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banking sectorbanking sectorbanking sectorbanking sector    
 

Czech Banking Association represents the interests of its 38 member banks who together 

represent more than 99 % of total banking assets in the Czech Republic.  

 

We feel obliged to emphasize the fact that Czech banks have sustained the mortgage, We feel obliged to emphasize the fact that Czech banks have sustained the mortgage, We feel obliged to emphasize the fact that Czech banks have sustained the mortgage, We feel obliged to emphasize the fact that Czech banks have sustained the mortgage, 

financial, economic and sovereignfinancial, economic and sovereignfinancial, economic and sovereignfinancial, economic and sovereign----debt crisis without any troublesdebt crisis without any troublesdebt crisis without any troublesdebt crisis without any troubles. They have remained 

stable, profitable, highly capitalized (capital adequacy as at end December 2011 at 15.2 %, 

Tier 1 capital ratio at 14.2 %), well-liquid (loan-to-deposit ratio is around 78 %) and did not did not did not did not 

require any public assistance during the 2007require any public assistance during the 2007require any public assistance during the 2007require any public assistance during the 2007----onwards crisesonwards crisesonwards crisesonwards crises. We understand and 

respect the mandate and concerns of the HLEG. We, however, face total absence of 

communication of the progress of the group and the way their thoughts are heading. We, 

thus, welcome the opportunity to contribute to the public consultation launched by the 

European Commission on 3rd May 2012. 

Question Number 1:Question Number 1:Question Number 1:Question Number 1:    
To what extent are the current and ongoing regulatory reforms sufficient to To what extent are the current and ongoing regulatory reforms sufficient to To what extent are the current and ongoing regulatory reforms sufficient to To what extent are the current and ongoing regulatory reforms sufficient to 
ensure a stable and efficient banking system and avoid systemic crises?ensure a stable and efficient banking system and avoid systemic crises?ensure a stable and efficient banking system and avoid systemic crises?ensure a stable and efficient banking system and avoid systemic crises?    
    

Based on our analyses, the current and ongoing regulatory reforms are more thanthe current and ongoing regulatory reforms are more thanthe current and ongoing regulatory reforms are more thanthe current and ongoing regulatory reforms are more than    

sufficient to meet the goals of the HLEGsufficient to meet the goals of the HLEGsufficient to meet the goals of the HLEGsufficient to meet the goals of the HLEG – actually we feel that sometimes there is a lack 

of coordination among various initiatives and proposals and there is a sizable risk of 

regulatory overshooting. There are already many European and international regulatory 

reforms and initiatives that altogether increase stability and reduce risks (both systemic as 

well as individual), propose orderly resolution of even largest and most complex financial 

institutions and maintain the integrity of the EU Internal Market.     

 

In some countries both universal as well as specialized banks had problems during the crisis 

whereas in other countries neither specialized nor universal banks suffered/failed as a 

consequence of the recent financial crisis. Thus, it should be understood that the main 

problem with the recent crisis was with inadequate supervision, lack of coordinated 

supervision within the single market (and disintegrated financial markets supervision within 

a single country), inadequate risk management systems in some cases (combined with 

flawed risk perception and over-reliance on external ratings), not with the structure per se of 

the banks. And the problematic areas have already been or are being addressed right now. 

Steps taken or in the preparatory stage range from Basel III/ CRR/CRD IV, enhanced 

coordinated European supervision (ESAs, ESRB), SIFIs regulation, enhanced depositors’ 

protection (changes to the deposit guarantee schemes), tougher regulation of financial 

markets activities (MIFID, EMIR, short-selling, etc.), to credit rating agency reforms, 

remuneration and corporate governance regulation, and many others. 
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Moreover, already the current and the ongoing regulatory reforms will imply very 

substantial changes in the structure of banks’ business models – banks will among other 

things have to hold more capital, more liquid assets, some activities will be penalized (more 

than the others), some of their non-core activities will be abandoned and cost efficiency will 

become ever higher priority.  

Question NumQuestion NumQuestion NumQuestion Number 2:ber 2:ber 2:ber 2:    
Which structural reforms would improve the safety and efficiency of the Which structural reforms would improve the safety and efficiency of the Which structural reforms would improve the safety and efficiency of the Which structural reforms would improve the safety and efficiency of the 
bankingbankingbankingbanking    system in the EU in the near term? In the long term?system in the EU in the near term? In the long term?system in the EU in the near term? In the long term?system in the EU in the near term? In the long term?    
    

We believe that further structural reforms are NOT necessary and would NOT improve We believe that further structural reforms are NOT necessary and would NOT improve We believe that further structural reforms are NOT necessary and would NOT improve We believe that further structural reforms are NOT necessary and would NOT improve 

the safety and efficiency of thethe safety and efficiency of thethe safety and efficiency of thethe safety and efficiency of the banking system in the EU.  banking system in the EU.  banking system in the EU.  banking system in the EU.     

 

There is a total lack of cumulative impact assessment of the approved and ongoing 

regulatory agenda. The most crucial proposals have not been entirely finalized yet. 

Therefore, we believe it is too early to start deciding on new (very far-reaching) structural 

reforms without having seen the overall impact of everything that is currently on the table 

or in the pipeline.  

Question Number 3:Question Number 3:Question Number 3:Question Number 3:    
What are your views on the structural reform proposals to date (e.g. US VolckerWhat are your views on the structural reform proposals to date (e.g. US VolckerWhat are your views on the structural reform proposals to date (e.g. US VolckerWhat are your views on the structural reform proposals to date (e.g. US Volcker    
Rule, UK ICRule, UK ICRule, UK ICRule, UK ICB proposal)? What would be the implications of these proposals on B proposal)? What would be the implications of these proposals on B proposal)? What would be the implications of these proposals on B proposal)? What would be the implications of these proposals on 
youryouryouryour    institution and the financial system as a whole?institution and the financial system as a whole?institution and the financial system as a whole?institution and the financial system as a whole?    
 

Structural reforms seem to undermine a well-established concept of universal banking. 

Bearing in mind what we mentioned above, the recent crisis was not weighed on a specific 

structure of banks, but it affected all kinds of banks – universal as well as specialized 

(investment banks, savings banks, etc.). A universal bank has got a well-diversified portfolio 

of activities (retail, corporate, investment, etc.) and usually also territories and is thus, less 

vulnerable to potential crisis hitting one of its lines of business or one of the regions. 

Enhanced supervisory coordination (e.g. Colleges of supervisors) and crucial roles of EBA 

and ESRB will significantly improve cross-border supervision of large and complex banking 

groups (who will be in most cases subject to a SIFI capital surcharge and other systemic-risk 

mitigating measures). 

 

We do believe that – so far – there is no clear evidence that structural reforms mitigate 

systemic risks and make bank resolution easier. The capital market is currently truly global 

and it is absolutely impossible to insulate and isolate banks (or their parts) within it.  

 

The major issue with the Volcker ruleThe major issue with the Volcker ruleThe major issue with the Volcker ruleThe major issue with the Volcker rule    –––– in our view  in our view  in our view  in our view –––– is with its complexity is with its complexity is with its complexity is with its complexity. In practice, it 

is extremely difficult to distinguish “good and allowed” activities (bank’s hedging and/or 

market making, for instance) from “bad and prohibited” activities (“speculation”) – the only 

difference is the intended purpose of the activity, the activity itself can be exactly the same. 
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Moreover, the Volcker rule would not contribute (at all) to the banks’ resolvability issue (to 

make it possible for banks to fail).  

 

We also believe that the UK ICB proposals for retail-part ring-fencing would not contribute 

to elimination or significant reduction of risks (these would simply be shifted elsewhere 

within the same group). Apart from the costs involved in the ring-fencing, there are many 

ambiguities from the operational perspective (and also as regards compatibility with some 

regulatory requirements, e.g. from the CRR/CRD IV). Moreover, even retail banks have to 

take positions in the financial markets (funding needs, hedging risks stemming from clients’ 

demand, etc.). 

 

All in all, there is a risk that the overall impact of structural reforms could be negative All in all, there is a risk that the overall impact of structural reforms could be negative All in all, there is a risk that the overall impact of structural reforms could be negative All in all, there is a risk that the overall impact of structural reforms could be negative 

for the Czech as well as European banking sectors. for the Czech as well as European banking sectors. for the Czech as well as European banking sectors. for the Czech as well as European banking sectors.     

Question Number 4:Question Number 4:Question Number 4:Question Number 4:    
What are the main challenges of your financial institution as regards What are the main challenges of your financial institution as regards What are the main challenges of your financial institution as regards What are the main challenges of your financial institution as regards 
resolvability?resolvability?resolvability?resolvability?    AAAAre you implementing structural changes to your institution in re you implementing structural changes to your institution in re you implementing structural changes to your institution in re you implementing structural changes to your institution in 
the framework ofthe framework ofthe framework ofthe framework of    your recovery and resolution planning?your recovery and resolution planning?your recovery and resolution planning?your recovery and resolution planning?    
 

There are several other initiatives in that field that we feel do address the issues of 

resolvability sufficiently and more efficiently than structural reforms – e.g. recovery and 

resolution plans, bail-in bonds, etc.  

 


