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Contribution to “Consultation on the recommendations of the High-level Expert Group 

on Reforming the structure of the EU banking sector” 

 

Thank you for allowing us the opportunity to participate in the consultation process on the 

results of the Liikanen report. We are pleased to do so.   

 

We welcome the fact that the Likaanen Group has concentrated comprehensively and spe-

cifically on the structural risks in the financial system. A formulation specifically focusing on 

the risks of proprietary trading and of “too big to fail” banks is actually overdue. Instead, EU 

policy hitherto has been to issue new regulatory standards for all banks, irrespective of 

whether or not they can withstand a crisis and whether or not they have a sound business 

model. We hope that, in future, the European Commission will adopt the spirit of the Lii-

kanen report, which is to set up risk-specific regulation. 

 

We advocate for implementing the regulatory provisions already agreed on and to carefully 

observe their impacts before aiming at the development of further incisive measures. How-

soever, it is indispensible to respect and to consider the crucial importance of universal 

banking business models for the economy of the European Member States.  

 

Business models of European financial institutions  

 

We are surprised at the statements of the Liikanen report that none of the business models 

pursued by financial institutions in Europe during the crisis stood out particularly positively 

or negatively.1 At several points, the report laments the fact that the service provided by the 

financial institutions distanced itself from the real economy, that the significance of con-

sumer credit to bank business was declining, so the significance of the net interest income 

compared to other commission was also declining, and that the focus on proprietary trading 

was increasing (pages 13, 15 and 16). This development described quite definitely did not 

apply to the regional financial institutions. The proportion of consumer loans and customer 

deposits by non-banks at German Savings Banks has been relatively steady in the past, at 

                                                           
1 „… 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“ (iv). 
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60-70% of the balance sheet total. Net interest income still remains the most important 

source of income for savings banks and accounts for around ¾ of their ordinary income2. 

Net interest income rose slightly by €0.2 billion to €10.5 billion at the Landesbanken, repre-

senting their greatest earnings factor at a proportion of 94.5% of operating profit (com-

pared to 84.4% in the previous year) 3. 

 

It can therefore be clearly stated that German Savings Banks  were not negatively conspicu-

ous during the crisis, either for “excessive risk taking” or for “excessive reliance on short 

term funding”. The Landesbanken have fundamentally realigned their business models. The 

business model of the regional German financial institutions has proved its worth beyond 

doubt. In this respect, it is regrettable that neither German Savings Banks nor German coop-

erative banks, which pursue a similar business model, have been included in the Group’s 

sample.  

 

With regard to the business model of the Landesbanken, we concur with the Group’s analy-

sis in some aspects only. It is correct that some Landesbanken have taken up comprehen-

sive refinancing funds against the background of the lapse of the maintenance guarantee 

and of public funding in the event of default. This was not the case with all Landesbanken. 

Where it did apply, it arose from the uncertainty of how the changed situation would affect 

the refinancing of the financial institutions. Other groups of financial institutions also car-

ried out a substantial volume of such transactions without this structural interruption. How-

ever, restricting analysis of all Landesbanken to this aspect, as was the case in the report in 

question, would not go far enough and would not do justice to the significance of the Lan-

desbanken to Germany as a business location. Landesbanken alone account for around 23% 

of loans to German businesses totalling €997 billion (as at 30 April 2012)4. The proportion 

of loans to local authorities by Landesbanken amounts to around 29%5. At 47%, lending to 

non-banks accounts for around half of lending business. 

 

Separation of banking operations  

 

We expressly concur with the approach of the Liikanen Group that no blanket separation of 

areas of banking function should be undertaken, and, in particular, that blanket separation 

should not be applied to retail banking and customer transactions - as the Vickers Report 

anticipates - and that this should not entail additional regulatory demands and business 

policy restrictions. Such a separation and additional capital requirements for retail services 

create huge misguided incentives and we therefore utterly reject it.  

                                                           
2 See also “Network business development in 2011” (no author named) (2012) in Zeitschrift für das gesamte 
Kreditwesen (Journal for the entire financial industry), vol. 65, Iss. 7, pages 338-341 
3 German Bundesbank, monthly report for September 2012, page 18 
4 c.f. Bundesbank, banking statistics  
5 ibid 
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However, we welcome the fact that the Liikanen Group is giving prime consideration to par-

ticularly risky sections of investment banking, particularly proprietary trading and transac-

tions with shadow banks. It is also very wise to address the “too big to fail” problem. Care 

must be taken that only proprietary trading positions with short-term prospects of achiev-

ing profit are used in the specific structure. On the other hand, neither long-term proprie-

tary positions in securities (i.e. banking book) nor short-term transactions, which e.g. result 

from customer transactions to hedge risks, may be defined as proprietary trading. If a finan-

cial institution holds a corporate bond over the long term, this is for the purpose of risk di-

versification and is also financially equivalent to direct lending. Thus the classification of the 

positions as “available for sale” within the meaning of the IFRS may not be relevant, as cor-

porate bonds and other securities which are not held with the intention to achieve a profit in 

the short-term fall into this category. On the contrary, the first criterion of examination must 

solely involve allocation to the trading book.  

 

The picture can also be distorted by consideration of the reference date as takes place in the 

report. Risk variables and balance sheet items can be subjected to extreme fluctuations de-

termined by the reference date because of external factors. Average figures create a more 

realistic picture. 

 

We also agree with the report that capital requirements are insufficient for trading book 

risks. For a long time now, we have been critical of the fact that direct lending faces regula-

tory disadvantages compared to trading book transactions. Various studies show that the ex 

ante calculated capital requirements compared to ex post write-downs tends to be too high 

for banking book transactions and too low for trading book positions.6 Basel III reduces this 

distortion, but does not eliminate it. 

 

In the case of transactions relevant to separation, the distinction between the activities of a 

deposit bank and a pure trading unit must be expressed more clearly and the necessities for 

credit institutions working together in a networks (i.e. financial networks) in the lending 

sector included. The list of positives for a deposit bank should include transactions with 

other banks which arise as hedging for an original customer transaction. This also applies to 

market-making activities based on a clear customer relationship from transaction within the 

financial network. As cash and derivative positions increasingly have to be used for internal 

balance sheet and liquidity management due to regulatory requirements for the purpose of 

stabilising the financial market, they should not be classified as trading operations either. 

 

 

 
6 e.g. Erlebach, J./G. Grasshoff/T. Berg (2010) “Die Effekte von Basel III” (= The effects of Basel III), Die Bank: Zeit-
schrift für Bankpolitik und Praxis (= The Bank Journal for banking policy and practice), Vol. 10(10), pages 54-58 
and Kaserer, C. (2012) Auswirkungen der CRD IV auf die Unternehmensfinanzierung (= Effects of CRD IV on cor-
porate finance), Vereinigung der bayrischen Wirtschaft e.V., München (= Bavarian business association) Munich 
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Leverage ratio  

 

Contrary to the Liikanen report, we reject demands for a higher general leverage ratio. The 

leverage ratio always disadvantages low-risk transaction in the event of doubt, without dis-

tinction.  It can only be justified in the case of assets with an extremely high valuation uncer-

tainty, if at all.  

 

However, as stated in the report, a separate leverage ratio would be conceivable for trading 

book risks and valuations from internal models. Contrary to a simple leverage ratio, this so-

lution has the advantage that (i) sensitivity to risk outside the trading book is maintained 

and (ii) an incentive still exists for trading book operations to develop good risk models, 

forcing buffers, but also minimum capital for trading activity, to be held. 

 

Mortgage loans 

 

Based on our experience with mortgage loans, we think it is right that the Liikanen Group 

addresses the subject of mortgage loan standards. German Savings Banks have always exer-

cised caution when granting mortgage loans. Loans, the total of which even exceeded the 

value of the property (LTV > 100%), as is common in the USA, have not been granted in the 

past and are not granted now. Similarly, German Savings Banks have advised customers 

against taking out property loans if they have insufficient income to repay them credibly.  

 

The usual standards for the granting of mortgage loans in Germany (particularly the Regula-

tion governing solvency [SolvV], Regulation on the Determination of the Mortgage Lending 

Value [BelWertV] and savings bank investment regulations), and cautious, risk-conscious 

behaviour by the financial institutions have contributed to the fact that Germany has had 

stable housing market prices for years.  This also includes the firmly anchored fixed interest 

rate culture in Germany, which enables borrowers to plan their commitments reliably, par-

ticularly with regard to property finance. The solid standards applicable to the grant of loans 

which exist in Germany have proved to be successful and could serve as an international 

blueprint. The DSGV does not regard any further stipulations to be necessary, for Germany 

at least. In particular, a hard loan-to-income ratio must be regarded extremely critically be-

cause it would entail additional bureaucratic burdens and would remove flexibility from the 

special relationship with the borrower’s bank. 

 

Recovery and resolution of financial institutions 

 

Like the Liikanen Group, we think that a legal framework for the recovery and resolution of 

financial institutions is necessary. However, we feel it is necessary to focus on major sys-

temically important financial institutions. This would ultimately also correspond to the pro-
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posal by the Financial Stability Board (FSB) on the “Key Attributes of Effective Resolution 

Regimes for Financial Institutions”, which restricts the scope of application of such a regime 

to systemically important financial institutions, particularly to financial market infrastruc-

tures (FMIs) and domestically incorporated global SIFIs (G-SIFIs).  

 

Under the FSB proposal, the obligation to draw up recovery and resolution plans must also 

be applicable to such financial institutions only. It seems expedient to draw up such plans 

for the G-SIFIS and financial institutions which the national supervisory authorities feel 

should be classified as systemically important. In the case of such financial institutions, such 

plans can help to guarantee the manageability of the institution in crisis situations and, in 

particular, facilitate direct reaction to imminent acute crises. 

 

We feel that it is disproportionate to introduce supervisory authority powers of intervention 

by making structural changes in the financial institution or group of institutions, which 

should facilitate their resolvability potential. This ignores the fact that the financial institu-

tion is currently in a healthy state. The draft by rapporteur Hökmark in the European Parlia-

ment also criticised this approach in the directive establishing a framework for the recovery 

and resolution of credit institutions and investment firms (Crisis Management Directive - 

CMD) and significantly moderated the planned measures. We are of the opinion that the 

approach of the OECD to non-operating holding companies represents a practical alterna-

tive in this context. Instead of active deconstruction of existing financial institutions, it 

makes provision for an allocation of own funds stipulated in advance. This enables financial 

institutions to be able to work efficiently beyond a crisis. In a crisis, this means that own 

funds cannot be used to support non-essential functions.  

 

Considerable doubt also exist about the Liikanen Group proposal concerning bail-in. The 

tool which also represents a substantial CMD proposal is rightly criticised for several rea-

sons: 

 

It is doubtful whether and to what extent investors wish to purchase special bail-in liabilities 

from the financial institutions. In this respect, it is to be anticipated that financial institu-

tions regarded as “too big to fail” will have a significant refinancing advantage in future. 

Particularly small financial institutions and those which only operate regionally will find it 

difficult to find purchasers for such investments.  

 

It can already be anticipated that investors will wish to be compensated in the form of a sub-

stantial risk premium for the possibility of writing off or converting their receivables and the 

concomitant less favourable treatment compared to the other creditors of the financial insti-

tution in a crisis. Depending on the volume of the bail-in receivables to be held, this may 

well entail substantial refinancing disadvantages for the financial institution.  
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Even if it was possible to attract investors for these financial instruments, this situation 

might also be exacerbated by the restricted group of purchasers of bail-in liabilities pro-

posed by the Liikanen Group. It is planned that they should only be purchased by non-

banks. The very proposal that life assurance companies and funds should purchase these 

instruments might lead to contagion in the insurance industry in the event of a crisis, which 

could be disastrous for those with pensions provision.  

 

Deposit guarantee scheme 

 

The Liikanen Group utterly doubts the efficiency of the existing deposit guarantee schemes. 

Such a generalisation is not possible in this context. Systems also exist within EU Member 

States which are adequately pre-financed. 

 

In addition, DGS systems are not specifically created to compensate for the consequences of 

systemic crises in the financial market. 

 

Nevertheless, the deposit guarantee schemes established to save financial institutions (i.e. 

institutional protection schemes) have sustainably strengthened consumer confidence in 

the stability of the financial community during the crisis. 

 

Therefore the conclusion of the Liikanen Group that a specific pan-European fund as a de-

posit guarantee scheme should create additional stability and security cannot be verified. 

Particularly a large number of independent, regionally limited guarantee schemes might 

create a firewall in a crisis and limit the risks of contagion.  

 

Corporate governance 

 

Insofar as the Liikanen Group criticises the corporate governance of European banks in gen-

eral, we wish to take this opportunity to state again that Savings Banks in Germany have 

proved very stable, not only due to their regional business model concentrating on the real 

economy, but also due to their established corporate governance structures. 

 

The general statement in the Liikanen Group report that a “shift of bank activities towards 

more trading and market-related activities has made banks more complex and opaque and, 

by extension, more difficult to manage” is therefore not correct either in this general con-

text. It is fundamentally correct that rules to be observed in connection with banking trans-

actions are becoming increasingly complex, including due to the increasing regulatory de-

mands. Where banks and savings banks conduct banking transactions directly for their cus-

tomers as they have done and thus do not conduct any highly risky virtual capital market 

transactions, this must also be observed in future requirements for the corporate govern-

ance of financial institutions within the scope of the proportionality principle. The measures 
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to improve corporate governance anticipated by CRD IV at EU level already largely take ac-

count of the proportionality principle, which is expressly welcomed by the German Savings 

Bank Finance Group. Appropriate account should be taken of this principle in future too. 

 

Consideration of the multiplicity of organisational structures of banks in Europe is also an 

expression of the proportionality principle. Although the fact that the Liikanen Group has 

presented the corporate and legal structures of banking groups in accordance with the IIF 

(2012) study in Appendix 5 is to be welcomed in this respect, unfortunately the Liikanen 

Group, like the IIF Study, has failed to make the effort to highlight the shabby treatment of 

the administrative structure of the cooperative banks, Savings Banks and their associates in 

Europe. Their structures tend to be unknown in many sectors of European administration 

and are thus sometimes completely ignored, although they have proved to be particularly 

stable administrative forms in the crisis. Instead of concentrating in detail on these proven 

administrative structures (the German Savings Bank sector has recently celebrated its 200th 

anniversary), an attempt is too often made at European level to propagate a standard legal 

form for all banks as a joint stock company. However, the high level of stability of the Ger-

man banking market is not guaranteed specifically by the fact that only one corporate gov-

ernance model exists for banks, but by a versatile system of private banks, cooperative 

banks and public institutions (such as the savings banks) with their versatile structures. 

 

Insofar as the Liikanen Group report contains perfectly sensible proposals already estab-

lished in CRD III and IV for the design of incentive schemes, reference must also be made to 

the various forms of administration and possible structures. For example, remuneration in 

the form of shares or similar is not possible at savings banks and Landesbanken, which are 

incorporated under public law. Savings banks do not have proprietors as understood under 

private law, but are comparable with foundations in terms of principle. No freely sellable 

ownership interests may be formed therein. Consistently no remuneration of the manage-

ment in the form of corresponding interests is possible. This should be taken into account in 

further consideration of remuneration systems for European banks. 

 

The European supervisory structure  

 

We share the opinion of the Liikanen Group that consideration of the structural risks in the 

financial system also requires consideration of the relevant institutional structures. 

 

We do not share the view of the Liikanen Group that the initial proposals of the EU Commis-

sion of 12th September 2012 in general, or indeed the current compromise solution of the 

European Council, are appropriate for a banking union. In particular, purely national or re-

gional financial institutions should also remain exclusively under the supervision of the na-

tional authorities. 
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Nor do we regard it as appropriate to establish a joint European resolution fund and a joint 

European deposit guarantee scheme. 

 

Like the Liikanen Group, we welcome the draft directive proposed by the EU Commission on 

6th July 2012 for a standard European crisis management system, whereby, in our opinion, 

its scope of application should also only include the largest systemically important Euro-

pean banks. However, we reject a European resolution fund. We are of the opinion that Ger-

many already has an adequate tool in the form of the fund established in 2012, into which 

the annual bank levy is paid in accordance with the Restructuring Act, and which can be 

used as a standard. In our opinion, it would be expedient if the other EU Member States 

were to establish similar systems. We can imagine that a separate European fund will be 

created for cross-border, systemically important financial institutions. The financial institu-

tions which then contribute to such a fund could be exempt from payment obligations to 

national funds. 

 

We also reject a common European deposit guarantee scheme since, in our opinion, it would 

endanger the proven institutional protection scheme in Germany and ultimately create un-

certainty amongst savers there. Rapid adoption of the EU Deposit Guarantee Scheme Direc-

tive, which has already been discussed in depth between the European Council and the 

European Parliament, by means of which standards have been applied and harmonisation is 

thus taking place throughout Europe, would be expedient. 

 


