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ESBG’s responses to the consultation questions 

 

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

 

The European Savings Banks Group (ESBG) strongly supports the European Commission‟s efforts 
to lead a regulatory and supervisory reform which, drawing on the lessons from the financial and 
economic crisis, aims at improving the stability and governance of the financial sector. 

Generally speaking, the ESBG is of the opinion that there is an overload of financial regulation 
taking place. This will result in an excessive and inflexible regulation, and in many cases will lead to 
overlaps between the different regulations, as well as unintentional consequences. The 
current initiative of banking reform aims to tackle some of the problems that have been addressed 
by the G-SIFI recommendations made by the Financial Stability Board (FSB) and the Basel 
Committee on Banking Supervision (BCBS), by the regulation on derivatives exposures, or by the 
banking resolution and recovery schemes (Crisis Management file) which is going to be discussed in 
the upcoming months. This piece of regulation and the bail-in tool in particular seem to be the 
appropriate framework to approach the issue of banking resolution. Other upcoming rules have 
already addressed similar problems: CRR/CRD IV, the Review of the Deposit Guarantee Directive. 
We must not forget that some reforms have already taken place, like the new European supervisory 
architecture. Furthermore, there is still the pending implementation of the framework set up by the 
FSB and endorsed by the G-20 on the resolvability of the “too big to fail” financial institutions. 

Additionally, little attention has been paid to the lack of supervision by the supervisory and 
regulatory bodies responsible for supervision and regulation before the onset of the financial crisis. 

Therefore, the ESBG wonders why the European Commission does not try to put forward these 
pending provisions instead of attempting to devise a more thorough banking reform. Indeed, the 
ESBG considers that it would be more valuable to concentrate on the implementation of the current 
regulation which still has to be defined and refined. Additionally, the ESBG also deems appropriate 
to have a thorough impact analysis of the coherent financial architecture; we are concerned with 
the cumulative impact of the comprehensive reform package under way. As a result, the ESBG 
considers that there is no clear need for this debate at the current stage. 

The ESBG finds it necessary to continue advancing in the current direction, reducing risk and 
preventing future crises. Nevertheless, at the same time we notice a lack of international 
coordination, an essential aspect that should be taken into account in order to prevent regulatory 
arbitrage. 

Moreover, it should be taken into account that the regulated banking sector in Europe has been 
facing a regulatory avalanche since 2009. In the meanwhile shadow banking has continued to 
gain weight on banking activities substituting somehow the regulated banking sector. As a 
result, and as long as shadow banking continues to be out of the reach of laws, the regulation of the 
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regulated banking sector might result in a reshuffle of banking activity to shadow banks; involving 
more risks to the financial system. 

The ESBG is of the opinion that, in spite of the numerous legislation passed in the field of banking 
supervision in the last three years, little improvement has been achieved when it comes to the 
stability of financial markets. Obviously the new standards that ensure high quality common equity 
as well as prudent liquidity requirements (Basel III) contribute to a bank‟s stability to a certain 
extent. Nevertheless these rules that were designed to address large, internationally active 
banks are going to be applied to every financial institution in Europe, regardless of its size 
or model. In fact, it seems that the new rules are already penalising small institutions unduly in 
comparison with large banks. From a risk-based point of view it is necessary to focus on the real 
sources of risk that threaten the stability of financial markets.  

Furthermore, the ESBG is concerned about the fact, that with some of the current legislative 
proposals under discussion, CRR/CRD IV in particular, some structural reforms concerning 
networks of decentralized banks are already under way. This concerns especially the recognition of 
own funds of savings banks and the treatment of contractual groups within the minority interests. 
The diversity of the European banking landscape has to be taken into account when implementing 
regulatory reforms. More specifically, the “substance over form” approach must prevail and a fair 
level playing field must be ensured. 

 

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? 

 

The ESBG believes that the main objective of regulators when adopting reforms on the banking 
sector has to be the reduction of systemic risk and deposit loss risk, reinforcing the 
confidence of depositors. We find it necessary to discourage those financial activities that generate 
an excessive risk or, at least to reflect the real cost in terms of risk that these kinds of activities 
represent to the financial sector. We have to wait for the outcome of the measures already adopted 
to decide in which direction we should move forward in the medium and long term. 

The ESBG considers that the European Commission should carefully consider the possible impact 
of the implementation of a strict business separation model in Europe. Certain trading activities, 
typically seen as wholesale activities, are essential to provide services on behalf of the clients 
and to offset some risks (exchange risk, interest risk, commodity prices). These services are 
essential for companies in their day-to-day operations (export trading companies, food and 
agriculture sector). The ESBG is of the opinion that such activities must still be possible in any case. 

A banking separation model may also increase moral hazard. The ESBG considers that while 
retail banks may be saved from internal contagion resulting from the default of an investment bank 
under the proposed business separation model, the economy would not be protected from 
the consequences of the failure of either the investment or retail part of a bank. Given the 
historical experience it seems difficult to assert that states will not intervene to prevent the 
consequences on the economy of a major crisis in financial markets. 
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The ESBG is of the opinion that every financial system has its own particular problems and 
characteristics. In this sense, the idea of “importing” sections of regulation and legal 
provisions especially designed for different financial and banking systems with different 
problems to those undergone by the European banks seem doubtful. Furthermore, within the EU 
there are different banking structural models and practices. Applying the same banking model; the 
“one size fits all” approach to the whole EU could result in a lack of flexibility and reduce the 
benefits of diversification. Every banking system in Europe has been designed to work alongside the 
productive system of each country. Banking structures are adapted to the country‟s specific 
characteristics.  

Savings and retail banks in Europe are diversified - encompassing different banking structures 
which have in common a retail-oriented banking business. Their decentralised nature allows them to 
have a strong connection with the local activity, local branches being particularly independent and 
closely related to the economic activity. The decentralised model grants the availability of 
comprehensive financial services required by customers, even outside of urban areas, thus 
contributing to the provision of banking services to rural areas. This decentralised nature 
encompassing their capital and governing structure is not always understood by regulators and is 
forgotten when drafting new laws. 

Governments and regulators should acknowledge this and reflect it in better conditions and 
treatment in regulations for those traditional banks, oriented to vital banking activities as this would 
contribute to underpinning the health and stability of the banking system and the economy in 
Europe. If regulators want to foster and support economic activity, entrepreneurship and SME 
lending they will have to pay special attention to these banking models that keep the main net of 
banking relation with the SME activity and the local and regional businesses. This approach, the 
defense of the diversified banking landscape in Europe and the avoidance of market concentration 
in banking has also been supported by the European Parliament in different reports and 
statements, such as the Muscat Report in July 2006, the Pittella Report in May 2008 or the 
Karas Report in May 2008: “competition itself requires a large number of market participants. 
Limiting the market to a few large providers would undermine that aim. For the same reason, the 
diversity of legal forms (limited company, cooperative, savings bank and mutual association) should 
be encouraged.” (Karas Report). 

The ESBG is furthermore worried about the fact that the upcoming legislative proposals could bring 
some structural reforms that could seriously damage, in particular, the decentralised banking model 
in Europe. The ESBG is of the opinion that local and regional savings and retail banks turned out to 
be the backbone of financial stability during the recent crisis and have demonstrated their role as 
growth drivers and drivers for economic recovery. They have proven to be more robust than 
commercial banks on a stand alone basis due to a number of reasons, for example their non-risky-
retail oriented business model and their local market expertise.  

Therefore, it seems appropriate to foster “boring but safe” banking models consisting mainly of 
deposits from and loans for private customers and SMEs - in a nutshell: banking business that 
creates value for its customers and serves the real economy. 

Any structural reforms that would lead to the breaking up of smaller institutions would be 
heading in the wrong direction. Forcing these institutions into mergers would lead to bigger 
banks that consequently exacerbate the “too big to fail” issue. 
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The ESBG strongly affirms that any eventual banking structural reform should take into 
consideration the diversified nature of the banking activity in Europe as it has been recently 
stated by Commissioner Barnier at a conference in the European Parliament on 25 May 2012. 
This means that any future regulation should not affect the different banking models existing in 
Europe, and that it should pay special attention to those banking models that have a closer link to 
the economic activity, the local and regional economic activity and to the lending to small and 
medium businesses. For the record, these specificities include the Austrian cross-guarantee system 
„Haftungsverbund‟ and the Institutional Protection Scheme “Haftungsverbund” in Germany. Any 
reform should provide more - not less - competition and diversity, and it should definitely fight 
banking concentration as this could result in tougher conditions for lending to enterprises and 
customers. 

The intention of any business separation proposal is also to strengthen the creditworthiness of 
banks for deposit-holders given the lack of credibility of the system due to multiple banks bail-outs. 
A substantial part of this system is the deposit guarantee scheme which has been designed to 
prevent this type of crisis from happening. The ESBG is of the opinion that, in order to address the 
problem of the lack of credibility of depositors, first and foremost, the deposit guarantee 
schemes should be reinforced. Strengthening the deposit guarantee schemes would be a better 
and easier solution to provide confidence and bring stability to the system, rather than proceeding to 
restructure the whole banking system. 

Moreover, there are other provisions that complete a safety net which is essential to guarantee 
financial stability and prevent against bank runs and distrust, and that might create more stability to 
the system than the separation of businesses. This safety net is comprised of the liquidity provision 
by the central bank, the micro and macro prudential supervision established in the recent reform of 
the supervision authorities and the implementation of a credible resolution system. Additionally, it is 
key for the health of the financial system to improve the monitoring of the compliance with the 
rules, and also achieve a common level playing field on financial regulation at international level, in 
order to avoid competitive disadvantages between financial institutions. 

The ESBG considers that if these provisions are achieved the combination of business areas should 
not be a “systemic” risk factor. From our perspective a balanced approach (in the sense that the 
risks stemming from trading activities should be balanced with the activities of deposit and 
loan activities) could contribute to higher financial stability on an overall perspective than a 
ring-fencing-approach. 

Concerning the level playing field, we have to take into account that European banks compete at 
international as well as at local level with banks of third countries. Setting up a fair level playing field 
is an effective, sensitive issue in the context of possible new regulations. 

 

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? 

 

In general the ESBG is of the opinion that there should be no hard and over-hasty rules. Structural 
reforms cannot be implemented by a simple “copy–and-paste” approach across the globe. Instead 
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they have to be carefully adapted to the nature, shape and the specificities of the respective 
economic zone. The Volcker Rule seems to be more flexible than the Vickers Report and would 
not mean an absolute rupture between retail and investment banking, although it would lead to a 
remarkable restructuring of the financial sector. The prohibition of proprietary trading and 
investment in hedge funds and private equity funds would make it possible to protect deposits and 
to reduce systemic risk without totally destroying the European model of universal banking. 
Notwithstanding, there are certain very significant disadvantages concerning the Volcker Rule that 
would have to be addressed and clarified in case this approach would be the preferred alternative for 
Europe. 

The Volcker Rule or the Glass-Steagall Act follow the traditional US doctrine of a separated banking 
system this might be adequate for the US where universal banking is not common due to historical 
reasons. The US banking market consists of several large investment banks focusing on investment 
banking and numerous small regionally active banks like the community banks and other business 
models. The Volcker Rule therefore does not undermine the fundamental structure of the US 
financial market. Unlike in the US, universal banks are very popular in continental Europe. Provided 
this initial condition, the implementation of the Volcker Rule in Europe would lead to 
fundamental structural changes and the destruction of traditional and well-functioning 
business models. 

What is even more worrying is that a system of separation does not remove the sources of 
instability as can be proved by the case of the Lehman Brothers which was at the core of the 
financial crisis even though it was a pure investment bank. 

Furthermore, it seems to be widely consensual that it is difficult to define “proprietary trading” and 
“market making”, and to differentiate one activity from the other. This fact will be problematic 
when applying the Volcker Rule, and will also leave a regulatory gap that could enable investors to 
hide proprietary trading activities in the guise of market making ones. 

Additionally, with the prohibition of proprietary trading activities, funds would migrate to less 
regulated but riskier activities, thus obtaining the opposite result compared to the one desired. In 
this sense, it may be more convenient not to ban proprietary trading, but to limit the proprietary 
trading that is based only on one type of capital, so that the incentives for proprietary trading 
activities remain and, at the same time, the risk assumed by investors is reduced. 

One more aspect to take into consideration is the substantial cost increase that the adoption of the 
Volcker Rule will mean to financial entities, especially those with a great business volume. Extra staff 
would be required in order to supervise the accomplishment of the rule and to collect all the 
information it demands without obtaining any additional profitability. Given the complexity of the 
rule, those costs would be unbearable to many entities. Therefore, the Volcker Rule should be 
reformulated in order to make it easier to adopt and understand, thus reducing those costs.  

Furthermore, the establishment of the Volcker Rule in Europe would put the continent at a 
competitive disadvantage in respect to other countries that are out of the reach of the rule, with 
the probability of unintended regulatory arbitrage and the negative impact this fact would have on 
the European markets. It would be necessary, thus, to establish complementary actions in order to 
adequately coordinate financial regulation at international level to ensure a global level playing field. 
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The Vickers Report approach may be suitable for the UK banking market, but it does not take 
into account continental EU banking markets’ specificities. The European banking structure is 
based on the universal banking model which entails a comprehensive provision of banking services 
and a close relation with customers (loans, payments, financial advice, insurances, private banking). 
The European model of universal banking has survived the crisis very well compared to 
other models that focus much more on pure investment banking. The ESBG strongly believes 
that the essence of the universal banking model, the close relation with customers, should 
remain the same in any further changes that are applied to the EU banking system. 
Introducing extremely high capital standards for retail banks like Vickers proposed, which 
provide the “safer” core banking business, however, produces inverse incentive structures and 
inefficiencies and may harm financial stability. Banks may be more likely to engage in 
investment banking than in vital banking services, which contradicts the overall political goal to 
refocus banking more substantially on their genuine role. 

Moreover, the prohibition for retail banking to access investment banking activities hampers the 
transfer of funds from depositors to investors, which constitutes the basis of the financial sector, 
and its reason of being. Certainly, deposits have to be put away from risky activities in order to 
protect them and prevent future crisis, but the proposal of the International Commission on 
Banking (ICB) appears excessively restrictive. If the objective is to get back to a financial sector that 
canalises savings to investors in real economy, it may be more appropriate to penalise not an entire 
sector, but instead only those activities that are more speculative or that imply more risk. 

A further aspect to take into consideration is the loss of economies of scale when banning the 
diversification between retail and investment banking activities. 

In case it is not possible for retail banking to accomplish with the higher capital 
requirements, this sector would be obliged to reduce lending, with the loss of profits that 
this action implies and its negative impact in a context of economic and financial crisis. 
Furthermore, these higher costs would be finally paid by depositors. 

Regarding the Vickers Report, the ESBG has also the impression that the ICB aims at meeting 
doubts about the capability of the British deposit guarantee scheme which has proved not to be 
sufficient in the case of Northern Rock. Therefore it might make sense to ring-fence the retail 
activities in order to avoid bank runs and to address moral hazard. This proposal might fit a British 
banking system which is shaped by a few large universal banks that are engaged in retail business as 
well as in the investment banking. However, we think it is preferable to strengthen a deposit 
protection schemes‟ credibility and validity instead of ring-fencing retail business. In addition, ring-
fencing in combination with higher capital requirements provides for a considerable disincentive, 
namely to reduce retail business and to increase investment banking activities. 

In its argumentation the ICB was clear that the prime driver of the ring-fencing of UK banks has 
less to do with making banks safer and more to do with resolving them if they fail. The big question 
is, however, the resolvability of what is outside the ring-fence – in other words, the complex cross-
border investment banking business. Neither the Volcker Rule nor the Vickers Report deal with that 
issue at all. From our perspective the issue of ring-fencing and resolution of ring-fenced banks 
should be kept separate due to the fact that these are two different issues which should not be 
confused in the sense that the ring-fencing discussion should be driven by the resolution view only 
neglecting negative effects in going concern situations. If the ultimate objective of regulatory reform 
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is to get to a position where banks are allowed to fail, and can fail in an orderly fashion, also after 
implementation of Vickers or Volcker this objective would still be far away. 

The important differences existing between the continental banking model, focused on banking 
intermediation, and the Anglo-Saxon banking model, whose financing is mainly based in capital 
markets, have to be kept in mind. Therefore, neither one of options currently on the table will 
be applicable in continental Europe, and if one was to be implemented, it would have 
serious negative consequences. As financial markets differ considerably there will not be a 
blueprint for a European structure. Structural reforms can only work effectively and sufficiently if 
they fit the environment. In any case, the final proposal of the Expert Group should try to find 
an alternative formula, which would be better adapted to the diverse banking sector in 
Europe. 

 

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 main challenge for the ESBG‟s members is the cumulative financial burden of ongoing 
reforms. More capital, more liquidity, the deposit guarantee fund and the upcoming resolution 
system will have a substantial impact on the cost structure of savings and retail banks and on their 
ability to lend to the real economy. 

Regarding the financing of a proposed resolution fund we should bear in mind, that contributing to 
a European or national resolution fund while at the same time being subject to a bank levy is 
unacceptable. Thus, it has to be clarified that all bank levies within the EEA have to be replaced by 
the bank‟s contribution to a resolution fund. By installing a resolution fund, it is of utmost 
importance to strictly separate this fund from national budgets and deposits being already covered 
by any deposit guarantee schemes shall be exempted from the intended calculation base. 

In general, our experience shows that institutional protection is far less costly than the resolution of 
a bank or satisfying creditors, which leads to the conclusion that the institutional protection scheme 
is a proven and successful form of an early intervention mechanism. 
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About ESBG (European Savings Banks Group) 

ESBG – The European Voice of Savings and Retail Banking 

ESBG (European Savings Banks Group) is an international banking association that represents one 
of the largest European retail banking networks, comprising of approximately one-third of the retail 
banking market in Europe, with total assets of over €7,470 billion, non-bank deposits of €3,400 
billion and non-bank loans of €4,000 billion (31 December 2010). It represents the interests of its 
members vis-à-vis the EU Institutions and generates, facilitates and manages high quality cross-
border banking projects. 
 
ESBG members are typically savings and retail banks or associations thereof. They are often 
organised in decentralised networks and offer their services throughout their region. ESBG member 
banks have reinvested responsibly in their region for many decades and are a distinct benchmark for 
corporate social responsibility activities throughout Europe and the world. 

 

ESBG - Association internationale sans but lucratif/Internationale vereniging zonder instoogmerk/ 

International not-for-profit association 
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