
 

Czech Banking Association’s Response to the Consultation by the 

Commission on the Structural Reform of the Banking Sector 

 

Czech Banking Association represents the interests of its 38 member banks who together 

represent more than 99 % of total banking assets in the Czech Republic.  

We do welcome the opportunity to provide our thoughts and assessment on the European 

Commission’s consultation as regards considerations for structural reform of the EU banking 

sector.  

First of all, we feel it necessary to stress the fact that Czech banks have sustained the 

global and regional mortgage, financial, economic and sovereign-debt crises without any 

troubles and did not require any public assistance at all. They have remained stable, 

profitable, well-capitalized (capital adequacy as at end of March 2013 at 16.38 %, Tier 1 

capital ratio at 15.95 %), well-liquid (the sector’s loan-to-deposit ratio between 70 and 80 % 

on a long-term basis) and continued to support the real economy in the recession.  

In spite of the fact that Czech banks do focus on traditional commercial banking (and 

proprietary trading - and other activities where structural separation is discussed – is rather 

marginal) and are relatively small (total consolidated assets of the largest banking groups 

are under 40 billion EUR) the issue is relevant even for them. It should be noted that the 

sector is largely foreign-owned (some 90-95 % of all assets are in subsidiaries or branches of 

foreign banks) and some of the parent banks are G-SIFIs and/or would be above the 

thresholds identified in the Liikanen HLEG report or in the Commission’s Consultation paper 

and its Annex. And the reaction/change of business model of the parent bank would most 

likely affect Czech subsidiary or branch, too. 

General Key Comments: 

� We generally welcome the idea to thoroughly analyze the impact and 

complementarity of any potential proposal with relevant regulatory reforms that have 

been adopted and initiatives that are on the table or in the pipeline. 

� The too-big-to-fail issue has already been addressed by quite a few other initiatives, 

including SIFI capital surcharges (G-SIFIs, D-SIFIs, etc.), bail-in tools, recovery and 

resolution planning etc. We believe that before any additional “structural” measures 

are considered the impact of the implemented initiatives should first be assessed.  

� The CBA shares the concern of the EC about potential fragmentation of the Single 

Market with different national Member States’ initiatives and/or proposals on 

structural reform. Nevertheless, we fear that even a common framework does not 

preclude varying national adoptions and/or gold-plating. It could well be that a 

common EU solution will just add another layer on top of national structural 

measures. Moreover, we are not convinced about the proclaimed benefits of 

structural reforms per se.  
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� In addition, proper timing for potential introduction of new far-reaching reforms 

needs to be borne in mind. The current environment is quite challenging for European 

banks in many respects: 

o Many banks have not yet fully recovered from the impact of mortgage, 

financial and sovereign-debt crisis/crises.  

o Many European economies either stagnate or are in a recession. 

o Inflow of new regulatory measures (international, European and national) 

seems to be picking up rather than slowing down. Some of them imply higher 

funding costs, some more expensive capital and all of them substantial 

implementation costs.  

o All these aspects combined could lead to a significant hamper to banks’ ability 

to fund real economy.  

� The benefits of diversification of a universal bank seem to be neglected. A universal 

bank has got a well-diversified portfolio of activities (retail, corporate, investment, 

etc.) and usually also territories and is thus less vulnerable to potential crisis hitting 

one of its lines of business or one of the regions.  

 

Responses to specific questions 

Q1: Can structural reform of the largest and most complex banking groups address and alleviate 

these problems? 

As it is stated in the general comments above the too-big-to-fail phenomenon is already 

being targeted by many other measures/initiatives – ending the so called implicit 

government guarantee.  

We may also not agree to the fundamental hypothesis of the EC that trading is a too-risky 

and “bad” activity per se. We do not of course support wild “casino-style” speculative trading 

– and Czech banks do not engage in those activities – but capital markets are crucial for 

financing the European economy and banks do generally play a substantial role in them. To 

curb “excessive risk-taking” many changes have already been adopted to the treatment of 

risk in the trading book and recovery and resolution plans with a more robust corporate 

governance including prudential risk management as well as supervision are likely to 

contribute significantly to that purpose, too.  

 

Q2: 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? 

As mentioned in the general comments and above we do not think structural reform 

measures are needed in general. Moreover, there is a significant risk that an EU proposal will 

not stop individual national (and very diverse) initiatives in this field. In addition, if there is no 

full harmonization there will still be scope left for gold-plating, national discretions and thus 
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more fragmentation. The drawback associated with the structural reform might in our view 

outweigh the possible advantages.  

 

Q3: 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. 

In general, we are not convinced about the use of accounting categories for identifying high-

risk trading activities. Accounting categories do not reflect the scope/purpose of the activity 

and the risk itself (hedging vs. proprietary trading vs. market making). 

We think a harmonized methodology is needed for measuring real risk in the trading 

book. If high-risk taking activities reach a certain defined threshold the bank should be 

subject to the supervisor’s scrutiny and be solved via the RRP. The supervisor’s decision how 

to handle the situation (if the bank is unable to handle the situation itself) should be based 

upon a harmonized set of criteria/procedures/triggers. Separation should be only a last-resort 

tool backed by a specific recovery and resolution plan.    

 

Q4: Which of the approaches outlined above is the most appropriate? Are there any alternative 

approaches?  

We do not support any of the three proposed options – for reasons stated above. Out of the 

three the option Number 1 (ex-post separation subject to constrained discretion by the 

supervisor) seems to be the least disruptive as it leaves scope for assessing individual risk 

profiles. Nonetheless, we believe it important to emphasize once again that timing of action 

should not be left to supervisor’s full discretion – there is a need for fully harmonized criteria 

and triggers. Option 3 is a “one-size-fits-all” approach that disregards differences across 

banking sectors in Europe.    

 

Q5. 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? 

Separation of activities is in general a very tricky issue.  

Option 1 seems to be the least damaging option. Still there is a problem of separating market 

making from proprietary trading which would require a qualitative assessment by the 

supervisor.  

Option 2 would require separation of market making activities, too. We believe that these 

activities are beneficial for the economy as they lead to more liquid markets and thus serve 

the clients. If these activities are to be separated it is very likely that some of the 

players/banks cease to engage in those activities and markets will be less liquid and less 

competitive – with negative consequences for the clients.  
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Q6. Should deposit banks be allowed to directly provide risk management services to clients? If 

so, should any (which) additional safeguards/limits be considered? 

We believe banks should be allowed to provide risk management services directly and no 

additional safeguards are needed – sufficient safeguards have already been incorporated into 

MiFID, EMIR etc.  

 

Q7: As regards the legal dimension of functional separation, what are the costs and benefits of 

regulating intra-group ownership structures? 

Q8: What are the relevant economic links and associated risks between intra-group entities? 

Even though option number 1 („functional separation with economic and governance links 

restricted according to current rules“) seems to be the least disruptive of the three options 

considered, it should be noted that there would be significant costs associated with that kind 

of separation. These negative effects would be more exacerbated under option 2 („functional 

separation with tighter restrictions on economic and governance links“) 

 

Q9: As regards full ownership separation, what are the associated costs and benefits? 

Full ownership separation generally equals prohibition of certain activities (i.e. close to 

Volcker rule) and would thus result in the end of a universal banking model (depending of 

course on the scope of activities separated) – with more activities being shifted into the 

shadow banking world and most likely not very favourable terms for mass divesting of certain 

activities across banking sectors in Europe. 

 

Q10. Does the above matrix capture a sufficiently broad range of structural reform options? 

The matrix does not capture the „baseline scenario“, i.e. „no policy action“. That one should 

be carefully assessed and duly considered given arguments above.  

 

 

 


