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European businesses and the wider EU economy need a strong and stable banking system. The 

CBI believes that the mission should be to ensure a fit and healthy banking sector that can help to 

support economic growth, and to provide greater stability in the financial sector. 

 

In this submission, we argue that: 

 

 Businesses require banking services that can meet their needs as they grow and become 

more sophisticated 

 

 Financial reforms should be well targeted to deliver financial stability in a way that is 

consistent with banks supporting economic growth 

 

 Businesses have appetite to use more diverse forms of finance and regulatory reforms 

should not stand in the way of this 

 

The CBI contribution to the banking reform debate focuses on the “business user” view of the 

banking system, and this is where we focus our analysis of the potential changes. With our 

membership encompassing companies of all sizes and sectors, including banks, we are well 

placed to do this. 

 

  



Businesses require banking services that can meet their needs as they grow and become 

more sophisticated 

 

Micro-businesses, SMEs, mid-caps and multinational businesses all have differing needs from the 

banking system, which needs to be reflected in the products and services on offer. 

 

Businesses require their banks to provide three core services: 

 

 Providing payment mechanisms and cash management 

 Lending and providing other forms of finance 

 Managing risk 

 

All businesses place a high value on financial stability to ensure that they can continue to access 

these core services.  In addition, we would identify the following features of banking that 

businesses value: 

 

 The integrated services on offer from universal banks, which is especially useful for 

medium-sized, growing businesses to have a “one stop shop” approach to banking. 

When businesses are small, they typically use a narrow range of banking products and 

have one main banking relationship. As they grow, the range and sophistication of the bank 

products they need can increase but in practice it is often more efficient to continue to 

source these from a single bank relationship with which they have a long standing 

relationship, who understand the needs of the business and are able to make quick, 

qualitative judgements on the company’s credit quality. Once businesses reach a certain 

scale they are usually able to invest the time and resources in developing a wider range of 

funding sources and relationships with banks and other financial institutions. 

 

 The ability to reduce financial risk by using a single banking relationship for a range 

of services. Although it is common for large companies to use multiple banking 

relationships, they can reduce their credit risk and funding requirements by netting 

exposures within single relationships. For example, if a company is using a number of 

financial instruments to manage interest, foreign exchange and commodity risk, some of 

which have positive values and some have negative values, the firm can net the exposures 

to reduce its credit positions. Conversely, this same netting can also take place by the bank 

and the cost of the bank’s credit valuation adjustment for economic and capital adequacy 

reasons reduces, reducing the overall cost of the products. This netting can also reduce 

businesses funding requirements. 

 

  



 The ability to reduce operational risk by using a single banking relationship for a 

range of services. Large complex international businesses use a wide variety of banking 

products. If a single bank can provide a range of products for a project or across a supply 

chain it can reduce its complexity and therefore reduce the business’s operational risk. This 

simplification can come from having a single relationship, particularly on international 

projects, from practical arrangements, for example simplified process for monitoring 

positions and from more flexible negotiating arrangements. 

 

 The ability to underpin large transactions. Large businesses often need the balance 

sheet of a large bank to support them. Examples of this include large infrastructure projects 

or underwriting debt or equity capital issuance. Banks’ balance sheets are constrained by 

internal concentration risk limits and regulatory large exposures rules. Although exposures 

can be syndicated, where financing requirements can run into multiple billions, banks that 

can manage large positions are needed for transactions to remain efficient. 

 

Financial reforms should be well targeted to deliver financial stability in a way that is 

consistent with banks supporting economic growth 

 

The CBI believes that financial reforms should focus on three key areas to increase financial 

stability whilst enabling banks to perform their primary economic role to support growth: 

 

 Better regulation and more rigorous supervision. Proportionate regulation should 

ensure a stable financial sector whilst promoting competition and allowing for growth. High 

quality supervision that detects potential risks early, deals with them effectively before they 

have an impact, and meets the challenge of complex international financial markets is 

essential. 

 

 Better quality capital and liquidity, with counter-cyclical buffers. Improved capital and 

liquidity measures that build a more resilient banking sector and improve the banking 

sector’s ability to absorb shocks arising from financial and economic stress, including the 

ability to draw on the capital conservation buffers during periods of stress, are essential. 

 

 Recovery & resolution plans, with robust cross-border agreements. Suitable recovery 

and resolution plans prolong the ability of a firm to continue in operation through a period of 

crisis or stress, and ensures the orderly resolution of a firm in the event it fails, whilst 

avoiding impacts on financial stability and maintaining the provision of critically important 

functions to the economy without exposing taxpayers to loss. 

 

We are less persuaded that structural reforms to banks pass a cost-benefit test in terms of any 

additional stability benefits they bring against this backdrop of other reforms already taking place. 



 

From a business perspective, the key issue to arise from any structural reforms is the impact they 

would have on the cost and availability of lending to business. 

 

Structural reforms such as “ring-fencing” will increase the cost of operating to banks, and we would 

expect at least some of these costs to be passed on to customers. 

 

The costs to banks arise from the loss of diversified earnings, the reduction of the implicit 

Government guarantee outside the ring-fence, banks’ additional capital and liquidity requirements 

arising from the split of their business into separate legal entities and the additional costs of 

operating the split entity. The Basel Committee, for example, estimates that the effect on the 

economy of a 1% increase in banks’ capital requirements leads to a 0.2% decline in GDP. 

 

Depending on the nature of any structural reforms, including the shape of a ring-fence, they could 

make it more difficult for smaller firms to access some of the products they currently rely on. For 

example, risk management products such as interest or exchange rate hedging, may sit outside of 

any ring-fence, making them less accessible and more expensive. There will also be challenges for 

growing, medium-sized firms as they would be faced with the complexities of managing a dual 

relationship imposed by any structural reforms. 

 

Finally, we think that structural reforms could disrupt the supply of credit into the economy and 

worsen any future financial crisis. Under a ring-fenced approach, corporates outside the ring-fence 

would suffer the most disruption as a result of individual or systemic bank failures. This would be 

pro-cyclical and risk pushing the wider economy into recession.  

 

Other forms of structural reform, such as the US “Volcker Rule” could also be damaging to 

business.  We see the potential negative effects on the corporate bond market as the most 

significant risk for business. 

 

Due to the difficulty in distinguishing between market-making and proprietary trading, we see 

potential for damaging effects on liquidity in the corporate bond market from restrictions imposed 

by the Volcker Rule or a variant of it. This is particularly worrying given the amount of corporate 

debt which is required to be refinanced in the coming years, coupled with a need for European 

businesses to diversify their financing away from an over-reliance on traditional sources such as 

bank loans. 

 

 

 

 



Businesses have appetite to use more diverse forms of finance and regulatory reforms 

should not stand in the way of this 

 

Headwinds facing the financial services sector for the foreseeable future mean that the current 

lending outlook will be insufficient to support sustainable growth across Europe. In order to ease 

the pressures and to reshape the long-term finance environment, alternative sources of finance 

should be promoted and utilised alongside traditional bank lending. We do expect to see a shift to 

different sources with businesses looking to diversify and find alternative means to finance their 

businesses. 

 

Given this backdrop, it is important that regulation does not stand in the way of businesses seeking 

these routes. The current European Commission Green Paper on shadow banking applies an 

indiscriminate, broad brush approach to all potential ‘shadow banking’ entities, without focusing it 

on the key areas of systemic risk. The regulation of shadow banking is important but it needs to be 

carefully judged given the important role shadow banking plays in diversifying sources of finance. 

 

However, whilst we need additional sources of financing, it is not and will not be a substitute for 

bank financing. Therefore careful consideration of any structural reforms is still needed to ensure 

they do not choke off bank lending. 

 

 

 

 


