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7 June 2012 
 
Dear Commissioner 
 
We write to you in regard to the work being undertaken by the High-level Expert Group on reforming 
the structure of the EU banking system and in particular the recent consultation process initiated by 
the Group on this subject. 
 
Introduction 
 
The CML is the representative trade body for the UK residential mortgage lending industry.  Its 109 
members currently hold around 94% of the assets of the UK mortgage market.  In addition to lending 
for home ownership, the CML members have also lent over £138 billion for buy-to-let mortgages to 
support the private rental market, and over £60 billion UK-wide for new build, repair and improvement 
to social housing. 
 
Our focus in response to the list of questions provided by the High-level Expert Group has been on 
specific issues of relevance to the UK mortgage industry and borrowers.  We have therefore only 
responded to questions directly impacting the UK financial industry in relation to the provision of 
mortgages:   
 
“To what extent are the current and on-going regulatory reforms sufficient to ensure a stable 
and efficient banking system and avoid systemic crises?” 
 
It is important to note that lenders have a crucial role in helping to support economic growth at 
national and EU level.  An overly complex or disproportionately severe regulatory structure will 
significantly hamper their ability to do this. The two goals of stability and efficiency need not be in 
contradiction to each other. But an excessive focus on the first may jeopardise the second. 
 
In particular, the regulatory arrangements should not stifle innovation, unduly restrict the entry of new 
players into the mortgage market or create such a high hurdle to market entry that new sources of 
competition are effectively barred.    
 
It is too early to say whether the changes to the regulatory system in response to the financial crisis 
are having these negative effects. They are broad ranging and ongoing and are happening at 
national, EU and international level. Consequently, it is difficult at present to assess the impacts of 
individual changes.   
 
From the perspective of the UK lenders, the effects of the EU supervisory structure will become more 
important after key Directives have been passed such as CRD4, CARRP, Deposit Protection and 
MiFID2. At the domestic level in the UK, the Financial Services Authority (FSA) has taken a proactive 
role in reviewing and tightening both prudential and consumer protection regulation.  
 
The regulatory structure in the UK is also changing, with legislation progressing through the UK 
Parliament. This will result in the creation of three bodies that will have responsibility for systemic 
financial stability, micro-stability (at a firm level) and consumer protection. The industry will argue that 
this structure should have regard to the balance between the need to finance growth and the need to 
preserve financial stability.  



 
 
 
At present, our estimate is that the outcome of all this change is likely to be a safer but smaller and 
more limited market which could well be less open both to new ideas and to new competition and 
which may limit legitimate customer access to financial services. One of the significant challenges 
which repeated regulatory change presents to lenders is the need for IT systems to be adapted to 
support new requirements. Changes can be made but often at the expense of more customer-centric 
change; so we would encourage regulators to co-ordinate their regulatory requests to minimise this 
call on IT resource.     
 
“Which structural reforms would improve the safety and efficiency of the banking system in 
the EU in the near term?  In the long term?” 
 
We believe that across the EU, national regulatory authorities need to have appropriate regulatory 
frameworks and process in place, including appropriate capital and liquidity policies, to ensure 
stability amongst national financial systems. It is also important the national regulatory authorities 
have the flexibility, ability and appropriate macro and micro regulatory tools to handle idiosyncratic 
shocks to individual national financial systems. Overall, national governments need to ensure that 
improved EU wide capital and liquidity measures, such as CRD4, are consistently enacted through 
regulatory authorities.  Consistently applied regulation provides comfort to the capital markets and 
facilitates the smooth operation of these markets.  
 
Specific national structural reforms are important to ensure that national financial systems are more 
stable and better able to absorb shocks from individual countries periods of national financial and 
economic stress.   Given the nature of the single market and the multi jurisdictional operations of 
some UK banks, together with the potential for future global economic crisis’s, EU regulatory 
architecture must be sufficiently comprehensive and effective to ensure that specific national issues 
do not cause contagion across the EU and that suitable pan European resolution regimes and crisis 
management policies exist consistent with those at national regulatory level. 
 
“What are your views on the structural reform proposals to date (e.g. US Volcker Rule, UK ICB 
proposal)?  What would be the implications of these proposals on your institution and the 
financial system as a whole?” 
 
The principal proposal of the UK’s ICB’s was to split UK financial institutions into retail and wholesale 
institutions albeit by creating ring fenced institutions rather than full legal separation. We anticipate 
that the detail of how the UK will implement these proposals will be published shortly and we will not 
anticipate this.  
 
We will in particular be anxious to judge where the provision of mortgages will reside under any 
proposed split, be it with the retail or the wholesale bank.  Given the size of the UK mortgage market 
and the central role this market plays in the growth of the UK economy, clarity and consistency is of 
critical importance.  
 
The ICB’s report also recommends the imposition of leverage ratios to control the levels of lending 
within financial institutions.  This would have a particular impact on residential property lending and 
will be an important area for debate. Any such proposal would be need to be assessed for its 
unintended consequences. Too rigid a ratio may encourage retail banking institutions to ration capital 
allocation in areas of lower margin products such as residential mortgages; instead they could direct 
capital to higher margin but more riskier products and thus have precisely the opposite effect as that 
intended. Alternatively, institutions may seek to raise the margin on mortgage products to the 
detriment of the consumer.  
 
“What impact do the current and ongoing financial regulatory reforms have on the availability and 
cost of financing and other retail customer services of banks (including access to the basic 
payments systems)? 
 
We believe that the current and proposed regulatory reforms will significantly increase the cost of 
funding for financial institutions and as a result the cost of mortgages is likely to increase.  This 
increase in funding costs was noted in the ICB report.  While the report suggested in the long term 
that the markets would reward banks with a lower cost of funds with the creation of a more stable 
financial system, we would re-iterate that the structural reforms are likely to produce higher funding 
costs for both retail and wholesale banks and would question whether these long term benefits will 
emerge.   
 



 
 
Under the ICB’s proposals, both retail and wholesale banks will need to operate with significantly 
more capital than the minimum requirements outlined in Basel 3 or CRD4.  Furthermore, they will be 
required to have higher levels of core equity Tier 1 (CET1), which is the most expensive form of 
capital.  If adopted by other EU national regulatory regimes, this will mean that the demand for CET1 
capital will significantly outstrip supply and hence the cost for CET1 will rise. 
 
In addition, banks will have to raise other forms of capital to achieve a higher total capital ratio than 
currently outlined in Basel3 or CRD4.  Current proposals suggest a use of a variety of capital 
instruments including contingent capital and the use of “bail-in” bonds.  The existing market for both 
these types of capital instruments is extremely small, and the need for UK financial institutions to raise 
substantial volumes of capital would indicate that the cost of such capital is likely to rise.  We again 
see this having a significantly negative impact on the provision and cost of mortgages in the UK.  
 
This issue is exacerbated, in the UK, with the presence of a large mutual building society sector.  As 
mutual organisations, building societies have few options to raise CET1 via the capital markets.  
Currently the national regulator has yet to establish the terms and conditions for a form of 
supplementary core capital.  As a result UK building societies are at a considerable competitive 
disadvantage compared to banks with regard to raising capital and this has a significant affect on their 
ability to provide mortgages and enhance competition in the mortgage market. 
 
In the case of raising additional capital for the ring fenced retail bank, we are concerned that to attract 
sufficient investor interest such institutions will have to offer an attractive Return on Equity (ROE).  
However as the proposals are currently outlined in the ICB report, such ring fenced institutions will be 
limited to the provision of certain products some of which are currently relative low margin.  We are 
therefore concerned that the implication of such a change in the regulatory architecture may lead to 
higher cost and fees to the consumer as banks try to achieve higher ROE’s.  We have already seen 
some discussion on the end of “free banking” in the UK and a consequence of the proposed new 
regulatory structure may be institutions seeking to widen their Net Interest Margin (NIM) on other 
products, specifically mortgages, resulting in a negative impact for customers. 
 
We are also concerned with the burden of regulation, which is increasingly being imposed on all UK 
financial institutions, but has a disproportionate impact on smaller financial institutions.   We are 
particularly concerned that the level of regulation may cause smaller building societies in the UK to 
merge or close for new business.  The resulting loss of competition will again have a negative impact 
on the cost and availability of mortgages in the UK. 
 
Conclusion 
 
We remain extremely interested in the work of the High-level Expert Group on reforming the structure 
of the EU banking sector and look forward to working with the Group and the Commission as formal 
proposals concerning the EU regulatory architecture are published.  
 
Yours sincerely 
 

 
Paul Smee 
Director General 
020 7438 8935 
paul.smee@cml.org.uk 
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