











Preface

This report presents the findings of the evaluation on the effects of too-big-to-fail (TBTF) reforms for
systemically important banks. These reforms were endorsed by the G20 after the 2008 global
financial crisis and have been implemented in FSB jurisdictions over the past decade. New resolution
frameworks, higher loss-absorbency and enhanced supervision aim to address the systemic and
moral hazard risks arising from these banks. The key message of the report is that TBTF reforms
have reduced moral hazard and systemic risk without material side-effects, but that there are
still some gaps that need to be closed.

This final report reflects public feedback received on a consultative version of the report, which
the FSB published in June 2020. It contains analytical updates using market data covering the
period since the outbreak of the COVID-19 pandemic as well as more extensive description of
issues raised during the consultation. The FSB expresses its gratitude to those who responded
to the consultation report.

The COVID-19 pandemic represents the biggest stress test of the global economy since the reforms
were implemented. Bold and timely fiscal and monetary policy responses have supported the real
economy and have mitigated the impact of this global shock on the financial system. Regulatory and
supervisory measures have helped to ensure that the banking sector continues to serve the real
economy. Crucially, the banking sector entered the crisis in a far more resilient position than before
the 2008 financial crisis as a result of the post-crisis reforms, including the TBTF reforms that are the
focus of this report.

Most of the analytical work contained in the report covers the period prior to the outbreak of the
pandemic, given the focus of the evaluation on structural trends in the banking sector. But the
report’s findings are relevant to future developments: systemically important banks have higher
capital and loss-absorbing capacity to deal with potential future losses. Moreover, significant
progress has been made since the global financial crisis in establishing and operationalising
frameworks for the resolution of systemically important banks. These reforms give authorities more
options for dealing with banks in distress, though which options are used is for authorities to consider
in their particular circumstances.

The evaluation suggests that reforms have reduced systemic risks, enhanced the credibility of
resolution and market discipline and ultimately produced net benefits for society. At the same time,
the report has identified areas in which TBTF reforms can be further developed. Closing these gaps
should continue to be a priority in the current environment. There is still a high degree of uncertainty
about the evolution of the pandemic and the economic outlook, and their effects on the financial
system. Non-financial firms have taken on additional debt. A deterioration in the credit quality of
these non-financial borrowers could increase the likelihood of loan defaults, causing losses for
banks. Having robust banks and a mechanism to resolve them in the event of failure is key to
maintaining the stability of the financial system.

Given that few banks have been resolved over the past decade, the evaluation based its analysis
on indirect evidence on the implementation of resolution reforms, an identification of remaining
obstacles to resolution, and inferences about market participants’ perceptions of the risk of loss in
the event of a bank failure. The FSB will therefore continue to monitor progress on TBTF reforms
and update its evaluation of the effects of those reforms as needed.
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Reserve Bank of Australia
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Deputy Head
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Banco Central do Brasil

Canada Natasha Khan
Director of Financial Stability and Regulatory Policy
Bank of Canada

Moin El-Herraoui
Director of Capital Markets Analytics and Modeling
Canada Deposit Insurance Corporation (CDIC)

China Qin Liu
Head of International Cooperation
Financial Stability Bureau
People's Bank of China

France Morgan Després (until February 2021)
Deputy Head of Financial Stability Directorate
Banque de France

Jean Boissinot (from February 2021)
Deputy Head of Financial Stability Directorate
Banque de France
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