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The opinion of the Czech National Bank on the European Commission’s 

Consultation Paper  
“Reforming the structure of the EU banking sector” 

 

The Czech National Bank (CNB) welcomes the possibility to participate in public 
consultation on the structural reform of large EU banks and banking groups. The CNB 
acknowledges the quality of the underlying document submitted by the Commission and its 
answers are as follows:  

Questions:  

1. Can structural reform of the largest and most complex banking groups address and 
alleviate these problems? Please substantiate your answer. 
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.  

Responses to Questions 1 and 2:  

At present, the Czech National Bank does not deem the joint EU-wide project of structural 
reform of large banks and banking groups necessary and recommends to postpone the 
discussion on this reform to a later date.  

1) Substantial overlaps (duplicity) of structural reform targets with those of CRD IV/CRR and 
SSM and the inappropriateness of simultaneous implementation of these projects. In the 
CNB’s opinion, an appropriately calibrated and consistently implemented structural reform 
could to a certain extent help to strengthen the banking sector’s stability and suppress 
negative phenomena1 associated with the organisational structure and business activities of 
large banks and banking groups. Such phenomena, except for the distortion of investment 
banking risk assessment, can be considered as sufficiently empirically proven.2 To reduce 

                                                 
1 The consultation paper mentions the following negative phenomena: excessive balance sheet expansion, high 

leverage abuse, excessive risk-taking, moral hazard, competition distortions, conflicts of interest and distortion 
of investment banking risk assessment due to its interconnectedness with the deposit base of commercial or 
deposit banks within the universal banking model. 

2 This distortion is difficult to prove empirically in the EU, as there does not exist a sufficiently large sample of 
purely investment banks, and the interbank loan rates reflect a number of factors that are difficult to identify, 
such as country risk, global investor sentiment, the effect of the ECB’s unconventional monetary policy 
measures, etc. 
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these phenomena is, however, the main stimulus and objective not only of the planned 
structural reform, but also of Basel III and its European alternative CRD IV/CRR. In addition 
to structural reform, which has still been in the stage of consultations, there exist at least two 
other large projects in an advanced stage of implementation and also other projects (e.g. 
BRRD, MiFID II/MiFIR). These projects are often associated with high and often similar 
expectations, which will probably lead to a certain restructuring of the European financial 
market, and which are, or will be, very demanding as regards their implementation and 
represent a substantial regulatory burden. The CRD IV/CRR project will strongly affect 
virtually all activities of all credit institutions as well as a major part of the European 
investment banking including investment firms and is in the final stage before 
implementation. Moreover, the banking sector is currently going through a period of 
excessive regulation3, which ultimately leads to an increase in costs in the whole financial 
system and thereby in the EU economies and to a decrease in EU competitiveness in the 
world. At the same time, the lack of analysis of cumulative regulatory impacts and possible 
mutual reinforcement effect of all regulatory initiatives may significantly and adversely affect 
the stability of the banking system, banks' profitability and their ability to provide credit to the 
real economy.. Under such circumstances, the CNB does not deem it appropriate to further 
increase the regulatory burden by implementing the structural reform until it is assessed to 
what extent CRD IV/CRR and SSM have contributed to the resolution of problems and 
undesirable phenomena identified. At the same time it could be supposed that CRD IV/CRR 
and SSM will succeed in achieving the same objectives as those proposed by structural reform 
submitted by the Commission for consultation. These objectives include in particular the 
reducing of the scope of leverage abuse and excessive risk-taking and also constraints on 
implicit state guarantees for large EU banks. The preconditions for achieving the above 
objectives exist, mainly thanks to the fact that this regulatory framework includes strong 
instruments to strengthen solvency of banks and institutions (higher capital quantity and 
quality requirements), to reduce their dependence on volatile resources from financial markets 
(new liquidity requirements), and reinforced monitoring of excessive leverage risk via the 
leverage ratio indicator, which should be binding at a later stage. In addition, the EBA’s task 
(imposed by the CRR) in the monitoring period is to monitor also various business models of 
the institutions and their effect on the leverage ratio. On this occasion, the EBA will also have 
to deal with a certain categorisation of business models existing in the EU and their 
characteristics. Only then specific documents will be available which will be able to tell more 
about the business models of EU institutions.  

2) Benefits of the postponement of a decision on potential implementation for the 
effectiveness of a potential future EU-wide structural reform project. Some Member States 
prepare – after a thorough analysis of macroprudential and microprudential risks – their own 
structural reform. An assessment of the experience from the implementation of these national 
reforms, together with an assessment of real impacts of CRD IV/CRR implementation on the 
European market configuration, may significantly enhance the quality of a potential future 
EU-wide structural reform project. We would like to add that, according to the CNB, there is 
low risk that national structural reforms will negatively affect EU economic growth and 
employment by supporting or generating fragmentation of the single market along national 
borders. There is no clear empirical evidence that such fragmentation would endanger the 
socially useful orientation of banks’ trading activities mentioned in the consultation paper. By 
contrast, empirical evidence in many cases showed that e.g. an excessive growth in cross-

                                                 
3 In addition to CRD IV / CRR for example MiFID II / MiFIR, EMIR, regulation of short selling and credit 
default swaps, CSD, MCD, UCITS V etc. 
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border bank loans may create property or other asset market bubbles and destabilise the 
Member States’ banking sectors.4 Turning to additional regulatory burden for banks due to 
national structural reforms, we deem it reasonably small compared to the burden which will 
follow from the implementation of CRD IV/CRR, technical standards and general ESA and 
ESRB orders and recommendations.  

3) No contribution to a reduction of risk of cross-border financial contagion spreading via 
intra-group transfers of assets, risks and liquidity. The EU-wide structural reform based on the 
Liikanen report would support the elimination of national boundaries between banking sectors 
and at the same time create new boundaries within financial groups. Whereas national 
boundaries partly prevent financial contagion spreading thanks to the tools that national 
authorities have at their disposal (regulatory, legislative and supervisory requirements at the 
national level), the new boundaries are not tested and will be more penetrable than many 
national boundaries. It can thus be expected that such reform would not reduce, but rather 
increase the risk of destabilisation of the Member States’ banking sectors owing to 
transmission of financial contagion, intermediated liquidity withdrawals, transfers of assets 
and risks from sound subsidiaries to their parent institutions in another country.  

4) Potential increase in risks to stability of banks and banking sectors of Member States and 
an unclear impact on lending to the real economy. Separation of trading activities from 
deposit collection will not itself change the ratio between expected (risk reflecting) income 
from capital allocation in trading activities and expected (risk reflecting) income from capital 
allocation in lending to the real economy. Institutional barriers, through which structural 
reform will reduce direct financing of trading activities by deposits will therefore strengthen 
the role of capital markets and interbank transactions in financing of these activities. At the 
same time, these barriers will not foster market incentives to encourage lending to the real 
economy, as these depend mainly on fundamental indicators (growth, employment, 
competitiveness, etc.). The result of such structural reform could therefore be paradoxical: 
less stability owing to a stronger role of unstable resources in financing banks’ trading 
activities and absence of new incentives to encourage lending to the real economy.  

5) Uncertain benefits and probable risks of structural reform. The international community of 
regulators reached a broad consensus that Basel III may be an effective tool to limit the 
negative phenomena mentioned in the consultation paper. Such broad consensus on the 
benefits of a potential structural reform has not been reached yet. By contrast, the risk must 
not be underestimated that an EU-wide structural reform might contribute to transferring 
investment banking activities outside regulated consolidation units of large banks and outside 
the reach of European supervisors, thereby encouraging further growth in shadow banking or 
transferring such activities outside the EU. According to the CNB, this is a strong reason for 
obtaining at first additional, more conclusive arguments and facts, and postponing 
considerations on a potential launching of an EU-wide structural reform to the time when it 
will be possible to assess objectively the benefits and risks of structural reform on the basis of 
experience from the implementation of national structural reforms.  

                                                 
4 See for example: 
a) IMF Financial System Stability Assessment Prepared by the Monetary and Capital Markets and European 

Departments Approved by Christopher Towe and Reza Moghadam, May 30, 2012 
http://www.imf.org/external/pubs/ft/scr/2012/cr12137.pdf 

b) Central Bank of Ireland: Macro-Financial Review 2013 
http://www.centralbank.ie/publications/Documents/Macro Financial%20Review%202013.1.pdf 

c) Franklin Allen at al (2011): Cross-Border Banking in Europe: Implications for Financial Stability and 
Macroeconomic Policies, Centre for Economic Policy Research (CEPR): 
http://www.cepr.org/pubs/books/cepr/cross-border_banking.pdf 



 

 4

To conclude the answers to questions 1 and 2 we would like to stress that the answers to all 
the following questions should be interpreted in the context of answers to questions 1 and 2, 
i.e. these are claims relating to a potential future structural reform which should be 
launched only after the postponement explained and justified above.  
 

Question 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.  

Response to Question 3: 

Of the four definitions of “trading activities” proposed by the Commission the CNB 
considers as the most appropriate the definition focused on the gross volume of trading 
activity, which focuses primarily on proprietary traders and market-makers. The reason for 
this choice is purely pragmatic. In our opinion, this alternative is most effective from the point 
of view of deposit protection from excessive risk-taking via a trading book. Although we are 
aware that this alternative would require quite significant and expensive changes in reporting, 
it allows to perform banking supervision of compliance with structural reform rules in the 
most effective way. 
 

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

Responses to Question 4:  

Of the three alternatives the CNB considers as the most appropriate the ex post separation 
subject to constrained discretion by the national supervisor. This option leaves the biggest 
powers to the competent authority. This is of essential significance for supervisory authorities 
of those Member States that will not join the banking union, as it is necessary to maintain 
necessary symmetry between their powers and responsibility for the stability of the banking 
sector of the relevant Member State.  
 

Question 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?  

Responses to Question 5:  

The CNB considers the “narrow” trading entity and “broad” deposit bank alternative more 
appropriate for a potential future structural reform mainly because it would keep the 
advantages of universal banking to a relatively largest extent. The quality of a potential 
reform can be improved considerably by a postponement which will allow to use the 
experience of those countries that intend to implement the structural reform. The main 
expected benefit of the separation of market-maker and/or securities underwriting operator 
from a deposit bank, or very speculative forms of proprietary trading, could be seen in cutting 
the link of these trading activities to explicit or implicit public guarantees, which the bank 
enjoys thanks to the fact that it takes deposits from the public. This separation could eliminate 
moral hazard consisting in privatisation of profits from excessive risk taking by a bank, 
particularly systemically important bank, which is motivated by betting on the above 
guarantees. In addition, it can be supposed that another benefit of the separation under 
discussion would consist in correcting the competitive environment, as this separation would 
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create the same conditions for financing trading activities of independent investment banks on 
the one hand and universal banks on the other hand, or would reduce or almost eliminate the 
implicit subsidy used by universal banks.  
We would like to add that the costs or disadvantages of potential separation are of the same 
type as the disadvantages of abandoning the universal banking model and so we will address 
them in answers to questions 7 to 9.  
 

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

Responses to Question 6:  

The CNB deems it necessary to preserve the right of deposit banks to directly provide risk 
management services to clients, and also in this context is for the concept of narrow 
investment bank and broad deposit bank. The prohibition to provide these services would 
force deposit banks to use for these services for their clients either an investment bank from 
the same banking group or an external provider, or an investment bank or non-bank institution 
which does not belong to the above group. Any of these two options would mean an increased 
operational risk for deposit banks, namely legal and reputational risk. The reason is that 
deposit banks would not have risk management processes for their clients under control of its 
own internal control an compliance system but would be responsible for the quality and 
results of risk management services. Such asymmetry between the ability to affect the quality 
and results of risk management for clients would – in the case of investment bank from a 
group – be due to the fact that the deposit bank would be functionally separated from the 
investment bank.5 And the asymmetry is obvious in the case of an external provider. This 
asymmetry can be documented e.g. by experience from the market of credit derivatives 
generated by securitisation. It showed how difficult or even impossible it is for banks to 
exonerate from client complaints regarding wrong risk management by referring to the 
responsibility of some other entity. It can be added that if risk management services for clients 
are provided by an investment bank from the deposit bank group, the above asymmetry would 
strongly motivate the deposit bank to circumvent the rules of its functional separation from 
the investment bank from the group. Because of the above prohibition, the supervisors would 
face a problem which did not exist before this prohibition, the conduct of effective banking 
supervision would be more difficult and the prohibition would thus be counterproductive.  
 

Questions:  

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

Responses to Questions 7, 8, 9: 

To consider the options of separating investment banking from deposit bank activities 
proposed by the EC consultation paper, it is essential to assess the advantages and 
disadvantages of the universal banking model. First of all it should be taken into account 

                                                 
5 See section 3.2.4 of the EC consultation paper. 
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that investment banking is not the only source of moral hazard in banking.  
Accounting separation could increase market transparency, strengthen market discipline and 
thus affect bank behaviour, although it does not point directly at the aforementioned moral 
hazard (see Question 5). At the same time it maintains in full the existing model of universal 
banking. Functional separation would maintain the universal banking model at the level of a 
consolidated unit of the parent controlling bank, or financial holding, but not at the subsidiary 
level, as subsidiaries would be divided into deposit banks and investment banks owing to 
functional separation. Complete ownership separation would reduce the universal banking 
model to a larger or lesser extent at the level of both individual banks and the financial 
holding, depending on the size of the set of investment banking activities which would be 
permitted exclusively to investment banks (and prohibited to deposit banks) and on the 
relative strictness of the legal framework limiting direct or indirect ownership links between 
deposit banks and investment banks. Obviously, the benefits and costs of the above options of 
separation follow from the advantages and disadvantages of the universal banking model.  

The main generally acknowledged advantages of the universal banking model include in 
particular:  

• Economies of scale from lower operating expenses, i.e. they can to a larger extent 
prevent e.g. unnecessary double efforts of marketing, research and development and 
information collection. 

• Offer of a wider range of financial products compared to specialised banks, which 
allows, among other things, to establish long-term relations with clients and provide 
them with a package of financial services at one banking unit. 

• Flexibility in adjustment to quickly changing environment. 
• Reduction of a risk of diversifications. 

The main generally acknowledged disadvantages of the universal banking model are as 
follows: 

• Tendency to excessive risk-taking due to the use of insured deposits or also implicit 
state guarantees.  

• Accumulation of risks of investment and commercial banking.  
• Tendency to dynamic growth which can lead to oligopolistic competitive environment 

with negative effects for clients and the real economy.  
• Misuse of economies of scale in price competition with other banks.  
• Conflict of interest relative to investment bank clients. 
• Market manipulation, e.g. certain loans, relatively non-profitable for the bank, may be 

provided to support the price of securities or the financial situation of companies in 
which the bank invested its own assets. 

It should also be stressed that potential structural reform proposals must be examined by a 
thorough empirical analysis of how universal banking advantages and disadvantages mix up 
in activities of  systemically important banks. The above characteristics of universal banking 
may be – at both the micro- and macroeconomic level – a source of moral hazard and of 
relating risks to financial stability, particularly in case of systemically important banks, i.e. 
banks which are to big and complex or too intensively linked with other banks or non-banks, 
whose bankruptcy would cause intolerably high negative externalities.  
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Questions: 

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.  

Responses to Questions 10 and 11:  

We recommend to supplement the matrix, or the set of options, for a potential case study 
with an option of introducing a limit on a bank’s total balance-sheet assets. The matrix 
appropriately reflects the current situation in the structural reform area, but the above option is 
missing. However, we do not a priori (i.e. without an analysis of benefits and costs) claim 
that this is the best option. Should, however, potential structural reform proposals be based on 
a high-quality analysis of benefits and costs, this option should be included in this analysis for 
two reasons: (i) an appropriate limit on the size of total assets represents a straightforward 
contribution to resolution of the moral hazard arising from a bank’s systemic importance 
which it gained thanks to its size or also its links with other banks that are as a rule connected 
with the bank’s size. The advantage of a limit determining the size of a bank compared to 
structural reform is that it does not require any fundamental changes in CRD IV/CRR and 
other regulations, which would be necessary if investment and deposit banks are functionally 
separated. CRD IV/CRR and some other regulations would have to be tailored to the risk 
profiles of investment and deposit banks. Should the bank exceed the limit for total assets, it 
would be possible mutatis mutandis, to proceed according to one of the three options 
proposed by the Commission in item 3.2.2. of the consultation paper, i.e. the ex post 
separation subject to constrained discretion by the national supervisor. To conclude, we would 
like to add that the formulation of questions 10 and 11 represents another support for 
arguments in favour of a postponement of structural reform, as the content of the questions 
shows that the experience from reforms being prepared can contribute significantly to an 
improvement of tools and methodological procedures of the analysis of the impacts of a 
potential structural reform.  

 


