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UniCredit is a international financial institution with strong roots in 22 European countries, active in 
approximately 50 markets, with about 9.500 branches and more than 150.000 employees. UniCredit is among 
the top market players in Italy, Austria, Poland and Germany. In the CEE region, UniCredit operates the largest 
international banking network with around 4.000 branches and outlets. UniCredit is a market leader in the CEE 
region.  

 
EXECUTIVE SUMMARY  

• UniCredit believes that the regulatory reforms currently under implementation (Basel III and its 
implementation in EU), coupled with the other institutional and legislative reforms such as the 
Banking Union and the “Directive on crisis management and resolution”, are capable to create the 
conditions for the stabilisation of financial markets, Hence any additional structural reform proposal 
should be carefully assessed beforehand. The major issue which would still remain untackled is the 
funding gap of European banks. We would have expected the Liikanen’s report to draw appropriate 
considerations on this important issue, based on the differences between the European and the US 
banking and financial systems. 

• Having said that, we appreciate that the High Level Expert Group (“the Liikanen Group”) has the 
objective of establishing a safe, stable and efficient banking system serving the needs of citizens and 
of the EU economy, while preserving the integrity of the EU Single Market. We nevertheless deem of 
particular relevance that any proposal of mandatory separation will be ex-ante evaluated on the basis 
of an impact assessment analysis, on the possible unintended consequences, starting from the 
impact on financial stability and the level of competition.  

• We deem of crucial importance the underlying methodology to assess whether a mandatory 
separation is required;  in particular how the thresholds respectively defined in Stage 1 and 2 will be 
defined and calibrated. In fact, if these thresholds are not properly defined and calibrated, then the 
proposal on mandatory separation of trading activities would have too serious unintended 
consequences, thus impairing the activity of even those sound European universal banking models. 

• UniCredit has also strong concerns which we are pleased to share with you on the recommendations 
by the Liikanen Group regarding the following topics: remuneration policy; bail-in instruments; 
recovery and resolution plans; additional capital requirements on trading book review and real estate 
related loans.   
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INTRODUCTION 
UniCredit fully acknowledges and shares the importance of creating the conditions to a stable and efficient 
banking system in EU, serving the needs of citizens, the economy and the single market. UniCredit business model 
has been envisaged precisely to better serve European customers’ needs, in the context of continuous efforts 
towards an “ever closer Union” and deeper partnerships with neighbouring Eastern European countries.  
 
Relevant regulatory reforms targeting the banking sectors have been undertaken specifically to that aim. UniCredit 
believes that these reforms will contribute to a significant degree to a stable and efficient banking system.  In 
addition to these regulatory reforms, we deem that other institutional and legislative reforms are urgently needed 
with a view to safeguard the integrity of the EU single market, specifically European financial integration. Most 
notably:   
• the set-up of the Banking Union, as per the EC last September proposal; 
• the establishment of a European common framework for banks’ crisis management and resolution. 

The above reforms are the key short-term preconditions to restore market confidence by returning to the right 
sustainability path towards the equilibrium between the stability and the efficiency of the banking system. In 
addition, they will contribute to loosen the link between the funding costs of banks and sovereign risks. Breaking 
such link is a necessary condition for the functioning of the Economic and Monetary Union. Nowadays the country 
creditworthiness is playing an even greater role than a bank’s risk profile and business model, thus driving banks’ 
success in an international competitive environment.  
 
Once the regulatory reforms under way (Basel III, CRD IV/CRR, Directive on crisis management and resolution) will 
be implemented and the other institutional reforms mentioned above (Banking Union) will be enforced, then we 
deem that the pre-requisites for a more sound and stable banking system will be in place. Hence any additional 
structural reform proposal should be carefully assessed beforehand. The major issue which would still 
remain untackled is the funding gap of European banks. We would have expected the Liikanen’s report to draw 
appropriate considerations on this important issue, based on the differences between the European and the US 
banking and financial systems. In this respect, in the Unicredit reply to the Liikanen consultation on “Reforming 
the Structure of the EU banking sector” of last June1 we suggested the Group of Experts to focus also on measures 
to address the issue of the funding gap, for instance by supporting ongoing initiatives to revitalise the European 
securitisation market.  
 
 

A. MANDATORY SEPARATION OF TRADING AND MARKET MAKING ACTIVITIES  
 
We appreciate that the High Level Expert Group (“the Liikanen Group”) has the objective of establishing a safe, 
stable and efficient banking system serving the needs of citizens and of the EU economy, while preserving the 
integrity of the EU Single Market. Also, we appreciate the distinction between the Liikanen proposal and the 
Vickers’ one; the latter in our view ends up penalising strictly social utility functions of banks (deposits-loans).  
 
We nevertheless deem of particular relevance that any proposal of mandatory separation will be ex-ante evaluated 
on the basis of an impact assessment analysis whose results will crucially depend on how the thresholds 
respectively in Stage 1 and 2 will be defined and calibrated. In fact, if these thresholds are not properly defined 
and calibrated, the proposal on mandatory separation of trading activities would create too serious unintended 
consequences, thus risking to impair the activity of even those sound European universal banking models. 
 
 
A.1.: Definition and calibration of thresholds respectively defined in Stage 1 and 2 
  
Based on the above considerations, we deem of crucial importance the thresholds defined in Stage 1 as well as 
how the calibration process will be performed by the EC (so called Stage 2), to make sure that activities executed 
on behalf of large corporates or public entities will not be penalised.  With reference to Stage 1, we strongly doubt 
that the proposed size thresholds are the correct ones to be used, since almost all cross-border banks will exceed 
those thresholds. Furthermore, we deem that the threshold based on absolute value (€100bn) is not appropriate 

                                                 
1 http://ec.europa.eu/internal_market/consultations/2012/banking_sector/registered-organisations/unicredit_en.pdf  
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and too discretionary, since it does not necessarily provide a proper indication of the magnitude of trading 
activities compared to total activities.   
 
The importance of how the thresholds in Stage 1 and 2 are defined and calibrated is even clearer when considering 
the different categories of “trading assets” according to Liikanen proposal. We would like to share some concerns 
UniCredit has on this respect  
 
• With reference to the “Available for Sale” category:   
 

We would strongly suggest to carefully assess the opportunity of adding any banking book category such as 
available for sale (AFS) assets to “trading assets” when computing the first threshold (i.e. 15-25% of total 
assets or €100bn in absolute value). When AFS assets are held for the specific purpose of investment and/or 
of having a significant pool of collateral available to obtain liquidity at the central banks’ refinancing 
operations (asset and liability management purposes), they should be excluded for the purpose of the 
calculation of the threshold in Stage 1.  
 
Moreover, based on UniCredit experience, government bonds or other securities may be included either in the 
AFS category or in any of the other banking books’ categories. Therefore, assets which are held for the same 
purpose (e.g maintaining a pool of high-quality assets to be employed as collateral in refinancing operations) 
might be accounted in different ways in different institutions for the same purpose (e.g. AFS in some 
institutions and Held to Maturity in others). In turn, this would imply a different outcome in terms of the 
mandatory separation of activities. Consequently, the inclusion of government bonds or other securities held in 
the AFS category in the calculation of the threshold in Stage 1 is likely to lead to unlevel playing field due to the 
lack of harmonisation on the rules governing the allocation of assets in the different banking book’s categories. 

 
• With reference to market making  
 

Market making activities in general can not be compared to activities like proprietary trading, since these two 
activities serve two completely different purposes. Proprietary trading is deliberately meant to take positions to 
benefit from envisaged moves of the market, whereas market making activities mean keeping an inventory of 
assets/ products to enable market liquidity and serve debt capital market customers and clients' needs. We 
would therefore advise to consider these different purposes in the calibration exercise. 
 

• With reference to derivatives  
 

An adequate calibration of derivatives should account for the following considerations:  
 
1) The calibration process should take into account the reason why a bank enters into a derivative transaction. 
Derivatives executed for pure trading purposes should be treated differently from derivatives positions entered 
into as a result of transactions executed on behalf of clients.  
 
2) The calibration process should account for the fact that in EU derivatives are generally computed at gross 
value according to the IFRS standards. This is true for all derivatives, including those traded on regulated 
exchanges or OTC but cleared through central clearing counterparties (CCP), in contrast with the US GAAP 
standards which often use the net valuations. As a consequence, a significant portion of trading assets 
consists of derivatives, even if the net position is relatively marginal in terms of underlying risks. In the 
computation of Stage 1 and ultimately in the calibration process, it is important to take into account these 
considerations in the impact analysis, as results may vary substantially. 
 

 
From the reading of the Liikanen report, we understand that the thresholds and the separation should be 
envisaged with reference to the Group as a whole, hence at consolidated level. We deem of crucial importance that 
the assessment is performed following a consolidated approach only.  
 
A layer of complexity in the definition of the methodology leading to a mandatory separation is linked to the 
possibility that the competent authority, even if the thresholds mentioned above are not exceeded, may request a 
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mandatory separation in case resolution plans are not deem “satisfactory” from the authority perspective. This 
would create substantial uncertainty, which is always detrimental for the bank’s activities and for the markets. We 
urge the authority to be as clear as possible in this respect, in order to reduce at the minimum the level of 
uncertainty. 
 
 
A.2.: Impact assessment of the proposal and of the transition phase    
We deem of particular relevance that any proposal of mandatory separation is supported by a proper impact 
assessment analysis properly and fully evaluating the possible unintended consequences, starting from the impact 
on financial stability and the level of competition. For instance, it might be the case that market players in trading 
activities which do not have a relevant market share may decide to exit the market or certain market segments, to 
the benefits of the biggest investment banks. The closure of trading activities by smaller players may have the 
unintended consequences of even increasing financial instability and exacerbating oligopolistic conditions. 
Possible negative unintended consequences may affect market making activities, which may be subject to a major 
downsize or substantial increase of costs for market making services. A likely scenario is that non-EU banks (for 
example certain US banks) could substitute European banks in providing those financial services not permitted 
under the “deposit bank” to European corporates and public authorities.  
 
An important aspect of the impact analysis is the transition phase from the status quo to the “ideal” structure of 
the banking system that the Liikanen Report has in mind. First, it is not obvious that the “ideal” structure of the 
banking system that Liikanen has in mind, characterised by more financial stability, will be ever reached. Second, 
the transition phase has the potential of being highly disruptive (excessive deleverage, negative impact on 
financial services to corporates and public entities etc.).   
 
A.3.: Possible options which banks such as UniCredit may face under the Liikanen proposal 
 
Based on preliminary findings from a reading of the Liikanen proposal and on how the calibration process in Stage 
2 will be performed, banks such as UniCredit could face two main options under the Liikanen proposal:  
 

1. Reduce level of “exposure” in order to avoid the creation of a segregated trading entity. 
Some of the unintended consequences of this possibility are highlighted in the above section A.2. 
 
2. Establish a segregated legal entity for the whole investment banking activities. However, in this case we 

expect costs to exceed expected profitability and access to funding representing a major concern. Hence, 
should this option be imposed, without proper definitions and calibrations in stage 1 and 2, to banks 
such as UniCredit, they may be forced to exit certain market segments which will be subject to 
segregation. This will imply that some key services to corporates and public entities will not be any more 
performed (or will be performed at a substantially increased price), with negative repercussions on 
lending and financial services to the real economy and on European growth perspective (e.g. corporate 
customers hedging through derivatives, providing liquidity to corporates bonds through market making, 
etc). A likely scenario is that non-EU banks (for example certain US banks) could substitute European 
banks in providing those financial services not permitted under the “deposit bank” to European 
corporates and public authorities. Concerns on costs and the overall viability would derive from the 
following qualitative considerations: 
 
Funding and capital considerations: 

a. although Liikanen is not clear on the relationship between segregated legal entity and holding 
company, assuming no support from the holding company (including guarantees), funding – 
which will happen at market conditions - will be at higher costs, due to the new riskier business 
model; 

b. higher capital requirements for the segregated and the holding entities due to the new riskier 
business model and the lack of diversification benefits across businesses; 

c. will collateral of the segregated entity be sufficient to meet the needs of collateralised 
transactions (e.g. repos, derivatives margins, clearing obligations)? 

 
Operational considerations: 

d. one-off separation costs (e.g. costs of re-organisation of company infrastructure, including 
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required men days, novations of legal agreements); 
e. partitioning/duplication of infrastructures (most notably, operational and IT, etc)  to perform 

parallel activities for the deposit bank and the trading entity; 
f. segregation and management of data across entities; 
g. creation / renegotiation of existing intra-group service level agreements (i.e. SLAs) or 

contractual arrangements with third parties. 
Commercial considerations:  

h. reduction in flows of business, with negative repercussions on prices of financial services offered 
to corporates and public entities; 

i. potential restrictions of reallocation of profitability among separated companies and therefore 
negative impact on cross-selling; 

j. delicate transition process and potential degree of erosion of client retention; 
k. last but not least, the separation will inevitably mean that ongoing hedges between the 

commercial banking business and investment banking will be broken apart both for counterparty 
risk and for market risk. 

 
 
A.4.: Some of the needed clarifications before an impact assessment is performed 

 
• Details on the definition and calibration of both the first and second stages are needed. 
• Details on implementation are needed. For instance but without the aim of being exhaustive: i) How to assess 

the threshold for corporate hedging activity permitted in the deposit bank ‘within narrow position risk limits in 
relation to own funds’?; ii) Assuming the thresholds is hit at group level, could the second stage be foreseen in 
a way that – provided mandatory segregation is required – segregation could be limited only to the main 
trading assets and not to all the Group’s trading assets?   

• Details on the relationship between segregated legal entity and holding company are needed. For instance but 
without the aim of being exhaustive:  i) Definition of “sufficient insulation” between the deposit bank and 
trading entity, e.g. can the trading entity receive the parent/deposit bank guarantee when accessing the debt 
markets? Which degree of intragroup coordination of capital and liquidity management is allowed, which large 
exposure constraints? ii) Operational separation requirements e.g. extent to which shared services or IT 
systems are allowed; iii) Transfer of risk or funds on “market-based terms”; iv) Governance structure of the new 
entities (Liikanen recommends that the trading entity has independent boards and governance); v) Will the 
ring-fenced entity have access to central bank liquidity?  

• Details on the transition period towards the implementation are needed. It should be acknowledged that a long 
phase in may be needed. 

 
 
A.5.: Unicredit position on mandatory separation  
UniCredit believes that once the regulatory reforms currently under way (Basel III and its implementation in EU) will 
be implemented and the other institutional and legislative reforms such as the Banking Union and the Directive on 
crisis management and resolution will be enforced, then the pre-requisites for a more sound and stable banking 
system will be in place,. Hence any additional structural reform proposal should be carefully assessed beforehand 
At that point, the major issue which would still remain untackled will be the funding gap of European banks.  
 
Having said that, with specific reference to the Liikanen Report proposal, we deem of crucial importance how the 
thresholds respectively defined in Stage 1 and 2 will be defined and calibrated. In fact, if these thresholds are not 
properly defined and calibrated, the proposal on mandatory separation of trading activities would create too 
serious unintended consequences. 
 
 

B. RECOMMENDATIONS ON BAIL-IN  
The foreseen prohibition to sell bail-in debt to banks could significantly negatively impact the ability of banks to 
find a sufficient investor base for these instruments, with dramatic consequences on funding costs and on the 
ability of banks’ to finance the real economy. In our view the expected negative impact of such a proposal will far 
outweigh the expected benefits associated to a reduction in interconnection and risk of contagion among banks. 
We deem that other regulatory measures under discussion will properly address the issue of contagion (for 
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instance: the European Market Infrastructure Regulation (EMIR)).  
 
 

C. RECOMMENDATIONS ON REMUNERATION  

We understand the objective of Liikanen recommendations to ensure that incentive schemes are proportionate to 
long-term sustainable performance and to prevent excesses on remuneration that were experienced in certain 
jurisdictions, by properly managing conflicting incentives. However, it should be noticed that a major progress was 
already registered within the industry, which is highly regulated at international and European levels. A concern 
linked to the proposed recommendations on remuneration is the risk to impair talent retention vis-à-vis other 
industries or geographical areas. We would propose a further analysis on the possible consequences in terms of 
unlevel playing field of the proposed measures. Below you may find UniCredit’s considerations specifically on the 
remuneration proposals.  

C.1. High paid bank executives receive part of their compensation in the form of “bail-in-bonds” 

The proposal is lacking a pros and cons trade-off analysis. If this proposal were agreed, then it would: i) add 
unintended complexity to the incentive system; ii) allow potential abuses due to lower market transparency and 
discipline. The use of bail-in bonds may add to the complexity of the incentive system and create further 
uncertainty among the financial players. As a new proposal, not yet widely in use within the executive 
compensation schemes, the necessary time to adapt and create conditions for such a change will need to be 
allowed.  Furthermore, the proposal is less applicable for the companies already using a high proportion (i.e. 50%) 
of share-based incentives in the overall performance-related compensation structure. 

C.2. Banks should not pay out more in bonuses than in dividends 

Considering the constant pressure on executive compensation where the link between company performance and 
compensation levels is often not so clear to stakeholders, this proposal would certainly contribute to higher 
credibility among the shareholders. On the other hand, regulatory requirements in place are already focused to 
ensure that companies maintain adequate capital levels and that the incentive pay does not limit company’s 
ability to maintain/strengthen its capital position. Currently  within UniCredit compensation governance 
mechanisms, the company performance is already well represented within the incentive system.    

C.3. Limit variable remuneration to no more than 100% of fixed remuneration  

This rule seems appealing from a political perspective but has far reaching intended and unintended 
consequences which are not assessed, or at least made explicit, in the Liikanen proposal.  We are strongly 
concerned as it would certainly have a huge impact on all financial institutions: fixed salaries are likely to be 
increased across the whole compensation framework; the link of pay-to-performance will decrease due to the 
limitation of performance-related pay proportion in the overall compensation, potentially impacting the 
employment conditions and the bank’s culture by making the business less meritocratic / more tenure-based. It 
could be presumed that such approach may simply shift the nature of risk taking incentives vs. limiting them, while 
adding more rigidity to cost structures. 

D. RECOMMENDATIONS ON RECOVERY AND RESOLUTION PLANS 
UniCredit supports the view that EBA has to play an important role in ensuring that Recovery and Resolution Plans’ 
(RRPs) and the integral resolvability assessment are applied uniformly across Member States in order to help 
developing best practices and fostering convergence within the EU. 
The establishment of a common and coherent framework applicable by each competent authority based on a 
comprehensive approach is of crucial importance to avoid unlevel playing field and to preserve the value of the 
economic unity of integrated cross border banking groups. 
 
In this respect, the main general challenges to be addressed are: 
 

•        clarify responsibilities: in the current regulatory environment it is quite unclear which approach should be 
taken. An approach built on the concept that the RRPs are defined at Group Level – which implies that the 
Group’s interest prevails, without creating instability in local jurisdictions and/or with the aim to avoid 
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contagion effects within the Group – would be highly advisable. Our goal is to meet the requirements 
through a single, coherent, group-wide RRP, with: 

o    an active involvement on main foreign legal entities in order to take into account their specific 
needs/peculiarities/constraints (e.g. scenarios tailored to local jurisdictions and contingency 
actions to be developed at local level) and identify local impediments to be removed in order to 
allow the group to exit the crisis safely, quickly and without destabilizing the financial system;  

o   a strong interactions between national competent authorities, leveraging on the Crisis 
Management Group. Otherwise, if authorities that are part of the Crisis Management Group 
should define different requirements (both in terms of information and timeline), the efforts to 
integrate the jurisdiction-specific requirements may jeopardise the whole process and result; 

• removal of the existing legislative and regulatory barriers at national level for the smooth functioning of 
the internal capital markets (within each financial group): in those circumstances where external 
markets are frozen and characterized by lack of confidence, it is key to let the internal markets 
functioning (i.e. unconstrained circulation of liquidity, assets, capital, human resources, data and 
information). This is crucial to avoid the worsening of crisis situation and ineffective management of 
liquidity, assets (and capital), which may be “trapped” in some legal entities and for instance hamper 
the effectiveness of liquidity interventions taken also by the ECB, affecting the implementation of 
contingency actions in the Group legal entities; 

• management of a large amount of highly sensitive data and information: free flow of information should 
be ensured within the group, but sensitive data (on the recovery and resolution topic) should be 
carefully managed to avoid unwanted disclosures and “panic effects and transmission”. 

 
 

E. RECOMMENDATIONS ON TRADING BOOK REVIEW  

On top of the recent Basel proposal on Fundamental Review, Liikanen suggests more stringent requirements on 
trading book which will translate into an increase in banks’ risk weighted assets (RWA).  

Considering that different EU regulatory reforms and initiatives substantially increasing the capital requirements 
for trading books are in the process of being introduced or have been already implemented, we feel there is first 
the need to assess the cumulative impact of these reforms/initiatives, before conceiving any additional capital 
charges, especially the non-RWA based capital requirement for Trading Books. Among the different regulatory 
reform proposals and initiatives already taken or currently under way at international level or in EU we recall:  
• Basel 2.5 implementing additional capital charges for Trading Books, i.e. stressed VaR, CRM, and IRC; 
• Fundamental Review of Trading Book implementation (among other things) stressed calibration, and moving 

from value-at-risk to expected shortfall, incorporation of market illiquidity, implementation of a standardised 
floor; 

• Basel 3 implementing higher capital charges for Counterparty Risk and most importantly increasing the 
minimum ratios for capital;  

• EBA stress test and temporary capital requirements of 9%: trading book assets are already under strong 
scrutiny. 

 
As an additional fundamental issue, we would also like to point out that regulatory prudential capital requirements 
are defined by the competent authority using as a reference point the underlying RWAs. However, as of today, 
European banks experience quite a wide range of RWA for their Trading Book. Data reported in the appendix of the 
Liikanen Report (Table A.3.2 “Asset Structure” and Chart 3.4.17 “Capital requirements for market risk for large Eu 
banks”) show values ranging from a minimum of 3%, to a maximum of 25%, with a median of 11% and an 
exposure weighted average of 8%. Considering such heterogeneity, which does not always depend upon the 
magnitude of the underlying risk, we urge that first RWA of the trading books for different EU banks are 
harmonised. BIS is currently conducting a benchmarking exercise in this respect. Only after the result of such 
benchmarking exercise and only once  the cause of the variance will be managed accordingly, additional measures 
may be envisaged. 
 

F. RECOMMENDATION ON REAL ESTATE RELATED LOANS  
 

Liikanen mentioned a connection of excessive real estate lending and banking crisis. As an outcome of his 
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analysis, the Liikanen Expert Group proposes an additional capital requirements for the real estate lending and 
more stringent conditions on caps for loan-to-value (“LTV) and loan to income (“LTI”). 
Provided a fully fledge impact assessment confirms the necessity to impose a higher capital charge, may be 
acceptable to contain risk, but if not applied globally will lead to a massive distortion of competition. The authority 
should also assess the consequence of such a move on the economy, considering the relevance of the real estate 
sector for the many countries not affected by a real estate crisis. 
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