insurance and not to the potential
higher income.

Proving that the positive effect of DIS outbalances the negative impact, many financial
regulatory systems globally include mechanisms to reply to these challenges, starting with
the United States in 1933 and continuing as revealed in Figure 1. The effects of the crises
during the 1980s and 1990s led to a growing number of countries initiating or considering
the institution of an explicit system of deposit insurance (Garcia 1999).

Timeline of Number of Countries Adopting Deposit Insurance

1930°'s 1940‘s 1950‘s 1960‘s 1970‘s 1980°s 2000°s 2010°s
o o-o-QEe
2 3 5 8 16 6 1

Figure 1. Source: (Adema et al. 2019, p. 42).

The dynamic of regulatory development for DIS is predicted to evolve with increased
speed within the EU, where the need for this regulation is no longer debated, while the
precise rule of law still is, as revealed in the next section of this paper.

The globalization of the economy and the internationalization of the financial services
market have stimulated international cooperation in the DIS field, highlighting the ne-
cessity to build the Association of Deposit Insurers (IADI), a worldwide organization for
deposit-insuring institutions which promotes cooperation and encourages contact among
deposit insurers and other interested parties (IADI 2018). The participants are institutions
built in each member state to monitor, control, and coordinate the depository insurance
systems, designated with the acronym DIA (deposit insurance agencies). There are two
main categories of member parties in this association: IADI members (which are the deposit
insurance organizations for each member) and IADI associates (which can be different
institutions in each member states that have created autonomous deposit insurance mech-
anisms). Additionally, there is the group of the IADI observers, which reunites various
interested legal entities, international organizations, financial institutions, or profession-
als with common interest in the deposit insurance features and regulation. Alongside
these internal structures, there are IADI partners, legal entities that have concluded a spe-
cific arrangement with IADI, expressing their adhesion and support to pursue the IADI’s
objectives.

Recently, an investigation carried out by the Federal Deposit Insurance Corporation in
United States (FDIC) proved that, even during financial crises, when losses are above 20%,
there is a very low risk of the bank insurance fund becoming insolvent (FDIC 2022). There
were 561 American bank failures from 2001 through 2022 and the research was based on
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the bank insurance fund’s historical loss experience (FDIC 1998). The results showed that
there is no guarantee that future banking crises will mirror historical events, given recent
industry consolidation and the regulatory developments, including the deposit insurance
scheme. It is our observation that the soundness of the banking sector was transferred to
the insurance market. It is more efficient for an insurance fund to have stability according to
the valid option to recover in a longer period, previewed in the regulatory framework, thus
offering stronger protection to the potential beneficiary, when severe threats are present.

On the contrary, banks’ capability to manage the long-term assets and to grow deposits
with high liquidity are competences of great value in the undesirable scenario when many
clients decide to claim their cash in a short period of time or, even worse, at the same
time (Calvin 2022). It is not quite relevant if the motivation of the clients is realistic or
is in connection with the information on the bank assets; the resulting effect could be
equally disastrous. The economic benefits of transformation of assets to liquidity are best
achieved if the demand of the client to collect their cash is specially addressed for deposits
at maturity or in the eventuality when the bank can be used as a medium of exchange, i.e.,
when savers could exchange their demand deposits with others in the economy (Dang et al.
2014). While it is expected that demand deposits function on a short-term basis and they
hold priority over other legitimate requests, they are less vulnerable to the sudden changes
in available information on assets of the financial institution (ECB 2022).

The reviewed literature, both traditional (Gorton 1988; Jacklin and Bhattacharya 1988;
Allen and Gale 2000) and more recent (Popescu 2022), is constant in expressing that a
decline in the value of the assets held by banks most likely would cause depositors to
withdraw funds from the bank. It is equally mandatory to observe that the success of the
deposit insurance directly depends on the level of trust that the clients admit and invest
in the insurance scheme. As the legitimate claims of the clients for collecting their cash
from the demand deposits are served on a first-come first-served basis, the conduct of the
depository to act impulsively immediately after the information on depreciation of bank
assets becomes available for the public. If the bank runs out of reserves and is forced to
suspend withdrawals, depositors at the front of the line could receive all their funds while
those at the end of the line could receive nothing (Anginer and Demirguc-Kunt 2018).

If the bank clients consider that the risk of the insurer to go insolvent exists, then
the action for withdraw the deposits is not only valid, but also predictable and imminent
(Buckingham et al. 2019). We need to observe that the nature of the insurance mechanism
is, at the same time, responsible for the common knowledge that there are no sufficient
funds for covering all potential risks at the same time.

At this point in our analysis, two paths of investigation are simultaneously opened, in
order to identify the right answer to the following problems:

- How to manage the dissemination of information to the bank clients in such a timeline
to maintain the payments as continuously as possible,

- How the state authorities can intervene by creating an additional supporting mech-
anism for the existing deposit insurance schemes to hold on when a severe risk is
present.

During a financial crisis, there are several episodes that have threatened the credibility
of deposit insurance schemes in some countries (Anginer and Demirguc-Kunt 2018). The
political leaders in the responsible authorities of the state are asked to intervene, a solid
and prompt adjustment procedure is required, and, more importantly, the state should
have the budgetary income to take the efficient actions to refund the losses, to preserve (or
reinstall) the financial stability (Popov 2017). In countries with large banking sectors and
deteriorating public finances, intervention is not always a viable option, and underfunding
is a real possibility (BIS 2011).

Establishing the proper level for the deposit insurance is a milestone in the process
of maintaining clients’ trust in the financial system. The level of the fund is crucial in
providing the adequacy of the deposit insurance and depends on certain country-specific
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conditions (IADI 2018, p. 44). There are mandatory conditions to be observed for drawing
an effective level for the deposit insurance system, which include the following:

A stable and sound regulation;
A functionable macroeconomic environment and pertinent and efficient public policies
for insuring secure and solid banking system;
A financial system characterized by appropriate regulation and effective supervision;
High degree of conformability to the standardized accounting, auditing, and regula-
tory framework;

o A valid disclosure regulation.

Ideally, all these conditions are met before deposit insurance is regulated, yet some of
them may not be present, and attention needs to be paid to the precise coping mechanism
for the respective deposit insurance system to be successful. Observing that volatility of
the financial markets increased during this century (Lambert 2022), it might be unlikely
to draw long-term applicable conclusions regarding the effects of any financial crisis.
Nonetheless, first lessons are emerging concerning the need for a large mutual agreement
regulatory framework (Tofan 2022), built on the national and international negotiations
on the appropriate policy measures, including those affecting the financial safety net,
formulated two decades ago (Schich 2008).

4. European Regulatory Framework for DIS

In this international context, it is important to assess the framework of deposit in-
surance scheme regulation within the European Union, where the topic is under ongoing
debate since the financial and banking crises in 2008 and was relaunched with the decision
on the proposal for a banking union (see the timeline in the Figure 2).

Decision on
: Phase 1 Phase 3
banking : ;
i Re-insurance Full insurance
union

2012 2015 2017

Start of the Decision on
: i Phase 2
Banking installment s
criia EDIS o-insurance

Figure 2. Source: (Sia Partners 2022).

The actual debated issue is the limit on average deposit rates, proposed to be raised
by the provision of 2009/14/EC directive, which already increased this limit from 20,000
to 100,000 EUR. When the multilateral regulation has the tendency to be postponed, the
unilateral action is in place (Tofan 2021). We can notice in this respect the fact that the limit
was already increased in Italy (starting with 1994), and the average deposit rates decreased
substantially among banks in the EU relative to banks in Italy (Gattia and Oliviero 2021). It
is our opinion that the narrative of debate supports the harmonization of the regulation
regarding the limits of the deposit insurance, one of the primary phases to build up a unique
framework for the European deposit insurance scheme and to sustain the mechanisms
of the EU banking union (Garonna et al. 2021). Different deposit scheme configurations
directed national policy on the difficult revision of the deposit insurance directive, and
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emphasis was placed upon moral hazard in the formation of national preferences on the
European deposit insurance scheme (EDIS) (Howarth and Quaglia 2018).

In this line of action, in November 2015, the European Commission launched the
proposal of regulation for European deposit insurance scheme (EDIS), which was presented
together with the procedure to implement this regulation, considered the third pillar of the
banking union. The procedure includes three stages.

Initially, during the first 3 years (July 2017 to July 2020), it was established that the
deposit scheme includes up to 20% of the lack of liquidity and up to 20% of the prejudice
exceeding the level for the institutions included in the scheme, in all cases when the
legitimate payments overlap the disposable financial resources. Legally, the need for
liquidity is supposed to be supplemented using the loan mechanism; hence, the deposit
guarantee scheme DGS has to pay the amount back, except for the reinsured part of the
excess loss (i.e., 20%), which would not have to be paid back. A targeted measure to limit
the moral hazard is to limit at 20% of the deposit insurance fund DIF’s initial target level of
the reinsurance funding or 10 times the target level of the insured DGS, whichever is lower.
In addition, the benchmark for calculating whether and to what extent a DGS can access
the EDIS during the reinsurance phase is the hypothetical level of liquidity the DGS should
have, if it had complied with all its obligations (e.g., collecting ex ante contributions to
reach the target level), and not the actual level of liquidity in a DGS (De Lisa 2016). Lastly,
other sources available to the DGS (e.g., raising short-term ex post contributions) have to
be tapped before resorting to EDIS, and the SRB is mandated to monitor the way the DGSs
pursue their claims during insolvency proceedings. During the reinsurance stage, banks’
risk-based contributions to the DIF are calculated with reference to the national banking
system, i.e., relative to the riskiness of banks in the same country and not of all banks in the
banking union (European Commission 2018).

In the second phase, which is supposed to expand for the 4 years following the
reinsurance stage up to July 2024, the coinsurance scheme is designed to payback a steady
growing part of the loss (20% during the first year, 40% during the second year, 60% during
the third, and 80% during the fourth) for all DGSs members. The procedure is based
on the coinsurance participation for every payment, not in connection with the status of
the domestic financial institution solvability. Consequently, any payments would imply
domestic and reinsurance co-participation, and the legitimate request for reimburse is to
be forwarded by the national DGS. We explained already that the money provided to the
DGS would have to be repaid based on loan mechanism. Yet, this is not applicable for the
money paid to compensate for the suffered loss, which would be allocated by the national
DGSs and DIF, accordingly with the increasing ratio provided in the regulation. In this way,
the proposal affects not only the financial sector actors, but the whole entities active in the
respective economy. The particularity of the coinsurance phase is that it differs from the
reinsurance phase because the risks of the banks are measured against the riskiness of all
banks in the banking union.

The final stage (the third phase) is programmed to be launched in July 2024, as a
results of successfully implementing of the reinsurance and coinsurance procedures for
7 years. We note the length of the two phases, identical to the multiannual provisional
budget of the EU. During the final stage, the full insurance scheme is expected to be active,
and the EDIS to be applicable for entirely recovering the financial losses and supplying
the amount of money required by the participant institutions in the deposit insurance
mechanism. It is expected that, eventually, at the end of the three steps, the potential losses
to be entirely covered through the DIS, using reinsurance and coinsurance as principal
methods to share the risks among the involved financial institutions. The final goal is to
eliminate the possibility of using a threshold by reducing if not even canceling the impact
of the potential moral hazard for the depository within the EU.

In October 2017, the European Commission published a communication on the com-
pletion of the banking union (European Commission 2017), including a proposed new
approach on EDIS aimed at addressing diverging views in the European Parliament and
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the council. The commission decided to slow down the rhythm of implementing the EDIS
described in the above-assessed three-step procedure. It was proposed that, during the
reinsurance phase, there would be no actual payments for the losses, even though the cov-
erage of the lack of liquidity could be growing progressively to 90% in the third year. The
start of the coinsurance phase (the second stage of the procedure) depends on validation of
certain criteria by the European Commission, e.g., related reduction in banks’ portfolios
of nonperforming loans and level 3 assets, i.e., illiquid assets which cannot be evaluated
because of market prices or models (European Commission 2017). If the commission cer-
tifies the beginning of the coinsurance stage, it is previewed that EDIS offers support for
potential losses, from an initial rate of 30% of the total loss, which should steadily increase.
It is important to observe that the European Commission communication does not include
minimum necessary details about the increasing procedure (rate, period, etc.); thus, we
consider that this expected increase is only potential, not a real fact. Depending on the
endpoint of the progressive increase in losses coverage, the final stage could be closer
to or more distant from a fully fledged EDIS with full insurance. As the communication
indicated that the original proposal “remains on the table unchanged”, full insurance in the
steady state remains a possibility to be discussed by co-legislators (Carmassi et al. 2018).

We consider that the right and sufficient size of the participants’ contributions to the
DIF is one of the most important subject to agree on with high impact not only on the
architecture of the scheme but also on the success of the overall mechanism. The amount
itself is important, as is the algorithm to share it among the institutions implied in the
procedure, both when building the scheme and when making use of its action. Considering
the specificity of the European internal market, the freedom in banking services, and the
free movement of capital, there is the legitimate question if the effect of EDIS could lead to
unregulated situation when the banks in one member state are involved in the payment
procedure for insolvency of the financial institutions in another member state of the EU.

In addition to all the arguments in favor of adopting the proposal, we observe some
limitations to be addressed in the future by mutual agreement and to be solved at national
level, for the time being. The proposal for regulation seems extensive, yet it does not
provide protection for all deposits. The European law aims at offering full protection
only for deposits within the threshold of maximum level of coverage of 100,000 EUR per
depositor per bank. This level is mandatory and included in the regulation in force for all
member states. Consequently, retail deposits of small, less sophisticated investors would
be insured, but wholesale deposits of large, sophisticated investors would not, in order to
strike an appropriate balance between protecting depositors’ trust and financial stability,
on the one hand, and preserving market discipline and limiting moral hazard, on the other
hand (Carmassi et al. 2018).

The Directive 2014/49/EU defines the concept of “covered deposits” using the deposit
guarantee for them up to the 100,000 EUR coverage level; other protected deposits include
the following:

Pension schemes of small and medium-sized businesses;
Deposits by public authorities with budgets of less than 500,000 EUR;
Deposits of over 100,000 EUR for certain housing and social purposes.

We observe the indirect consequence that the deposits in other banks and financial
institutions are not eligible for coverage. The effect of this limitation is to prove that
the DIS offers effective protection only for the depository in need of such intervention,
where the depository is assumed to be dramatically affected by a loss in their money
temporarily placed in a financial institution. The explanation is beyond the fundamental
goal of the rule of law (i.e., protecting the weak, as the strong gets protection alone), but it
is aimed at strengthening the rigor and law risk operations on financial market for all those
unprotected, big, and sophisticated investors, contributing to the efficient management
of the moral hazard. In this way, DGSs are determined to use efficient and transparent
governance good practices.
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The proposal affects in various ways the deponents depending on their financial
wealth, private individuals, companies, and public institutions, leaving some room for
national policy to decide on elaborating in-depth legislation for the proper applicability
for the European legal framework. After 2015, the regulation established the time limit for
paying the legitimate claim of the depositors in 20 working days, and this limit must be
progressively reduced to 7 working days by 2024. When a certain depositor specifically
asks for it, a small amount could be paid out earlier, if the particular deposit guarantee
scheme is not capable to honor the requests up to the 7 day limit. This is considered a
transitory justified exception, applicable only by 31 December 2023, as the 7 day limit
is previewed to become mandatory for all legitimate claims starting 2024. The funds of
deposit guarantee schemes come from the banking sector. The amount of this exceptional
payment is mainly determined by the respective bank risk profile and its contribution to
the fund (which is normally proportional with its diagnosed risks).

5. Conclusions

In response to the risk supported by the depository in relation to their banks and
because of the recent financial crises, there have been propositions to identify the efficient,
sound, and transparent mechanism to provide strong security support for the clients of the
financial institution. Recent regulatory initiatives at the EU level (European deposit insur-
ance scheme) describe a simple method to cover the potential loss from bank insolvency,
despite the causes of the financial difficulties of that financial institution.

First, in the context of this proposal, the commission published an effect analysis on
EDIS concluding that it is more efficient to pool the financial risks present on the European
market in terms of producing a much stronger deposit guarantee scheme than a mechanism
applicable at national level. Analyzing the information provided in the study of the
commission, we observed the need for further discussion on related possible scenarios and
how would they be managed by the proposed regulation. The paper conducted empirical
analysis to assess whether and for what specific conditions such regulation is appropriate
and sufficient.

Second, we highlighted that a heterogeneous insurance of deposits can generate
unexpected and unjustified conduct for depositors, shaking the stability of the financial
market and jeopardizing the banking activity. The research pointed out how different
mechanisms of insuring risk-based deposit affect the distribution of positive effects across
countries, increasing the gap between banking systems within the EU. In this way, the
subject protected by DIS (i.e., small and unsophisticated depositors) are ultimately affected
by the changes in the banking sectors in different member states. The common approach for
all the European actors is the most efficient, sound, and sustainable solution for protecting
the depositors throughout the EU. The paper shows that the national preferences for DIS
are to be abandoned in favor of the EDIS, a different configuration of existing national DGS.
The effort is consistent, as national DGS are linked to the different configuration of national
banking systems, but the estimated results pay off.

Third, there is the influence of moral hazard highlighted repeatedly by the literature
and practitioners, concerning the manageability of real and possible bank losses. Fur-
thermore, the concern regarding the financial cost of the national banking systems when
contributing to the EDIS was formulated by some European member states. The obligation
to execute potential financial transfer using the banking system and not the public wallet
was a challenge for policymakers in these countries.

Despite this strong opposition to the creation of an EDIS and although its mecha-
nism has been intensively argued and debated, its regulation is steadily and constantly
developing, and its long-term benefits for financial stability purposes prevail.

Limits of the research draw further investigation directions, such as the effects of the
deposit insurance scheme on computerization, proper organization of administration, and
resource management.
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