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Reforming the structure of the EU banking sector 

 
The Association of Foreign Banks (AFB) is a forum for the sharing of information on industry issues 
for the mutual benefit of foreign banks operating in and out of the United Kingdom. Our membership 
is currently made up of around 180 European Union (EU) and non-EU banks providing financial 
services in the United Kingdom and elsewhere in the EU. 
 
We welcome the opportunity to comment on the consultation by the Commission on the Structural 
Reform of the Banking Sector, particularly from the perspective of third country banks operating 
through branches and subsidiaries within the EU. 
 
We would be grateful for clarity as to whether the proposed structural reform is intended to apply to 
branches and subsidiaries of third country banks located within the EU and whether indeed the 
references to large and complex EU banking groups could capture these institutions. 
 
Questions 
 
1.  Can structural reform of the largest and most complex banking groups address and 
alleviate these problems? Please substantiate your answer. 
 
As a general comment, the AFB believes that some structural reform can alleviate some of the   
issues of “too big to fail” identified by the Commission.  However, we also believe that much of the 
structural reform required which has already been, or is in the process of being, enacted will 
substantially ameliorate the issues identified. For example, CRR, large exposure restrictions, the BIS 
review of the capital requirement aspects of the Banking groups, transaction taxes, recovery and 
resolution plans, depositor protection changes and the introduction of international derivative risk 
and clearing requirements, will reduce the adverse impact on these banks and make them easier to 
resolve. 
 
As a specific comment relating to third country banks, if the EU enacts a structural ring fence  
between retail deposit taking and investment banking activities, it may result in “too big to fail” 
international banks moving some of their activities outside the EU.  This could have adverse 
consequences on some of the economies of member states. 
 



2.  Do you consider that an EU proposal in the field of structural reform is needed?  What are 
the possible advantages or drawbacks associated with such reforms?  Please substantiate your 
answer. 
 
It is unclear what is envisaged by a “large and complex EU Banking Group” as this doesn’t appear 
to be defined.  We believe that this does not include any bank with a third country Head Office with 
European branches and subsidiaries. However, we would be grateful for clarification of this point. 
 
Harmonisation of rules is to be welcomed in principle, although we believe that any EU proposals 
should not impact the structure or activities of third country banks operating within the EU.  
Comprehensive reform would be best achieved through a broad-based international body such as 
BIS Basle, although it may be easier to start with banks within the EU.  We believe that it is better to 
have an EU wide regime than several national ones for those firms making use of the common 
passport. 
 
However, adopting an EU wide regime without wider international agreement may give rise to 
arbitrage opportunities for the biggest firms to locate their business outside the EU where the 
regulatory burden is least.   There may also be other negative consequences of breaking up large 
banks e.g.: 
 

• Harmonisation and uniformity may also encourage procyclicality amongst banks 
• There may be lost economies of scale 
• Transaction size may be restricted 
• Loss of diversity of funding 

 
3. Which of the four definitions is the best indicator to identify systemically risky trading 
activities? If none of the above, please propose an alternative indicator. 
 
Our answer depends upon each individual bank’s existing internal business model. However, it is 
probable that most banks would prefer option 4, primarily as this would seem to be the easiest and 
least disruptive to implement. 
 
We agree with the HLEG that normal hedging services for non-banking clients should not have to be 
separated. 
 
As an alternative preference, the AFB would like any proposed split to follow International 
Accounting Standard (IAS) classifications of activities to enable international consistency to be 
achieved. 
 
4. Which of the approaches outlined above is the most appropriate? Are there any alternative 
approaches? Please substantiate your answer. 
 
AFB member firms prefer the “ex Ante separation subject to evaluation by the supervisor”.  It should 
be clarified whether “the supervisor” means the ECB or the national supervisor, where relevant.  
National supervisors are most familiar with their own market and this approach would enable the 
greatest degree of flexibility, whilst we agree that setting some criteria for national supervisors 
would be beneficial. 
 



5. What are the costs and benefits of separating market-making and/or underwriting activities? 
Could some of these activities be included in, or exempt from, a separation requirement? If so, 
which and on what basis? 
 
The AFB believes that this would depend upon each bank’s business model, and we cannot respond 
to the cost benefit question posed due to the range and diversity of our member firms.  We do 
however believe that there should be international consistency on this issue. 
 
6. Should deposit banks be allowed to directly provide risk management services to clients? If 
so, should any (which) additional safeguards/limits be considered? 
 
Yes; these services are needed to enable customers, who prefer to have all their business with one 
bank, to hedge their exposures. All hedging activities (IAS classification) should, at a minimum, be 
permitted. 
 
7. As regards the legal dimension of functional separation, what are the costs and benefits of 
regulating intra-group ownership structures? 
 
We understand and agree that there are benefits from limiting contamination risk via legal 
separation.  However, the pool of available directors and managers may be limited and if 
governance-related restrictions, e.g. on their ability to serve in the management and on boards of 
several group companies, are too strict, there is a danger that their useful expertise  may not be fully 
utilised, which  could reduce  corporate goal congruence and increase risk.  Restrictions like this 
could potentially also see banks moving business to non-bank structures where there is less 
regulation.  Additionally, there are well known issues with regard to capital, liquidity, large 
exposures and intra-group organisation, if activities are separated into distinct legal entities. 
 
8. What are the relevant economic links and associated risks between intra-group entities? 
 
See above 
 
9. As regards full ownership separation, what are the associated costs and benefits? 
 
No comment 
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