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On 2 October 2012, the European Commission published the Liikanen report on reforming the 

structure of the EU banking sector, for consultation. 

In principle, the European Federation of Building Societies (EFBS) welcomes the discussion thereby 

launched for the first time at European level on which measures are necessary to stabilise the EU 

banking sector. The multifarious measures so far, especially in the field of the regulation of contract 

law for mortgage credit, the transposition of the Basel III decisions, the proposal for a Directive on 

recovery and resolution, the proposals for Regulations establishing a Single Supervisory Mechanism, 

etc., have not dealt with the real causes of the crisis. In this respect, we expressly welcome the fact 

that now, nearly five years after the outbreak of the crisis, the EU is addressing this topic. 

The EFBS considers that the Liikanen report successfully portrays the development of the financial 

market crisis. The EFBS particularly welcomes the fact that the Liikanen Group states for the first 

time in a European document for the European Commission that the mortgage credit practice, as has 

hitherto been and still is customary in the United States, is the trigger for the worldwide financial 

crisis. Granting credit through unregulated credit intermediaries in the United States, the political will 

of the US Government also to finance own homes for sub-prime credit customers without equity, 

lack of creditworthiness testing and the expectation of constantly rising property prices, associated 

with high loan-to-value ratios and refinancing by selling on the claims through complex securitisation 

techniques were the cause of the crisis, for which solutions now have to be found. 

Although the financial market crisis originates in mortgage lending in the United States, the 

proposals for solutions drawn up by the Liikanen Group to separate the relevant proprietary trading 

from the retail business of a credit institution were already introduced two years ago in the context 

of the implementation of the Volcker rule and the general ban on proprietary trading in the USA. The 

United Kingdom too is already more advanced in this respect. The implementation of the proposals 

of the Vickers Committee, with the approach of ring-fencing the retail business, has already 

progressed further there. It is surprising that the European Commission did not already launch these 

discussions earlier, as in the recent past it has always drawn inspiration from ideas from the Anglo-

US sphere regarding the introduction of rules for responsible lending or ideas regarding the 

introduction of a sub-prime market in 2005. 

In the opinion of the European Federation of Building Societies, the discussion on the stability of the 

European banking sector should not be conducted in isolation, but the linking and networking 

between credit sector and insurance sector should also be taken into consideration. The EFBS 

considers it absolutely essential that now, after the Green Paper on Shadow Banking of March 2012, 

the European Commission also subjects this sector, which is relevant for the financial industry, but 
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hitherto unregulated, to binding regulation similar to that which has already been standard for the 

credit industry for some time. 

The members of the European Federation of Building Societies would like to make the following 

comments concerning the details of the Liikanen report. 

1.  Separation of proprietary trading 

By way of analogy with the Volcker rule from the United States, the Expert Group comes to the 

conclusion that credit institutions’ relevant proprietary trading should in future take place through a 

separate legal entity. 

However, unlike the Volcker rule, the proposals of the Liikanen Group provide for this necessary 

separation from the credit institution’s other deposit business only if the proprietary trading accounts 

for a significant share of the credit institution’s overall business. In the opinion of the Liikanen 

Group, a significant share would be reached if it attained 15% to 25% of the total assets or a total of 

at least EUR 100 billion. In a concrete footnote, it is also clarified that these requirements for the 

separation of proprietary trading from other credit business is to apply to all business models of a 

credit institution. It is thereby expressly clarified that this is also to apply to the business model of a 

cooperative bank.  

The members of the European Federation of Building Societies already work under a separated 

banking system, since the Bausparkassen are prohibited from carrying out certain banking 

transactions under their national Bausparkassen Acts. In principle, Bausparkassen are credit 

institutions and are subject to the general principles of banking law like any other credit institution, 

but the national Bausparkassen Acts provide for the restriction that Bausparkassen may only accept 

savings deposits and grant housing credit. Securities transactions, other retail banking (consumer 

credit, credit card business) or even payments may not by offered by Bausparkassen. In addition, 

proprietary commitments of the Bausparkassen on the capital market are subject to massive 

restrictions; for instance, the Bausparkassen in Germany are permitted to invest only surplus 

collective funds in investments eligible for trusts. Under the German Act, these investments eligible 

for trusts include, for example, loans to EU and EEA States. 

The background to this restriction is the protection of the building-for-home-loan savers and the 

collectivity against risky financial transactions by the Bausparkasse.  

This restriction exists in practice in all six EU Member States where the Bausparkassen are regulated 

by special legislation. 

The EFBS supports the proposals of the Liikanen Group with regard to the separation of significant 

risky proprietary trading within the meaning of the proposed definition. The proposal devised by the 

Liikanen Group on this subject is an acceptable compromise solution between the systematic ban 

under the Volcker rule and the nevertheless rather one-sided ring-fencing of retail business under 

the British proposals of the Vickers Group. 

In the opinion of the EFBS, however, it is important in the context of concrete implementation that 

clear standards are devised for the supervisors as to from which reference date and from which 

volume proprietary trading may be carried out by a separate legal entity. The proposed threshold 

value of the significant proprietary trading of a credit institution may fluctuate over a period of time. 

It is therefore necessary that in this respect concrete periods are determined for establishing 

whether the credit institution engages in significant proprietary trading. 
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In the case of any further drafting of provisions for the mandatory separation of the significant 

proprietary trading, it is also essential, in the opinion of the EFBS, to continue to follow the narrow 

approach to the definition of proprietary trading according to the Liikanen Group. Risky proprietary 

trading to be separated should under no circumstances be defined as proprietary trading by buying 

up government bonds. In addition, the definition of proprietary trading should focus on the specific 

individual risks of the transactions. 

2.  Recovery and resolution provisions 

The Expert Group proposes that it is absolutely essential to create uniform recovery and resolution 

provisions at European level. In this connection, the Expert Group expressly supports the European 

Commission’s proposal for a Directive on crisis management. The EFBS members also welcome in 

principle the creation of differentiated rules alongside the ‘standard’ national insolvency provisions, 

the application of which is ill-suited to credit institutions. 

However, the details of the very comprehensive proposal of the European Commission on crisis 

management with its multifarious suggested solutions should be assessed in a more differentiated 

manner.  

In principle, the members of the EFBS are of the opinion that in the case of this proposal for a 

Directive too, the diversity of credit institutions, the existing specialised credit institutions, such as 

the Bausparkassen or the Pfandbriefbanken, but also the other institutions regulated by specific 

legislation, such as the building societies in the United Kingdom and Ireland and the savings banks 

with their public owners and the cooperative banks, must be considered alongside the universal 

banks, which as a rule are operated as public limited companies. It is true that the requirements 

regarding the drawing up of recovery plans by the credit institution are certainly advantageous, since 

the respective institutions are better prepared if necessary in the event of crisis. However, the 

proposal for a Directive should be specified so that the provisions on drawing up recovery plans 

relate proportionately to the business of the credit institution and the respective particularities are 

considered accordingly. In this respect, it is obvious that institutions of systemic importance 

operating internationally should have to comply with far higher requirements regarding the drawing 

up of a recovery plan than credit institutions operating only on a regional basis or which already 

have a field of business restricted by law, like the Bausparkassen.  

In addition, the EFBS members are of the opinion that the recovery plans should be drawn up in 

more detail. Giving responses to future purported crisis situations many years in advance is well nigh 

impossible.  More essentially, it should be a matter of listing possible ideas for countermeasures to 

be able to establish more easily which instruments are suitable to overcome any problems arising. It 

should also be essential that the requirements for the drawing up of recovery plans contain 

emergency plans which for example facilitate getting into contact with decision-makers in the event 

of crisis. Experience has shown that at least at weekends it must be possible to reach 

representatives of the management, the owners, the supervisors and possibly the lenders in order to 

take rapid decisions. This should in any case be a mandatory component of recovery plans. 

In the observations of the Liikanen Group on crisis management, it is explained that in the event of 

crisis special attention will be paid to the segregation of retail banking activities from trading 

activities in order to be able to wind down trading activities more simply and more quickly. In 

particular, it should be possible to wind down derivatives trading in order ultimately to have 

sufficient funds for the credit institution to recover and to secure the deposits business. 
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In this connection, the EFBS calls on the European Commission, the European Parliament and in 

particular the Council to resume the discussions started on the reform of the Deposit Guarantee 

Scheme Directive and to take up the proposals of the European Parliament with regard to risk-

commensurate funding of deposit guarantee schemes in order to further develop and reinforce the 

existing national deposit guarantee schemes in the EU. The EFBS therefore calls for placing the 

deadlocked discussions on the reform of the Deposit Guarantee Scheme Directive at the Council 

immediately back on the agenda and for considering the cross-party decisions of the European 

Parliament. 

We decisively reject the creation of a uniform European deposit guarantee scheme and a European 

agency for deposit guarantee already repeatedly put forward by the European Commission. This 

leads only to a redistribution of the funds in the deposit guarantee fund, implies greater moral 

hazard for credit institutions, leads to a communitisation of liability and thereby reduces the 

responsibility of the institutions and the Member States for themselves. 

3.  Bail-in  

In this connection, the Expert Group refers to the importance of the bail-in instrument of the 

Commission’s proposal for a Directive on crisis management and explains that such bail-in 

instruments, i.e. the possibility to write down claims or convert claims to equity in a credit 

institution, increase the loss-absorbency ability of the banks. The fact that claims are written down if 

the debtor defaults is in fact self-evident. Creditors therefore have an interest for their claims 

accordingly to be enforceable and secured as far as possible. If no collateral is possible, this is 

reflected in the price of the investment. 

In this connection, claims secured in rem and covered deposits should always be exempted from 

application of the bail-in. 

The European Commission proposed in connection with the introduction of the bail-in instruments 

that it should be mandatory for credit institutions to issue a certain proportion of debt instruments as 

bail-in claims in order in this way always to be able to write off a minimum proportion of claims as a 

risk buffer. Such a compulsion for credit institutions to issue unsecured depts can only work, 

however, if there are sufficient investors who then purchase these instruments. The corresponding 

compulsion would have the consequence of corresponding prices that credit institutions would have 

to pay to meet these legal requirements. Investors will acquire such claims only against a high 

interest premium which ultimately necessarily has to be paid by the credit institutions. Moreover, an 

institution which can refinance on a permanent basis has no need at all to issue ‘bail-inable’ debt 

instruments. 

The EFBS therefore rejects the proposed compulsion to issue a certain proportion of ‘bail-inable’ debt 

instruments. 

It is important in this connection that, as the European Commission proposed, certain claims can be 

settled as a priority and that a comprehensively harmonised ranking is organised. 

4.  Strengthening capital 

The Liikanen Expert Group also calls for the European Commission, in the context of the reform of 

the trading book contemplated by the Basel Committee, to consider whether these reforms are 

sufficient for the credit risk of credit institutions in the EU. In this connection, the EFBS is of the  
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opinion that it is first necessary to await the results of the impact assessment announced for 2013 

and the corresponding proposals by the Basel Committee in this respect. 

Furthermore, the Liikanen report contains the presentation as a whole of the recommendation of the 

FSB (Financial Stability Board) to specify in future maximum loan-to-value ratios (LTV) and loan-to-

income ratios (LTI) for micro and macro prudential supervision. No concrete figures are given, 

however, in the further course of the report. 

Restrictions with regard to the granting of mortgage credit in relation to the loan-to-value ratio 

already exist in a large number of EU States (including in Sweden, Germany, Austria, etc.). For the 

Bausparkassen in Germany, for example, it is stipulated that housing loans may be granted only up 

to a loan-to-value ratio not exceeding 80%. The German Pfandbrief Act provides for a restriction for 

Pfandbrief-eligible loans of a maximum of 60%. However, there are differences in the EU in the 

calculation and establishment of this loan-to-value ratio. In this connection, we refer to the proposal 

for a Directive on credit agreements relating to residential property. In the deliberations of the 

European Parliament on the subject, the task is assigned to the EBA to draft corresponding general 

standards. 

The EFBS therefore proposes awaiting the corresponding legislative procedure and the considerations 

possibly then drawn up by the EBA on determining the loan-to-value ratio. 

5.  Governance  

The Liikanen Group also proposes reinforcing and adapting the corresponding rules on governance of 

the bank. In this connection, the Expert Group calls for strengthening risk management, drawing up 

and adapting remuneration rules for the management and staff and adopting rules aiming to 

improve risk disclosure and strengthen supervisors’ sanctioning powers. 

In the risk management context, there is a call to transpose the CRD III and IV provisions uniformly 

throughout the Member States. In this connection, we call for the Basel standards to be transposed 

accordingly not only by the credit institutions in the EU, but also at international level, especially by 

the US banks. 


