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Key high-level comments by Nordea Bank AB (publ) on the EU Commis-
sion’s second consultation on the structural reform of the banking sector 

Nordea Bank AB (publ) (Nordea) welcomes the opportunity to submit comments to 
the consultation on the main building blocks of the Commission’s follow-up of High-
level Expert Group’s (HLEG) report (“Liikanen report”) on reforming the structure of 
the EU banking sector. 

Executive summary 

Nordea’s key points: 

 Mandatory separation will have many unintended side-effects and will have a 
negative impact not only on the directly affected banks, but on the real econo-
my in general. 

 Nordea believes that the substantial on-going and new regulatory initiatives, a 
clear and transparent recovery and resolution framework together with effi-
cient and effective supervision will achieve the underlying ambitions of the 
discussed structural reform in a better way than any requirement for mandatory 
separation can. 

 Nordea is highly concerned about any potential thresholds based on accounting 
definition only, and does not foresee this as an effective tool for a decision re-
garding the scope of which activities to be separated and of which banks 
should be subject to such separations. 

Nordea is of the opinion that mandatory separation of certain activities is not an ap-
propriate way to prevent future financial crisis. Indeed, the “risky trading activities” 
identified in the Liikanen report have not been a primary cause for losses in Nordic 
banks historically. Losses have instead typically been related to traditional bank lend-
ing. 

The trading activities of a universal bank, which is systemically important for several 
local markets, are critical and can be compared with the importance of the financial 
infrastructure. It is part of a virtual infrastructure that assist companies, smaller banks, 
governmental entities and other financial institutions with accessing currency, securi-
ties, commodities and other financial markets. This virtual infrastructure is systemical-
ly important for local financial markets. The mandatory separation of certain activities 
would change the incentives for the universal bank to provide financial services that 
are part of this virtual infrastructure. The consequences would be less efficient finan-
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cial markets, reduction in the amount of financial products available on local markets 
and in some cases disruption of markets.  

With that in mind, Nordea fears that a mandatory separation would have unintended 
negative side-effects for the real economy. It would harm household (pensions, sav-
ings), corporate and institutional customers and governmental entities. In particular, 
bond markets in smaller countries such as the Nordic countries, would risk becoming 
illiquid. This would increase funding cost for companies, banks, governmental entities 
and ultimately private customers in the affected countries.  

A successful, harmonised and balanced implementation of the substantial new and on-
going regulatory initiatives in the financial sector is about to transform the banking 
sector by calling for increased capital, strengthened liquidity management and im-
proved risk management. Nordea believes that this, together with clear and transparent 
recovery and resolution frameworks and with efficient and effective supervision, will 
achieve the underlying ambitions of the discussed structural reform. The value-added 
of the separation of trading activities appears limited compared to consequences the 
financial institutions will have to face. 

Nordea strongly recommends that the EU Commission does not create requirement on 
mandatory separation of certain activities and products. However, if the EU Commis-
sion, despite the above described negative impact, decides to impose a mandatory sep-
aration of certain activities, Nordea believes that it is crucial to carefully consider the 
definition of activities and products. 

Nordea is highly concerned about any potential thresholds based on accounting defini-
tion only, and does not foresee this as an effective tool for a decision regarding the 
scope of which activities to be separated and of which banks should be subject to such 
separations. If a requirement for mandatory separation is unavoidable, Nordea sug-
gests thresholds based on capital that reflects the actual risks in the different banking 
groups, i.e. such as risk weighted assets (RWA). This would also in a better way take 
into consideration that even large derivatives balance sheets may carry very limited 
risk. This would mean that market making activities and treasury operations & bal-
ance sheet risk management below such thresholds should then not be separated. 

In the following sections, input to the specific questions is provided. In addition and to 
support the responses, Nordea’s definitions of market making activities and treasury 
operations & balance sheet risk management are included. An alternative capital based 
threshold is described as well as Nordea’s position on which activities and products 
should remain in the Deposit Bank, and of which activities and products can be sepa-
rated in a Trading Entity in case such separation becomes a requirement. 
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1. Can structural reform of the largest and most complex banking groups ad-
dress and alleviate these problems? Please substantiate your answer. 

Nordea does not view a reform of corporate and legal structures of banking groups as 
an effective way of reducing the risks in the banking sector, without threatening the 
integrated business model common to European banks. Nordea is of the view that 
ring-fencing in any shape or form would be detrimental to the universal banking mod-
el. 

The reason is that Nordea does not see the corporate structure of banking groups as a 
key risk factor, but rather their corporate governance and risk management. Business 
or legal structures as such do not create new risks if the assessment and pricing of 
risks are managed with a consolidated view. This has also been proved during the fi-
nancial crisis, where the impact was most severe for banks where corporate govern-
ance and risk management failed irrespectively of the business model. 

With that in mind, Nordea fears that a mandatory ring-fencing would have unintended 
negative side-effects for the real economy. It would harm household (pensions, sav-
ings), corporate and institutional customers and public entities. In particular, bond 
markets in smaller countries such as the Nordic countries, would risk becoming illiq-
uid. This would increase funding cost for companies, banks, public entities and ulti-
mately private customers in the affected countries. 

The mandatory separation of certain activities would also lead to operational ineffi-
ciency, operational risks and administrative burden, not only for financial institutions, 
but also for customers. A separation would require new practices with cross-
collateralisation, cross-bank agreements and other governance arrangements that 
would increase complexity. This increased complexity and contractual inter-linkages 
would be necessary to deliver financial services supporting growth, but could at the 
same time decrease resolvability and increase the contagion risk within the banking 
system. 

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. 

A successful, harmonised and balanced implementation of the substantial new and on-
going regulatory initiatives in the financial sector is about to transform the banking 
sector by calling for increased capital, strengthened liquidity management and im-
proved risk management. Nordea believes that this, together with clear and transparent 
recovery and resolution frameworks and with efficient and effective supervision, will 
achieve the underlying ambitions of the discussed structural reform. The value-added 
of the separation of trading activities appears limited compared to consequences to 
financial markets and the virtual infrastructure that are systemically important. 
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One of the core elements in the proposals for structural banking reforms, which are 
the Liikanen report, Vickers and the Volcker Rule, is the separation of “risky trading 
activities” from “retail banking”. However, the definition of “risky trading activities” 
varies from proposal to proposal. 

In the Liikanen report, despite that separation only shall take place if these activities 
represent a significant part of the bank’s business, the scope for such activities is ex-
tremely wide and consequently the impact on the affected banks can be very high. On 
the other hand, the separation suggested by the Liikanen report compared to the 
Volcker rule allows the separated activities to be in a separate entity within the same 
overall group. 

In its analysis of proposals for mandatory separation, the Basel Committee for Bank-
ing Supervision pointed out the risks of mandatory separation. One of the risks would 
be that banks may respond to the reforms by shifting activities beyond the borders of 
consolidated regulation. Such migration would be a concern if these activities proved 
to be systemic in nature. Another risk is that mandatory separation of certain activities 
may create business models that are, in fact, more difficult to supervise and resolve. 
For example, resolution strategies may be rather complex to design and implement for 
globally operating banks that have to face increasing heterogeneity in permitted busi-
ness models at the national level. A third risk is that mandatory separation of certain 
activities may affect the international activities of universal banks. 

Moreover, additional drawbacks of such proposal are that income diversification ef-
fects would be lost, risks in separated units would increase and potentially a down-
ward pressure would be placed on the major entities’ ratings. Funding costs may also 
increase in the Deposit Bank due to the loss of earnings and earnings diversification, 
which ultimately would have a negative effect on customers. 

Nordea especially considers the separation of market making and treasury operations 
& balance sheet risk management from Deposit Banks as fundamentally wrong. In-
deed, historically “risky trading activities” have not been a primary cause for losses in 
Nordic banks. Losses have instead typically been related to traditional credit risk ex-
posures on the banking book, affecting banking groups with large concentration risk 
on their balance sheet. 

Nordea believes that an EU reform in the field of structural reform would not have the 
desired positive effect. It would rather have a number of unintended highly negative 
consequences to the real economy, as identified in Nordea’s response to the public EU 
consultation in November 2012. 

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. 

Nordea strongly recommends that the EU Commission does not create requirement on 
mandatory separation of certain activities and products. However, if the EU Commis-
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sion, despite the above described negative impact, decides to impose a mandatory sep-
aration of certain activities, Nordea believes that it is crucial to carefully consider the 
definition of activities and products. 

Nordea is also highly concerned about any potential thresholds based on accounting 
definition only, and does not foresee this as an effective tool for a decision regarding 
the scope of which activities to be separated and of which banks should be subject to 
such separations.  

If a requirement for mandatory separation should be defined, Nordea suggests thresh-
olds based on capital that reflects the actual risks in the different banking groups, i.e. 
such as risk weighted assets (RWA). This would also in a better way take into consid-
eration that even large derivatives balance sheets may carry very limited risk. This 
would mean that market making activities and treasury operations & balance sheet 
risk management below such thresholds should then not be separated. 

Nordea believes that the scope in the report on structural reforms is far too broad, and 
would instead suggest a division which both is balanced from a risk perspective and 
which supports the diversified universal banking model that has proven to be sustain-
able throughout the financial crisis. 

Nordea suggests that market making activities and selected treasury operations & bal-
ance sheet risk management activities below defined thresholds should not be separat-
ed, and should therefore remain in the Deposit Bank. This approach would support 
regular banking activities, reduce the concentration risk and maintain diversification 
in the universal banking model. 

Such activities, listed below, should on an aggregated basis represent a maximum of 
20% of the total RWA of the banking group. The RWA threshold should be calculated 
as an average over a 12 month-period. However, if it on a daily basis exceeds 30%, 
the requirement for mandatory separation would apply: 

 Market making activities, excluding counterparty risk on derivatives. 
(Counterparty risk is considered as an integrated part of the overall credit 
risk in a universal banking group and is therefore excluded).  

 Selected treasury operations & balance sheet risk management activities: 

o Activities taking care of non-significant long term investments (includ-
ing unlisted equities and funds) anchored on the balance sheet  
(point (e) in the below definition). 

o Non-significant risk taking activities as part of providing market intelli-
gence, execution capabilities and ensuring full market access for the as-
set and liability management 
(point (f) in the below definition). 
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Other treasury operations & balance sheet management activities mentioned below 
should generally be exempted from any separation requirement (as also described in 
the report on structural reform). These activities in securities, FX and derivatives mar-
kets are part of needed core funding, liquidity and asset and liability management ac-
tivities of the bank. 

To support the above proposal, Nordea recommends the following definitions: 

Market making activities are defined as the activities of an investment firm, a credit 
institution, etc., where it deals as principal in a financial instrument, whether traded on 
or outside a trading venue, in any of the following capacities and conditions: 

(a) By posting firm, simultaneous two-way quotes of comparable size and at 
competitive prices, with the result of providing liquidity on a regular and 
on-going basis to the market; 

(b) As part of its usual business, by providing risk capacity in relation to exe-
cution and hedging of customer transactions. 

Treasury operations & balance sheet risk management are defined as the activities 
of a financial institution or banking group where the Group Treasury department on a 
regular and on-going basis are active in financial markets to deliver on the following 
responsibilities: 

(a) Day-to-day liquidity operations and acting in the interbank deposit market; 

(b) Issuance of instruments and use of derivatives as part of the funding ac-
tivities, including possible securitization of assets on the balance sheet; 

(c) Managing liquidity risk according to internal limits and regulatory re-
quirements; hereunder managing liquidity buffers of cash and securities 
(including hedges); 

(d) Managing interest rate, FX and other market risks on the balance sheet re-
lated to asset and liability management involving securities and deriva-
tives; 

(e) Taking care of non-significant long term investments (including unlisted 
equities and funds) anchored on the balance sheet 

(f) Non-significant risk taking as part of providing market intelligence, execu-
tion capabilities and to ensure full market access for the asset and liability 
management 

Of the four options for accounting measures mentioned by the Commission, Nordea 
prefers option 4: “A definition focused on net volumes, which is likely to only capture 
those institutions that have a higher share of unbalanced risk trading (proprietary trad-
ers).” This is more in line with Nordea’s view to focus on risk rather than on account-
ing definitions. 
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A prerequisite to adopt this approach is, however, that the following activities are not 
to be separated, i.e. to remain in the Deposit Bank: 

 Market making in FX, fixed income, money markets, credits, equities and 
commodities including related derivatives and risk taking supporting mar-
ket making  

 Corporate Finance, DCM, Leveraged Finance 

 Treasury operations & balance sheet risk management in connection to 
funding, capital and liquidity management as well as interest, FX and other 
market risk management related to the balance sheet 

Comment: These products/activities are core to support regular banking activities and 
were not contributing to major losses in the banking sector during the financial crisis, 
in particular not in Nordic banks. 

In addition Nordea proposes the following definition of “risky trading activities”, i.e. 
potentially to be separated from the Deposit Bank: 

Proprietary trading, i.e. stand-alone speculative risk taking activities without any an-
choring to market making, customer activities and/or treasury operations & balance 
sheet risk management as defined below. This includes banks’ investments in: 

 Real estate securitisation products 

 Commodity-linked investment products, incl. agricultural commodities 

 Hedge funds 

 High Frequency Trading. (Nordea’s proposed definition: “HFT is the use 
of high-speed computer algorithms to automatically generate and execute 
millisecond based trading decisions for the specific purpose of making re-
turns on proprietary capital”) 

Comment: these activities are not needed to support core business in the universal 
banking model. 

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

Nordea supports the “Ex ante separation” which appears the most suitable way to ob-
tain a level playing field between financial institutions which would fall within the 
scope of the mandatory separation of certain activities. 

However, it is important to keep in mind that a potential requirement on mandatory 
separation will still create an uneven playing field between institutions respectively 
above and below any decided threshold. 
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5. What are the costs and benefits of separating market-making and/or under-
writing activities? Could some of these activities be included in, or exempt 
from, a separation requirement? If so, which and on what basis?  

Please see the response to question 3 regarding Nordea’s proposals of which activities 
to be separated in case of the implementation of the mandatory separation. Nordea’s 
proposal is much in line with the “Narrow trading entity and broad deposit bank defi-
nition.” 

Mandatory separation of certain activities would reduce synergy benefits and break up 
existing banking groups, which may result in suboptimal capital allocation in the 
economy, substantially increased cost, including funding cost, lower efficiency and 
increased risk. 

The following observations further support why a mandatory separation of certain ac-
tivities would be detrimental: 

 The benefits of consolidated liquidity and capital management need to be 
recognized. 

o These benefits include the possibility to make internal netting of 
positions, reducing the amount of counterparties and open posi-
tions, while at the same time providing a wider access to capital 
and funding. 

 Moreover, a break-up of existing banking groups will significantly reduce 
the recoverability of the resulting stand-alone entities, as the loss of diver-
sification would reduce the recovery options available to each entity, as 
well as eliminate intra-group support. 

 Ring-fencing will lead to increased capital and funding costs for financial 
products, which will increase hedging cost for corporate and institutional 
entities and impact economic growth negatively. 

o Increase in funding costs will result in an increased cost for market 
making activities. 

o This may lead to a reduction of bond inventories and thereby im-
pact the liquidity in the bond market in a negative direction as well 
as increased funding spreads for e.g. government entities and mort-
gage institutions. Furthermore, smaller bond markets, e.g. in the 
Nordic countries, could become illiquid, which would make it dif-
ficult to issue larger volumes. 

 Income diversification effects will be lost, potentially putting downward 
pressure on the rating for major entities, not only the Trading Entity. 
Hence, the funding cost may also increase in the Deposit Bank due to loss 
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of earnings and earnings diversification, which ultimately will have a nega-
tive effect on customers. 

 Customers and banks will have to handle the increased bureaucracy, cross-
collateralisation and governance arrangements that will have to be in place 
to deliver one financial service from more than one entity.  In practice this 
exercise can be impossible to perform.  

As a conclusion Nordea instead of requirements for mandatory separation proposes 
further strengthening of risk management procedures focusing on relevant and effi-
cient risk measurement methods. This is also more in line with the alternative proposal 
in the so-called Avenue 1 proposed by members of the HLEG. 

6. Should deposit banks be allowed to directly provide risk management ser-
vices to clients? If so, should any (which) additional safeguards/limits be 
considered? 

Nordea does not believe that these activities have been the reason for the financial cri-
sis and support therefore the possibility to continue such services. 

Nordea does, however, believe that the thresholds proposed in the response to Q3 
could handle the potential risks from the risk management services provided to clients. 

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

Below is a description of the costs of regulating intra-group ownership structures: 
 Legal separation in combination with other functional separations leads to 

tremendous operating costs: 

o Centralised IT platforms would have to be reorganised. 

o Funding and risk management functions need to be decentralized. 
As it takes time to build legal entities’ funding capacity, some eco-
nomically useful businesses would have to be closed. 

 From an economic point of view, legal separation in combination with sep-
aration of centralised functions leads to the loss of group synergies. 

 Concentration risk of investment banking activities will increase 

o  the individual institutions due to the loss of income diversification 

o in the market due to a fewer bigger players being present in case of 
a potential requirement for separation 
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8. What are the relevant economic links and associated risks between intra-
group entities? 

Both the Trading Entity and the Deposit Bank would both face increased capital, fund-
ing and other costs, which include: 

 A higher level of capital and downgrade of rating due to the loss of diversi-
fication benefits 

 Separation will increase on-going operational costs including costs associ-
ated with duplicated infrastructure 

 Capital for intra group exposures, i.e. in relation to large exposure rules 

 One-off costs to restructure 

 For banking groups that after a mandatory separation at a later stage come 
under the threshold, a “roll-back” to a consolidated legal structure will be 
very complex and costly 

9. As regards full ownership separation, what are the associated costs and ben-
efits? 

Please see the response to Q8. 

However, Nordea recognises these measures as to be a tool to safeguard ensured funds 
in the Deposit Bank. 

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

Nordea acknowledges that the matrix covers a broad range of options. However, since 
neither the Liikanen proposal nor the French or the German proposals fully meet 
Nordea’s concerns stated in the above questions, the list is not judged exhaustive 
enough. 

As stated in Q3, Nordea believes that as a minimum, the following activities should be 
exempted from mandatory separation: 

 Market making in FX, fixed income, money markets, credits, equities and 
commodities including related derivatives and risk taking supporting market 
making  

 Corporate Finance, DCM, Leveraged Finance 
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 Treasury operations & balance sheet risk management in connection to fund-
ing, capital and liquidity management as well as interest, FX and other market 
risk management related to the balance sheet 

This approach is supported in the French and German proposals. However, those pro-
posals also impose requirements, such as the French ban on agricultural derivatives, 
which Nordea does not support. 

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

Nordea finds Option A the best foundation for further investigations regarding manda-
tory separation. However, please refer to the response to Q10.  

 


