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Consultation on the recommendations of the High-level Expert Group on Reforming 

the structure of the EU banking sector 

Dear Sir, Madam, 

 

The European Association of Co-Operative Banks (EACB) took note of the Report of the High 

Level Expert Group (Liikanen Group) on Reforming the structure of the EU banking sector 

(‘Liikanen Report’) published on 2 October 2012.  

 

We appreciate that the Liikanen Group moved away from a strict Vickers’ or Volcker rule 

approach - as these would have serious repercussions for the cooperative banking sector- 

and has made efforts to come forwards with a suggestion that could be suitable for the EU 

banking sector. 

 

Considering that the Liikanen Report contains recommendation to the Commission we refrain 

from asking for clarifications and limit ourselves to more general remarks, and specific 

comments on the main proposal and other recommendations. Moreover, taking into account 

that any final assessments of the impacts of the proposal require significant further 

clarifications of several crucial points, we would like to highlight that at this moment of time 

our provisional comments would be as follows:  

 
 
A. General Remarks 

 

The cooperative banks subscribe to the intentions to foster prudent banking and take a stand 

against any and all forms of irresponsible, high risk banking. While we respect the mandate 

of the Liikanen Group to assess the EU banking sector and the necessity for a restructuring, 

we consider that the report and any follow-up should take account of the forthcoming 

regulatory reforms which may deem a mandatory restructuring redundant. Furthermore, 

there is a need to take account of the diversity in the EU banking sector and need for a 

sound impact assessment. 
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1. Respect and finalise ongoing regulatory reforms 

 

First, we are of the opinion that the abundant regulatory reforms under way are to a large 

extent sufficient to ensure a safe and sound European banking system and could render 

further reforms for restructuring unnecessary. The forthcoming enhanced prudential 

requirements will ensure an increased stability and efficient banking system. Moreover, in 

order to avoid systemic crises specific measures for centralised supervision are on their way. 

The upcoming proposal for a Directive on Bank Recovery and Resolution will set out statutory 

procedures and tools for controlled resolution. It will together with the Deposit Guarantee 

Scheme (DGS), which was at a stage of close compromise in first reading also foster a 

preventative mindset. It is of great importance for the financial stability to have closure of 

these files –starting with the DGS file- and avoid unnecessary overlaps. Only after the 

implementation of these reforms have taken place followed by an overall ex-post impact 

assessment, any further analysis should be made for possible new reforms. We urge to reach 

for a holistic and realistic approach in tackling the challenges and avoid a paralyzed 

legislative processes.  

 

 

2. Acknowledgement of different business models and national markets 
 

It is appreciated that the report provides a good summary of the causes of the financial 

crisis. We also welcome that the Liikanen Group has analysed the different business models 

and stated in the Report that ‘the presence of cooperative banks have found a positive 

impact on the GDP growth in most countries’ and “when determining ownership structures, 

co-operative business model may deserve separate consideration” (see remark in paragraph 

5.4.2.1). However, these efforts to understand the specificities of business models are not 

reflected in the main proposal of the Liikanen group, nor in footnote nr. 60 and seem to be 

undermined by the general conclusion that no business model has done better. We would like 

to highlight that given the specificities of cooperative business model like their ownership 

structure, co-operative banks weathered the financial crisis relatively well. It is necessary to 

acknowledge these differences in business models as it is the strength of the EU banking 

sector and necessary to maintain the integrity of the internal market.  

 

Further, next to analysis of varying business models, the differences between Member States 

are not very well reflected. We think that the whole idea of mandatory separation based on a 

simple metric “assets held for sale and available for sale” is too simplistic. The 

recommendations of the Liikanen Group and possible follow-up of the Commission are meant 

to be generally applicable to the European Union as whole. The 27 member states national 

markets are heterogeneous. Fitting a “one size fits all” solution for all European Union 

member states is, however, too general as illustrated by the following: 
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In the case of Denmark, the two largest banks operating Danske Bank 

and Nordea rank high in chart 3.4.6 and 3.4.7 that compare the trading 

volumes of selected European banks. One key reason that Danske Bank 

and Nordea and other Danish banking groups not included in the 

Liikanen report hold a rather large share of trading assets according to 

the IFRS definitions, relates to the structure of the Danish mortgage 

market with specialized mortgage banks and regular banks. 

In Denmark, funding of mortgage loans is based on issuance of covered 

bonds. Specialized mortgage banks (including subsidiaries of e.g. 

Danske Bank and Nordea) transform illiquid mortgage loans to liquid 

assets. A large part of these liquid assets show up in the regular banks’ 

trading books instead of illiquid loans in the banking book. This means 

that from an accounting perspective, trading books will seem larger for 

banking groups operating in countries with structural characteristics like 

Denmark, than for banking groups operating in countries where simple 

deposits are channeled directly to fund mortgages 

Further, a system where deposits are stored as liquid assets in the 

trading books rather than illiquid mortgage loans, should be preferable 

from the view point of simple depositors. A mandatory separation of 

e.g. market making activities of Danish mortgage bonds, into a new 

legal entity might imply unintended consequences for the liquidity of 

the system and eventually financial stability. 
 

Therefore, the main proposal of mandatory separation might end up hurting business models 

that did perform well during the crisis (like cooperative banks) and affect EU member state 

national banking markets. We therefore suggest taking into account the great heterogeneity 

of business models and national markets across the European Union. 

 

 

3. Need for thorough impact assessment  

 

Finally, the Liikanen Report does not provide for any assessment to underpin the financial 

sustainability of the ring-fenced trading entity, although this is a central issue. The 

highlighted alternatives for a separation of proprietary trading activities as proposed could be 

of interest, however the actual implications of for example Avenue 1 and 2 should be 

specified and discussed in more detail before a respective decision is taken. In addition, final 

assessments of the economic cost and impacts and the impact in terms of competitiveness of 

the EU financial sector at global level are also lacking. We consider that any options, 

scenarios and/or avenues recommended should be based on sound impact studies with a 

clear rationale.  
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B. Specific remarks to main proposal 

 

We appreciate that the Liikanen Group moved away from a strict Vickers or Volcker rule and 

has made efforts to acknowledge differences in the EU and to find a more suitable approach. 

However, we have doubts about the main proposal and method used to determine the 

mandatory ringfence of the trading activities in a separate legal entity. If we depart from the 

point of reasoning of the Liikanen Group, the cooperative sector would foresee and encounter 

serious difficulties to continue serving their clients. 

 

1. Realistic existence of a separate entity 
 

First, on the suggestion to have a separate legal entity with significant trading activities, an 

important element of the main proposal is that this stand-alone entity would not benefit from 

the group guarantee anymore. In that case, we foresee as an immediate consequence an 

inevitable rating downgrade of the separate entity by CRAs. This means it will have 

difficulties to access funding at a competitive price, even if it is adequately capitalised, CRR 

compliant.  

 

The negative consequences would be limited if the ring-fenced activities were limited to 

speculative own account trading only, since this is largely separated from customer-related 

trading activities and as such even mandatory separation could be avoided. However, the 

report includes in the scope of the ring-fenced entity market-making activities which are 

nested in the financing of the real economy. For instance these activities provide massive 

amounts of liquidity to the secondary market of sovereign and corporate bonds, for which 

they require large volumes of funding which they can have within a universal banking group. 

 

We cannot help but wonder how realistic it would be to pursue this type of activities in a 

stand-alone entity, without the guarantee of the banking group As a reminder, US banks, 

even with the Volcker rule, would continue to benefit from the intra-group guarantee for their 

market-making activities. It is surprising that the report does not consider the impact of such 

an evolution on the financing of the European economy and on the competitiveness of the EU 

at global level. 

 

 

2. Scope of Ringfence 
 

With regard to the base for determining the scope of the activities ring-fenced in a trading 

entity, we think that a clearer identification of the relevant assets is needed. The IAS/IFRS 

categories "held for trading" and "available for sale" are far too broad categories. The use of 

the IAS/IFRS categories may be difficult since IFRS are not developed for supervisory 

purposes. In the opinion of the IASB, supervisors are not even considered to be a primary 

user group. Moreover, considering that IFRS are under the exclusive auspices of the IASB as 
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a fully independent entity and undergo changes that lie beyond the control of the European 

legislator, it seems inappropriate to take them as a basis for a regulatory rule. Moreover, 

IFRS 9 is currently under review. As such, it necessary to acknowledge that whatever might 

be determined under IFRS 9 today might have completely different implications with new 

IFRS rules tomorrow. 

 

Nevertheless, our provisional analysis based on the current existing rules are that the 

IAS/IFRS categories "held for trading" and "available for sale" make us conclude that these 

standards are far too imprecise and would require further adjustments. If these categories 

would be used, the cooperative sector would foresee and encounter serious difficulties to 

continue serving their clients. These categories include positions held which would have to be 

assigned to the deposit bank like those  

 

 for or in connection with customer business 

 

 for market making: 

 

 as liquidity buffers: In this respect it has to be highlighted that the highly liquid assets 

that banks will have to hold to meet the requirements of the future Liquidity Coverage 

Ratio (LCR) under the CRR will have to be accounted as “available for sale”. It would 

therefore be inappropriate to consider those assets when determining whether a ring-

fencing is required.  

 

 for asset/liability management: Balance sheet management activities are focused on 

managing interest and term risks in the cause of the transformation process a bank 

performs. It is at the heart of banking and has the objective to keep risk profiles 

within earlier determined limits. Therefore these balance sheet management actions 

are to be allocated to the deposit bank as being fundamental for management 

purposes and not being of high risk. 

 

 for market risk management: (e.g. FX, interest) of the bank as a whole (i.e. 

derivatives) 

 

 all exposures to hedge funds and SIV’s as well as all private equity investments: we 

are of the opinion that exposures based on a regular assessment of these 

counterparties for credit risk and other risks comparable with regular commercial 

counterparties should be out of trading scope and allocated to the deposit bank. This 

refers amongst others to straightforward loans with or without collateral supplied to 

hedge funds based on credit granting criteria and procedures which also apply for 

other commercial clients. The same applies for exposures to SIV’s. With regards to 

private equity investments we refer to the common practice around the restructuring 

of existing clients. Frequently a restructuring consists of a set of new loans with 
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amended conditions supplied with a small investment of the bank in the client 

company. The ultimate goal however is to sell the investment after the 

client/company has turned around in several years. These kind of investment are 

therefore common practice and not extraordinarily risky (also because of the limited 

amounts involved). 

 

For determining the scope of the activities ring-fenced in a trading entity following the line of 

thinking of the Liikanen group, we think that – taking account of the current existing 

IAS/IFRS categories - a clearer and more nuanced definition of the relevant assets would be 

needed. It could therefore be necessary, in order to get to core of ‘eligible’ risk assets, to 

cluster the assets by business purposes. This means to use qualitative criteria such as the 

purpose of the deal or purpose of selling or repurchasing the financial asset in the near future 

or holding period (such as the clusters shown in the list above) in order to distinguish 

speculative activities from the rest. 

 

 

3. Role of cooperative central banks in decentralized groups 
 

Another problem of using the IFRS category for especially cooperative banks is that the 

interbank business is included in these IFRS categories. While it is now generally perceived 

positive to reduce interbank business, this discriminates however the business between 

cooperative banks with their cooperative central bank. Such business has to be shown in the 

balance sheet and P&L of the cooperatives as well as their cooperative central bank. To a 

large extent this business resembles the business of local branches with their head office in 

banks in the legal form of a single joint stock company which is not shown in the 

corporation’s accounts as it is “business” within the same legal entity. As such, the intelligent 

clustering by business purpose of the products within the categories "held for trading" and 

"available for sale" leads to a true and fair view of the non-real economic risks.  

 

One of the main functions of a cooperative central bank is (i) to secure the liquidity and (ii) 

the refinancing of the regional cooperative banks and its subsidiaries and specialized 

companies. For the purpose of this function up to 2/3 of the assets (e.g. repos, bonds, 

derivatives) held in the categories "held for trading" and "available for sale" may be needed 

for example, for refinancing and liquidity purpose. 

 

In its function as a central bank of a cooperative network, it  provides services which would 

not only be too costly if needed to be performed by each single cooperative bank, but which 

would also be simply to “big” and/or complex to be managed by a “small” local bank. Some 

of these services may be provided by commonly owned specialized companies of the 

cooperative sector (e.g. building society, insurance company, asset manager, and leasing 

company). Business between cooperative banks and their central bank thus includes cash 

clearing, liquidity and market risk management as well as other bank services for own as well 
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as customer business. Furthermore, in some countries cooperative central banks hold 

minimum reserves for their associated members.  

 

Moreover, the cooperative central bank is also doing some business with its own customers 

which are usually large/international corporates and financial institutions. 

 

The cooperative central banks need positions in liquidity reserve, cover pools, cash collateral 

for derivatives, repos etc. as the cooperative central banks are providing the access to capital 

markets for the whole cooperative sector/their customers. A separation of trading activities 

added to the fact that, as we understand it, the ring-fenced entity could not benefit from its 

central bank’s guarantee anymore, will weaken the cooperative sector and the central bank 

function and will even lead to a rise in funding and liquidity cost for the regional cooperative 

bank. In turn, this will lead to higher cost of financial products, which will increase hedging 

costs for customers and finally reduces the stability of the network itself. We are thus of the 

opinion that the products and services – as mentioned above - which cooperative central 

banks manage, structure and provide for their regional/local cooperative banks should not be 

taken into account when calculating the threshold in the first stage.  

 

4. Relevant asset base 
 

It is unclear on which data and analysis the thresholds for splitting the bank have been 

determined. This raises the question what the relevant combination or total assets for 

especially decentralised cooperative banking groups would be.  

 

It should be taken into account that a cooperative central bank in decentralised cooperative 

groups has many internal operations. Moreover, the regional/local cooperative banks are not 

only their non-typical “financial institutions”, but also their most important customers as 

indicated above. For these cooperative groups it is necessary for obtaining a reliable ratio 

that these internal operations are not taken into the asset base. Only the trading activities 

with external third parties should be acknowledged. 
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C. Specific remarks to other recommendations 

 

We acknowledge that the Liikanen group has also taken a close look at the wider context and 

specifically EU banking landscape in which the crisis occurred and in which a restructuring 

could take place. It should be mentioned that regulatory reforms are on its way to ensure 

financial stability, avoid real estate bubbles and ensure a proper wind down of banks.  

 

 

1. Discretion of national authorities 

 

We consider that the discretion of national authorities in the decision process to require 

mandatory separation is quite problematic as it does not provide any legal certainty and the 

fundamental rights of the banks could be infringed. We consider that this could lead to an 

unlevel playing field within the EU banking sectors and competition issues. This could be 

avoided by providing a mandate to EBA to issue clear supervisory guidelines.  

 

Moreover, additional discretionary powers for national authorities to request for separation of 

activities as a condition for the approval of recovery and resolution plans is also far reaching. 

An authority’s intervention in normal economic times on the basis that the resolution tools 

can not be applied if it did not separate certain activities is unacceptable, considering that a 

resolution scenario may never occur. These interventions in the business model violate 

fundamental rights of the banks. At least the authority should be obliged to deliver a formal 

decision, against which the credit institution should have a right to appeal with suspensive 

effect. Therefore, procedures in accordance with the rule of law should be established. 

Nevertheless, we consider that such an issue should be addressed in the remit of the 

proposal for a Crisis Management Directive. 

 

 

2. Overcoming future real estate bubbles 

 

 Risk weighting real estate lending 

 

The report mentions the need to reconsider the treatment of real estate lending within the 

capital requirements and RWA-calculations. In the light of what has happened in real estate 

markets in Spain or Ireland this is of course understandable. At the same time one must bear 

in mind, that there are significant differences within European mortgage markets, which 

reflect the different outcomes of risk weights in different parts and countries in Europe. These 

differences of markets must be kept in mind when considering measures in capital 

requirement framework of mortgages. They may indeed come from very different sources 

than just inconsistencies in the modelling approaches as reported by the Liikanen Group. 

RWA differences on given portfolios can stem from the following: 

 



 

European Association of Co-operative Banks  
Groupement Européen des Banques Coopératives 
Europäische Vereinigung der Genossenschaftsbanken 

 
 

9 
 

 First, different market practices and legal frameworks across Member States.  

 

As an example, 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. 
 

 Secondly, it 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). 

 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. 

 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. 

 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. 

 

The Groups finding concerning differences in calculations of similar risks can be explained by 

the multitude of ways the authorities in different countries have assessed the IRB-

parameters banks are using. The statement of the Liikanen Group that current levels of RWA 

based on banks’ internal model is quite low is certainly not applicable to all banks, and 

certainly not to members of the EACB. The risk very much depends on e.g. the legal 

structure in the different countries setting the framework for mortgage loans and the 

economic situation (recession or expansion). Therefore, we consider that an investigation of 

risk weights on mortgage loans via the Basel Committee could be a solution possibility as 

way to move forward.  

 

 

 Cap on LTV/LTI 

 

The suggestion concerning the introduction of macroeconomic the LTI/LTV ratios in the 

context of mortgage credit to limit the risk in the real estate market are questioned. We 

consider that fixing these ratios at a macro -level would be an interference with the lender's 

business strategy and risk management. Thus, those ratios should be used in a flexible 

manner. There is no “one size fits all” figure which could be appropriate for every borrower 
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and all national markets. 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. 

 

The ratios are only a part of a wider exercise of credit granting decision (e.g. sometimes 

collaterals differ to the property being purchased that can be used, such as guarantees or 

deposits; also, there are many different factors that should be taken into account when 

assessing creditworthiness of the borrower). Lenders should be responsible for determining 

their own ratios within the framework of their own risk policy.  

 

At the micro-level, especially when it comes to consumer protection aspect, the introduction 

of such ratios might lead to unintended consequences. In the context of over-indebtedness of 

individual borrowers, the use of ratios may lead to: an increase in unsecured consumer 

credits instead of mortgages (the cap is financed by personal/consumer credit); difficulties in 

accessing housing for ‘first time buyers’.  

 

As an example in Sweden an “85 % LTV-cap” has been introduced for 2 

years, and has lead to numerous difficulties. 

 

In some cases customers might have temporarily a good reason to look for a high LTI-ratio, 

e.g., in the case of buying a new house before selling an old one, which means having two 

mortgages at the same time for a limited period. However, especially when the aims is to the 

prevention of over-indebtedness by individual borrowers and thus limit the risk stemming 

from real estate markets, the situation might be just opposite. Therefore we consider that in 

order to prevent a future housing bubble, setting ratios for the LTI/LTV at the macro level is 

not a suitable way. It is necessary for the national supervisors to play their role at the micro 

level. 

 

 

3. Bail-in 

 

The Liikanen Report suggests that “the bail-in requirement ought to be applied explicitly to a 

certain category of debt instruments.” It is not clear from this statement whether it is 

necessary to issue a specific tier of “new” bail-in able debt instruments or that categories of 

liabilities with bail-in features as those required under the forthcoming Bank Recovery and 

Resolution Directive may be used for the bail-in tool. We think it would be preferable to have 

a wide scope of eligible instruments for bail-in which must be, however, clearly defined and 

free of ambiguity and any legal uncertainty. 
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Despite this unclarity, we would like to make some preliminary remarks. First, if a proposal 

for restructuring ‘à la Liikanen’ is proposed it should not have any impact on instruments 

already issued (i.e. also those which are issued before the entering into force of the so-called 

Crisis management Directive).  

 

Secondly, if there is a need to create a new category of bail in instruments, it would be 

preferable when banks are in the position to issue new bail-inable bonds, that all existing 

instruments, new to be issued instruments and non bail-inable senior bonds would represent 

the basis for the ‘standard’ credit rating. Moreover, it would be strongly desirable that if 

existing instruments (AT1 and possibly also T2-instruments) are used for a possible bail-in 

tool that these shall be those categories as required under the Crisis Management Directive. 

In addition, it should be taken into account that when specific existing bonds are labelled 

bail-inable, the amount of bail-inable instruments might be much higher than required. 

 

Furthermore, we would like to highlight that the introduction of a new class of instruments 

would add to the fragmentation of the market and would cause the funding cost for bank 

(and consequently borrowing cost for clients) to increase further. Moreover, the application of 

bail-in instruments to small cooperative banks is quite problematic, as not all resolution tools 

may be applied in the same way to all credit institution. For example, it would go against the 

cooperative principle of “one member, one vote”, irrespective of the amount paid or the 

amount of shares held in cooperative banks, that one member may never have more than 

one vote in a voting. In those cases bail-in instruments can only be written down and not 

exchanged into equity instruments. This results that investors can never have the benefit of 

an upward potential.  

 

As regards the suggestion that the restriction that bail-inable debt should be held outside of 

the banking system, we think this tightens up the bail in scope in a way, which could lead to 

serious consequences such as higher tariffs as well as scarcity in available funding. A problem 

could arise for especially decentralised cooperative banking groups that have a big part of - 

bonds held within the banking system. At the same time there are new regulations for 

example regarding insurance companies, which also restrict their possibilities to invest in 

bonds. These changes must be kept in mind when designing the bail-in tool. If banks and 

insurance companies are discouraged or prohibited from buying bank debt, then mainly 

short-term debt investors would be left in the market. Policy-makers must bear in mind that 

it will be extremely difficult for banks to find new investors to manage their funding and have 

a dramatic impact on related costs. Naturally, this has a 1:1 impact on the credit supply to 

the economy and the cost of credit for the economy. Therefore, the specific characteristics of 

decentralised cooperative banks should be taken into account 
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4. Intra-group exposures 

 

In the report on p. 105  intra-group exposures are mentioned without any specific 

explanations what this could mean. When assessing the possible changes in this respect one 

ought to acknowledge the existing cooperative banking groups and their internal solidarity 

schemes, which have proved to be resilient models. New restrictions in this matter should 

thus be properly considered and assessed taking into account co-operative solidarity 

systems. 

 

 

 

 

In conclusion, we agree that the Liikanen Report should be seen as ‘part of an ongoing 

debate’ as stated by Commissioner Barnier. The Liikanen report provides for very general 

and broad recommendations which are neither clearly justified nor backed by a proper 

cost/benefit analysis. It is without doubt that further reflections are necessary to find the 

adequate solution for the EU, respecting the variety of banking models and taking into 

account of the specificities of co-operative banking groups.  

 

We thank you for taking our concerns into account. 

 

We remain at your disposal for any further requests for information or questions. 

 

Yours sincerely,  
 

 

            

 

Hervé Guider         Volker Heegemann  

General Manager        Head of Legal Department 

 

 

 


