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Executive Summary 

 In general terms, Febelfin welcomes the Liikanen report for its in-depth reflections on the 

necessity of banking reforms. The Liikanen commission’s analysis on how banking models 

might have contributed to the banking crisis is supported by Febelfin but the report’s 

recommendations on how to tackle this carries unwilling effects to the banking sector and the 

economy. Febelfin remains convinced that a mandatory split-up of banking activities 

may not the most effective answer. Febelfin also refers to the July report – on structural 

banking reforms - made by the National Bank of Belgium within this context 

 The banking sector is confronted with a wave of regulatory changes of which the result 

should be a viable, sustainable banking sector that is able to finance the economy and 

safely transform its deposit base. Therefore additional structural banking reforms should be 

analysed in-depth - together with impact assessments - in order to ensure regulatory logic 

and to achieve the set-out goals. Febelfin would like to stress that the sector seems to be 

approaching a possible ‘tipping point’ where the structural banking reforms might not allow 

banks to uphold basic profitability levels and thus therefore might no longer be able to fully 

and effectively fulfil their role in financing a possible Belgian and European economic 

recovery 

 Febelfin welcomes the fact that the report acknowledges the role universal banks play in the 

financial system. The report clearly states that there is no link between the structure of a 

bank on the one hand and its performance during the crisis on the other. Moreover, the 

Liikanen group has pointed out that a decrease of diversity of the banking landscape leads to 

increased risk. This is exactly why a diversified banking landscape is necessary in which 

many banking models can coexist and allow for efficient risk management and for banks 

fulfilling their financial role 

  Febelfin is rejoiced to read that the Liikanen report does not approach investment 

banking activities in a unilateral way and that it confirms that many of these activities 

belong to a bank’s essential role of providing added value to the economy (hedging, ALM 

management, SME financing, trade finance,….) without excessive risk. Although many 

questions remain on which activities would be ‘allowed’ and which not after a separation of 

activities 

 Febelfin would like to plead for a re-evaluation of avenue one (as proposed in the report) 

since this track seems to carry more advantages and merits. This avenue seems more in line 

with the recommendations made on structural banking reforms by the previously mentioned  

report from the National Bank of Belgium 

 With regards to the proposed threshold in the Liikanen report Febelfin would like to point out 
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that – in line with the Belgian financial characteristics – the AFS (Assets for Sale) portfolio 

of banks in Belgium and Europe often includes a large share of ‘low risk’ government 

bonds which improve the liquidity but results in many types of banks (also traditional saving 

banks) to exceed the proposed threshold. This might not be the aimed for result of the 

threshold. In order for banks - that do not carry high risk activities (such as many savings 

banks) - to be left ‘untouched’, leaving out the AFS compartment or at least leaving out low 

risk type of bonds would seem necessary  

 Febelfin is convinced that specific bail-in instruments can be useful and practically 

achievable for certain banks in certain circumstances. But imposing such instruments in a 

regulatory and mandatory way would potentially lead to severe distortions in the 

functioning of the banking industry. Only after the market has been gradually used to such 

instruments, and after thorough impact assessment, can a regulatory road be considered 

 It remains vital for the EU to take into account that the European banking sector should be 

left with a sufficiently flexible framework and prospect in order to compete in the 

global financial competitive market that operates within a different regulatory framework 

 

Introduction  

 
As announced in the European Parliament November 2011, the European Commission set up a High-

level Expert Group on structural reforms in the EU banking sector. Erkki Liikanen, currently Governor 

of the Bank of Finland and a former member of the European Commission, was appointed as the 

chairman. 

The Group has been requested to conduct in-depth research on whether there is a need for reforms 

directly targeted at the structure of individual banks themselves and the banking system as a whole, 

in order to reduce the probability and impact of failure, better ensure the continuation of vital 

economic functions and elevate the level of protection for retail clients and tax payers. The group’s 

mandate was to determine whether, in addition to on-going regulatory reforms, structural reforms of 

EU banks would strengthen financial stability and improve efficiency and consumer protection. If that 

is the case the Liikanen group has the mandate to make proposals as appropriate. 

 

After a public consultation in May-June 2012, the Liikanen commission has proposed its report and 

recommendations on the 2nd of October. 

 

The European Commission is now required to take the lead in drafting proposals, taking into 

account  the findings of the group and has launched a public consultation on the Liikanen report in 

order to receive feedback from the public.  

 

This document is the point of view of Febelfin, the Belgian Financial Sector Federation, with 

regards to the Liikanen report, and assesses the impact of its recommendations on the 

Belgian banking sector and the economy.  

 

In general term, Febelfin welcomes the Liikanen report and would like to thank the High Level 

Expert Group for its in-depth reflections on the necessity of banking reforms within the European 

Union and appreciates the opportunity, offered by the European Commission to react to this report. 
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In this light it is important to mention that the National Bank of Belgium (NBB) has been mandated 

by the Belgian Federal government to draft a report on structural banking reforms in Belgium. An 

interim report has been released the 6th of July. The NBB will draft its final note on this topic in 

December. Febelfin has also drafted a reaction to the public consultation launched by NBB on this 

interim-report.  

 

General remarks  

 

Banking model 

 

Febelfin would like to refer to a phrasing within the Liikanen report.  

 

“In evaluating the European banking sector, the Group has found that no particular business model 

fared particularly well, or particularly poorly, in the financial crisis. Rather, the analysis conducted 

revealed excessive risk-taking – often in trading highly-complex instruments or real estate-related 

lending – and excessive reliance on short-term funding in the run-up to the financial crisis. The risk-

taking was not matched with adequate capital protection, and strong linkages between financial 

institutions created high levels of systemic risk.”  

 

The Belgian economy and some of its banks were struck hard by the banking crisis. As a 

consequence, the Belgian financial landscape has changed much. The fundamentals of the 

Belgian based banks are more in line with the new regulatory philosophy than the banking systems in 

many other EU member states 

 

Internal surveys – performed by an independent party assigned by Febelfin - point out that the 

Belgian banking sector has reduced its overall level of proprietary trading to very low levels 

(between 0-5% of trading income). Next to this, the Belgian loan-to-value averages in real-estate 

lending are very low (around 60%) compared to the EU-average. Furthermore, the Belgian banking 

sector is also less dependent on wholesale funding because of its relatively high levels of retail 

deposit that provide stable funding. Also, the capital buffers that have been built by the Belgian banks 

are almost up to standards with the Basel III requirements, and the balance sheets show an evolution 

towards holding significantly more traditional Belgian assets, thus reducing the exposure to risky 

foreign investments.  

 

The important question that remains is whether this evolution is structural in kind or if it is cyclical 

and caused by the economic and financial context. Febelfin believes that this shift is of a permanent 

and structural nature in Belgium and also a direct consequence of the preparatory work of banks in 

order to be Basel III compliant. The Basel committee has come to the right conclusions and imposes 

new regulation that will steer the banking sector away from high risk activities. Basel III is 

furthermore a new regulatory framework that will structurally transform banks.  

 

The banking sector is confronted with a wave of regulatory changes of which the result should be a 

viable, sustainable banking sector that is able to finance the economy and safely transform its deposit 

base. Therefore additional structural banking reforms should be analysed in-depth - together with 

impact assessments - in order to ensure regulatory logic and to achieve the set-out goals. 
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Febelfin would like to stress that the sector seems to be approaching a possible ‘tipping point’ 

where the structural banking reforms might not allow banks to uphold basic profitability levels 

and thus therefore will no longer fully fulfil their role in financing a possible Belgian and 

European economic recovery. 

  

Finally, Febelfin would like to point out that still many different national financial landscapes and 

characteristics exist within the EU. A ‘one fits all’ ex ante identification of prohibited or separated 

activity needs to be addressed within the proper context in combination with an assessment of the 

basic national financial fundamentals.     

 

Universal banking 

 

Febelfin welcomes the fact that the report acknowledges the role universal banks play in the 

financial system.  

 

“The long-standing universal banking model in Europe would remain, however, untouched, since the 

separated activities would be carried out in the same banking group. Hence, banks' ability to provide a 

wide range of financial services to their customers would be maintained.”  


“The EU banking sector is diverse, which is valuable. Banking sectors differ substantially across 
Member States, in terms of size, market concentration, foreign ownership, asset and liability structure, 
supervision, credit cycle, and public involvement. Diversity strengthens the resilience of the banking 
system as it mitigates vulnerability to systemic interconnections and promotes effective competition. 
Diversity is explicitly protected by the EU treaty “ 

 

The report clearly states that there is no link between the structure of a bank on the one hand 

and its performance during the crisis on the other. Moreover, the Liikanen group has pointed out 

that a decrease of diversity of the banking landscape leads to increased risk. This is exactly why a 

diversified banking landscape is necessary in which many banking models can coexist and 

allow for efficient risk management and for banks fulfilling their financial role. Febelfin welcomes this 

conclusion by the Liikanen report and would urge the European Commission to stick to this 

conclusion which states that a business model as such does not increase the vulnerability of a bank. 

Excessive leverage, excessive trading and overreliance on short-term wholesale funding do.  

 

The optimal structure of a financial institution also depends to a large extent on the financial 

and economic system in a Member State. For a country such as the UK for example, with London 

as a global financial centre, there can be good reasons to try to fully split up market activities and 

traditional banking, notwithstanding the complexity and the cost of this solution. Belgium and other EU 

Member states however carry their own financial characteristics and as a consequence produce 

different banking models. This leads to a diversified banking landscape for which a common 

denominator is very difficult to find.  

 

Investment banking activities  

 

In the public debate, there is some doubt about the usefulness of two specific types of banks, i.e. 

“investment banking” and “universal banking”. Today, both concepts are emotionally charged. 
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Concerning investment banking, a constructive debate will be possible only if there is no confusion in 

terminology. “Investment banking activities” has become a very laden concept. In reality however, 

investment banking activities are very broad. Investment banking in Belgium is not comparable to the 

investment banking practices of some Anglo-Saxon investment banks, and must not be treated and 

perceived in the same way. 

 

The investment banking activities in Belgium are centred mainly around activities that are directly 

linked to clients’ needs and which do not carry excessive risks. Hedging activities, facilitating bond 

placements, trade finance, corporate financing, are not risk free but are part of the essential role of 

banks in the economy.  

There is a clear difference between the latter types of capital market activities and other types of 

investment banking activities which entail high levels of proprietary trading and equity investments. 

Febelfin clearly wants to state – and its internal survey results confirm this – that this type of ‘high risk’ 

capital market activities are not a major part of the Belgian capital market activities.  

 

From this point of view Febelfin is rejoiced to read that the Liikanen report does not approach 

investment banking activities in a unilateral way and that it confirms that many of these activities 

belong to a bank’s essential role of providing added value to the economy (hedging, ALM 

management, SME financing, trade finance,….) without excessive risk.  

 

The Liikanen Report clearly states that many forms of financial activities can remain within the 

‘deposit-bank’ even after it has been obliged to split up its retail activities and trading activities. This is 

fully in line with the position defended by Febelfin, which pleads for a non-biased approach to limiting 

high risk banking activities. There remains however a lot of uncertainty in the Liikanen report about 

the exact thresholds, about the way exposures will be calculated, and even about the precise 

definitions of banking activities which would be accepted within the deposit bank. As long as these 

issues are not clarified, it is impossible to assess the impact of the Liikanen approach on banks and 

on the economy as a whole. 

 

Avenue 1 and 2  

 
The Liikanen report concludes that additional structural measures are needed within the EU banking 

sector and thereby points to two different preferred avenues that have been discussed within the 

group:  

 

 The first one (avenue 1, §5.4.1) prefers a non-risk-weighted capital buffer based on the 

trading activities in addition to Basel risk-weighted requirements for banks with significant 

trading activity. An additional capital buffer would be imposed in proportion to the level of 

deposit funding. Nevertheless, if the Recovery and Resolution Plan (RRP) is considered not 

satisfactory by the supervisor, a legal split of trading activities can still be imposed by the 

supervisor. This approach does not entail a full ex ante definition of the scope of activities that 

might be separated or prohibited. 

 

 The second solution (avenue 2, §5.4.2) consists of imposing a legal separation if trading 

activities are in excess of a threshold, without the assessment of the RRP by the supervisor. 

The supervisor will then calibrate which specific activities and its amounts will have to be 

separated to a separate legal entity. The supervisor can decide that a legal split is necessary 
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even for banks with trading activities below the threshold, if the RRP is considered 

unsatisfactory. 

 

The report states that after some debate the group has opted for the second avenue since the first 

avenue does not avoid the problem of having to define ex ante the scope of activity to be separated or 

prohibited. Nonetheless Febelfin would like to plead for a re-evaluation of avenue one since this 

track carries more merits: 

 

 This first track avoids immediate costs of separating banks’ various activities when not 

warranted from the public interest perspective and offers flexibility to their structural choices 

 The track provides more flexibility and reduces the complexity of ex ante definitions on the 

scope of activity to be separated or prohibited in comparison with avenue 2. This discussion 

has proven to be very difficult in other countries 

 The avenue imposes an additional volume-based capital requirement which addresses the 

problem of high risk-taking incentives 

 The avenue interacts with the RRP initiatives which are vital in order to prevent financial 

breakdowns and so fully acknowledges the new regulation that is being set-up 

The first avenue would further build on the transformation that the financial sector is going through by 

the implementation of Basel III, CRD/CRR IV, etc… The second imposes an additional regulatory 

level, which might be incoherent with the Basel approach..  

 

The National Bank of Belgium (NBB) also published its interim report on structural banking 

reforms. In this interim-report the NBB proposes to impose capital add-ons for banks which 

exceed certain amounts of (proprietary) trading activities in order to increase the cost of trading for 

those banks. It also proposes other ways to improve the resolvability of a bank. That proposal is 

relatively close to Avenue 1 approach of the Liikanen report, and is more adapted to the reality of the 

Belgian banking sector. 

 

While Febelfin believes that even such regulation - as proposed by the NBB - is not necessary in 

Belgium given the low levels of proprietary trading it is also of the opinion that this approach is far 

more acceptable than the preferred avenue 2 of the Liikanen approach. Febelfin wants to stress that it 

does not support limitless levels of high risk proprietary trading in banks. The Basel III framework has 

a substantial adverse effect on the attractiveness of the so-called speculative activities. However, if 

measures such as these (thus in line with avenue 1 and the NBB its recommendation) are imposed 

on a European level, such a capital add-on would not require splitting up certain banking activities and 

defining ex ante what is permitted as long as the banks refrain from excessive high risk activities.  

 

Liikanen threshold  

 

Febelfin’s reading of the Liikanen report has identified a rude threshold to define which banks could 

be subject to a mandatory separation of certain activities in a separate legal entity. The report hereby 

proposes a two-step process to identify which banks have to be split: 

 

 As a first step, a long list of “candidate-banks” is established, based on the sum of trading and 

available for sale book. Two thresholds are proposed:  

o Higher than 15 to 25% of total assets, to be further specified.  
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o An absolute level of more than 100bn € 

 

 As a second step, detailed examination, taking into account exemptions and further 

calibrations, will follow. 

 

Febelfin would like to point out that the Belgian financial landscape is very specific, because of its 

historic high levels of savings deposits. This creates a situation in which Belgian based banks carry 

high levels of deposits which provide them with a stable financial basis, facilitating credit supply. On 

top of that credit supply, Belgian banks invest part of the savings deposits in order to match the 

demand and supply of liquidity. Febelfin does not support avenue 2, but nonetheless would like to 

provide some more insight into the proposed threshold without agreeing to it.  

In fact the Belgian banking scene carries a ‘funding surplus’ (= excess savings) of available deposit 

volumes, in which the offer of liquidity is higher than the demand. This is largely as a consequence of 

the high deposit volumes in comparison to the levels of financing for the corporate sector and the 

private households. Transforming this deposit base into corporate and household credit leaves the 

banking sector with a remaining amount of available deposits.  This ‘funding surplus’ changes into a 

‘funding deficit’ as soon as public sector financing is taken into account. This deficit is the result 

of the high volume of investments that banks in Belgium make in government bonds, more specifically 

Belgian government bonds.  

This situation steers banks in Belgium towards investing their surplus liquidity in assets with 

the advantage of being less risky and liquid such as government bonds.  

 

Graph 1: Funding surplus/deficit in Belgium on a territorial basis (in millions of €) 

 

Source: Professor Nancy Huyghebaert (KU Leuven) ‘Study of the importance of deposits for the Belgian economy, in relation to 

the financial crisis’ 

These government bonds are kept in the “available for sale” book in order to keep flexibility. Despite 

their low risk and high liquidity, these assets could to lead to a situation where banks exceed the first 

threshold defined in the Liikanen recommendation. 
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Internal Febelfin research points out that classic savings banks in Belgium, who transform 

large parts of their deposit base into government bonds, heavily exceed the threshold despite 

very limited trading activities. Such banks would be subject to further evaluation by the supervisor 

even though they are not part of the envisaged group of banks that the Liikanen commission would 

target. These banks pose very limited risk to deposit holders. Such an exceeding of the threshold is 

burdensome for the banks and threatens their reputational integrity. The ‘abnormal’ case in which a 

traditional savings bank exceeds the threshold, as presented by the Liikanen group, proves that this 

threshold is not fully covering what is necessary in order to achieve its set-out goals.  

Febelfin believes that the goal of this threshold is to steer banks that carry too many risky activities 

towards a separation of these activities away from the deposit-bank in order to safeguard the deposit-

holders from this risk taking. Government bonds are ‘normally’ not considered to be a very risky 

type of asset and therefore the Liikanen threshold does not achieve its goal. On the contrary, a 

possible unintended consequence of this threshold would be that banks in Belgium sell large parts of 

their government bonds in order not to surpass the threshold which would have an adverse effect on 

the market demand for government bonds and thus raise the funding cost for EU-sovereigns. This 

situation would put pressure on government finances – which is not the objective – and raise financial 

instability. 

In a second phase, the supervisor (as mentioned in the current Liikanen report) could still decide that 

the bank should not separate its activities, but this would still impose a heavy administrative and 

reputational burden on that bank.   

Febelfin would also like to clarify that the IFRS 9 regulation, coming into effect by 2015, the 

distinction bank book, trading book and AFS would disappear. In the new regulation AFS would 

become part of the bank- or trading book depending on the intention of the bank towards its held 

assets (hold to maturity or liquid). The European Commission should take into account that regulation 

on structural banking reforms best not includes a reasoning that will be ‘outdated’ a few years after.  

Concluding: Febelfin believes that the threshold as proposed by the Liikanen group would not 

achieve its goals in this format. In order for banks - that do not carry high risk activities (such as many 

savings banks) - to be left ‘untouched’, leaving out the AFS compartment or at least leaving out low 

risk type of bonds would deem necessary. Avenue 1 as well as possible capital add-ons, as proposed 

by the National Bank of Belgium, do not carry these difficulties.  

 
Basel III 

 

In the light of the reasoning as stated above Febelfin would like to stress the importance of keeping 

existing and future regulation in mind when drafting legislation. More specifically many banks in 

Belgium carry high levels of government bond type of products, because these provide liquidity. 

Liquidity is an important new factor that has been integrated into the Basel III approach and which is 

addressed by the ‘liquidity coverage ratio’ (LCR) and the ‘net stable funding ratio’ (NSFR). More 

specifically the LCR steers banks towards holding liquid assets such as government bonds. At the 

same time the Liikanen recommendations would steer banks away from those same assets. 

Coordination between both regulations is necessary in order to avoid such a ‘split up’. As mentioned 

above also new regulation on IFRS needs to be taken into account in order for banks to be able to 

comply. 



  9 

Belgian Financial Sector Federation 
Rue d'Arlon 82 - 1040 Brussels | http://www.febelfin.be 
T + 32 2 507 68 11 | F + 32 2 888 68 11 

 
 

Because of the above Febelfin would like to plead for an integrated approach when drafting new 

regulation to avoid possible inconsistencies. A logic must be found for banks that are required to 

be more liquid but would not be able hold certain liquidity generating assets, banks that need to 

finance growth but have to raise capital buffers, banks that need to be able to attract emergency 

liquidity in times of stress but face more encumbered assets and so on… If banks are to fulfil their 

role in financing a possible EU economic recovery it is of vital importance not to further 

increase its funding costs and lower its profitability levels any further. 

 

Below, Febelfin would like to formulate its feedback and ideas with regard to some topics on which 

the Liikanen report has drafted proposals.  

Liikanen recommendations 

Recovery and resolution plans 

 

The Liikanen report points to the importance of RRP but focuses on the importance of the European 

dimension by pointing to the draft European Directive and the important role of EBA to develop 

harmonised standards. Febelfin is fully supportive of developing a recovery and resolution plan 

but stresses the need for a holistic interlinked approach when implementing these. 

 

In the light of this Febelfin identifies many advantages in the proposed avenue 1 by the Liikanen 

group which links possible separation of activities to the content of the RRP of banks, thus providing 

the necessary flexibility when interpreting the carried risky activities by banks.  

 

Additional measures for the trading book (non-risk based extra capital 

buffer or floor on Risk Weighted Assets)  

 

The Liikanen group prefers a legal split of deposit and trading activities, which Febelfin does not 

support. But in its analysis, the report also mentions the alternative solution of capital add ons for 

banks with trading activities in excess of a certain (undefined) threshold. In its final recommendation, 

the Liikanen group proposes a non-risk based extra capital buffer – within the Basel III reasoning - on 

trading activities and a split of the banks. As stated, Febelfin is convinced that capital add-ons to 

risky trading activities is an efficient and far more easy to implement instrument to avoid 

excessive risk taking by banks, in comparison to a compulsory split. In line with the 

recommendation of the National Bank of Belgium (NBB)   these capital add-ons should be 

defined within the Pillar II framework on trading activities of banks together with sufficient 

transparency on the activities that would be charged. 

 

The Basel III framework already has a substantial adverse effect on the attractiveness of the so-called 

speculative activities and the results of internal surveys show that Belgian banks are fully responding 

to these incentives under Basel III.  

 

Febelfin would appreciate the opportunity to discuss this topic further with the European 

Commission and believes such a measure should be applied within certain conditions. The relevant 

limits and criteria for applying this regulation would have to be carefully defined, if one wants it to be 

effective. Febelfin is ready to engage in an active debate on this topic in order to define a clear view. 
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EU macroeconomic supervision 

 

With regards to macroeconomic supervision the report quotes the following: 

 

“Effective macro-prudential policy needs appropriate tools. As a direct measure to limit the risks 

stemming from real estate markets, the ESRB recommends that loan-to-value (LTV) and/or loan-to 

income (LTI) caps are included in the macro-prudential toolbox.” 

 

Stability or macro-prudential supervision allows the supervisor to act whenever unsustainable 

developments in the economy or the financial markets occur. This should lead to a situation in which 

growing risks such as bubbles can be detected before they become too big and can be neutralised 

before it is too late. This kind of supervision could be a powerful instrument for more stability.  

 

However, macro-prudential supervision in itself can also cause uncertainty and market 

volatility; if it is not properly implemented. Banks will be considered as a major transition mechanism 

for stability supervision, in the same way as within the framework of the monetary policy. However, 

banks cannot collectively decide to modify their behaviour, for this would be an infringement of 

competition law. The proposed track in which wielding the loan-to-value (LTV) and loan-to-

income (LTI) could be a European supervisory instrument should be subject to further 

research and analysis. Febelfin believes that such macro-economic indicators should be wielded at 

the national level so as to take into account the national characteristics of its economic sphere. These 

parameters are very hard to extrapolate on an EU-level.   

 

Bail-in instruments 

 

Febelfin believes that the bail-in tool is potentially an important instrument to stabilize banks in 

resolution. However, the obligation for banks to comply with regulatory minimum amounts of specific 

bail-in instruments seems not appropriate for a number of reasons: 

 

 The specific design of these instruments, based on regulatory concerns will be difficult, given 

the lack of market experience. Evidence has already shown that complete standardisation will 

be very difficult, as the instruments have to be adapted to the specific risk profile of the banks 

 There is uncertainty about the potential for the development of a liquid market for such 

instruments. Traditional long term investors like insurance companies or pension funds seem 

reluctant to enter the market, as they become increasingly risk averse 

 The fact that the market lacks experience with such instruments will probably lead to 

excessive risk premiums, which will have to be paid by an already weak banking sector 

 Having such instruments could occasionally facilitate the issuing of normal senior debt, but 

only if senior debt is fully excluded from the bail-in tool. This is not in line with the proposals of 

the Commission in the RRD, and is probably not what the EC wants 

 For small banks, it will probably be impossible to issue bail-in instruments because of the lack 

of interest of investors. The possibility to replace bail-in liabilities with additional equity would 

put supplementary pressure on smaller banks and distort their competitiveness. Furthermore, 

replacing bail-in instruments with equity would create an additional layer on the capital 

requirements for banks, which would be an additional layer of complexity to Basel III 
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As a conclusion, Febelfin is convinced that specific bail-in instruments can be useful and practically 

achievable for certain banks in certain circumstances. It is one of the instruments to be taken into 

account when assessing resolution plans, among other possible instruments, like internal 

organisation, etc. It is up to the supervisor, together with the bank, to discuss which combination of 

instruments is appropriate, given the specific situation. But imposing such instruments on a regulatory 

basis for all banks would  be overshooting and would potentially lead to severe distortions in the 

functioning of the banking industry. Only after the market has been gradually used to such 

instruments, and after thorough impact assessment, can a regulatory road be considered. Such a 

regulation should be applicable to all banks in order to assure the level playing field.  

 

Holdings and subsidiaries  

  

 In case the proposal of the Liikanen group imposes a separation of banking activities into a 

deposit bank and a trading bank, the trading bank would become a sister company of the 

deposit bank. In that case, it has to be carefully assessed which are the links between 

the two banks that are still allowed. Would this be done at arm’s length? Such regulation 

can have important consequences for a bank’s operational structure and therefore should be 

accompanied by a sufficiently long transition period.   

 

 Next to this Febelfin would like to stress the fact that there is a need for clarification of how 

subsidiaries will be treated in the light of this report, if the holding company exceeds 

some thresholds. This is very important for Belgium with its high number of foreign 

subsidiaries that are vitally important for the national financing needs, but which, each taken 

separately (i.e. outside the holding company) do not necessary exceed these thresholds. 

 

Internal market fragmentation  

 

Febelfin would also like to highlight the fact that both the UK, the US, France, the Netherlands, etc… 

are working on national initiatives within the ‘narrow banking’ debate. It is up to the EU - and the 

European Commission more specifically – to guard that the EU financial internal market does not 

completely fragment as a consequence of these national regulations. Such a fragmentation of 

national structural banking reforms would go against the rationale of the Single Supervisory 

Mechanism as well as the Banking Union. How would this new supervisor be able to supervise a 

fragmented market with diverse national banking models? Therefore Febelfin would like to stress that 

the ECB is involved in possible European regulation that is being drafted in this field.  

 

In this light it remains vital for the EU to take into account that the European banking sector should 

be left with a sufficiently flexible framework and prospect in order to compete in the global 

financial competitive market that operates within a different regulatory framework. 

 

Next to this Febelfin would like to state that with regards to unified supervision it is important to 

include a sufficient and in-depth set of parameters that allow to take financial country 

characteristics into account - for example loan-to-value, loan-to-income parameters, privately held 

debt - when defining general macro-economic supervisory parameters.  
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Questions remain…  

Although Febelfin considers the Liikanen report to be balanced especially when identifying which 

‘investment banking’ activities are considered to be of high risk and which are permitted in the 

deposit bank, the report perfectly illustrates the complexity to translate a vision into practice. Given 

the different national financial characteristics in the EU and the accompanied diverse banking 

sceneries it remains very hard to find a common denominator. The general view is clear and 

straightforward but many questions remain with regards to the details. Lots of definitions, parameters, 

calibrations, etc. will have to be defined in a later stage. For example: 

 

 Defining if the first threshold to detect banks to be split is at 15 or 25% 

 Deciding on the calibration for the second step to decide if a split is needed 

 Defining what are exactly the “permitted” activities in the deposit bank 

o What is understood under market-making? 

 Defining what are “related services” to securities underwriting which should be allowed 

 Defining what is a “narrow range” for trading derivatives, which are allowed 

 Defining “hedging services to non-bank clients”, as these are allowed 

 Defining all the precise definitions of all banking activities 

 

Febelfin remains convinced that the best way forward for the Belgian banking system is not a split up 

of banking activities. Other solutions as put forward in this paper can prove to be valuable solutions 

for the core questions that have been addressed.  

 

 

 


