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Draft Report on the Crisis 
Management Directive - Amendments 
 
 
Dear Mr Hökmark, 
 

The Division Bank and Insurance of the Austrian 

Federal Economic Chamber representing the 

entire Austrian banking industry appreciates the 

possibility to comment on the draft report on the 

Crisis Management Directive (CMD) – Amendments 

and would like to respond to the report as 

follows: 

 

 

To MEP Hökmar 

MEP Karas cc Brandstetter, Rehse 
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Consultation “Reforming the structure of the EU banking sector” 
 

The Division Bank and Insurance of the Austrian Federal Economic Chamber representing 

the entire Austrian banking industry appreciates the possibility to comment on the 

consultation document “Reforming the structure of the EU banking sector” and would like 

to submit the following comments: 

 
General remarks 
 
It should be acknowledged that with the implementation of the recently adopted reforms, 
as well as the currently on-going initiatives, the main objective of reforming the structure 
of the EU banking sector, i.e. preventing banks from reaching out to tax-payers’ money, 
will be already achieved. Therefore these measures should take full effect before further 
steps and reforms at European level are put forward. 
 
We can share the concern of the Commission over the different national Member States’ 
proposals on structural reforms and the possible negative impact hereof on the functioning 
of the Single Market. 
 

We are however not convinced that some Member States decisions to adopt structural 

reform measures make structural reform a better tool. 

 

1. Can structural reform of the largest and most complex banking groups address and 

alleviate these problems? Please substantiate your answer.  

 
Austrian banks subscribe to the intentions to foster prudent banking and take a stand 
against any and all forms of irresponsible, high risk banking.  

 

The consultation does not define the largest and most complex banking groups. For this 

reason it is difficult to give an appropriate answer.  

 

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.  
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In principle, we appreciate the current discussion on the structure of the EU banking 

sector along the lines of the HLEG recommendations (Liikanen). Due consideration should 

be given to the different banking models within the European financial services market. 

However, the currently ongoing initiatives are already addressing the main objective of 

reforming the structure of the EU banking sector, i.e. making banking safer. 

 

The recently adopted CRDIV/CRR package will increase the level of regulatory capital 

readily available to absorb losses. Extra solvency requirements for trading positions will 

result in lower net end-of-day positions. The same applies to the proposed changes in 

supervision (SSM) in which independent supervision at ECB level will harmonize and should 

improve the quality of supervision at the national level. The Bank Recovery and Resolution 

Directive will ensure that the institution holds a sufficient amount of own funds and bail-in 

able liabilities and will avoid that tax payers’ money will be used for banking resolutions 

(by applying the bail-in tool and the establishment of resolution funds).  

 

Furthermore regarding the Bank Recovery and Resolution Directive under certain 

conditions the resolution authority will have the power to require an institution to 

separate certain activities (either at the stage of preventative powers or at the resolution 

stage). On a case by case basis the resolution authority may decide if and how functions 

have to be separated.  

 

We wonder about the reform’s consequences on the EU universal banking system, which 

also has advantages compared to a separated system. In Europe, the universal banking 

system is targeting the economy with its special structure. Private and commercial 

customers have the opportunity to get a multitude of financial services from one hand (one 

stop shopping). Universal banks have better opportunities for diversification leading to 

more stable earnings and less operational costs.  

 

Attention should also be drawn on the issue how a separation could be applied to the 

inverted pyramid structure of co-operative networks, with local co-operative banks owning 

the central bank institutions which in turn provide them with some crucial services. 

 

Anyhow a reform of the banking sector must not additionally drive costs of banks upwards;  

 

Possible Drawbacks and Risks  

 

• Risk for shifts of certain activities to the shadow banking sector or to other 

jurisdictions (regulatory arbitrage); 

• diminishing diversification advantages; 

• increasing concentration risk; 

• rising costs (funding costs, hedging costs, operational costs); 

• rising costs of services for the real economy  

• hampering efforts towards economic growth.  

 

The report of the HLEG chaired by Mr. Liikanen on bank structural reform mentions a 

threshold of 15-25% for "assets held for trading and available for sale" of the bank’s total 

assets. Below this threshold separation of trading entities should not be mandatory. 



 
 

 

"Assets held for trading" according to IFRS do not only contain speculative trading assets. 

They also include 

• liquidity buffers (i.e. state bonds) 

• ECB eligible bonds (i.e. state and corporate bonds) 

• securities required for market making 

• assets and derivatives for asset/liability management 

• Derivatives for market risk management 

• Assets for repos to secure overnight balances from money transfers 

 

We therefore believe that the threshold of the HLEG is on the low side to accommodate all 

these assets that qualify as "held for trading" while not being of speculative nature. If the 

system of the HLEG would be chosen, we therefore would suggest implementing a 

preferably higher threshold "assets held for trading and available for sale" of the bank’s 

total assets or the deduction of at least all non-speculative positions (e.g. those listed 

above) to define the relevant threshold. 

 

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.  

 

We do not support any of the given options in their entirety. 

 

The use of the IAS/IFRS categories "held for trading" and "available for sale" is not 

appropriate for the following reasons: 

• It would be too simplistic, taking into account the different accounting practices of 

the 28 national markets within the EU.  

• In addition, the IAS/IFRS categories may be difficult since IFRS are not developed 

for supervisory purposes. In the opinion of the IASB, supervisors are not even 

considered to be a primary user group. Moreover, considering that IFRS are under 

the exclusive auspices of the IASB as a fully independent entity and undergo 

changes that lie beyond the control of the European legislator, it seems 

inappropriate to take them as a basis for a regulatory rule.  

 

At least the following categories should have to be assigned to the deposit bank without 

any limit:  

• market making and other activities associated with the fulfilment of client’s needs 

• liquidity buffers: In this respect it has to be highlighted that the highly liquid assets 

that banks will have to hold to meet the requirements of the future Liquidity 

Coverage Ratio (LCR) should in any event be excluded from the definition of ring-

fenced activities. Also all activities that are required by law should be assigned to 

the deposit bank 

• market risk management: (e.g. FX, interest) of the bank as a whole (i.e. 

derivatives).  

 

4. Which of the approaches outlined above is the most appropriate? Are there any 

alternative approaches? Please substantiate your answer.  

 

→ Approach 1: Ex post with constrained discretion of supervisor 



 
 

→ Approach 2: Ex ante subject to evaluation by supervisor 

→ Approach 3: Ex ante  

 

From the analysis of the consultation paper, the difference between ex-ante and ex-post is 

not evident, making it difficult to fully assess the appropriateness of different options and 

directly respond to this question. Especially the difference between Approach 1 and 2 is 

not clear. 

 

In general, we would support an approach which would ensure legal certainty.  

 

• As the separation would be very complex and cause high costs, a minimum amount 

of trading activities should be allowed, even if a bank exceeds the thresholds. 

Otherwise a bank would have to separate such a small amount of activities that 

costs of separation and supposed benefits would be out of all proportion. In 

extreme cases there would be just a few deals which would have to be separated. 

• In addition, a transition period should be added. A separation cannot be anticipated 

because the relevant assets are only a limited controllable. Besides, it would take 

some time to transfer the assets into the trading entity after the supervisor’s 

decision is made. 

 

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?  

 

Regarding the EU universal banking model (see our answer under question 2) separating 

wholesale and investment banking by distinguishing market-making and underwriting 

activities would create higher costs for refinancing and supervision administration, IT. 

There is a close connection between the client coverage units (e.g. Key Accounting, 

corporate client business, capital markets sales and advisory) and the client focused 

investment activities of a universal bank. Activities such as market making, stocking 

securities and bonds (on clients’ demand) and underwriting are not separated from client 

business. Service packages are developed solely in close interaction of client business and 

investment banking activities, which are able to satisfy the broad range of clients needs. 

Therefore, a separation of those investment banking activities mentioned above must be 

looked at also from a client’s perspective.  

 

Thus market making activities and certain underwriting activities which are directly 

related to retail-oriented business should be exempted from separation requirement.  

 

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, if such activities serve the non-financial clients and the real economy. Products such 

as derivatives, FX deals, interest rate swaps or foreign currency swaps are primarily used 

by retail and corporate customers to hedge their own lending and foreign currency 

receivables.  

 



 
 

7. As regards the legal dimension of functional separation, what are the costs and 

benefits of regulating intra-group ownership structures?  

 

As regards the cooperative banking sector: 

There are certain services that the central institutions provide to the local co-operative 

banks, which would be too small to carry them out individually on their own. Thus 

separation, which would include rules on ownership structure, or economic separation 

where intra-group transactions would be on third party/commercial terms, would affect 

the very fundaments of a co-operative network business model. 

 

Separate legal entities which comply, each individually, with the CRD requirements would 

result in loss of diversification benefits and a less efficient governance structure. This 

would be caused by the need for more capital on individual business levels/subsidiaries as 

each business would have to approach the capital market individually on their own merit. 

Thus, more capital would be needed in total for the whole group, causing additional cost. 

 

What must be kept in mind is the issue whether funding through a holding company is 

foreseen in the proposed framework. Without this opportunity a separation would come at 

costs having a detrimental effect on the reform of the banking structure. 

 

We also see the aspect of business concentration among institutions which became 

separated from formerly universal banks due to cost and efficiency reasons. Such a 

concentration process again will lead to risk concentration, monopoly structures for 

certain activities and markets and/or difficulties in supervision due to increased 

complexity. So far there is no research done at all to what economical costs such a 

development would cause. 

 

8. What are the relevant economic links and associated risks between intra-group 

entities?  

 
In option a) both the trading and deposit taking entity will have to comply with CRD/CRR 
requirements in terms of capital, liquidity, leverage and large exposures on an individual 
basis. Hence it will be more costly for the overall group to meet the CRR requirements 
(taking into account possible waivers on a case-to-case basis) and it could lead to less 
efficient governance structures. This already constitutes a significant burden for banks, 
amplified by the fact that it could add constraints to the free flow of liquidity and of 
capital across the cross-border banking groups. These constraints would be 
disproportionate under option b) as they would reduce the diversification benefits within a 
banking group: the centralization of the liquidity management or the allocation of capital 
across business lines would become less effective in the future. 

As regards cooperative banks: 

In case of co-operative networks, one of the main economic links to be taken into account 

is the one deriving from the roles of the co-operative central banks. Those roles include 

securing liquidity, as well as refinancing of regional cooperative banks, subsidiaries and 

specialized companies. The central bank also provides services which would not only be 

too costly if needed to be performed by each single cooperative bank, but which would 

also be simply too “big” and/or complex to be managed by a “small” local bank. Some of 

these services may be provided by commonly owned specialized companies of the 

cooperative sector (e.g. building society, insurance company, asset manager, and leasing 



 
 

company). This integrated model allows for provision of cheaper services because of cross 

selling, diversification advantages, etc. If the bank’s clients continue to require the 

services for which the ‘assistance’ of the central bank is required, the bank has to buy the 

services on the market, which will increase costs and expose the bank to additional 

counterparty risks. 

 

9. As regards full ownership separation, what are the associated costs and benefits?  

 

Forced separation would be in general costly. The divested activity may be worth more to 

the group it belonged to, then to the buyer (because of cross selling, diversification 

advantages, etc.). If the bank’s clients continue to require the divested activities, the 

bank has to come to an agreement with the buying party or has to buy the services on the 

market.  This will most likely increase cost and will expose the bank to additional 

counterparty risk. 

 

10. Does the above matrix capture a sufficiently broad range of structural reform 

options?  

 

The matrix should not in our view be limited to separation scenarios, but consider all 

possible policy options. As a minimum, a baseline option of ‘no separation’ should be also 

included. Also other options, such as EU minimum harmonisation approach, or a solution 

through the recovery and resolution planning should have been considered.  

 

11. Which option best addresses the problems identified? Please substantiate your 

answer.  

 

Options C, F, I, as well as G and H do not seem appropriate at all. The options of an 

ownership separation (C, F, I) have not been analyzed with a focus on their (macro-) 

economic effect. In our view they could bear new risk elements for the financial sector 

and its stability.  

 

If any, we consider option A as the least burdensome. Option E could be a solution if 

thresholds mentioned therein are ample enough to allow central institutions to provide 

services to their shareholder banks (such as risk management and market making).  

 

Please take our comments into due consideration. 

 
Yours sincerely, 
 
Dr. Franz Rudorfer 
Managing Director 
Division Bank and Insurance 


