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Citi response to the Consultation by the High-level Expert Group on reforming the 
structure of the EU banking sector 

 
 
Citi welcomes the opportunity to respond to the High-level Expert Group’s consultation on 
reforming the structure of the EU banking sector.  Citi, the leading global bank, has 
approximately 200 million customer accounts and does business in more than 160 countries and 
jurisdictions.  Citi provides consumers, corporations, governments and institutions with a broad 
range of financial products and services, including consumer banking and credit, corporate and 
investment banking, securities brokerage, transaction services, and wealth management. In 
Europe, the Middle East and Africa, Citi employs approximately 38,000 people, maintains a 
physical presence in 55 countries, and does business in 61 more.  
 
Citi is listed on the EU Register of Interest Representatives, registration number 00353757573-
57. 
 
Citi strongly supports efforts being undertaken by policy-makers to address concerns arising 
from the financial crisis and to deliver stable and effective financial markets.  Below we set out 
some points where we have a particular interest and can provide a perspective given our 
geographical footprint, breadth of business lines and our global client base. 
 
 
1.  Effectiveness of the current regulatory reform programme 
 
Citi generally supports the policy objectives of the regulatory reform agenda underway 
internationally and in the European Union, and those of the High-level Expert Group: to 
strengthen financial stability; minimise the risk of a future crisis; and ensure that banks and other 
systemically important financial institutions are allowed to fail in a way that does not cause 
financial instability and without resorting to taxpayer support.   
 
While many aspects of this reform programme will have a significant impact on the financial 
services sector, we are highlighting the importance of the following three key elements, given 
their critical influence on achieving financial stability and ensuring the vibrancy of the financial 
services sector and the broader global economy: 

 Recovery and resolution planning (see point 4); 

 New capital requirements to enhance both the quantity and quality of required capital, 
including higher risk weightings on trading assets as well as higher capital buffers and 
surcharges for systemically significant firms; 

 Strengthening liquidity requirements through the liquidity coverage ratio and net stable 
funding ratio. 

 
There are, of course, many other reforms currently underway or in the pipeline, for example, the 
central clearing of derivatives; a fundamental overhaul of the Markets in Financial Instruments 



 

 2 

Directive; enhanced supervision; measures to ensure protection and return of client assets; and 
a strengthening of corporate governance. 
 
Citi believes the ongoing work to complete this extensive reform programme should first be 
completed, implemented, and then its impact assessed, before additional structural reforms are 
considered.  Since many of these proposals are still going through the legislative process or 
have yet to be implemented it is difficult to assess fully either the impact of any individual 
proposal, or more importantly, their cumulative impact.  Indeed, policy-makers should employ 
flexibility since the individual and cumulative effects remain largely untested, occurring in a 
dynamic environment where calibration of reforms will likely be required to adjust for unintended 
consequences. 
 
We would note that many of these reforms in themselves may lead to structural changes in the 
banking sector and some may have conflicting objectives.  Below are some examples of current 
reforms that could potentially impact how, where and to whom financial institutions provide their 
products and services: 
 

GLOBAL US EU UK 

Basel 3 
 
Recovery and 
resolution 

Dodd-Frank 
 
FATCA 
 

CRD 4 
EMIR 
AIFMD 
MiFID II/MiFIR 
UCITS 
CRD 3 
CSD 
 

ICB reforms 
Retail Distribution 
Review 
CASS (client assets) 

 
For example, regarding MiFID II, the proposal that the operation of an organised trading facility 
(OTF) should not use its own capital on the OTF may lead firms to locate the OTF in a separate 
legal entity.  Additionally, the emphasis on branches in MiFID II appears to run counter to some 
proposals such as the Independent Commission on Banking’s suggestion that retail and 
operational activities should be subsidiarised. 
 
We would also highlight that some of the most fundamental elements of the regulatory reform 
programme have yet to be tabled.  We look forward to the publication shortly of the European 
Commission’s proposal for a framework for the recovery and resolution of banks, and also future 
work on crisis management for non-banks, particularly central clearing counterparties (CCPs).  
The work to address the shadow-banking sector will also be important, as banking activities 
should be regulated equally to ensure a level playing field and avoid the possibility of regulatory 
arbitrage. 
 
2.  Consideration of further structural reform in the EU 
 
As indicated above, we do not believe there is a need for additional structural reform to be 
considered in the EU.  There is no evidence that bank structure was a factor in the financial 
crisis.  As the IMF noted in its paper on subsidiaries and branches1, there is no one size that fits 
all when it comes to the choice of organisational structure, given the diversity of firms’ business 
lines and the varying objectives and stages of financial development of different countries.  

                                                
1
 IMF paper: Subsidiaries or branches: does one size fit all, March 7 2011 - 

http://www.imf.org/external/pubs/ft/sdn/2011/sdn1104.pdf 
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Moreover, the legal structure for cross-border banking does not, in and of itself, affect the 
likelihood of a bank failure.  
 
The IMF’s conclusions are relevant to this discussion since banks have structured themselves 
differently according to their business models and product and services offerings.  Large global 
trading banks may require a large balance sheet in order to provide services to their global 
clients whereas local retail banks may be better able to service local customers from a local 
base.  In short, there is a need for scalability.  In a globalised world, with the need for cross-
border services, there will continue to be a requirement for the flexibility of branches sharing in a 
central balance sheet allowing easy access to funds.  
 
The implementation of structural reforms would likely be complex, time-consuming and costly 
and any proposals would need to be subject to a full cost-benefit analysis in the context of the 
wider regulatory reform programme.  The impact on European growth should be central to this 
analysis.  
 
 
3.  Structural reforms being undertaken in other jurisdictions 
 
It is important to recognise that the structural reforms being considered in other jurisdictions, 
particularly the Volcker Rule in the US and the recommendations of the Independent 
Commission on Banking in the UK, have been developed according to their specific contexts, 
which may not be appropriate to the European Union. 
 
In the UK, one of the key drivers for reform has been concern over the size of the banking sector 
vis-à-vis the UK economy.  Citi responded to the Independent Commission on Banking’s issues 
paper, where we emphasised the need to consider the impact of proposals on financial stability 
but also the effect on competitiveness and London’s status as a global financial centre. 
 
As a US headquartered firm, we have a particular interest in the implementation of the Volcker 
Rule.  Citi has been consistently supportive of the Volcker Rule’s core principles of re-focussing 
trading businesses on the needs of customers and markets, while reducing potential risk to 
financial institutions and our financial system.  However, we believe the proposal should be 
recalibrated to make it simpler, less burdensome to implement, and most importantly, consistent 
with preserving the functioning of global trading markets. 
 
We believe the final version of the rule must give full effect to the statutory mandate of Section 
619 of the Dodd Frank Act, which permits market-making and related activities, including 
underwriting, hedging and trading on behalf of customers.  These activities require a 
commitment of capital to markets and customers, but the current proposal overly restricts 
banking entities’ ability to commit such capital.  
 
In addition, the proposed rule is complex, with overlapping and imprecise compliance 
requirements, and does not provide sufficient clarity as to what type and level of activity is 
permissible, which itself may impair capital markets.  This complexity will also make the 
proposal highly challenging to enforce or administer in a consistent manner.  Beyond the need 
for clarity, we think there is also a need to maintain focus on the key goal of reducing risk in 
financial institutions.  The complexity of the compliance infrastructure required by the proposed 
rule undermines that focus by effectively making the compliance programme the primary 
implementation goal and the focus of regulatory examination and potential enforcement.  
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These likely effects of the proposal are all the more concerning given the potential disparate 
application of the Volcker Rule to banking entities and markets across jurisdictions, potentially 
reducing liquidity and impairing segments of global and local trading markets.  Therefore, we 
have proposed a recalibrated approach, one that is simpler and clearer while still achieving the 
Volcker Rule’s fundamental goals.  
 
We believe the final rule should be revised to require each institution to establish a risk 
architecture that prescribes a customer-focused business model for market-making and related 
activities.  This risk architecture should include a comprehensive set of risk limits, selected and 
sized appropriately to a banking entity’s client model, products and financial capacity.  Use of 
risk limits and capital as benchmarks will assist horizontal comparisons across the industry and 
harmonise Volcker Rule compliance with the broader capital and regulatory risk management 
construct being developed internationally.  This approach will focus market-making on servicing 
customers and ensuring safety and soundness.  
 
 
4.  Recovery and resolution planning 
 
Citi believes it is essential for institutions to have recovery and resolution plans (RRPs) to 
enable them to fail in a way that does not cause financial instability and without the need for a 
bail-out from the taxpayer.  As a global systemically important financial institution, Citi has 
carried out a great deal of work to develop a recovery plan and provide resolution data to 
regulators in the US and UK. 
 
The preparation of RRPs is the cornerstone of the regulatory reform programme.  This exercise 
requires firms to map out business lines; identify critical economic functions; consider 
operational interdependencies; have an in-depth understanding of the legal entity structure; 
outline a complete list of recovery options in the event of a crisis; and identify barriers to 
resolution as well as potential solutions.  Recovery and resolution planning forms part of a 
continuous dialogue with regulators and will be an iterative process. 
 
For cross-border firms, one of the key challenges for the operation of a crisis management 
framework will be cooperation between home and host regulators both within in the EU and with 
third country regulators.  Many European Member States, and the US, have already required 
financial institutions to design or implement RRPs.  To ensure the plans of cross-border firms 
are effective, a coordinated approach is essential to avoid multiple and inconsistent 
requirements.  The execution of a recovery plan can only be effective when carried out at the 
group level.  While we understand that resolution will be achieved on a local basis given the 
difference in insolvency regimes, it is also important that the development of a resolution plan is 
coordinated by the home regulator either in the firm’s Crisis Management Group or resolution 
college.  It is important that the EU crisis management framework fits with that being developed 
at the international level in order to ensure a level playing field.  
 


