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Joint German and French response 

 

The High-level Expert group on reforming the structure of the EU banking sector chaired by Erkki 
Liikanen, Governor of the Central Bank of Finland, has delivered its final report. It is expected that a 
public discussion of the solutions proposed by the report shall start soon. In this context, the 
European Commission has opened a consultation period on the proposals put forward in the report. 
The French and German authorities welcome the Liikanen report and appreciate the opportunity 
provided by the European Commission to comment on it.   

The report explains very clearly the basic problems which led to the financial crisis, i.e. excessive risk-
taking, leverage, complexity, inadequate capital, extensive interconnectedness, and limited 
possibilities to resolve failed banks. The Liikanen report recognizes, in particular, that no particular 
business model seems to have an advantage in terms of robustness and resilience. It acknowledges 
that universal banks bring benefits in terms of client services and more broadly that investment 
banking activities usefully contribute to the financing of the economy. The report also underlines the 
positive effects of recent regulatory developments and supports the efforts by the European 
Commission in the context of the resolution directive to ensure that a bank can be wounded down 
without taxpayer’s involvement.  

At the same time the report stresses the need to strive for a form of mandatory separation to make 
banks safer, simpler and more transparent. Indeed, the report argues that some trading activities 
that are particularly risky should be conducted only in a dedicated separate legal entity subject to de 
minimis exemptions. Banking groups should be subject to exposure limits vis-a-vis this separate legal 
entity which should be capitalised on an individual basis. Risk transfers between the banking group 
and the separate legal entity should be limited.  

The report also makes further recommendations regarding the use of bail-in instruments, the 
possibility for resolution authorities to request further separation based on their assessment of 
resolvability, ways to ensure more robust risk weights and stronger corporate governance.  

Theses proposals need to be evaluated taking into account the interest of the taxpayers, the 
financing needs of the economy and the safeguarding of a sustainable stability of the financial 
system. 

Against this background, French and German authorities would like to make the following comments: 

• We welcome the report, including the recognition of the benefits of universal banks to their 
customers and the risks associated with separation measures in the spirit of the 
Glass/Steagall act. A particular strength of the universal banks is their ability to bring benefits 
to their clients through economies of scope. However, in the context of reducing risks in the 
banking sector it is important to identify the most risky businesses and to have at hand 



appropriate tools to isolate them. Without putting the long-standing universal banking model 
basically into question, the recommendation for separating deposit-taking from proprietary 
and significant other trading activities deserves a more in-depth analysis. Such a separation 
should not be confused with the more far-reaching idea of segregating commercial from 
investment banking. With a view to reduce overall and in particular systemic risk insuring 
resolvability, it is worth recalling that recovery and resolution plans offer the opportunity to 
limit the impacts on the real economy.  

• Ensuring more resilient banking systems by insulating banks from the most risky trading 
activities, while preserving the capability of banks to provide products and services  that are 
useful to clients or more generally to the economy, should be a broadly shared objective. The 
implementation of such a principle requires great care in the definition of those activities 
that are deemed particularly risky or not useful to the economy including the corresponding 
business entities which should be separated. 

• In this respect, the Liikanen report identifies those risky trading activities as including both 
pure proprietary trading and market making activities as well as private equity and exposures 
to hedge funds or similar entities. Further discussions are necessary whether this perimeter 
allows a useful differentiation between risky and non-risky business and preserves the core 
activities of banks which are useful to the financing of the economy and in particular the 
financing of corporations which need access to primary markets. For example, market 
making activities are useful to finance the economy (e.g. primary dealers) and one could 
argue that they are not very risky provided that they be conducted within tight risk limits. 
Likewise, not all private equity activities should be regarded as risky trading activities. Private 
equity activities may in some cases be natural complements to traditional lending activities 
by banks. Banks may for instance hold equity issued by SMEs that they finance. These shares 
are typically not quoted. Banks may also agree on converting loans into shares in the context 
of facilitating debt restructuring for their clients.  

• Bail-in instruments might be helpful to involve private sector in financing resolution and not 
involve tax payers if consistent with the objectives of the recovery and resolution directive 
(RRD), which proposes a strong framework. Therefore the proposals relating to the use of 
bail-in instruments made by the Liikanen group, in particular the proposal to lay down a 
uniform minimum requirement have to be checked whether they are consistent. 

• Notwithstanding the high quality of the Liikanen report, it should be stressed more broadly 
that there is an urgent need for conducting a comprehensive impact assessment. 

 


