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Comments of the Ministry of Finance of the Czech Republic to the 

Consultation Relating to “Reforming the Structure of the EU Banking 

Sector” 

 

The Czech Finance Ministry appreciates the opportunity to provide comments to the 

European Commission considerations on the structural separation of banking institutions. We 

strongly support the aim to have a financially stable banking industry. Nevertheless, we do 

not believe that the structural reform as proposed now provides for the best way of achieving 

this goal.  

 

The rationale for separation of deposit and trading activities, as stated in the Commission’s 

paper, is to carve certain bank activities that are labeled as risky out of the core banking 

activities represented by deposit taking, lending to households and firms and the provision of 

payment services. We fully agree with the Commission on the critical importance of these 

core activities for the real economy, but we do not believe that this legal and organizational 

separation from other businesses will attain the desired outcome.  

 

There would be immense and immediate costs associated with the structural separation, which 

will eventually be borne by clients and investors. Both these groups of stakeholders would be 

subject to increased funding costs and the need for higher capital whilst European banking 

sector already faces substantially increased funding and capital requirements. 

 

Furthermore, in this low-yield environment, deposit banks with an overhang of deposits (this 

being the case of the Czech Republic)  but limited capacity to channel those deposits back to 

the real economy will struggle to find viable projects to be financed using those deposits. To 

address this, deposit banks would either need to (i) increase fees or seek to increased returns 

to maintain their profitability, i.e. they would be incentivized to (ii) lend money to more risky 

projects or venture into other higher yielding and potentially risky assets. Another way to 

compensate for the declining income stream from deposit-taking and credit provision is (iii) 

through the trading bank. We do not believe that ringfencing can help to find a definition of 

“good” and “bad” market making, and therefore we continue to support trading as an integral 

part of a proven universal banking model. 

 

The proposed solution can end up in a situation where a deposit taking is non-profitable, 

therefore less attractive or unattractive at all. This is important since businesses in the EU are 

very reliant on bank credit. Thus, the impact of structural reform will significantly constrain 

the ability or appetite of banks to offer credit and cause a net reduction in the availability of 

credit in the Union.  

 

These outcomes are not desirable. It is critical to commission a robust and comprehensive 

impact assessment based predominantly on the data analysis supplied by the EU banking 

industry.  
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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.  

The problems highlighted in the consultation paper can be grouped into two broad topics: a) 

the danger that banks would become too big and too interconnected that their failure could 

create systemic problems and b) the consideration that can be caricatured as deposits 

subsidising trading activity.  

 

These are important themes. However, the regulatory initiatives are being progressed and 

processed and the EU already targets these issues. The CRD IV, CRR, RRD, MiFID, MiFIR 

and EMIR have been designed to tackle precisely the concerns outlined in the consultation 

paper – too little capital, inadequate risk management, too much complexity and 

interconnectedness in the financial system. In order to properly assess the impact of structural 

reforms, it will be critical to have a clear view of the implications of this dynamic regulatory 

landscape.  

 

Therefore, an EU-wide approach to regulation would (i) avoid the costs for banking 

groups of diverging national bank structural reform proposals; (ii) avoid potential 

inconsistencies of national reforms; and, (iii) safeguard the EU internal market in 

financial services. 

Questions 

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.  

 

We do not believe an EU proposal for structural reform is needed, in the light of views 

mentioned in this response. 

 

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.  

If the ultimate goal is to address interconnectedness and complexity within financial markets, 

than a starting point based on the identification of systematically important institutions has to 

be taken into account. This is a more domestically and internationally sensible approach 

rather than balance sheet information on trading assets. The Commission should understand 

that systematically important doesn’t equate to risky or systematically risky. 

The consideration underpinning the entire approach that trading activities are inherently more 

risky than lending is odd and unproven. Historically, vast majority of financial crises were 

caused by lending booms, duration mismatch between funding and loans or rogue practices on 

the credit side. Collateralised trading or derivative exposures to financial institutions or 

corporations are significantly less risky than unsecured loans to counterparties.   
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4. Which of the approaches outlines above is the most appropriate? Are there any 

alternative approaches? Please substantiate your answer.  

We do not believe that ex-ante structural reform is necessary to address the risks identified in 

the consultation. These risks can be obviously mitigated through the recovery and resolution 

process set out in the RRD. By reassessing the supervisory discretion under the RRD regime, 

it will be feasible to create a more tailored world for assets separation in which supervisory 

authorities are in a position to tie separation with resolution plans, and hence avoid 

undermining bank’s ability to recover.   

Neither we support “ex ante separation subject to evaluation by the supervisors” which seems 

to be prima facie a reasonable approach.  Some discretion to supervisors to determine 

whether to separate in individual cases would create a permanent uncertainty for the bank 

and expose competent authority to the legal and operational risks. 

 

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?  

 

We believe that primary market debt origination (underwriting) and the secondary market 

debt securities trading (market making) should not be separated (in order to ensure strong and 

efficient capital market) and should be undertaken by one arm of the group, i.e. the trading 

entity, as both are typical investment banking activities. It is important to note that separating 

these activities may have an adverse impact on the interrelationship between these activities 

and hinder the functioning of primary and secondary markets with direct impact on the 

pricing and liquidity in the secondary markets, increase transaction and funding costs (higher 

fees and transaction costs for issuers, due to lower liquidity) and undermining the investor 

confidence in primary issues. Moreover, separation of these activities could lead to inability to 

effectively share the know-how, if these activities are being undertaken by two separated 

entities, where there is a need for a secondary market flow of knowledge from the market 

making entity to underwriting entity in order to minimise inefficiency. In addition, the 

separated entity undertaking the underwriting will not be able to provide to the issuers the 

secondary market support, which we assume it is important for them.  

 

Any separation should not be done in a way that would significantly affect viability of the 

deposit banks in general and particularly those that are operating as subsidiaries of the cross-

border banking groups in the host Member States.  

 

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

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

Yes. Liquidity risk and credit risk exist in lending (and deposit-taking) as well as in derivative 

products. Existing safeguards (Chinese walls) are sufficient and need not to be expanded.  
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7. As regards the legal dimension of functional separation, what are the costs and 

benefits of regulating intra-group ownership structures?  

 

The costs linked to functional separation will strongly depend on the scope of the activities 

targeted for separation. The narrower set of activities is going to be separated, the lower costs 

would be produced. There would be a number of one-time costs associated with the structural 

separation. These costs would be arising mainly from setting up a new legal entity, legal and 

tax consultancy services, the need to apply for new authorisations, redocumentation, transfers 

of assets and capital, operational separation and tax costs. 

We remain convinced that the RRD maps clearly the critical functions within ownerships 

structures. From our perspective the RRD regime already requests functional separation, 

having required clarity on legal ownership and credible planning around how the different 

entities within a group would be resolved or continued.  It is not clear to us what would be the 

additional benefits from the functional separation.  

 

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

entities? 

 

It is a common knowledge that in case of intra-group structures typically a consolidated group 

structure exists to channel harmonised banking products to clients. Such structure necessarily 

creates a wide range of economic links between the entities in the group. Apart from back-to-

back lending and back-to-back hedging, these links are usually associated with centralised 

risk management, shared IT systems, intra-group netting and liquidity management to 

minimise fragmentation costs. 

 

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

Separated entities may no longer be commercially viable, both as a result of loss of clients, 

changes in the business models and high funding costs. The ultimate impact of the ownership 

separation would strongly depend on the range of activities targeted for separation. 

 

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

answer.  

We have preference for no option outlined in this paper; all of them are limited in many ways. 

Any requirements should be carefully targeted and aligned with systemic importance. There 

should be no ex ante separation. In order to assure consistency, it is crucial to look further 

with other pending regulatory initiatives of the Commission especially to devote a special 

attention to the issues, where these initiatives can overlap. Any regulatory action has to be 

balanced carefully against its potential impact on beneficial activity for the real economy in 

Member States. 


