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11th July 2013 

      

Response to EC consultation on the Reforming the 
structure of the EU banking sector 

 

Banco Popular very much welcomes the opportunity to comment the Commission’s consultation paper 
on the Reforming the structure of the EU banking sector. We will be pleased to collaborate in future 
consultations on the matter. 

In Banco Popular’s opinion, the structure of the EU banking sector should clearly be focused in avoiding 
excessive risk taking practices, as well as not permitting potential subsidies of non-commercial banking 
activities by retail customers, which could derive in a potential increase of costs for taxpayers. 

In order to achieve these goals, trading activities should be considered in a wide range, as financial 
innovation could potentially manage and even exceed the limits and spirit of regulation. In the same 
way, separation of entities should be considered in a strict or even full sense, in order to protect the 
wide range of stakeholders, and in particular both clients and taxpayers. 

In the following we would like to comment on the questions posed in your paper. 

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

alleviate these problems? Please substantiate your answer 

Yes, the reform can directly contribute to alleviate these problems. 

By separating banks activities, intra-group complexity could be reduced, easing the supervision 
and resolution of entities, mitigating hidden risks that eventually could arise due to complexity 
and avoiding subsidies of non-retail activities by retail customers. 

However, depending on the selected option, intra-group subsidies and excessive risk-taking 
incentives could not be resolved, as managing intra-group structure, banks could finance 
certain activities below market conditions. 

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? 

Yes, a reform is needed to safeguard a level playing field, to avoid regulatory arbitrage, to 
protect taxpayers, to protect SMEs, to promote financial inclusion and to avoid pro-cyclicality 
that subsequently generates credit restriction. 

A regulation common to EU countries is adequate to maintain a level playing field and to avoid 
the fragmentation of the internal market, thus contributing to generate confidence in the 
European financial sector. 

Nevertheless, at the moment, the structure of the EU’s financial sector is heterogeneous, so the 
reform should avoid giving a competitive advantage to certain business models or countries. 
Regulation harmonization is a must. 
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Furthermore, European reforms should consider those reforms implemented in U.S. and UK, to 
avoid regulatory arbitrage, to preserve the competitive position of the European industry and 
to create an attractive economic area, at least in the same way other countries do. 

3. Which of the four definitions is the best indicator to identify systemically risky 
trading activities? 

HLEG definition is, in our opinion, the one which could be more favorable to achieve the 
proposed goals. 

Although new regulation on liquidity requires maintaining liquidity buffers and some of them 
could be classified as AFS, limiting the scope to assets held for trading could provide an 
alternative to maintain some form of substantial trading activity. In any case, determination of 
thresholds will be a key element in the process of mitigating excessive risk taking within these 
activities. 

Furthermore, daily or even monthly turnover could be other indicators that could potentially be 
used to determine the real exposure to trading activities. 

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

Ex ante separation. In the current environment, uncertainty and discretion should be avoided 
to reinforce the stability of the financial system. Ex ante separation subject to evaluation by 
supervisor could generate heterogeneous treatment for entities operating in different 
jurisdictions. 

An ex post separation could introduce, at least, uncertainty during some period, which has 
been proved to be harmful for the European banking sector in the last years. An ex post 
separation could additionally introduce pressure on some entities, that could eventually try to 
avoid separation or delay it, mainly in the case of entities that could be in the scope of the 
regulation. 

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? 

Separating market making and underwriting could potentially increase funding costs for the 
financial entities involved in these activities, as they could be riskier compared to others. 
Eventually, part of the increase of these costs could be transferred to customers, slightly 
increasing prices for services related to market making and underwriting, such as issuing debt 
or capital. 

However, separating these activities would remove the risk from commercial banking, 
protecting customers, avoiding excessive risk taking, improving financial institutions stability  
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and reducing potential costs for taxpayers. Furthermore, the measure could force banks to 
reduce their costs in order to maintain a competitive position in the market. 

In our view market making and underwriting are not pure and core retail banking activities, and 
any link should be removed from that business. 

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, but just only services closely related to commercial banking activity, such as some forms of 
hedge currency forwards, in order to protect SMEs and individuals from potential excessive risk 
taking. In any case, tight limits should be established to open positions. 

7. As regards the legal dimension of functional separation, what are the costs and 
benefits of regulating intra-group structures? 

If regulation allows intra-group structures, financial entities could potentially manage to 
subsidize trading activities by means of financial innovation, as happened in the past, thus 
taking excessive risks supported by customer deposits. 

In the other side, maintaining intra group activities could benefit customers of these products, 
thanks to the ability of financial institutions to offer global services, and to shareholders, due to 
some kind of potential synergies. 

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

Most relevant economic links are capital, funding and operations. Associated risks would be 
major subsidizing of unprofitable (risk adjusted) activities, providing them with cheaper than 
expected capital and funding, what could derive in, at least, lower flexibility to resolve entities. 
These risks could be even higher for retail customers, as hidden risks could eventually arise and 
make them suffer some kind of undesired exposure to them. 

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

If regulation forces full ownership separation, customers could not take advantage from global 
services and synergies, as it’s supposed they do now. 

Otherwise, the main benefit would be a clear limitation for excessive risk taking that protects 
customers, could reduce potential taxpayer costs and could be beneficial for stakeholders, in 
general. 

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

Yes, it does. 
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11. Which option best addresses the problems identified? Please substantiate your 
answer 

H and I are our preferred options, for the above mentioned reasons. 

Regulation should not restrict the definition of trading activities, as limiting it to proprietary 
trading would reduce its scope, reducing the stability of certain financial institutions and clearly 
easing risk taking. Financial innovation has been able to surpass the scope and spirit of 
regulation and is a clear risk that should be taken into account in order to establish a robust 
regulatory framework. 

Functional separation with stricter requirements or ownership separation would reduce the 
options to subsidize riskier activities with customer deposits, thus promoting stability of the 
financial system and reducing taxpayer costs. 

 


