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INTRODUCTION 
The Building Societies Association (BSA) is pleased to respond to the Commission’s short 
consultation on the Recommendations of the High Level Expert Group. The BSA represents 
mutual lenders and deposit takers in the UK including all 47 UK building societies. Mutual 
lenders and deposit takers have total assets of over £375 billion and, together with their 
subsidiaries, hold residential mortgages of £245 billion, 20% of the total outstanding in the 
UK. They hold more than £250 billion of retail deposits, accounting for 22% of all such 
deposits in the UK. Mutual deposit takers account for 31% of cash ISA balances. They 
employ approximately 50,000 full and part-time staff and operate through approximately 
2,000 branches. 
 
The BSA made a short submission in response to the previous consultation carried out by 
the Expert Group in the early summer of 2012. We attach a copy of the submission for the 
Commission’s information, in particular to correct an omission in the Expert Group’s final 
report, on page 57. The report, as part of a wider discussion of cooperative and savings 
banks, refers to building societies exclusively in terms of the Bausparkasse model and 
refers to their existence in six other member states without mentioning the UK. The UK is 
referred to only in connection with credit unions, which are not formally part of the EU 
banking sector anyway, and even in aggregate remain a very small part of the UK personal 
savings market. The aggregate retail deposits held by the BSA’s membership are a hundred 
or more times larger than the aggregate held by UK credit unions, so the selection of 
information quoted on pages 56-57 gives a quite misleading picture of the size and 
significance of the UK’s mutual and cooperative deposit taking sector.  
 

 GENERAL COMMENTS 

The BSA recognises the risks that financial activities such as proprietary trading pose to 
the retail deposit-taking business of universal banks (and, through the operation of deposit 
guarantee schemes, to the retail deposit-taking business prudently conducted by the BSA’s 
own members, who do not themselves engage in proprietary trading). In the UK, the high 
level principle of separation is to be carried out by ring-fencing the retail deposit bank. The 
Expert Group’s recommendations to ring fence the proprietary trading entity are closer to 
the Volcker approach in the US. The BSA considers that any separation measures at EU 
level should be limited to a broad principle with member states making decisions in the light 
of local circumstances on the detail of implementation. In the UK, it would be undesirable 
and counterproductive to necessitate further change, for no apparent benefit, soon after the 
current policy of ring-fencing retail banks has taken effect. And there may be other member 
states for which the Expert Group’s proposals are not particularly suitable. Furthermore, the 
UK experience demonstrates that any universal solution needs to be tailored for differences 
in the structure of organisations operating within a national market. For example, in the UK 
the ICB reforms are being introduced for building societies via amendments to their own 
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legislation rather than via legislation covering the majority of financial institutions in order to 
preserve the valuable diversity of provision. 

We strongly disagree with the Expert Group’s adoption of LTV and LTI caps as mandatory 
macroprudential tools. In this regard, we fully support the more detailed response on this 
matter provided by the European Mortgage Federation, to which the BSA has contributed.   

In a consumer protection context, LTV and LTI ratios are important elements, alongside 
others, in the total creditworthiness assessment. However, the BSA strongly argues that 
caps on these ratios are blunt tools that would unnecessarily restrict access to credit for 
borrowers. In other words, an outright ban on lending above a certain threshold would be an 
inflexible measure that fails to take account of the detail of a borrower’s individual financial 
situation (including regular outgoings as well as gross income) and to distinguish between 
those borrowers who will and those who will not be able to repay. Such an approach would, 
in fact, disadvantage consumers who are able to repay, excluding them from the mortgage 
credit market. In our view, what is really important is a proper and full assessment of the 
borrower’s creditworthiness i.e. their ability to repay, taking into consideration, but not 
relying exclusively on, the LTV or LTI.  

Significantly, these are the very conclusions drawn by the UK’s FSA in July 2010 in its 
Mortgage Market Review, based on significant analysis and consultation of stakeholders. 
As the EU’s largest mortgage market, with a total volume of outstanding mortgage loans 
amounting to €1.45 trillion which account for almost 23% of the total EU mortgage market at 
the end of 2011, the significance of the conclusions drawn by the UK regulator should not 
be overlooked in the context of any future EU intervention in retail mortgage credit markets 
in this respect.  

A key concern from a macro-economic perspective is the real risk that, rather than for 
example ‘taking the heat out of a given market’ by purposely limiting access to mortgage 
finance, caps on LTVs or LTIs could ultimately only serve to push certain consumers to 
‘make up the difference’ either by relying on unsecured credit or even by resorting to the 
unregulated credit market. From a consumer perspective, this would lead to a situation 
where borrowers find themselves facing significant interest payments on short-term loans 
for what is supposed to be a long-term transaction. 

The BSA also opposes arbitrary increases in risk weights for residential mortgage 
lending, which could be disruptive and lead to reduced lending capacity, particularly for 
specialised lenders. We recognise that, in some countries, systemic banking crises were 
the result of excessive lending. But - as the EMF has made clear - mortgage lending 
remains a typically low-risk asset class in the vast majority of member states, and the EMF 
provided evidence along these lines to the Commission in 2009 when there was an early 
proposal to limit the 35% risk weight to loans up to 40% LTV. As a result, inter alia, of the 
EMF's representations, this proposal was dropped. Moreover, given that as soon as the 
CRR is implemented, fully consistent mortgage loss data from all member states will start to 
be provided and collated under Article 96, it would be premature to take measures before 
this evidence base is available.  

Furthermore, IRBA risk weights are the result of rating models which are thoroughly 
assessed and approved by supervisors. Therefore, these models do, in principle, already 
reflect known loss experience incurred in recent real-estate driven crises - where relevant to 
the particular institution and member state. Against this background, ensuring that the 
feedback from known loss experience into IRB PDs, LGDs and risk weights is robust would 
appear as a better, more logical approach than applying arbitrary floors as the Expert Group 
proposes.  


