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HLEG report on reforming the 
structure of the EU banking sector 
BBVA welcomes the opportunity to comment on the final report of the High-level Expert 

Group on reforming the structure of the EU banking sector. 

Key Messages 
• BBVA welcomes the analysis made by the HLEG and its overall conclusions. 

o Business models were not a driver in the financial crisis and should not be penalized;  

o The benefits of the universal banking model must be preserved;  

o Regulation is being deeply reformed in the right way to address the weaknesses 
highlighted by the financial crisis;  

o An essential part of the future regulatory structure consists in the Commission 
proposal on Bank Recovery and Resolution framework that would ensure that banks 
can be orderly resolved without taxpayer contributions; 

o The Single Market must be preserved and reinforced 

• BBVA appreciates the efforts made by the HLEG to design a policy that would apply a 
stricter control on those banking groups that operate risky activities since any option 
that requires a prohibition of activities or a total separation results being highly costly. 

• We share the view that highly risky trading activity should be subject to more 
intensive supervision because it may pose problems to the financial system if not 
monitored properly. Applying higher capital requirements according to their estimated 
risks in the internal models is a valuable way to deal with problems posed by highly risky 
trading activity. 

• BBVA is not in favor of imposing structures as a general principle as it may create 
regulatory arbitrage and foster shadow banking activities. 

• Having said that, if the European Commission decides to go ahead with the separation of 
activities, BBVA recommends to do it under the following conditions: 

o It should apply to a limited scope of entities operating highly risky trading activities  

o Available for Sale should not be considered a risky trading activity because a 
significant part  is held for hedging purposes so it does not increase the risk taking.   

o Market making activities should neither be a trigger for separation nor subject to 
separation. They are neither speculative nor highly risky activities. Instead, they are 
key  to ensure liquidity. 

o The scope of activities to be separated has to be consistent with the Fundamental 
Review of the Trading Book already being undertaken by the BCBS.   

o The criteria for determining the separation of activities should not be linked to 
accounting definition but to risk criteria or solvency criteria. 

• Regarding the other recommendations of the HLEG, the expert group goes beyond the 

mandate provided by the European Commission. BBVA is especially concerned about 

the proposals to restrict the holding of bail-in instrument to non-bank institutional 

investors and the review of the capital requirements on trading assets and real estate 

related loans.  
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1. BBVA welcomes the analysis made by the HLEG and its overall 
conclusions. 

• The final report provides a thorough analysis of the European banking sector, the financial 
crisis and the ongoing regulatory reform. BBVA shares the conclusions of the HLEG, 
specifically: (i) business models were not a driver in the financial crisis and should not be 
penalized; (ii) the benefits of the universal banking model must be preserved; (iii) regulation 
is being deeply reformed in the right way to address the weaknesses highlighted by the 
financial crisis; (iv) an essential part of the future regulatory structure consists in the 
Commission proposal on Bank Recovery and Resolution framework that would ensure that 
banks can be orderly resolved without taxpayer contributions; (iv) the Single Market must 
be preserved and reinforced. 

2. BBVA appreciates the efforts made by the HLEG to design a policy that 
would penalize only those banking groups that operate too risky activities. 
Any option that requires a prohibition of activities or a total separation 
results is unnecessarily burdensome and highly costly. 

• Indeed, the Group’s recommendation to require a legal separation of certain risky financial 
activities from deposits taking banks within a banking group is somehow lighter than the 
reforms proposed by Vickers in the UK and Volcker in the US. The reform would only 
apply to a limited scope of entities with highly risky activities. Only those activities have to 
be isolated but they are not prohibited.  

• In turn, the Vickers’ reform would apply to a larger scope of entities, covering nearly the 
whole banking sector. The UK proposal would therefore be unnecessarily burdensome 
since it would apply to banking groups for which operating both investment and retail 
activities does not pose significant risks to the financial system.  

• In the US, the Volcker rule prohibits proprietary activities while the HLEG proposes to 
isolate the most risky trading activities. Prohibiting activities is too intrusive and remains 
excessively costly. Since an isolation of those activities would be enough and less costly, 
the HLEG solution is more reasonable. 

3. BBVA is not in favor of imposing structures as a general principle because 
it may create regulatory arbitrage and foster shadow banking activities 

• Indeed, there is no obvious need for an additional regulation that requires a mandatory 
separation of activities. As pointed by some members of the HLEG, the ongoing regulatory 
reform would already imply structural changes to banks and already aims at i. mitigating 
systemic risk, ii. minimizing tax payer burden, and iii. ensuring financial stability: Basel III, 
Systemically Important Bank regulatory framework, crisis management, transparency in 
security markets, derivatives, compensations, rating agencies, and shadow banking. BBVA 
fully supports these policy goals.  

• Moreover, derivatives represent about two thirds of EU banks trading assets and are one of 
the main points of interconnection among banking entities. There are many initiatives that 
already deal with derivatives: CRR increases the capital charges to cover current and 
potential counterparty risk, EMIR imposes mandatory clearing to a large set of derivatives 
contracts, MiFIR imposes reporting requirements that will allow regulators the ability to 
step-in to prevent the building up of potential systemic issues, and last July the BCBS-IOSCO 
launched a proposal for mandatory margin requirements for non-centrally-cleared 
derivatives. All together these measures will considerably reduce the amount of risk implied 
in trading derivatives and the interconnectedness of the banking system.  

• However, the impacts of those reforms remain uncertain since many of them are still not 
implemented or even still under negotiation (BRRD). Therefore, time is needed to estimate 
their cumulative impacts and to assess their effectiveness before adopting any additional 
measures. 

• In addition a mandatory separation of activities would alter the funding structure of the 
banking system and therefore, increase the cost of doing business, affect the lending 
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capacities of the financial sector with potential cliff-effects on the real economy. In that vein, 
the trading entity will face higher funding costs since it would need to raise wholesale debt 
to fund investment activities. This could entail a general increase in funding cost for the 
whole banking sector and raise the price of financial services. In addition, a separation of 
activities would increase the administrative costs since it would require separate reporting 
and disclosure, the establishment of independent boards and governance, etc. All in all, 
excessive regulatory activism must be avoided to minimize the still uncertain costs entailed 
by the ongoing regulatory reform. 

• Furthermore, although the HLEG is of the opinion that the adopted form of mandatory 
separation will not dampen the benefits of diversification within the universal banking 
model, it is most likely that the adopted option entail a loss of efficiency due to lower 
economies of scale. Indeed, the diversification benefits of the universal banking model 
would be reduced by separating certain trading activities and requiring that funding, 
governance and capital requirements are met on a stand-alone basis. In addition, requiring 
separate independent boards makes more difficult maintaining a uniform client strategy. It 
has finally to be noted that artificial dividing lines in financial intermediation historically did 
not work, especially in continental Europe, where there is a tradition of universal banking. 

• As pointed by the HLEG, the proposed reform could entail negative consequences on 
the competitiveness of the European financial sector. Indeed, it could set incentives for 
investment firms to move their business outside Europe with negative impact on the 
economy. Moreover, a mandatory separation of activities could exacerbate regulatory 
arbitrage and foster shadow banking. 

• The benefits of a mandatory separation, i.e. mitigating systemic risk, are not ensured 
since interactions between retail and riskiest trading activities will still remain. Therefore 
contagion risk is still present and the reform would not totally protect retail banks in case of 
crisis from the riskiest trading activities 

• Finally, the HLEG proposal does not contribute to resolve the main threat to the 
European financial system, the fragmentation of the Single Market.  

o Some of the shortcomings associated to the European financial market fragmentation 
are:  

i. Distortions in the monetary policy: the transmission channel is no longer working 

properly 

ii. Peripheral countries’ banking systems rely excessively on ECB funding.  

iii. The advantages of the Single Market are not being fully grasped. The return of 

“home bias” implies efficiency losses in the Eurozone capital markets.  

iv. Vicious circle between bank debt and sovereign debt  

v. Resurgence of nationalistic feelings as a result of the use of public funds to 

recapitalize banks and a lack of clear EU cost sharing rules for banking crises. 

vi. Ring fencing. Supervisors limit cross-border exposure, either through regulation, 

moral suasion or both.  

vii. A race to the top in financial regulation: Each regulator wants to be perceived as 

the toughest. In a context of high competition for scarce capital, harmonization 

based on minimum levels (Basel approach) does not work.  

o This trend has undermined confidence and liquidity, jeopardizing financial stability in 
the Euro Area and even feeding doubts about the continuity of the Euro. Some 
sovereign spreads have escalated, exacerbating the vicious circle between bank and 
sovereign risk.  This reversal of financial integration will have huge costs in terms of lost 
efficiency and higher intermediation costs which will be borne by all: savers, 
households, corporates, SMEs.  

o There is a need to revert this situation. The solution comes from more integration not 
less.  The banking union, which includes a prerequisite of harmonization of regulations, 
is a necessary condition for a sustainable Monetary Union.  
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o BBVA strongly supports the Commission’s roadmap to achieve a banking union.  

• All in all, BBVA is more supportive of the Avenue 1 proposed by some members of the 
HLEG that expressed their disagreement with the adoption of a mandatory separation. 
These members support a separation of activities conditional on supervisory approval of 
Recovery and Resolution Plan.  

• However, BBVA does not agree with the imposition of a non-risk weighted capital buffer 
proposed as a complementary measure in the Avenue 1. Indeed, the setting of an extra 
non-risk based buffer will be seen as a lack of confidence in the ongoing regulatory reform 
that already increased considerably the capital requirements (Basel III). Instead, applying 
higher capital requirements according to their estimated risks in the internal models is a 
valuable way to deal with problems posed by highly risky trading activity. At the same time 
we share the view that highly risky trading activity should be subject to more intensive 
supervision because it may pose problems to the financial system if not monitored 
properly.  

4. Having said that, if the European Commission decides to go ahead with 
the separation of activities, BBVA recommends doing it under the following 
conditions: 

• It should apply only to a limited scope of entities that operate highly risky trading 
activities  

• Available for Sale (AFS) should not be considered a risky trading activity because a 
significant part of the AFS is held for hedging purposes so it does not increase the risk 
taking.   

• Market making activities should neither be a trigger for separation nor subject to 
separation. BBVA is of the opinion that market making activities are neither speculative nor 
highly risky activities. They are key services to ensure and provide liquidity.  

• Need to avoid regulatory uncertainty. In a moment when market confidence must be 
restored and needs the establishment of predictable scenarios, the HLEG proposal could 
increase uncertainty.   There is also a risk of different legislation being adopted in different 
Member States on the same issue like Vickers in the UK or the forthcoming French 
proposal. This would be highly burdensome for cross-border banking activities. EU 
regulation must be harmonized across European countries in order to ensure a level 
playing field.  

• It should be consistent with the ongoing reforms dealing with the riskiness of the 
trading activities and the interconnectedness of the banking system. More in particular, 
last May, the BCBS published a consultative document that aims to completely review the 
market risk framework. This should lead to an increased consistency between the risks 
inherent in trading activities and the capital requirements on this activity. This reform 
should be taken as the guideline for any new measure.  

• The scope of activities to be separated has to be consistent with the Fundamental 
Review of the Trading Book already being undertaken by the BCBS.   

• The criteria for determining the separation of activities should not be linked to 
accounting definition but to risk criteria or solvency criteria.  

5. From a technical standpoint, the process to identify banks should be 
redefined. Indeed, the definition of risky trading activities for the first stage 
of examination is too broad 

• Available for Sale (AFS) should not be considered a risky trading activity. It may be 
questionable to include the available for sale (AFS) portfolio as an indicator of risky financial 
activities. A significant part of the AFS is usually held for hedging purposes so it does not 
increase the overall risk position of the bank.   
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• As a consequence, many European banks would be subject to the second stage of 
examination because of their AFS portfolio while they neither adopt risky trading behavior 
nor operate excessive speculative activities. 

6. Market making activities should neither be a trigger for separation nor 
subject to separation. While the second stage criterion have not been 
defined yet, the HLEG has announced that decision must be based on the 
importance of risky trading activities potentially subject to separation, 
including market making activities. However, market making activities are 
neither speculative nor highly risky activities.  

• They are key services to ensure and provide liquidity. Therefore, they play important 
functions for corporate customers and governments. The HLEG reform would set 
incentives to limit these activities and could dampen the liquidity functions of deposit banks. 

• Market making activity is essential to maintain liquidity in the financial markets; If the 
liquidity is impaired, companies may find costlier to fund themselves by raising capital or 
debt directly in the primary markets, as investors would demand a higher return to 
compensate for a less liquid secondary market. Capital markets may be a key place to 
finance the real economy, in a moment where banking entities a facing tougher capital and 
liquidity rules. 

• In addition we would like to remark that either in the EU or in other jurisdictions - cfr. EU 
Short Selling Regulation, Volcker Rule - market making activity has been considered as an 
activity generating little to no risk in comparison to the benefits that the market will 
receive. BBVA completely shares this point of view and, in light of a more harmonized 
global regulatory system, suggests not including market making activities as a trigger or 
activity subject to separation. 

• In a moment when market confidence must be restored and needs predictable 
scenarios, it is crucial to clarify the second stage of examination. Indeed, the second 
stage of examination remains open, the corresponding thresholds have still to be defined 
by the European Commission. The HLEG adds uncertainty since the end-result is still 
unknown by the industry or by investors.  

• All in all, BBVA is of the opinion that highly risky trading activities could hardly be 
defined and isolated. As a consequence, it is difficult to design an examination process to 
designate banks that must be subject to a mandatory separation of activity. Therefore, 
requiring an activity separation must remain a decision of the supervisor used as a last 
resort when no other solution has been found in a dialogue between the supervisor and the 
management of the entity. 

7. Regarding the bail-in instrument recommendation of the HLEG, BBVA is 
especially concerned about the proposal to restrict the holding of bail-in 
instrument to non-bank institutional investors aiming to limit 
interconnectedness in the financial sector due to its potential side-effects in 
terms of cost and financial stability. Indeed, this would be very dangerous 
since the vast majority of potential investor base for such instruments are 
banks 

• The Basel Committee on Banking Supervision identified lending to financial institutions, 
securities, repurchase agreements, security lending and OTC derivatives as the main 
sources of interconnectedness in the financial sector. Hence, setting restrictions only on 
one of them in an uncoordinated way with other regulatory requirements –for instance, 
the need of a minimum bail-in amount- may have relevant side-effects. 

• Nowadays, the bail-inable debt’s investor base is made up of three groups: banking sector, 
pension funds, and fixed income funds. Prohibiting banks from investing in senior debt 
would increase the weight and risk of the other two group investors in the financial sector. 
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The removal of one investor will likely reduce the demand and therefore the liquidity of 
the bail-inable debt, increasing its spreads. 

• Bail-in should apply to all unsecured liabilities, not a sub-set of them in order to avoid the 
creation of assets class.  

• Additionally, European banks and the policy-makers are discussing the definition, 
characteristics and consequences of the introduction of a bail-in mechanism in the EU 
market. The introduction of a minimum amount of bail-in debt and the restriction of 
banks to invest in bail-in debt seem to be opposed. 

• In this regard, achieving the interconnectedness issue should be analyzed in deep and in 
the Crisis Management Directive jointly with the proposal reforming the structure of the 
banking sector. 

 

8. Regarding the capital requirements, the HLGE has proposed a review of 
the capital requirements on trading assets and real estate related loans, 
which goes beyond the mandate provided by the European Commission  

• Regarding the former, the HLGE suggests two ways to improve the robustness of the 
trading book capital requirements: The first one consists of setting an extra, non- risk based 
capital buffer, and the second one is the introduction of a floor for the market risk RWA. 
BBVA opposes to both of them, because they would imply a lack of confidence in the 
current framework, which incorporates additional amendments approved recently, such as 
Stress-VaR or IRC. Additionally, it would imply that the investments carried out by banks to 
comply with the recent have been pointless. Therefore, BBVA considers the Fundamental 
Revision of the Trading Book to be the correct way to channel the efforts and any change 
in the trading book capital requirement should be done under the BCBS work. 

• The HLGE also recommends more harmonization to produce greater confidence in the 
adequacy and consistency of the IRB-based capital requirements. In particular, the HLGE 
suggests that the EU Commission should consider further measures regarding the 
treatment of real-estate-related lending within the capital requirement framework and 
encourages the use of effective macro-prudential tools to limit the risks stemming from real 
estate markets, such as caps on loan-to-value or in loan-to-income ratios, or even the use of 
floors. BBVA supports the initiatives of harmonization of RWA in order to regain the 
market confidence in the internal RWA, as long as they do not include the setting of 
floors. BBVA believes that RWA calculated with internal models should not be subjected to 
any floor because it would discourage investments in risk management and will damage 
the confidence in the regulatory framework. 

• Furthermore, in order to regain confidence in the RWA, BBVA proposes a combined 
approach made of further transparency through enhanced disclosure and a 
harmonization of both supervisory practices and regulation during the approval and 
validation processes of IRB models. The enhancement of transparency is a necessary step 
but is not a sufficient one. Its main drawback consists of relying heavily on the proper 
functioning of market discipline in order to progress towards a greater harmonization. 
However, if it is combined with a harmonization of both supervisory practices and 
regulation during the approval and validation processes of IRB models, it may contribute to 
minimizing the uncertainties surrounding the RWA calculation and may help to preserve the 
link between capital and risk. 


