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EC Consultation: Reforming the structure of the EU banking sector 
 

We welcome the opportunity to provide comments to the Commission’s consultation on 

reforming the structure of the EU banking sector banking sector. This proposal for a new 

regulation comes on the heels of many other regulatory initiatives aiming at similar objectives. 

Indeed, there is a clear risk of over-regulating or of giving rise to regulatory uncertainty when 

several initiatives are not fully coherent. Having said this, we are of the view that the 

separation of highly risky activities –mainly proprietary trading– would increase the resilience 

of the banking system and reduce the distortions that arise from cross-subsidization between 

depositors and other activities. It is essential, however, that such activities be correctly 

identified. Once properly identified, we advocate for separation.    

 

[Question 1]  

Separation could be useful in reducing systemic risk to the extent that:  

a. Retail banking can be effectively insulated from the risk taken in other parts of the 
group. 

b. Governments can credibly commit not to rescue the other riskier activities. 

c. Banking groups perceive the state guarantee is reduced and hence limit their risk taking 
behavior. 

d. Market participants also perceive it and hence increase their monitoring and market 
discipline. 

Even if these conditions are not fully achieved, separation could be successful at reducing the 

complexity of large banking groups and minimizing the conflicts of interest that arise when 

performing both activities. It may also increase the credibility and effectiveness of a recovery 

and resolution process. 

[Question 2] 

Three variables should govern regulators’ decision on the degree of separation between retail 

and investment banking activities: the intensity of scope economies, the potential for abuse 

and the likelihood of effective supervision. The greater the imposed degree of separation, the 

less advantage is taken of the economies of scope but the smaller potential of abuse and the 

greater ease of supervision. 

Integration of most services offered by traditional retail banking should be permitted since 

scope economies are very high and significant efficiency gains exist. In exchange, a highly 

intrusive and information-intensive supervisory system is already in place.  

Activities related to investment banking, as well as those giving rise primarily to market risk or 

counterparty risk, may show fewer scope economies with deposit-taking and the payment 

system. If they are not significant enough to justify the resources required to achieve effective 

supervision, then some form of separation is warranted. Nevertheless, when assessing their 

significance, and given the variety of business models existing in the EU, authorities should 
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take into account that activities that may not exhibit scope economies for one institution, 

might exhibit it for others (for instance, underwriting or market making activities for SMEs 

securities in the case of a retail institution particularly strong at SME lending activities).   

In our opinion, a credible separation, complemented by increased regulation and supervision 

of the pure trading activity, in a degree that preserved the relevant scope economies, could be 

helpful in order to improve supervision. In that context, and in view of creating an effective 

banking union, an EU-wide approach would be preferred to avoid diverging views about scope 

economies and ensure the same regulatory standards across jurisdictions. In any case, care 

should be taken that any proposed measure is fully compatible with the requirements imposed 

by the other ongoing regulatory initiatives, be it at a European or at a national level.  

 

[Question 3] 

Publicly available accounting balance sheet data is not well suited to perform a proper 

assessment of systemically risky trading activities. Since the consequences of a wrongly 

imposed structural separation are difficult to reverse, decisions should be taken using the most 

appropriate data (which may not be public). National Supervisors have access to very detailed 

information regarding the institutions’ liquidity. These information requirements could be 

amended so that a further decomposition into the different accounting portfolios and 

valuation techniques is provided. Consider, for example, the “Available for sale” (AFS) 

category. AFS is a bad proxy for trading activities, since it includes assets that are held by the 

institutions to manage liquidity and comply with the liquidity ratios. Nevertheless, excluding 

the whole category may be too lenient. A better indicator would consider those assets that are 

held in the AFS category but which are relatively more risky than liquid. Information contained 

in the liquidity reports to national supervisors could help identifying those assets. 

As a proxy variable for activities that ought to be considered for separation we would favour a 

definition focused on net volumes. We agree that such a definition, by capturing unbalanced 

risk trading, is the best among the 4 provided to identify proprietary traders. In any event, the 

definition should be computed using information from at least the last three years in order to 

better discriminate what constitutes a clear business model from what may constitute an 

exceptional circumstance (i.e. an ongoing merger with restructuring). 

[Question 4]  

We are of the opinion that, in order to reduce legal uncertainty, EU legislation should stipulate 

a detailed list of activities a priori subject to separation (and the form of such separation). 

Given the uncertainty, however, about the accuracy of the variables that would be used to 

identify activities subject to separation, the supervisor should retain some discretion to apply 

these rules.  

[Question 5] 

There could be significant costs associated with the separation of separating market-making 

and underwriting activities, as both present scope economies with retail banking. Such scope 

economies will play a particularly important role in the development of alternatives to banking 

finance for SMEs. 
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In particular, underwriting presents scope economies both on the demand and on the supply 

side. On the demand side, customers have a preference for covering most of their financial 

needs through a single institution, since there are significant costs in the transmission of the 

necessary information to value the firm and its capabilities. On the supply side, banks can 

benefit from the investments they regularly make to keep a daily relationship with their 

clients, a relationship that conveys a large amount of information that is difficult to transmit to 

other parties. Hence, the incremental cost of offering underwriting, and ancillary services such 

as scoring or valuation, is lower for banks than for other financial providers.  

As for market making, the abovementioned privileged relationship of banks with their clients 

puts them at an advantage in order to price the risk embedded in their client debt issuances. 

Hence, banks are well placed to act as liquidity providers in this kind of issuances, especially for 

SMEs issuances and securitizations. 

Indeed, recognizing these facts, the Spanish government is proposing retail banks to play an 

active role as underwriters, valuators and market makers in the development of a new 

marketplace for SMEs debt securities. Should these activities be subject to strict separation 

from retail banking, the development of financing alternatives for SMEs would be prevented.  

[Questions 6-9] 

We are of the view that accurately defined and identified proprietary trading activities should 

be subject to, at least, functional separation with tight restrictions on economic and 

governance links or alternatively subject to ownership separation (à la Volcker). This would 

reduce the capacity of the retail bank and the separated trading arm to arbitrate the 

regulation and would ease supervision tasks due to the more limited complexity. 

If a lighter form of separation is used for identified activities, comprehensive information 

requirements may need to be imposed for an effective supervision.  

 


