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Executive Summary 

 
 
Introduction 
RBS welcomes the opportunity to provide comments to the High-Level Group on reforming the structure of the EU 
banking sector.  The Key Comments section immediately below outlines what we believe to be the essential 
considerations in the debate on whether further regulation may be appropriate; this is followed by individual 
answers to the four questions posed to banks in the consultation paper. 
 
We would be happy to elaborate on any of the points made in this response and look forward to engaging further 
with the High-Level Group.  In the first instance, please address any enquiries to: 
 

Russell Gibson 
Director, Group Regulatory Affairs 

The Royal Bank of Scotland Group plc 
280 Bishopsgate (Level 5) 

London EC2M 4RB 
 

Direct line: +44 207 672 3707 
E-mail: Russell.Gibson@rbs.com  

 
Key Comments 
 Existing banking reforms – and by extension the need for additional measures - should in our view be viewed 

through the twin lens of: 
o resilience – the extent to which the ability of banks to withstand shocks has been strengthened, and the 

probability of their failure has been reduced; and 
o resolvability – the extent to which a framework exists, that allows banks to fail without threatening 

unacceptable systemic risks or recourse to the taxpayer. 
 

 Extensive regulatory reform has already been implemented or is in the process of being rolled out.  We 
believe that these have already had a significant impact on banks’ resilience, especially once fully 
implemented in the EU and elsewhere.  Work is underway on addressing resolvability, but much more 
remains to be done in this area; we suggest that this should be the key priority for both policy makers and 
banks going forward. 

 
 We do not believe that ex-ante structural reforms are a necessary component, either in terms of delivering 

greater resilience, or in improving resolvability.  In terms of resilience, structural reforms are predicated on 
the assumption that trading activities are inherently riskier; we do not believe the evidence supports this 
assumption.  Moreover, given the scale and scope of the prudential reforms already initiated in response to 
the crisis, any improvements to resilience through structural measures would in our view prove marginal. 

 
 With respect to resolvability, there are a wide range of issues to be further addressed, if resolvability is to be 

significantly improved.  Whilst some progress has been made in a few jurisdictions, significant efforts are 
required generally with respect to legal frameworks (including, critically, the creation of an effective bail-in 
regime); market contracts, conventions and infra-structures; international cooperation between 
supervisory/resolution authorities; and the consistent implementation of recovery and resolution plans. 

 
 In addition, and as summarised below, significant measures are also required from banks, but these do not 

necessarily include structural measures (in the sense of Volcker-type activity restrictions or Vickers-type ring-
fencing).  Whilst it could be argued that such ex-ante restrictions can help in resolution, they are in our view 
unnecessary given a framework that provides for bail-in and other resolution tools (such as asset transfer 
powers), and create unnecessary up-front costs that inevitably will have impacts on the wider economy.       
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Individual Answers to Questions for Banks 

 
1. To what extent are the current and ongoing regulatory reforms sufficient to ensure a stable and 

efficient banking system and avoid systemic crises? 
 

Any assessment of the adequacy of current regulatory reforms, and the extent to which additional reforms 
(structural or otherwise) are required, should in our view consider: 

 The extent to which the resilience of banks has been improved - i.e. whether their capacity to withstand 
shocks has been strengthened and thus their probability of failure reduced. 

 The extent to which the resolvability of failed banks has been improved – i.e. whether the financial and 
regulatory system can cope adequately with bank failures, and notably whether the risk of contagion to 
the rest of the financial system and the wider economy (and thus any associated need for taxpayer bail-
out) has been minimised. 

 
Both criteria are equally important.  Whilst the incidence of bank failure should be kept to a level that does not 
undermine confidence in banks generally, no supervisory regime can be error free, and in any event bank failure 
ought also to be both possible and tolerable in a free-market economy (thus also addressing “too big to fail”). 
 
Any such assessment ought also to take into account the impact of reforms on the capacity of banks to continue 
providing banking services, and at what cost to the end-user and the wider economy, such that society can make 
an informed choice in terms of overall benefits and costs.  Similarly, there should be some recognition of the 
trade-offs possible between the above criteria of resilience and resolvability – the level of insurance set against 
the probability of failure should be inversely correlated to the extent to which a financial and regulatory system 
can cope with the consequences of a failure.   
 
Against this conceptual background, we would argue that regulatory reforms implemented or on-going since the 
financial crisis of 2007-08 are clearly extensive, covering practically all policy areas (an appendix to this note 
provides an inventory).  Collectively, these measures will significantly increase the resilience of the European 
banking sector – providing of course they are fully implemented by all Member States, with no significant 
weakening of internationally-agreed standards when it comes to implementation within the EU. 
 
However, any cursory review of progress to date also shows that much more work remains to be done with 
respect to resolvability.  Although some significant progress has been made, principally at national level in a few 
jurisdictions, we are some way off before it can be said that either the EU or global financial system could cope 
with equanimity with the consequences of a large bank failure, particularly one with significant cross-border 
operations.  It is our view that efforts in this area need to be further strengthened and accelerated, and we 
welcome the imminent publication of the Commission’s long-anticipated proposals for a crisis management 
framework as a key component of this.  
 
We do not see structural reforms as necessary to address either of the above two criteria.  Implicit in proposals 
for structural reform is the assumption that trading activities are inherently riskier than non-trading activities.  We 
do not believe that the evidence supports this assumption (see our response to Q.2 below).  In any event, against 
a background of extensive capital and liquidity reforms, and other micro-prudential measures (e.g. on governance 
and risk management), we do not see that structural reforms would materially increase resilience, beyond the 
much higher levels already achieved or promised.  Similarly, as further explained below (in our response to Q.4 
below), we do not see additional structural measures as necessary to achieve resolvability, beyond the measures 
already underway.          
    
Indeed, further structural reform initiatives are likely to be counterproductive in two ways.  Firstly, such initiatives 
undermine the benefits of the universal banking model and potentially also the existence of cross-border 
institutions, which are to some extent a natural consequence of the single market.  Unwinding these business 
models could serve to fragment the Union.  Secondly, structural reforms will likely have a negative impact on 
European growth by further increasing costs, which ultimately get reflected in the supply and pricing of banking 
services. 
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In conclusion, we believe that the critical challenge that remains is to complete on-going work on resolvability, 
failing which governments will continue to face unpalatable choices when faced with failing banks, and banks will 
continue to be accused of benefiting from an implicit subsidy.  Further work and measures are required – to 
varying degrees in different jurisdictions – with respect to legal regimes, including with respect to resolution 
frameworks, including bail-in and other resolution tools; market contracts, conventions and infra-structures; 
international co-operation between supervisory and resolution authorities; implementation of consistent 
approaches to recovery and resolution plans; and firms’ own operations and provision of data. 
 
 

 
2. Which structural reforms would improve the safety and efficiency of the banking system in the EU in 

the near term?  In the long term? 
 

Given the lack of evidence that industry structure was a significant factor in the recent financial crisis, it is 
unsurprising that structural changes proposed in the wake of that crisis have failed to gather widespread support. 
 
Earlier crises show that the failure of one small, inter-connected bank (e.g. Bankhaus Herstatt 1974) or of many 
small banks with similar business models (e.g. UK secondary banking crisis 1974-76 or US Savings and Loan 
crisis 1984-91) can create systemic problems.  Equally, in the more recent crisis the most affected institutions 
varied widely in size and business model.  They included mono-line mortgage banks (e.g. Northern Rock, UK, 
and Countrywide, US); specialised investment banks (Bear Stearns, Lehman Brothers); specialised SME lenders 
(IKB); non-bank financial intermediaries (AIG); and a minority of universal banks (e.g. RBS).   
 
Further examination of the most affected financial institutions in the recent crisis does not support an analysis that 
industry structure was the most relevant factor (see schematic below).  
 
We are therefore sceptical of the utility of ex-ante structural changes. The most pressing imperative in all of the 
cases cited is to ensure that the affected institution or institutions can be resolved without undue knock-on effects 
on the wider financial system, and minimising recourse to the taxpayer.  As we concluded in our response to Q.1 
above, we see real need for on-going reform to be in the domain of crisis management, and specifically ensuring 
effective frameworks for resolving failing banks that minimise externalities. 
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3. 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? 

 
3.1 Volcker Rule (US) 

 
We disagree with the notion that proprietary trading played the most significant role in the losses incurred during 
the financial crisis – as in most such crises, the largest role was played by excessively leveraged and mis-priced 
residential and commercial real estate lending.   That said, we would view Volcker-type splits as less damaging 
than some other forms of structural separation, in that they preserve the benefits of universal banking for those 
customers (particularly, but not solely, corporates and institutions with more sophisticated needs, that wish to 
obtain a broad range of services, including payments and cash management, bank and capital markets credit, 
and currency and interest rate risk management, from a single supplier).  Proprietary trading and private equity, 
which would be excluded by a Volcker-type rule, do not form part of the continuum of client services required to 
support globally active businesses. 
 
RBS itself took the decision to place certain activities, including structured credit, proprietary trading and illiquid 
structured derivatives, into a Non-Core division for divestment or winding down, as part of its own strategic re-
focusing and plan for re-storing the Group to stand-alone strength (i.e. the point at which the UK government is 
able to dispose of its shareholding). This self-initiated move to end proprietary trading will, among other things, 
place RBS in compliance with the Volcker rule split incorporated in the US Dodd-Frank Act.  
 
 
 
3.2 Ring-fencing (UK) 

 
RBS has conducted extensive analysis of the impact of ring-fencing, as proposed by the UK Independent 
Commission on Banking, on the stability and competitiveness of the UK banking system. We remain profoundly 
sceptical of the coherence of the ICB’s proposals and consider that ring-fencing may in fact exacerbate some of 
the systemic risks the ICB sought to address. 
 
In RBS’s view, the proposed ring-fence structure is likely to increase risk both at the level of the individual bank 
and at the system level. In particular: 

 Both the ring-fenced bank and the remaining businesses outside the ring-fence will be less diversified 
and more dependent on a narrower range of businesses, geographies and funding sources. As a result, 
they may be more vulnerable at times of financial stress. 

 Most ring-fenced banks will face a particular concentration risk through their predominant exposure to a 
single national mortgage market. 

 By trapping surplus liquidity on one side or the other of the ring-fence, ring-fencing may lead to increased 
inter-bank lending of funding surpluses, so increasing system interconnectedness and the risk of 
contagion. 

 Far from reducing any implicit government guarantee, the proposed retail ring-fence will in our view 
cement and make more implicit the perception of implicit Government support to the ring-fenced entity. 
While this is not the intention of the ICB, or of the UK Government, the clearly prevalent view among 
depositors, debt and equity investors, pension fund trustees and financial analysts is that the ring-fenced 
bank will indeed benefit from implicit protection. 

 Conversely, the businesses outside the ring-fence will be marked as explicitly unprotected and may 
therefore be more vulnerable in a gathering market storm.  The most damaging aspect of this is not the 
absence of government protection (RBS strongly supports the goal of eliminating systemic support for 
financial institutions) but the explicit asymmetry, which at times of crisis seems designed to provoke runs 
from non-ring-fenced banks to ring-fenced banks, so increasing financial instability. 
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At the same time ring-fencing will bring significant economic costs not only to banks and their shareholders but 
also to their customers. These costs arise principally as follows: 

 The loss of diversification is likely to lead to increased funding costs, in particular for non-ring-fenced 
banks.  

 In order to maintain strong credit ratings and to mitigate, at least in part, the effect on funding costs, these 
non-ring-fenced banks are likely to have to carry significantly more capital than would otherwise be the 
case. 

 By trapping surplus liquidity on one side or the other of the ring-fence, ring-fencing is likely to lead to 
increased funding costs. 

 Beside the considerable customer disruption involved in separating an institution into ring-fenced and 
non-ring-fenced entities, the separation may lead to customer relationships being split between the 
different subsidiaries, resulting in multiple accounts, contracts and relationship managers. 

 These economic costs are likely to drive further deleveraging and to increase break-even loan pricing, 
with consequent effects on economic growth. 

 
We note also that ring-fencing as envisioned by the ICB is essentially a form of geographical subsidiarisation, 
albeit with a partial carve-out for European Economic Area activities. As such, it is unlikely to further the objective 
of a single European market in financial services. 
 
Notwithstanding these reservations, RBS is, of course, cooperating with the UK Government in its efforts to 
implement the recommendations of the ICB.  

 
 
 

4. What are the main challenges of your financial institution as regards resolvability?  Are you 
implementing structural changes to your institution in the framework of your recovery and resolution 
planning? 

 
The RBS Group structure has evolved over many years and reflects significant growth, both organic and 
through acquisitions.  The nature of the Group is therefore complex, with many dependencies between legal 
entities, divisions, business units and geographies. 

 
RBS has a number of key programmes underway as part of its strategic programme to reduce the Group’s 
complexity and return it to standalone strength, which will significantly increase its resolvability.  These include: 

 Divesting the Group of £258 billion assets deemed as Non-Core (e.g., divesting businesses, reducing the 
scale of operations in 35 countries, selling/closing down 31 businesses). 

 Simplifying the RBS legal structure and decreasing the associated interconnectedness of the Group (e.g., 
transfer of RBS N.V. activities to RBS plc in Project Unicorn, largely due for completion in July 2012). 

 Increasing the separation of assets and services shared across the Group, and improving the quality of 
and access to relevant management information (by combining fragmented recording mechanisms and 
developing storage systems). 
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RBS has worked closely with the FSA (and BoE) throughout its pilot, helping to test and develop the role and 
content of RRPs.  The FSA has asked that we focus on 13 potential UK critical economic functions.  The 
extensive material is currently proceeding through internal governance ahead of the FSA deadline of end-June 
2012. 
 
The major organisational and other changes RBS has already initiated (ahead of the RRP programme) will also 
have the affect of improving its resolvability.  Therefore, while we have not identified structural changes within 
our RRP activity, we have identified a number of significant further initiatives that will assist the Resolution 
Authorities in the timely utilisation of their Special Resolution Regime (‘SRR’) powers and tools1 to their full and 
maximum extent.  These initiatives include: 
 Extensive documentation on legal entities and their support services including the underlying system, 

networks, data centres, staff, property, contracts etc. that are required to run them; 

 Completeness of coverage of service level agreements (‘SLAs’ underpinning the provision of services); 

 Creating greater management information capability to assist in identifying the appropriate assets and 
liabilities from within the gone concern; and 

 Developing the technical capability to enable the failed entity to re-start business within a “bridge bank” or 
other new entity, while providing a continuity of service for customers over the resolution event/period. 

 
Though not structural, these are nevertheless significant changes, and will require major investments in terms of 
resource and time.  We are keen to prioritise activities that are most helpful for the authorities and look forward 
to working with them to identify these.   We believe that taken together, these measures, once fully 
implemented, will significantly improve the resolvability of RBS and facilitate the UK authorities’ use of existing 
resolution tools under the Banking Act 2009.   
 
However, as argued above in response to Q.1, we would stress that these measures need to form part of a 
wider range of actions, in terms of further developing adequate resolution frameworks.  Effective resolvability 
will require actions not just by firms, but also by the official sector and financial markets as a whole. 
 
These include, critically, the development of an effective bail-in tool, an essential part of any strategy to manage 
resolution and allow fatal losses to be absorbed by shareholders and bondholders without resort to taxpayers. 
We would add that specific technicalities of a bail-in regime will need to be developed further in order to 
maximise its efficacy in resolution (e.g., addressing issues such as the adherence to existing creditor 
hierarchies, and the treatment of derivatives and short-term liabilities). 
 
Whilst it could be argued that ex-ante structural measures (i.e. Volcker-type restrictions and Vickers-type ring-
fencing) can help in resolution, they are in our view unnecessary given a framework that provides for bail-in and 
other resolution tools (such as asset transfer powers), and create unnecessary up-front costs that inevitably will 
have impacts on the wider economy.    

 
--- End --- 

                                                           
1 Under the Banking Act 2009. 
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Appendix: Summary of EU banking reforms 
The following table summarises completed and on-going reforms at the EU level, demonstrating the scale and 
scope of the regulatory response to the financial crisis.  It lists the individual reforms under consideration, their 
current status, and whether they mostly address the probability / impact of a bank’s failure, or conduct of business 
concerns. 
 

Policy Measures Legislative Instrument Status (timescales) Policy Objective 
Capital 

Higher minimum capital ratios CRR/CRD4 Being finalised 
(implementation 2013 onwards) 

Improved resilience 

Higher quality capital CRR/CRD4 Being finalised 
(implementation 2013 onwards) 

Improved resilience 

Higher trading book capital 
requirements 

CRD3 Implemented Improved resilience 

Higher capital requirements for 
securitisation exposures 

CRD2, CRD3 Implemented Improved resilience 

Higher counterparty risk 
charges 

CRR/CRD4 Being finalised 
(implementation 2013 onwards) 

Improved resilience 

Leverage ratio CRR/CRD4 Being finalised 
(implementation 2013 onwards) 

Improved resilience 

Counter-cyclical buffers CRR/CRD4 Being finalised 
(implementation 2013 onwards) 

Improved resilience 

Systemic risk surcharges CRR/CRD4 Being finalised 
(implementation 2013 onwards) 

Improved resilience 

Liquidity 

Larger liquidity buffers CRR/CRD4 Being finalised 
(implementation 2013 onwards) 

Improved resilience 

More liquid assets in liquidity 
buffers 

CRR/CRD4 Being finalised 
(implementation 2013 onwards) 

Improved resilience 

Net Stable Funding Ratio CRR/CRD4 Being finalised 
(implementation 2013 onwards) 

Improved resilience 

Governance & Risk Management 

Remuneration requirements CRD3; CRR/CRD4 Implemented (CRD3); Being 
finalised (CRR/CRD4) - 

implementation 2013 onwards) 

Improved resilience 

Strengthened risk governance CRR/CRD4 Being finalised 
(implementation 2013 onwards) 

Improved resilience 

Composition of boards and 
rights of shareholders 

Under development TBD Improved resilience 

Strengthened risk management 
standards 

CRR/CRD4 Being finalised 
(implementation 2013 onwards) 

Improved resilience 

Large exposure rules CRD2; CRD3; CRR/CRD4 Implemented (CRD2, CRD3); 
Being finalised (CRR/CRD4) – 
implementation 2013 onwards) 

Improved resilience 

Effective Supervision 

Structural changes EBA regulation Implemented Improved resilience 
Resourcing/powers/capabilities EBA regulation Implemented Improved resilience 
Greater collaboration, improved 

standards etc 
n/a On-going Improved resilience 

Macro-prudential ESRB regulation Implemented; on-going Improved resilience 
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Policy Measures Legislative Instrument Status (timescales) Policy Objective 
Market Reforms 

Central clearing for OTC EMIR Implementation 2013  Improved resilience 

Increased exchange trading EMIR Implementation 2013 Improved resilience 

Bank disclosures Short-selling Regulation  Implementation 2013  Conduct of business 

Regulation of CRAs CRA1, CRA2, CRA3 Implemented (CRA1, CRA2); 
Being finalised (CRA3 - 
implementation 2013) 

Improved resilience 

Reducing role of credit ratings CRA3 Being finalised (implementation 
2013) 

Improved resilience 

Trade transparency MiFIR/MiFID Being finalised (implementation 
2014) 

Improved resilience 

Reforming structure of 
payments markets 

PSD; SEPA Implemented Conduct of business 

Reforming cross-border 
clearing and settlement of 

securities 

Securities Law Directive TBD Improved resilience 

Conduct of Business / Other 

Financial Transaction Tax FTT Proposed Conduct of business 
Responsible retail lending CARRP Being finalised (implementation 

2014) 
Conduct of business 

Packaged Retail Investment 
Products 

PRIPs Proposed Conduct of business 

Transparency and access to 
bank accounts 

Under development TBD Conduct of business 

Recovery / Resolution 

Crisis management framework CMD To be proposed Resolvability 

Deposit Protection Scheme 
enhancements 

DGSD Initial amendments 2008; others 
being finalised (implementation 

2013 onwards) 

Resolvability 

Recovery & resolution plans CMD To be proposed Resolvability 
Resolution funds CMD To be proposed Resolvability 

CoCos Policy debate (+ EBA term sheet) n/a Resolvability 
Bail-in CMD To be proposed Resolvability 

Cross-border insolvency Policy debate n/a Resolvability 
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