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European Union 
 

High-level Expert Group consultation on reforming the 
structure of EU banking  

The G20 post crisis reform package is now well advanced so the benefits 
of any additional structure reforms to the EU banking sector arising from 
the Liikanen Commission report must be weighed against the potential 
costs 

 

We welcome the opportunity to respond to 
the High-level Expert Group (called „the 
Liikanen Group‟ from here in) consultation 
on reforming the structure of EU banking. 
We acknowledge that your questions are 
aimed at banks, corporate customers and 
retail customers but believe that as a 
stakeholder we have an important 
contribution. We base our comments on 
experience gained through our strong 
European practice.  

Most of our response relates to the first two 
questions directed to banks, on the 
regulatory reform agenda and on the 
potential benefits of structural reform.  
 
 
A comprehensive package of regulatory 
reforms to address concerns with the 
banking sector has been agreed 
internationally and is in the process of 
being implemented 

In the wake of the financial crisis the G20 
agreed a robust response, and 
Governments have committed to a 
comprehensive set of reform priorities 
coordinated by international standard-
setters, such as the Basel Committee and 
FSB. Since then considerable work has 
been done at national and regional level to 
develop detailed technical standards, most 
of which are not due to be fully implemented 
for several years. 

The EU has been particularly thorough in its 
response, reviewing almost all pieces of 
existing financial regulation and updating to 
reflect concerns and lessons learned from 
the crisis. This process is at a critical stage, 
with much detailed technical work still to do 
as legislation passes from the „Level 1‟ 
policy stage into „Level 2‟ technical 
standards and regulations that firms will 
have to comply with.  

Core to these regulatory solutions are 
improving financial stability by strengthening 
bank capital and liquidity arrangements, 
being implemented through Basel 3 
(CRR/CRD4 in the EU); and the FSB‟s 
recommendations around bank recovery and 
resolution planning, aimed at providing 
national authorities with a framework and 
toolkit with which to assess banks‟ plans.  In 
addition, plans are being worked on on 
shadow banking, the derivatives markets 
(MIFID2 and EMIR) and consumer 
protection legislation.  This is a wide agenda 
and is well advanced to deal with some of 
perceived causes of the crisis. 

So the review of the Liikanen Group comes 
at a mid-way point where many proposals 
central to addressing the G20 commitments 
are still to be finalised. In particular, a core 
regulatory proposal to implement recovery 
and resolution planning across Europe is 
due shortly, having been delayed, so 
consideration of options is seriously 
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constrained because a major part of the 
regulatory jigsaw is yet to be formally 
announced and, more importantly, widely 
debated.   

The challenge that the Liikanen Group faces 
is how to consider structural reforms when a 
set of regulatory reforms to address the 
same issues are still underway. The ability of 
banks to play an active role in economic 
activity could be hampered by regulation 
that results in the need to make strategic 
change in business models, risk appetite 
and profitability.  The consequence could be 
reduced lending to, businesses and 
consumers. Most policymakers and 
commentators would agree that this is not 
desirable at this point in the cycle.  Indeed 
the overall impacts of the planned reforms 
are still being evaluated and it will be many 
years before they can be fully assessed and 
measured. 

Between them, the measures to reduce the 
probability of a bank failing, and the 
measures to reduce the systemic costs of 
such a failure, go a long way towards 
making the banking systemic safer and 
avoiding systemic crises. Some in the 
industry inevitably would argue that these 
measures go too far, in the sense that the 
greater safety comes at too high a price in 
terms of the detrimental impact on the real 
economy of the higher costs and reduced 
availability of bank intermediation services.   

A key question is whether more measures – 
this time of a structural nature – would take 
this “more of everything” approach even 
further, and thereby take the banking system 
beyond the tipping point at which the costs 
of regulation begin to exceed the benefits.    

An alternative approach to this question 
would be to ask which of the already 
announced regulatory reforms could be 
reassessed if structural measures are an 
alternative could indeed improve safety and 
efficiency.  This would, for the first time since 
the financial crisis began, move the debate 

away from “more of everything” towards a 
focus on the appropriate balance between 
different regulatory reforms.  

  

Structural reforms could improve safety, 
but at a cost 

Europe has a very diverse banking sector, 
with a mix of large universal banks and also 
many medium and small sized lenders. This 
diversity brings many benefits in choice and 
range of services to consumers and 
businesses. 

The debate on structural reforms has taken 
different forms in different countries.  In the 
US, the “Volcker rule” can be seen as being 
primarily a way to limit the extent to which 
banks can take certain types of risk, while in 
the UK the recommendations of the 
Independent Commission on Banking to 
ring-fence retail banks can be seen as being 
primarily a way to preserve the continuity of 
a subset of banks‟ critical economic 
functions.    

So the first question on structural reform 
must be on what it is intended to achieve. 
And the second question, as previously 
covered in our response, is whether 
structural reform is a more effective and 
efficient means of achieving this purpose 
than other regulatory reform initiatives.  

We make two observations here.  First, a 
combination of risk weightings, capital ratios, 
liquidity requirements and governance 
requirements should be sufficient to ensure 
that banks hold adequate resources to 
support the risks they take, without imposing 
the inefficiencies that result from banning 
banks from undertaking specified activities.    

Second, the need for structural change to 
enhance resolvability – and again the costs 
that this imposes on banks and their 
customers - needs to be weighed carefully 
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against the overall set of resolution tools, 
including the ability to use the bail-in tool to 
stabilise a failing financial institution and to 
provide the time and resources to support an 
orderly resolution process.   Restructuring in 
advance becomes less valuable to the 
extent that the bail-in tool enables 
restructuring to be undertaken during a 
resolution.    
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