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European Commission  Chris Barnard 
DG Internal Market and Services  Germany 
Unit H1 – Banks and Financial Conglomerates 
Rue de Spa 2 
1049 Brussels   
Belgium  
MARKT-HLEG@ec.europa.eu 
 
 
 
  09 November 2012 
 
 
 
 
 
Your Ref:  High-level Expert Group on reforming the structure 

of the EU banking sector 
 
 
 
Dear Sir. 
 
 
Thank you for giving us the opportunity to comment on your High-level Expert Group on 
reforming the structure of the EU banking sector.  
 
I support the work that you have done, and believe that it has added to the debate on how to 
reform the EU banking sector post-crisis in order to reduce the probability and impact of 
failure, particularly systemic impact. I also agree with your general approach, in particular 
that the recommendations should respect the diversity of the European banking system. 
However, I am not convinced that specific additional structural reforms are necessary in 
order to protect the European banking system, but rather a better and more consistent 
application of currently existing post-crisis regulatory reforms would suffice to meet this 
objective. 
 
 
Mandatory separation of proprietary trading activities and other significant trading activities 
 
I am not convinced that your recommended mandatory separation of proprietary trading 
activities and other significant trading activities is an appropriate additional regulatory 
response to the financial crisis. You have not made a clear and compelling case for this. In 
fact, in the Executive summary you state that: 

In evaluating the European banking sector, the Group has found that no 
particular business model fared particularly well, or particularly poorly, in 
the financial crisis. Rather, the analysis conducted revealed excessive risk-
taking – often in trading highly-complex instruments or real estate-related  
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lending – and excessive reliance on short-term funding in the run-up to the 
financial crisis. The risk-taking was not matched with adequate capital 
protection and high level of systemic risk was caused by strong linkages 
between financial institutions. 

 
This confirms the importance of excessive risk-taking and excessive reliance on short-term 
funding over business structure or model. Additionally, the European Commission’s impact 
assessment on the EU framework for bank recovery and resolution states that: 

Separation of retail, wholesale and investment banking activities do not 
seem to deliver the desired financial stability either. Firstly, many 
interconnected financial institutions which may pose systemic risks are not 
deposit taking institutions (the problems at Bear Stearns, Lehman Brothers, 
and AIG would have been identical to what we experienced). Second, even 
the most basic deposit taking institutions can become systemic as seen in 
the savings and loans crisis of the late 1980s.1 

 
Given these views, I cannot support your conclusion that effectively imposing a uniform 
business model on banks would improve the robustness of the European banking sector. 
Surely a better regulated and more diverse business model landscape would be expected to 
reduce the probability and impact of failure, particularly systemic failure? 
 
 
Separation of activities conditional on the recovery and resolution plan 
 
In order to provide greater regulatory flexibility that would meet the objectives of reducing the 
probability and impact of failure, particularly systemic impact, I would rather recommend that 
any structural separation should be conditional on the recovery and resolution plan. I support 
that this would represent a more complementary and evolutionary regulatory response that 
would specifically address the risks in complex business models combining retail and 
investment banking activities and systemic risk due to excessive interconnectedness 
between banks. This is a proportional response that would not impose a uniform business 
model on banks within the European banking sector. 
 
 
Possible amendments to the use of bail-in instruments as a resolution tool 
 
I strongly agree with you that there is a need to further develop the use of designated bail-in 
instruments within the scope of the Commission’s bank recovery and resolution framework, 
so as to improve the predictability of their use. I also agree that bail-in instruments should not 
be held within the banking sector. For completeness I would answer questions2 concerning 
the market capacity for such bail-in instruments positively. Investors buy similar securities, in 
economic terms, which carry the risk of similar restructurings today. Markets are incredibly  
                                                        
1 See page 27, Commission staff working document: Impact assessment accompanying the document 
Proposal for a directive of the European Parliament and of The Council establishing a framework for 
the recovery and resolution of credit institutions and investment firms etc, 6 June 2012. Available at: 
http://ec.europa.eu/internal_market/bank/crisis_management/index_en.htm 
2 See page 103 of the HLEG report, which discusses avoiding congestion in the new issues market 
and allowing the primary and secondary market to grow smoothly. 
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innovative, and are used to pricing instruments based on the available information. In fact, 
the introduction of bail-in instruments as a resolution tool would forcibly strengthen market 
discipline on banks, which would in itself be a positive outcome. Furthermore, bail-in 
instruments are clearly a type of hybrid capital that is suitable for rating by rating agencies. 
Any additional costs of capital on bail-in instruments should be limited, as markets would 
expect smaller losses from a bail-in resolution, compared to a forced or crisis liquidation. 
 
 
Yours faithfully 
 
 

   
 
 
Chris Barnard 


