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We welcome the opportunity to comment on the European Commission’s consultation paper 

“Reforming the structure of the EU banking sector” of 16 May 2013. 

Before directly addressing the questions raised in the consultation paper, we would like to 

make the following general remarks:  

With regard to the outlined policy options, in our view the baseline option is not “no policy 

action,” but rather the timely completion of the outstanding major reforms of the prudential 

framework. Emphasis should be placed on reforms establishing a sound and credible 

recovery and resolution framework for banks and a consistent new trading book regime. All 

the same, the new CRD/CRR framework needs to be successfully implemented and its effects 

on banks’ behavior and financial stability need to be assessed. Considering the consequences 

of the mentioned European legal initiatives and the comprehensive organizational changes 

required we are convinced that any further measures bear additional incalculable risk. For 

the time being all efforts should focus on the implementation of the already outstanding 

reforms as these reforms should be in full effect  before any further initiatives are put 

forward.  

Concerning the consultation we highly welcome the clarification that the structural separation 

measures under consideration by the EC are meant to target “Too-Big-To-Fail” banking 

groups only and, as such, would not affect the large majority of EU banks, particularly not 

those involved in regional and customer-related lending. While we agree with this approach, 

we doubt whether the options for determining the scope of separation as proposed under 

3.2.1. of the consultation paper would suffice to achieve this delineation. A clearer link to the 

criterion of systemic importance seems, therefore, necessary.  

Additionally, if the EC pursues a structural separation policy, it is very important to clarify the 

institutional aspects of such a regime within the context of the Banking Union. With 

supervisory powers for the ECB under the SSM regulation and, moreover, a European 

resolution framework currently under discussion, the question of which authority is 

responsible for deciding upon structural measures, and how coordination with other 

supervisory and resolution authorities would be achieved, is of the utmost importance. For 

the time being the relation to the resolution framework is not clear at all.   
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1. Can structural reform of the largest and most complex banking groups address 

and alleviate these problems? Please substantiate your answer.  

In general, we agree that structural reforms involving legal – but not ownership – separation 

may help to increase the transparency of the intra-group structures of very large, complex 

and systemically important banking groups. Increased transparency should help reducing 

intra-group complexity and subsidization as well as excessive risk-taking. From the point of 

view of investors, greater transparency should increase market discipline. From the point of 

view of authorities, structural measures should assist in making the recovery and resolution 

of such banking groups more viable options, thus increasing the credibility of a “no bail-out” 

policy. 

Even so, the design of structural measures must not jeopardize the European universal 

banking model as such. We believe that the universal banking model generally leads to a 

more stable banking system as a result of diversification effects across various areas of 

banking activity and that universal banks are efficient and stable suppliers of financial 

services and credit to the real economy. Any separation regime should therefore be limited 

to large and complex banking groups with very significant trading activities, where high, 

rather than low, relevant threshold-indicators for such activities are met. Thus, we argue for 

a link with the SSM regulation in the sense that the scope of the envisaged regime should be 

limited to banks/banking groups that are considered significant under Art 6(4) of the SSM 

regulation. But under no circumstances there should be a threshold below  

 

     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.  

The arguments for an EU-wide approach – known already from past debates on regulatory 

and supervisory reform – are strong: Banks themselves would benefit from having a 

consistent regulatory framework, which is supportive also for the internal market and the 

avoidance of regulatory arbitrage within Europe. A harmonized framework for structural 

measures helps to avoid a multiplicity of different regimes, and makes sense both in light of 

the single market and the single supervisory mechanism. Moreover, if structural reforms are 

aimed at avoiding or reducing contagion risks, only a harmonized approach seems to be 

effective.  

However, the pivotal question is how far a separation concept should go, given material 

advantages of the universal banking model as well as practical problems concerning the 

implementation of a more radical separation.  

An EU-wide approach will require the achievement of consensus among many parties. 

Furthermore, consistency with several legal frameworks and initiatives at the EU-level is 

required. A too far reaching EU-wide approach would delay substantial progress, while a 

balanced EU-wide approach - taking into account that several Member States have already 

implemented or started to implement national rules on separation - would help avoid that 

banks suffer from profound regulatory uncertainty. 
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To sum up, we advocate for a harmonized approach, which is materially cautious in respect 

to the extent of separation. Such a regime on the basis of minimum harmonization taking 

into account existing national regimes (in some cases implemented only very recently) could 

be implemented quickly and would avoid fragmentation. Moreover, the advantages of 

existing broad-range business models would not have to be abolished without due 

consideration of the benefits involved.   

 

 

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.  

Firstly, we would like to reiterate our strong concerns with respect to using technical 

accounting terms to delineate “risky” trading activities from other business areas without 

taking into account the specific implications of these definitions. In our view it is particularly  

inappropriate to use the IFRS term „Available for Sale“ (AFS) as a proxy for risk during the 

assessment for mandatory separation in the first stage. Given these inaccuracies we strongly 

object to option 1. 

Secondly, a good indicator should be related to the relevant activities, easily definable and 

measurable, fairly stable over time, not dependent upon (national) regulations, and resistant 

to manipulation. Therefore, option 3, which focusses on the gross volume of trading activity, 

seems to us the best of the four options proposed. It is related to the relevant activities 

(including trading in off-balance sheet items), well defined and measurable, fairly stable, not 

very dependent upon regulations, and not easy to manipulate without incurring considerable 

cost. 

Option 2 and option 4 are less satisfactory. Holdings of HFT assets can vary strongly over 

time, are deeply affected by regulatory and supervisory changes (accounting rules, 

regulator-sanctioned shifts into HTM), and may be manipulated. It is not easy to define and 

identify which HFT assets (including off balance sheet items) are not held for liquidity 

purposes, and banks may have several motives for holding an asset. Net trading volume (the 

difference between two large and volatile aggregates) is likely to be quite volatile, and 

market-making activity may be a relevant part of WIB business. 

Thirdly, the data used in the consultation paper for the definition of indicators was publicly 

available accounting data. Supervisors may have access to other data sources (regular 

supervisory data, ad-hoc surveys etc.). In our view, the final choice of an indicator should 

not be made under the restriction that it has to be based exclusively on publicly available 

data. The competent authority must be able to exercise sufficient discretion to use non-

public data in applying supervisory judgment in the second phase of assessment.    

Fourthly, all four indicator options are based on banks’ IFRS reports. It is unlikely that 

optimal indicators or even good proxies for deciding whether or not a bank is “heavily 

engaged in trading activities” can be derived from IFRS reports - especially on the basis of 

the balance sheet only. Basing such an intrusive supervisory decision principally on IFRS data 

is likely to have an impact on banks’ financial accounting. Banks will try to outmaneuver 
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IFRS-based indicators using their leeway under the accounting rules. Therefore, we propose 

that balance sheet indicators shall be complemented by other indicators, particularly by 

income data (relevant trading income/total income) and other more qualitative indicators, 

such as staff dedicated to trading activities (including back office and support functions) in 

relation to total staff and remuneration paid to “trading staff” in relation to total HR costs.  

Furthermore, the international accounting standards are under review and some of the 

intended changes might have implications on the proposed IFRS amendments, which should 

be taken into account. Finally, we want to point to the fact that not all banks in the EU are 

subject to IFRS accounting standards and instead use local GAAP. In a very comprehensive 

framework for structural measures this would need to be taken into account. With the more 

targeted and limited approach that we are favoring this should be less of a problem.    

 

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

alternative approaches? Please substantiate your answer.  

While we do not quite see the precise difference between the options of “ex post separation 

subject to constrained discretion by the supervisor” versus “ex ante separation subject to 

evaluation by the supervisor”, we agree with a two-step approach, where legislation, and 

possibly more detailed technical standards stipulate certain “trigger criteria” on which the 

competent supervisor has to take a separation decision. Given the likely ambiguity of 

quantitative indicators (see our comments on question 3) legislation needs to contain room 

for supervisory discretion. 

 

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?  

6. Should deposit banks be allowed to directly provide risk management services 

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

While we agree that proprietary trading, prime brokerage for hedge funds and other forms of 

“investment banking” can carry substantial risks, underwriting services for companies of the 

real economy and market-making activities do not bear a similar risk profile and support the 

financing of the real economy via capital markets.  

The benefits of the universal banking model should be preserved. We cannot see any 

problem if a bank offers to its clients - including international corporate clients - a broad 

range of services. This approach seems especially appropriate if we want to move away from 

an “originate and distribute” business model. A “narrow deposit bank” would be, at best, 

only marginally viable in many markets. Furthermore, we are concerned that a “broad 

trading entity” would remain systemically important and difficult to resolve, and would thus 

still imply an implicit assumption of government support.   



4 

 

Considering the three options presented, we argue for a „narrow trading entity” and a 

“broad deposit bank” approach. 

 

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

benefits of regulating intra-group ownership structures?  

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

entities?  

The links between intra-group entities can yield benefits in some circumstances, and risks or 

costs in other circumstances; the effects are only rarely just positive or negative.  

In principle, groups exist in order to facilitate the efficient allocation of resources (capital and 

funding) across diverse areas of activity, thus making use of economies of scale and scope. 

Groups operating cross-border serve the purpose of offering their (especially corporate and 

institutional) clients a range of products in the geographic locations where these clients 

conduct their business. In this regard, cross-border banking groups play an important role in 

supporting the single market. In addition, informational advantages can be derived from 

managing these relevant entities. . However, at some point the increased marginal costs and 

risks due to higher complexity and coordination needs exceed the marginal benefits of an 

increase in size. There is ample evidence that some large groups (not only in banking) have 

grown too large to promote an optimal allocation of resources. Reasons for such an 

excessive growth are numerous:  Market rewards for size, the expectation of a public 

backstops, or managerial over-ambitions. 

Links between entities of a holding can arise as a result of the exploitation of economies of 

scale or scope, for example when proving client services (e.g. to nonfinancial 

conglomerates), or with respect to operational features (such as computer and back office 

systems). Thus, one important consideration when planning the resolution of  banking 

groups  is that operational integration might be more difficult to disentangle than financial 

and ownership integration. For example, if a group relies on only one computer center, it 

cannot readily be split into multiple parts. 

In the financial sector diversification is one main reason for strong intra-bank linkages. 

Diversified groups will, ceteris paribus, most likely benefit from lower costs of capital and 

lower funding costs. Also governance arrangements can create a form of inter-linkage. 

However, such strong intra-linkages entail a certain risk for the management to become 

distracted by problems in one part of the group while possibly neglecting other parts of the 

holding Nevertheless,  a group is also generally in a better position to deal with problem 

entities relatively quickly and at low cost, for example in case a subsidiary is wound down 

without a formal bankruptcy procedure(e.g. if European banking sub-sectors resolves an 

individual regional retail bank within  the sub-sector and without public sector involvement ). 

Reputational risks may affect the entire group in a positive as well as in a negative sense: On 

the one hand a group benefiting from the reputation of having an effective and responsible 

management may obtain relatively cheap financing and can thus deal with isolated problems 



5 

 

with little effect on the group as such. On the other hand downside reputational risk might 

be exacerbated in times of increased uncertainty; difficulties in one entity may provoke 

investor uncertainty regarding the rest of the group and lead to negative consequences for 

entities not involved beforehand. 

 

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

benefits?  

As we deem ownership separation as a too excessive measure we would advocate for an 

approach which is both materially cautious and easy and quick to implement (see qu. 2 

above).  

Ownership linkages can also bring benefits in terms of diversification: For example the ability 

to deal with problems on a private ownership basis without any government intervention. We 

are generally uncomfortable with the imposition of very strong restrictions on voluntary 

private sector contractual arrangements. Ownership separation would in our view require the 

break-up of the broader group structures and not solely those that are involved in trading 

activities. 

 

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

options?  

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

your answer.  

The delineation between functional separation 1 and 2 is not entirely clear to us. Supervisors 

already have an obligation to ensure that all risks are properly accounted for in terms of 

capital allocations, liquidity risk, etc.    

Altogether, subject to the definition of adequate indicators mentioned under Q3 and taking 

into account our general support for the universal banking model, we support legal 

separation within a banking group in the form of a „narrow trading entity” and a “broad 

deposit bank along the lines of Option A. The aim is to separate risky trading and investment 

banking activities from core banking activities which aim at financing the real economy, this 

including underwriting and market making.  

However, we strongly advocate for primarily fully exploring the effects of 

forthcoming regulatory legislation, most prominently the recovery and resolution 

framework and the CRD/CRR framework.  


