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INTRODUCTION 

 

Paris EUROPLACE, which brings together all the market participants of the Paris 

financial center—issuers, investors, asset-management firms, financial intermediaries, banks 

and insurance companies, law and consulting firms, chartered accountants—, and ANSA 

(Association Nationale des Sociétés par Actions), which represents almost three hundred 

French joint stock companies, mostly listed companies, and is a founding member of 

European Issuers. It is active on all issues of interest to its members, especially company and 

securities law and financial regulation, welcome the “LIIKANEN Report”on reforming the 

structure of the EU banking sector.  

 

Indeed, the financial crisis has shown that in many European countries, a number of banks 

had poor risk or liability management processes or practices and that the regulatory 

framework was not always adequate to prevent, detect, and resolve effectively these 

weaknesses and the systemic risks inherent in certain market practices and structural 

imbalances. This was a major factor in the damage imposed on the European economy when 

the crisis hit Europe.  

 

Paris EUROPLACE and ANSA are therefore supportive of political & regulatory initiatives 

that address structural causes of this unacceptable financial fragility. As Paris EUROPLACE 

represents also the Market users of the Financial industry (Corporate, SMEs, Investors…), 

these comments on the “LIIKANEN Report” will focus on the necessary balance between 

stability conditions and conditions for growth and the optimal process to finance properly the 

European economy in line with the statement page 88 of the Report : ” A key objective is 

therefore to ensure a banking sector that is capable of financing the real economy and of 

pursuing its other functions that contribute to the prosperity of EU citizens and the economy. 

At the same time, this objective cannot be achieved without restoring and further enhancing 

the resilience of banks and confidence in the banking sector as a whole. The banking sector 

must become sustainable and not rely on any extraordinary taxpayer support.” 

 

Paris EUROPLACE and ANSA agree with the view of the LIIKANEN Report that some kind 

of segregation of banking activities would facilitate the risk management of complex financial 

groups and their resolution if they undergo serious difficulties. In this context,  priority should 

be given to the quality and effectiveness of the supervision of banks and of the framework for 

resolution and recovery of banks facing major difficulties. The conclusions to be drawn from 

the lessons of the crisis regarding the structures of European banks must however take into 

account: 

- the legitimate expectations of our societies regarding the banking sector in Europe in its 

intermediation function,  

- its level of competitiveness as stated in § 57 & 58 of the Report, to fulfill this mission in the 

interest of the competitiveness of the European industry, and  

-the stability mechanisms based on an explicit assessment of the expected  stability and 

competitive consequences of the ongoing prudential regulatory framework. 

 

1 - Diversity of bank business in Europe, expected role of Banks 

 

The report proposes a very interesting analysis of the European banking sector and the impact 

of the crisis. Thus, it is important to clarify some potential ambiguities. 

 

Is the EU banking sector too large (§23) ? It is an important question and the report seems 

to answer yes, comparing it with the US banking sector, even though it acknowledges that the 

role of banks in the financing of the economy is much more important in Europe and that the 



 

accounting standards create a bias which reduce the apparent size of US banks. It is clear that 

a credit driven model such as the European model needs sizable banks and it is far from 

obvious that banking assets around 300% of the EU GDP represent per se a problem and that 

it is appropriate to set criteria regarding the relative “weight” of domestic and foreign banks, 

or of credit and market activities in relation with the size of those assets. 

 

Is the growth of this industry uncorrelated with the needs of the real economy? The 

report seems to answer No (page 15). It is clear that for the last 10 years the world changed 

radically and that the growth of the global economy and trades was higher than the growth of 

the European economy and of the deposits. The question should be about the real needs to be 

financed and about the optimal mechanism to transform deposits or savings into the proper 

channels. One important aspect of that question is the role that securitization in this respect. 

 

Expansion of international activities. The report seems to assess that the growth of 

international activities went too fast. However financial services within the European Union 

should no longer be considered as international but rather as a kind of domestic market. The 

growth of cross-border banking within the EU is part of the development of the Single Market 

for goods and services. As for financial services rendered outside the EU, it is necessary for 

EU banks to accompany their customers abroad, The crisis demonstrated the need for EU 

banks to offer USD lines of credit and other forms of services in USD, because of the major 

role of this currency in international trade, since the liquidity and European sovereign debt 

crisis in 2011 forced European banks to withdraw from this market due to their dependency 

on short-term USD instruments. This dimension of banking should be put in perspective with 

EU sovereignty issues. 

 

Is lending growth uncorrelated with the real economy needs ? The report seems to answer 

yes and that the lending growth is mainly due to interbank lending that increased 

interconnectedness between banks. However, the crisis demonstrated the importance of 

interbanking activities for liquidity management purposes and that its actual freeze can 

become a serious problem for the financing of the economy and requires central banks to 

intervene. 

 

Banking restructuration. The report seems to assess that the crisis had limited impact on EU 

banks in comparison with the US where 400 banks failed (which is not the case in Europe) 

just because a non adequate European crisis management mechanism…. It is clear that some 

countries did restructure their financial system (commercial banks, saving banks, cooperative 

banks) and some are late. This process is not just triggered by a crisis… 

 

Banking deleveraging. Is it just a normal process that occurs after any crisis as stated page 

28 of the Report? And the only way to address the interdependence issue of banks? Indeed, 

“there is a risk of being excessive or disorderly”. But in reality the actual deleveraging 

process is severe and is not just a cost adjustment. At this stage it is structural and affects the 

“substance” of the offer of financial services by EU banks. There has not been just a 

deleveraging of trading activities but also of activities which are key for the real economy : 

trade finance, project finance, municipalities finance…Most of those businesses representing 

significant EU expertise have been sold to non EU banks. 

 

Overall, as a consequence of Basel 3 and other regulatory changes; the business model of 

the banking industry is changing: the industry will have to reduce its credit activities 

and financial markets will have to substitute for that. But the transition to the new 

financing balance between bank credit and market financing is by no means clear and easy. 

Before finalizing any ring fencing scheme, it is necessary to more clearly define the broad 



 

characteristics of the banking industry needed by the European growth and to measure the 

overall impact of the regulatory changes already decided.  

 

2- The universal banks model versus customer services and how to deal with complexity 

 

From the real economy point of view, what do businesses need ? What are the characteristics 

of a bank that can respond to their requirements? 

 

First, such a bank should be obviously robust and client driven, as opposed to a 

transaction-driven institution. It is of the utmost importance for companies to engage in a 

long-term relationship with their banks, to build a partnership that goes through the ups and 

downs of business cycles and strategical evolutions. Experience has convinced corporates that 

such stability arises from the shared interests between a long-term borrower and its lender. 

They believe that such a relationship is more fruitful if the banking partners are able to 

combine a high degree of expertise on a large number of products and services, a wide 

geographical scope and a holistic point of view on such groups, with an understanding of 

corporate strategy in the long run. More specifically, large companies, but also an increasing 

number of medium-size companies, expect their banks to provide a combination of funding 

through credit and access to financial markets, as well as hedging solutions. The quality 

and efficiency of access to funding conditions is a competitive breakthrough, especially in 

project financing. This competitive advantage is strategically important for European 

corporates as well as for the overall competitiveness of Europe.  

 

The report seems to support this view. The report also acknowledges the fact that it is 

difficult to correlate structures and fragility as it is clearly demonstrated that failures affected 

very diverse types of financial institutions, and that the diversity of existing structures makes 

it difficult to identify what universal schemes may contribute to the proper answer. Strangely 

however, the report proposes to force banks to segregate certain activities, perceived as 

less useful to the economy. 

 

The report indicates that the priority should be given functions and services responding 

directly to client needs, but the criteria defined for this segregation are too large, based on 

accounting aggregates that are far from being pertinent in quantifying risks. This is 

particularly true of market making..... Consistent with the report’s priority to satisfying the 

needs of clients, “customers’ real utility or usage” should be the main criterion for 

deciding any segregation  

 

Complexity. The report point out that too often the structural complexity of banks is a real 

issue. It is clear that this issue must be addressed both in the day to day risk management and 

in times of extreme stress. But it is doubtful that the segregation between 2 groups of major 

activities will significantly contribute to reducing this complexity. Part of the answer should 

be in the resolution and recovery plans required from banks. In this context financial 

institutions will have to demonstrate and to convince their supervisors of the robustness of 

their structural organisation and of their resolution plan it case of crisis. This approach put 

forward in the BRR regulation, seems a more pragmatic and efficient process to address 

the real issues arising from the structural complexity of banks. Obviously that relies on 

the degree of confidence one has in supervisors to evaluate and monitor the risk profile of 

institutions, but part of the answer is in the Banking Union project. 

 

 

 

 



 

3 -Competitiveness and Sovereignty issues of the European financial industry. 

 

The report clearly describes the specificity of the European financing model driven by credit 

services, which is the opposite of the US model. The consequence is that structurally, the US 

investment banks are more powerful than the European ones. The segregation of this line of 

business may create a real competitive issue, firstly because of the critical mass of the US 

banks, as it is well known that in those activities size is an important factor. One answer may 

be the consolidation of European investment banks,, but the number of active European actors 

in Europe is already limited (for example, in the equity primary market in 2012, in the 8 first 

actors just one European bank, 2 French banks arrive 9 & 10). Consolidation will decrease 

the level of competition in Europe, to the detriment of the European customers, 

especially European companies.  

 

A second competitiveness issue is related to the economically feasibility of the proposed 

segregation for both the retail bank and the investment bank. Several factors play negatively: 

dual access to capital of both entities, rating of the investment division de, cost of segregation, 

tax inefficiencies. These factors will affect the cost of running the capital market segregated 

subsidiaries. 

 

Corporates will be confronted with a lack of competition or with the inability of European 

banking groups to deliver the integrated solutions required at a competitive price, and will 

have no other solution than to turn to non-European banking players, potentially prone to 

allocating a larger fraction of their capital and liquidity to their core clients based outside of 

Europe, especially during periods of crisis. This is a very serious source of concern. 

 

Therefore, it is essential to assess the economic conditions and impact of the proposed 

segregate model both on the future of the investment banking activities in Europe and 

the financing of the European economy. The risk is not just for the banks but for Europe as 

a whole as some aspect of investment banking activity are important components of the 

financial sovereignty of States or regions. 

 

Thirdly and most importantly, this proposal should be put into perspective with the 

consequences of CRD4 on the banking business model. What is clear is that the 

deleveraging of banks has already profound consequences on banking and that will  increase 

after the implementation of the liquidity ratio. What is not clear is the format of the new 

model and balance between credit, market and alternative market. It is anticipated that the 

market will increase its role and that new combinations of instruments mixing credit and 

market facilities will address corporate needs. This transitional period in the aftermath of an 

historical crisis is very critical and risky. Adding to this extremely complex challenge another 

challenge and diverting already overworked energies to implement this new structural model 

seems unreasonable. Also, common sense would recommend to let the financial industry first 

set up this new financing balance between banks and markets to minimise the adjustment risk, 

in particular and the risk of a shortage of financing for the European economy when it will 

need such financing for its growth. That will be the critical for Europe and it competitiveness. 

 

4 – The Objective must be a limited segregation and a robust risk management and 

resolution process. 

 

It is clear that the risk profile of the financial industry should be under control. That is already 

the objective of all the new European financial regulatory initiatives: CRD4, Solvency 2, 

EMIR, BRR… 

 



 

 

Our conclusions can be summarized as follows: 

 

- At this stage, a first preliminary step should be to assess explicitly how those existing or 

projected regulations may address the concerns that the LIIKANEN Report proposes to 

address through segregation. Complementing them by the structural change advocated does 

not seem warranted until it has been possible to evaluate the real impact of these regulations 

on the safety and stability of the financial system in Europe. 

 

- In this context the EU should concentrate on the approval and implementation of the 

draft BRR and of the Banking Union supervisory framework , which are key 
 

- European competitiveness and the return to growth in line with EU 2020 plan are key; 
this requires revisiting the overall conditions and balance between stability, allocation of 

capital between prudential & production needs, efficiency of controls & surveillance, 

improvement in governance of financial institutions, optimization of intermediation 

mechanisms and growth. 
 

- Demand and needs of the real economy should be the key driver; therefore, regulatory 

reforms, including the segregation scheme, should be reviewed against the constraints of an 

European long term investment policy, which includes an optimized intermediation and 

liquidity model. 
 

- In this context, Paris EUROPLACE and ANSA recommend that if in the light of the 

impact assessment of the regulatory reforms, it appears that segregation of certain 

activities would be beneficial, such segregation should be based on client utility criteria and 

on competitive and economic feasibility conditions and banks should be given enough time to 

adjust their structures without affecting their competitiveness. 

 


