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To what extent are the current and ongoing regulatory reforms sufficient to ensure a 
stable and efficient banking system and avoid systemic crises? 
 
The most dangerous pre-crisis strategies adopted by a number of banks were based on 
overly-leveraged positions coupled with over dependence on short-term funding, in particular 
to fund long-term assets.  
 
The new Basel III/CRD IV regulations will clearly limit micro-prudential risk. They will require 
banks to substantially reinforce their capital base, ensure better-adapted funding and limit 
leverage.  
 
In terms of macro-prudential risk, we believe that improved prudential tools, along with a 
more stringent supervision of systemic institutions, will be more efficient in reducing risks and 
thus offer greater financial stability. 
 
Beyond these micro and macro-prudential measures, other reforms have been announced in 
Europe, such as the regulation on crisis management and bank resolution, the supervision of 
the shadow banking system and the fundamental review of the trading book. These reforms 
will complement the measures aimed at making participants accountable, while at the same 
time ensuring that each state and its taxpayers will not bear the cost of failures. 
 
The best way to avert systemic crises is to ensure that banks are more robust and better 
managed than in the past. We believe that the universal banking model is the most adapted 
to this aim. In France the "retail bank orientated universal bank" model is the result of the 
organisational framework that favours credit-based intermediation that were set up in the 
1980s. This is in line with the culture and needs of companies. Regulation per se should not 
reduce financial diversity: imposing similar rules on players regarding their structure could 
have unintended negative consequences. The diversity of banking business models should 
be protected and left to the banks themselves. 
 
This model favours banking intermediation over market intermediation1 to finance the 
economy and relies on well-established customer relations.  
 
As a result, there is an increased attention to risk and greater commitment to the "real 
economy" which heightened French banks' resilience during the crisis while they have been 
able to maintain a fluid flow of credits towards the economies in which they operate. 
 
Contrary to the models championed by Vickers and Volcker that favour a "silo services" 
approach, the diversified and comprehensive financing offer throughout customers' life 
cycles, when correctly managed in terms of risk, should benefit the economy. 
  

                                                
1 Financial systems rely on two methods to maintain their balance. Firstly, banking intermediation, which favours transformation 
mechanisms to finance the economy and secondly, market intermediation and the carrying of risk by treasury banks, funds and 
end-investors. 
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This approach provides: 
 A comprehensive and diversified offering that can be adapted to all types of 

customer; 
 A protective function which safeguards long-term customer relations; 
 More resilient revenues due to segment diversification (by market, product, country); 
 Heightened profitability thanks to cross-activity trading; 
 International and national expertise which enable all customers to benefit from 

financial innovations. 
 
The FBF believes that universal banks will be more stable, secure and efficient thanks to 
measures that have already been decided on and to an efficient resolution framework without 
there being a need to impose unnecessary and costly structural reforms on diversified 
universal banks. 
 
 
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 FBF believes that the recent banking crises are on the whole debt crises and are often 
related to retail banking alone. US subprimes are fundamentally retail products. Likewise, the 
Spanish property bubble is the result of excessive lending by the Spanish savings banks, 
which are structurally retail banks. Northern Rock and other UK building societies that filed 
for bankruptcy were basically retail banks and did not have any capital market activities. The 
same was true of the US savings banks in the 1980s. On the contrary, Canadian and 
Australian universal banks have proved to be resilient to the 2008-2009 crisis. History has 
not drawn a link between a particular type of structure and a higher likelihood of bankruptcy. 
Imposing structural reforms is not the answer to the current situation and could even penalise 
well-managed integrated banks. 
 
Existing regulatory reforms, in particular CRD3 with its increased capital market risk 
weightings, have already led to a reduction in banks' capital market activities and have 
imposed considerable amendments to their business models. Harmonised liquidity ratios and 
the possible introduction of a leverage ratio will also force banks to markedly change the way 
they operate. The Basel Committee's fundamental reform of the trading book follows in this 
vein without the need to enforce further structural reforms. 
 
It seems both logical and coherent to take a clear and decisive stance in favour of 
reasonable but more ambitious European market reforms as the best approach to counter 
capital market activity risks. From this perspective, the EMIR and MiFID II European 
directives when implemented will limit the risks in market activities. This approach could be 
completed if it appears necessary. 
 
 
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? 
 
The aim of these structural reform proposals is to increase the stability of the banking and 
financial system, guarantee that defaulting banks continue to operate without taxpayers 
covering the costs and maintain banks' ability to support the real economy. These reforms 
are a response to specific local circumstances under which governments were forced to 
massively intervene to support troubled banks, as their bankruptcy would have been a threat 
to the whole economy. 
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1- Vickers  

 
The UK is currently implementing propositions from the Vickers report. This report suggests 
isolating retail banking from investment banking activities and from non-EEE banking. The 
idea is to set up a subsidiarisation mechanism and strictly monitor transactions between the 
two subsequently created units if they continue to be part of the same banking group. 
 
The Vickers report is based on a certain number of assumptions which are neither 
established nor discussed, but the questioning of which would considerably reduce the 
appeal of the suggested structure: 
 

- deposits currently finance investment banks and are thus at risk; 
- investment banking activities are intrinsically more risky than those of retail banks; 
- an isolated retail bank would not be impacted by the bankruptcy of an investment 

bank belonging to the same group. 
 
These statements are highly questionable. 
 
First, customers' deposits are not used to finance investment banking activities. For example, 
in France, all deposits collected by French banks do not suffice to finance their loans to the 
French economy. It is therefore structurally impossible for retail and business deposits to 
finance capital market activities.  
 
Second, market risks do not only relate to financial market transactions: for example, French 
banks manage interest rate risk associated with their fixed rate mortgage loans, with early 
redemption clauses. We could also argue that retail banks are also exposed to liquidity risks 
when they finance mortgage loans with deposits. Financial market transactions are 
necessary to hedge these risks.  
 
Third, market transactions are required to create numerous retail banking products, in 
particular for corporate customers, but also for retail customers (investment products). This 
point is especially pertinent to French banks which are built around the customer relationship 
and aim to provide a maximum of services.  
 
Fourth, as mentioned above, there is no self-evident link between banking crises and the 
business model or the structure of banks. 
 
Fifth, it is unreasonable to consider that the state should always bail out a retail bank (the 
early guarantee given by the Irish government on its banks' liabilities crippled the country); 
just as it is absurd to believe that banks other than retail banks will never need bailing out 
(Dexia for example). 
 
Sixth, the separated entities could very probably face real funding problem as a result of 
negative assessment of standalone, not diversified entities, both by credit rating agencies 
and more generally by investors. 
 
Finally, the separation of structures will impose important reorganization of banks generating 
unnecessary and high organizational and administrative costs, reduction of economies of 
scale (and scope) and efficiency;  
  



4 
 

 
There are therefore no healthy products on one hand and risky ones on the other. 
There are however healthy banking management models on one hand and excessively 
risky models on the other.  
 
We do not believe that a Vickers-style isolation and the ring-fencing of activities is the 
appropriate approach for all types of banks as it would have negative effects on the financing 
of the economy.  
 
The first effect of this approach is to deny the banking group access to benefits from current 
activity diversifications without taking into account the sources of risks faced by banks by 
their very activities. Financial market transactions are used to hedge these risks and to 
create numerous retail banking products.  
 
Moreover, one of the major issues with ring-fencing is that risk is neither neutralised nor 
transferred outside of the bank, but merely transferred elsewhere within the group or to non-
regulated entities outside of the scope of the capital requirement directive. 
Despite the suggested separation, the retail bank would be impacted in the event of a major 
crisis related to the market activities. The market's view of the group's position as a whole 
and risks to its reputation would certainly have considerable consequences on the retail bank 
even if it was ring-fenced.  
 
In addition, isolated ring-fenced bank as suggested with surplus deposits could not finance 
the real economy beyond its targeted customers, which would clearly penalise the financing 
of the economy. Even if in theory it could grant loans to large companies beyond the ring-
fenced field, the profit required to provide a return on the additional capital as required by 
retail banking regulations would almost certainly render its offers non-competitive. An 
isolated ring-fenced bank with surplus liquidity would therefore only be able to provide intra-
group loans within a strict framework (defined by the large exposures limits which applies to 
the group's entities) or invest in government securities.  
 
Moreover, the Vickers framework would seriously constrain the ability of mutual banking 
groups to carry out any investment activities or international banking activities outside the 
EEE, which is unacceptable and totally unjustifiable. Adopting it would simply destroy a large 
part of the French banking system's freedom of action. 
 
Finally the Vickers approach does not eliminate the exposure of retail banks to markets. The 
kind of position and risk taken by JP Morgan could probably happen under the Vickers 
regime.  
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To summarize, Vickers’ proposals carry serious consequences 
 
The proposals included in the Vickers report are easy to understand and implement but their 
aims present significant weaknesses. Moreover, banking customers would be the ones to 
suffer the most from these weaknesses. 
 

• Risk would remain and may be transferred to customers; 
• Customers would be worse off; for instance a company must have more than one 

bank if it is active in non-EEE countries. 
• The reform would be expensive and untimely; It will imply the duplication of many IT 

applications, especially those related to market infrastructures and payments at a 
time when banks need to concentrate on the implementation of the numerous reforms 
already decided. 

• The reform would render European banks inferior to competitors which are not 
subject to the same rules; large US banks will be able to maintain their actual 
business model and to gain market shares in investment banking offering better 
conditions than European banks obliged to split. 

• The suggested plan would be incompatible with the existence of large mutual banking 
groups which are actively present in continental Europe. 

• In our view therefore, this proposal will not improve the soundness of the banking 
system with potentially very negative unintended consequences. The Vickers report, 
in its analysis of companies whose difficulties are characteristic of the financial crisis 
(HBOS, Lehman, Northern Rock, RBS), also stresses the benefits of other reforms, 
already largely ongoing - liquidity, changes to weighted risk calculations, macro-
prudential tools - beyond simply ring-fencing standard banking activities in order to 
avoid similar cases in the future 

 
2- Volcker  

 
Former Fed Chairman Paul Volcker based his method on a similar assumption to the Vickers 
Commission, i.e., difficulties in the investment banking sector that could trigger the 
bankruptcy of a diversified banking group. However, as opposed to separating each activity, 
he proposes eliminating what he views as the major sources of risk in capital market 
activities, by banning financial institutions (i.e., those authorised to collect deposits and thus 
beneficiaries of the FDIC guarantee) from carrying out certain of these activities. In particular, 
these include proprietary trading transactions and the acquisition of equity stakes in certain 
private investment funds that are deemed speculative. 
 
This approach is based on a ban of pure proprietary trading activities. Other trading activities 
must prove that they are not prohibited, based on strict definitions and a complex internal 
control system. This system includes the daily calculation of 17 monitoring metrics, or 
calibrations, imposed by the regulators, in order to qualify and quantify the possible 
"speculative" (and thus prohibited) nature of a given activity, on a transaction by transaction 
basis. 
 
The thresholds applied to these measures, which are used to assess the speculative nature 
of an activity, will be fixed in 2014. The line between so called speculative and useful 
activities has yet to be defined. The risk is that the result will be a bulky and detailed text that 
could be quickly overtaken by financial innovation. 
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One might nevertheless question choices made in a specific case. The operational 
implementation of the Volcker rules, as set out in a report published in mid-October, appears 
challenging. The rules, for example, allow for market maker activities while at the same time 
banning proprietary trading transactions, so as not to kill capital market activities carried out 
on behalf of customers or dry up the market. Many questions raised by regulators and US 
banks on the terms and conditions for implementing this component of the Dodd Frank law, 
that has yet to be finalised, remain unanswered. For example, in the current version of this 
rule, US funds have a considerable advantage on European funds and other exceptions that 
have no economic justification exist that favour US entities. 
 
The implementation of the Volcker rule in the United States, as finally steered by the 
regulators, has turned out to be costly and risky in terms of legal disputes as it is based on 
an administrative principle and transfers the burden of proof to the banks. It would probably 
not have stopped JP Morgan from carrying out the so-called badly-managed hedging 
transactions that led to the acknowledged loss of billions of dollars. 
 
The implementation of such a reform by European legislators is highly unlikely as they would 
judge that there are too many exceptions to the rule and that these exceptions are too 
general compared to the Volcker rules that were refused in the United States. Numerous 
exceptions must be included to protect the financing of companies by the banking system 
which is much more widespread in Europe. 
 
 
 
We conclude that, in a worst-case scenario, these two reforms, the Vickers ring-
fencing and the Volcker rule as currently contemplated, would considerably hinder the 
European banking system compared with the systems in other countries. 
 
This would add to the difficulties of the European economy, which is already 
undermined as it also has to adapt to the consequences on credit of increasing 
regulatory requirements on banks.  
 
It has not been demonstrated that these reforms would improve the stability of the 
financial system. Hence, the overall effect would be at best inefficient or worse 
counterproductive and risks would merely be transferred to less regulated or non-
regulated entities which would also threaten the overall stability of the financial 
system. 
 
Rather, incentivizing banks to diversify their exposures in terms of client franchises, 
businesses and geographies has proven and may continue to be the best protection 
against cyclical downturns that happen to occur in any geography or business. 
 
Diversifying risks, globally managing them, reducing them and better supervising 
them would be a much wiser approach than merely imposing costly structural reforms 
in addition to the regulatory reform agenda. 
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