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The ABBL welcomes the opportunity to comment the report of the High-Level Expert Group (the 
HLEG) on reforming the structure of the EU banking sector chaired by Erkki Liikanen, which 
constitutes a well-documented and robust analysis. We are keen to provide our views on the 
mandatory separation of proprietary trading activities and other significant trading activities 
expressed in recommendations 1 & 2 of the report. 
 
 
Summary 
 
The HLEG Report is a very good and useful piece of work, but its excellent analysis on the 
merits of the European universal banking model is not followed by the necessary conclusion 
that any split of banking activities might be counterproductive. On the other items, the Report 
highlights the essential points of necessary reforms most of which however are already in the 
making. 
 
 
General comments 
 
The ABBL shares the general concerns expressed by the European banking industry on the 
impacts of the proposed measures:  
 

• Negative impacts on the universal banking model through the reduction of the 
diversification benefits within a banking group: the centralisation of the liquidity 
management or the allocation of capital across business lines will become less effective 
in the future; 

 
• Creation of a two-tier system where banks below the separation threshold will benefit 

from an undue competitive advantage; 
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• Increase of the funding costs for the trading entity and, hence, for the banking group 
with negative consequences on the financing of the “real economy”; 
 

• The possibility of a broader separation resulting from the Recovery and Resolution 
Plans’ supervisory assessment is too intrusive and creates legal uncertainty. We do not 
agree that supervisory authorities interfere in the business model of banks, or require 
changing their legal or operational structure. It is not the role and not the responsibility 
of the authorities to shape ex ante the organization of (highly) regulated banking 
institutions when they are in a situation of going concern. 

 
We believe that the finalisation of the on-going international regulatory reform agenda – 
including important measures still in the pipeline – will help reach the regulatory objectives 
mentioned in the mandate of the HLEG, e.g. i) to increase the stability of the European financial 
sector by reducing risk both at micro and macro level; ii) to ensure orderly resolution of financial 
institutions – also for systemically important banks – without having to call on taxpayers; iii) to 
maintain the integrity of the Internal Market and iv) to ensure the ability of banks to serve the 
real economy. 
 
We are convinced that the approach based on better capturing and pricing of risk creates the 
right incentives and is the most appropriate answer to ensure stability and safety in the banking 
sector. By contrast structural reforms, instead of adapting regulation to emerging risks, attempt 
to change the system itself to avoid the emergence of risks in parts of the system. This 
interventionist solution denies the fact that, by nature, risk is embedded in all banking activities: 
residential mortgage lending also proved to be very risky during the crisis, and the mandatory 
separation proposed by the HLEG would not have avoided the bail out of Spanish banks, 
among other examples. 
  
It should be kept in mind that the ongoing regulatory reform is in itself to be considered a 
structural change that already has - and will lead to - further restructuring of the European 
banking sector. Among other things the new liquidity and capital requirements as well as the 
expected bank resolution measures will pressure banks to raise cost-effectiveness, improve 
their capital levels and at times lead to further divestment away from non-core assets. 
 
We still need to see the full impact and practical functioning of the regulatory reform agenda. 
Therefore, we think that there is a need to implement the upcoming regulations first, before 
pressing ahead with discussions on possible additional structural reforms. A premature decision 
on structural reforms is likely to complicate and distract from the implementation of ongoing 
regulatory reforms and will also make it more difficult to evaluate their impact. 
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Detailed comments on recommendations 1 and 2 on the mandatory 
separation of trading activities 

 
 
Definition of proprietary trading activities 
 
The definition of “proprietary trading” and “other significant trading activities” is of paramount 
importance. We believe that, as a general principle, all customer-related transactions should 
remain in the “deposit bank”. Such transactions encompass, among others, OTC derivatives 
that banks perform on behalf of their customers, i.e. corporate customers, private customers, 
investment funds, banks, etc. These banking services prove to be crucial for the well functioning 
of the “real economy”, because customers usually initiate with their banks tailor-made foreign 
exchange transactions to hedge their risk exposures in foreign currencies, or interest rate 
swaps to hedge their interest rate risk. 
 
 
Distinction between banking and non-banking clients 
 
We also think that the distinction between banking and non-banking clients mentioned by the 
HLEG is not relevant, and that only the nature of the transaction should be considered when 
deciding the allocation to the “trading entity”. It is indeed important that the banks, especially the 
smaller ones, continue to have access to the customer-related services provided by other 
banks, like any other non-banking client.  
 
 
Transactions with investment funds 
 
In the same vein, the status of the transactions performed with investment funds described in 
Recommendation 1 of the report is somewhat questionable. As mentioned above, as long as 
these transactions are customer-related, there is no justification for assigning them to the 
“trading entity”.  
 
Moreover, the HLEG fails to recognise the EU regulatory framework applicable to investment 
funds, i.e. the UCITS and the AIFM Directives: 
 

• The list of activities permitted in the “deposit bank” drafted by the HLEG includes, 
among others, exposures to regulated money market (UCITS) funds. We do not see the 
rationale for including UCITS money market funds only, and we believe that the list 
should be extended more broadly to all categories of UCITS investment funds, which 
are uniformly regulated by the UCITS Directives. 
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• The HLEG also proposes transferring to the “trading entity” any loan, loan commitment 
or unsecured credit exposures to hedge funds, and private equity investments. Here 
again, we do not understand why such transactions are assimilated to trading activities. 
At the very least, the benefits of the EU regulation in the area of hedge funds, i.e. the 
Directive on Alternative Investment Fund Managers, should be recognised. Therefore, 
credit exposures to funds falling in the scope of the AIFMD, together with the 
investments in such funds, should remain in the “deposit bank”. 

 
 


