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EUROPEAN COMMISSION CONSULTATION ON THE RECOMMENDAT IONS OF THE 
HIGH-LEVEL EXPERT GROUP ON REFORMING THE STRUCTURE OF THE EU 

BANKING SECTOR 
 

- Crédit Agricole Group Response -
 

 
The Group Crédit Agricole S.A. is a leading international banking and insurance group with total 
assets of € 1,723.6 bn (as of 31 December 2011). Its Core Tier 1 ratio is 10.9%.  It is present in 70 
countries worldwide (28 countries in Europe) and servicing more than 54 million customers through a 
network of 11,600 branches solidly anchored in their territories. The group employs 160.000 people 
worldwide (150.000 in Europe) and offers a wide range of financial services, including retail banking, 
consumer finance, insurance, asset management, private banking, leasing, factoring and corporate 
and investment banking. Crédit Agricole Group intends to fulfil its role as a leading European player 
with global scale, while complying with the commitments that stem from its cooperative background. It 
focuses its development on servicing the real economy and is committed to the principle of responsible 
growth.  
 

*   *   * 
 
Crédit Agricole welcomes the consultation of the European Commission (EC) on the 
recommendations of the High Level Expert Group (HLEG) on reforming the structure of the EU 
banking sector (here after the Liikanen report). As one of the leading universal banks in Europe, Crédit 
Agricole Group is directly concerned by the proposals of this report, and as such, is very willing and 
committed to constructively contribute to the European policy debate on this important subject.  This 
response complements the information provided by Crédit Agricole as an input to the HLEG 
consultation dated 3rd May 2012. 
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Generally speaking, we believe that the HLEG has well captured the specificities of the European 
banking sector, in particular with regard to its diversity, both in terms of business models and legal 
structures.  

• The HLEG has positively recognised the key role played by universal banks in the financing 
of the European economy, and correctly outlined, in our view, the major benefits these 
financial institutions bring to clients and investors (risk diversification, extensive consumer 
choice, integrated financial solutions for clients, long-term client banking relationships, etc.).  
Preserving this business model and the benefits it brings to the European economy and society 
is vital in our view and should be part of the key objectives European policy-makers are 
pursuing in their efforts to enhance the resiliency of the financial system. 
 

• Equally positive is the fact that, in its evaluation of the European banking sector, the HLEG 
does not recommend a strict separation of banking activities. Rather, the report concludes that 
“it is essentially excessive risk-taking and excessive reliance on short-term funding, together 
with inadequate capital protection and strong linkages between financial institutions … which 
have created high level of systemic risk”1.  We fully share this analysis and would like to 
emphasize the fact that, indeed, the financial crisis was not conducted by financial 
structures. It would be wrong therefore, and even dangerous, to believe that the strict ring-
fencing of certain banking activities would limit the probability of bank failures and systemic 
contagion. 
 

• Furthermore, the HLEG report acknowledges that a number of far reaching regulatory reforms 
have already been initiated to address the weaknesses revealed by the crisis, and highlights the 
positive impact these will have in enhancing the resilience of bank and the stability of the 
financial system overall. We strongly share this view. In particular, there is no doubt that the 
implementation of the Capital Requirements Directive (CRR/CRD4) combined with the 
Recovery and Resolution Directive (RRD) and other forthcoming legislative reforms on 
prudential supervision and deposit guarantee schemes, will all constitute major 
improvements in ensuring that banks, regardless of their size and systemic importance, do not 
create high levels of systemic risk in the future nor be an excessive burden for taxpayers. 
 

Despite this balanced analysis from the HLEG of the European banking sector and its regulatory 
environment, the report raises a number of key questions and concerns.  Indeed, in our view, the 
universal banking model must be viable also going forward and the report fails to convince us about 
the merits of ring-fencing in that respect.  
 
I - The scope of the ring-fenced activities raises many questions. The proposed definition is very 
broad insofar as it goes beyond proprietary trading and encompasses all assets or derivatives incurred 
in the process of market-making, but also private equity activities.  What is striking is the absence of 
distinction between activities which support clients’ need and the global economy, and pure 
speculative proprietary trading activities. 
 
If, as it is presumed, group guarantees are not available to the trading entity anymore, capital and 
funding costs for the ring-fenced entity will increase beyond the already high levels required by the 
CRD4 regime. Together with the inclusion of market-making and private equity in the ring-
fenced entity, the HLEG’s proposed reform would have a very detrimental impact on the financing 
of large corporates and SMEs and, more broadly, would result in suboptimal capital allocation to 
the economy, substantially increased cost and, lower efficiency. These issues can be explained in 
the following ways: 
 

• Ring-fencing would lead to increased capital and funding cost of financial products, which 
will increase hedging costs for corporate and institutional entities and, combined with capital 
needs from ring-fencing, could impact economic growth negatively. 

                                                 
1 pages i (§3) and  iv(§2) 
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• The implementation of the Basel 3 requirements will increasingly lead corporates and (to a 

lesser extent) SMEs to move away from strictly banking-led financing towards more capital 
market-led solutions. However, the inclusion of market-making activities in the ring-fenced 
entity would significantly limit the support banks could provide to corporates and SMEs in 
this process. Indeed, since the ring-fenced entity has to stand alone in terms of rating, in order 
to be considered as a viable counterparty at world level it would need to hold very high level 
of capital. Moreover, European ring-fenced trading entities would be handicapped by the 
relatively narrow scope of their capital markets activities compared to their US competitors 
which benefit from the depth of their markets. 
This overcapitalisation of the trading entity would hamper the competitiveness of its services 
and products’ pricing to customers. Consequently banks would lose ground towards their 
customers in terms of underwriting of issuance since they would not be able to also provide a 
market-making service at a competitive price. 
This situation would lead commercial banks, which currently provide their corporate 
customers with a complete debt service (loans and bonds insurance), to withdraw from this 
key role for the European economy, most likely to the US banks’ benefits. 

 
• On that basis, derivative-based market-making operations should not be ring-fenced if they are 

used to facilitate the “provision of hedging services to non-banking clients”. Otherwise this 
would significantly penalise “non-banking clients” and the financing of the economy at large. 
 

• Contrary to what the HLEG is implying capital market divisions in European banks do not 
benefit from a competitive advantage at global level. In fact, European markets are far less 
deep and liquid than for instance the US market; it is therefore not surprising to find within 
Europe universal banks with capital markets activities of a more limited size. Actually, the 
ring-fencing of these activities would lead to small stand-alone trading entities, which, 
considering their higher liquidity and capital needs, would likely be non-viable. It could 
alternatively also lead to the emergence of 1 or 2 European mega players that will consolidate 
the market and absorb the cost of regulation through economies of scale. Such oligopolistic 
situation would reduce both diversity of supply and competition across Europe. Moreover, 
despite the positive features of the US capital market in terms of depth, all US investment 
banks have been absorbed by universal banks except one, Goldman Sachs. And by the way, 
the single case of Goldman Sachs is perhaps not the right reference, considering their 
aggressive trading profile.  

 
• Finally, income and risk diversification previously deriving from the universal banking model 

would be lost potentially driving lower ratings for major investment bank entities and 
penalising their overall competitiveness. In fact, the sum of the risks of the trading entity and 
the commercial bank would be higher than the global risks of the Group before ring-fencing, 
although the activities would remain unchanged!  

 
Against this background, we believe that the main conclusion of the report according to which it is 
necessary to require a legal separation of certain particularly risky financial activities –including 
market-making and private equity- from deposit-taking banks within a banking group, goes too far 
and, should it be introduced, would actually significantly damage the European universal 
banking model and the financing of the European economy.  

 
Furthermore, the ring-fencing process proposed and described by the Liikanen Group lacks clarity and 
rationale on a number of points. This makes difficult any precise assessment of what the ultimate 
impact could be on our business activities. In particular, we would welcome clarifications on the 
following aspects: 
 

• What is the definition of “supervisors”?  
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In the separation decision process, the HLEG refers to “supervisors” without clearly 
explaining who exactly would be in charge.  Are we talking about the group banking 
supervisor? If not, who exactly would be in charge of carrying out the separation examination 
process? 
 

• How exactly should we understand the separation process analysis? 
� Can the separation be imposed already at stage 1 of the process strictly on the basis of the 

15-25% or EUR 100 bn thresholds (where the 15% refers to trading activities and the 25% 
to available for sale activities)?  Or does the decision depend on whether the bank meets 
the additional European Commission’s “final threshold” in stage 2? 

 
• The HLEG states that the “provision of hedging services to non-banking clients […] which 

fall within narrow position risk limits in relation to own funds, to be defined in regulation, and 
securities underwriting and related activities, do not have to be separated”. 

 
� What does the HLEG mean by “which fall within narrow position risk limits”? 
� What does the HLEG mean by “non-banking clients”? 

 
 
In addition, the ring-fencing proposal of the HLEG report would create an unlevel playing field 
on at least three grounds:  
 

• First, on top of the general competition distortion arising from the increased funding needs of 
the ring fenced entity, European market-making activities would be penalised compared to US 
market-making activities since there is no obligation for US banks to create subsidiaries 
for the entirety of their market-making business. Only those market-making activities that 
concern securities, bonds and shares must be operated within a special subsidiary and in any 
event that subsidiary continues to benefit from the guarantee of the holding company. 
Finally, derivatives-based market-making activities are excluded. 

 
• Second, due to the non-risk-based approach taken by the Liikanen group, larger banks are 

likely to face more constraints than smaller ones, putting them at a competitive 
disadvantage. Indeed banks which would fall right below the proposed thresholds would most 
likely be exempted from the ring-fencing requirements, which would give them an advantage 
in terms of lower cost although not necessarily justified by their risk profiles. 
 

• Third, we observe that the HLEG proposals are substantially different from the UK 
Vickers’ rule, which has already been adopted. Other national regulations on bank 
structure could emerge, notably in France. If the European Union is to define 
organisational rules for its banking sector, it is critical from a competition standpoint that this 
new EU legislation creates a level playing field across all European countries and European 
banks. 
 

In view of the above comments, it is vital that the European Commission conduct a proper cost-
benefit analysis of the Liikanen Group ring-fencing proposal, should they consider this 
recommendation as a basis for future structural reform proposals. This is all the more required as the 
HLEG did not carry out any impact of its proposed measures itself. This is regrettable as it may have 
helped us understand the rationale, objective and viability of the HLEG recommendations.  
 
II -  Regarding risk assessment, the HLEG refers to the Basel Committee and EBA on-going work on 
the consistency and comparability of RWAs generated by internal models both in trading and banking 
books, and encourages supervisors to take strong and coordinated actions to fix differences in internal 
models across banks. We disagree with this approach which seems to pre-empt supervisors’ 
conclusions as to the reliability of RWAs calculated by internal models. Differences in RWAs may 
indeed come from very different sources than just inconsistencies in the modelling approaches: 
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• RWA differences on given portfolios can first stem from different market practices and 

legal frameworks across Member States: for instance, mortgage loan markets totally differ 
in France, where risk is limited by loan to revenue thresholds, from the UK, where loans are 
calibrated on the market value of the property. 
 

• A second type of difference results from the way Basel II and Basel III have been 
transposed across jurisdictions: national options in the implementation of IRB approaches 
may lead to significant differences in the resulting RWAs (e.g. definition of default). 
 

• Third, different business mixes across banks can legitimately lead to different RWAs: for 
instance, some banks are targeted to retail customers or highly rated corporates end up with 
lower RWAs. 
 

• Fourth, within the context of the Basel II framework, banks may have made different 
methodology choices in estimating IRB parameters; while these choices have all been 
validated by supervisory authorities, they may lead to significant differences in RWAs: this 
can be the case, for example, when estimating PDs « through-the-cycle » or « point-in-time », 
using LGD downturn or longer/shorter historical data series. 
 

• Fifth, different delinquency and recovery experiences across banks can impact average 
LGDs. 
 

• Finally, banks can also have diverging practices in classifying exposures in regulatory 
portfolios: for example, some banks may classify only plain vanilla corporate loans in their 
corporate portfolio, while others may also include in it highly secured specialised lending 
transactions, leading to a lower LGD in the latter than in the former. 

 
On the treatment of real estate-related lending within the capital requirement framework, we do 
not agree with the statement of the HLEG that “the current levels of RWAs based on banks’ internal 
models and historical loss data tend to be quite low compared to the losses incurred in past real estate-
driven crisis”.  Whilst this conclusion may hold for some banks, it can certainly not be generalised 
to all banks, and certainly not to the Credit Agricole Group. 
 

• The specificities of real-estate related lending in France make it a much more secured market 
segment than in other Member States: residential real estate loans are subject to high personal 
funding conditions, as well as strict loan-to-revenue criteria, and they are secured by mutual 
guarantee funds (e.g. Crédit Logement, CAMCA) which exhibit very low loss data histories 
compared to other mortgage loans. 
 

• Recent studies carried out by the French ACP, the EBA and the Basel Committee have, 
to our knowledge, not demonstrated the lack of reliability of our internal models when it 
comes to assessing capital requirements for retail risks and real-estate lending as well as 
adequate levels of  RWAs to match these funding needs. Despite the crisis, our provisions 
have always been above expected losses. 
 

• As regards the ESRB recommendation to impose loan-to-value caps to real estate loan, whilst 
we consider that the loan-to-income ratio is an appropriate measure of the client ability to 
repay the bank, we do not think that the loan-to-value ratio is an appropriate measure to 
limit the risk incurred by banks , as this ratio, which has been long used by US and UK 
banks, did not prove efficient to avoid the subprime crisis. 

 
Regarding the recommendation of the HLEG on model-based capital requirements relating to risks 
in trading-book assets, the HLEG positively refers to the on-going Basel Committee’s extensive 
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review of the trading-book capital requirements.  The European Banking Authority (EBA, May 2012) 
has also published two important sets of Guidelines in this field, one on Stressed VaR, and one on the 
Incremental Default and Migration Risk Charge (IRC) modelling approaches used by credit 
institutions. Whilst these reviews are no doubt critical for the improvement of risk analysis and the 
setting of globally coherent capital requirements on trading assets, we believe they should be dealt 
with separately from the policy debate on the structural reform  of the European banking sector. 
Regulators should refrain from anticipating the conclusions of the Basel Committee on these important 
issues. 

 
III –  Regarding the HLEG’s analysis of the proposed Recovery and Resolution Directive, we fully 
share the view that this legislation is a significant step forward in ensuring that a bank, regardless of its 
size and systemic importance, can be transformed and recovered, or be wound down in a way that 
preserve critical functions, limits contagion, protect financial stability and does not rely on public bail-
outs. 

 
Like all major European banks, Crédit Agricole group has made substantial progress in the preparation 
of its recovery and resolution plans (RRP) together with its supervisor. Our RRP already take into 
account bespoke structural adjustments deriving from the implementation of our 2011 Group 
Adjustment Plan. This planning exercise has furthermore confirmed the relevance and added-value of 
our specialised subsidiaries to serve the needs of our clients within our integrated Group model.  

 
Concerning the recommendation of the HLEG on bail-in, we share the analysis that the bail-in 
instrument as a resolution tool carries significant potential advantages, not least that it could 
significantly improve the loss-absorption capacity of a bank. It is also likely to reduce the implicit 
subsidy inherent in debt financing which in turn would improve the incentives of creditors to monitor 
the bank.  However, we also agree with the Liikanen Group that there is a need to further clarify the 
tool so as to improve its predictability. We believe that the following elements could be helpful in 
that respect: 
 

� Bail-in is a resolution tool. As such, it should be not be used before the Point of Non-
Viability has been reached and resolution triggered.  Senior creditors need to be assured 
that they will face losses through bail-in only when the bank has effectively failed.  There 
should be robust safeguards that ensure due process and avoid a capricious acceleration of the 
trigger by supervisors. We welcome in this regard, the proposed Directive’s requirement that 
the non-viability trigger for resolution is the same for all tools. Our concern about the non-
viability trigger however is that it is not defined precisely enough to provide sufficient 
certainty to investors in subordinated and senior banking debt. Moreover, the proposed goals 
of the bail-in instrument are far from clear since it could still allow a bank to resuscitate. This 
would clearly be a source of unfair competition afterwards. The single acceptable "output" 
of the resolution phase is a dismantling of the ailing bank followed by its exit from the 
market. 
 

� The resolution objectives, as provided under Art. 26 of the proposed Banking Recovery and 
Resolution directive should always be the authority’s ultimate guiding principles in 
choosing the modality in which the bail-in tool, or any resolution tool, is applied. 
 

� The use of any resolution tool, bail-in included, should be subject to the exhaustion of all 
feasible private sector measures including conversion of early-trigger contingent capital 
instruments. 

 
� The ex-ante creditor hierarchy is to be respected.  

 
� Bailing-in junior securities at the point of non- viability  might be sufficient to solve many 

distressed situations.  This might provide an effective alternative to the activation of any 
resolution tool, especially considering the current level of enhanced capital requirements. 
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� Enhanced safeguards, e.g. in the form of the possibility for a fast track  judicial review  

and appropriate protocol to prevent competitive distortions in the internal market should be 
envisaged, particularly when bailing-in senior creditors.   

 
Conclusion 

 
The policy debate on the “too big to fail” dilemma is a legitimate one and Credit Agricole Group fully 
shares the objective of policy-makers to reduce systemic risk whilst at the same time putting an end to 
the public bail-out of failing financial institutions and mitigating moral hazard. Nonetheless, in our 
view, the ring-fencing proposal put forward by the Liikanen Group would be detrimental to the 
universal banking model and the financing of the European economy as a whole as it would 
severely penalize the corporate and SMEs’ sectors and severely damage the competitiveness of 
investment banking activity, while not increasing financial stability  

 
We believe that the ambitions of policy-makers will be best achieved by adequate and harmonized 
capital and liquidity regulations, improved risk management practices within banks, a clear and 
transparent recovery and resolution framework, strict internal management topped with efficient and 
effective supervision. Through the G20 financial reform roadmap, Europe has already engaged 
in a very stringent set of reforms which will undoubtedly contribute to these key improvements. 
The priority now is the proper and globally coherent implementation of this new regulatory 
framework, which banks have already started to implement at an unprecedented rhythm.  

 
Finally, it is worth reminding that at the 18th & 19th October 2012 European Council, Member States 
confirmed their commitment to put in place the very first step of a European Banking Union, namely 
a single European supervisory mechanism. The banking union project rests on four key pillars: a 
single rule book, a single European banking supervisor, a common system for deposit guarantee, and a 
single European resolution mechanism.  Provided these are carefully designed, these historical 
measures will no doubt contribute to improving the resilience of financial institutions and the 
European financial system. 

 
Against this background, it is highly recommended that the European Commission awaits further 
structural changes that could have unintended consequences on the European banking system 
and the economy as a whole.  Efforts should focus on preserving the Single Market and avoiding 
unilateral solutions being set at national level.  
 
 

*   *   *  


