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RESPONSE of Afep TO THE CONSULTATION OF THE EUROPEAN COMMISSION 
ON THE REFORM OF THE STRUCTURE OF THE BANKING SECTOR IN THE EUROPEAN UNION 

 
 
Following the publication of the Liikanen report, in October 2012, the European Commission launched 
a public consultation on different options to separate financial activities within banking groups. This 
consultation aims to reform the structure of the banking sector in the European Union in the 
framework of the legislative proposal the Commission wants to present before the end of 2013. 
 
Afep, which represents the largest French Companies from all business sectors1, welcomes the 
opportunity to respond to the Commission consultation and to highlight the point of view of large 
international groups that are bank customers. 
 
 
Question 1:  Can structural reform of the largest and most complex banking groups address and 

alleviate these problems? Please substantiate your answer. 
 
While acknowledging the reality of the issues raised and the need to strengthen the stability of the 
financial system, companies are concerned that additional reforms might disrupt the financing 
channels of the economy, especially in the long term, and increase their financing costs. 
 
Assess the impacts, especially for non-banking business customers 

WhiIe non-banking business customers accept the principle of a structural reform of the larger and 
more complex banking groups, they call for a measured approach to implementing such a reform. 
Thus, any structural reform should be preceded by a thorough impact assessment to analyse the 
effects of such measures on the corporate customers of banks, in particular on: 

 the financing conditions (long-term or export financing, foreign currency financing...); 

 the liquidity of the securities issued by these companies; 

 the conditions for hedging their risks. 

Companies consider that the implementation of any recommendation of the Liikanen report should 
fulfil three essential conditions: 

 preserve the banking activities and services relevant to the financing of the economy and to the 
activities of non-banking companies (industrial, commercial, financing and investment / treasury 
activities), particularly in the context of a universal banking model; 

 not excessively reduce the market-making activities of European banks relative to their 
international competitors, which could potentially penalise the European financial industry, 
reduce the supply of certain banking services and raise their costs for corporate customers (cf. 
below); 

                                                 
1 Please see the enclosed presentation of Afep at the last page of the document. 
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 if the capital requirements for European Banks were reinforced for certain activities, which are 
considered riskier, consider lower requirements for activities relevant to non-banking 
companies, including long-term financing activities. 

 
Limit the scope of separable activities 

The separation of certain activities is justified only for a limited range of activities including 
proprietary trading and the market-making activities that are unrelated to the financing of the 
economy, where these activities represent a significant share of a banking group’s business. 

Market-making activities related to equity and debt securities issued by companies generally help 
ensure the liquidity of secondary markets and thus facilitate investment in these securities on the 
primary markets. Such activities should not be separated when they meet one of the following 
conditions: 

 the financial institution simultaneously publishes firm and competitive purchase and sale prices 
for volumes of comparable size, with the result of providing liquidity on a regular and ongoing basis 
to the markets; 

 the activities are necessary for the financial institution, as part of its usual business, in order to 
execute client buy or sale orders or to respond to purchase or sale requests from clients; 

 the financial institution hedges positions that are associated with the transactions mentioned 
above. 

In particular the purchases of shares that are carried out in the framework of a liquidity contract 
entered into with an issuer to promote liquidity should not be separated. 

Finally, if the objective is to discourage undesirable market behaviour, transactions in equity or debt 
securities could be separated in the case of high frequency trading, on the condition that the rate of 
cancellation or change of orders on these securities exceeds a predetermined threshold expressed in 
relation to orders placed on a trading day. 
 
Involve companies in the definition of activities 

Companies consider that they should be closely involved in the definition of the activities that can 
be performed by deposit banks. In particular, non-banking companies believe that the permitted 
activities as currently listed in the Liikanen report are relevant, but remain particularly attentive 
regarding the conditions in which they could carry out hedging transactions (as limits are being 
mentioned in the Liikanen report). 
 
 
Question 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 European proposal may be useful, if the field of structural reform is determined in a limited way (see 
previous response) and if the regime established preserves the interests of the European Union, does 
not penalise its economy and is recognised by third countries. As part of the EU's relations with the 
United States, it is particularly necessary to avoid extra-territorial application of the Volcker Rule to 
the European groups and to ensure the equivalence of the European regime and of the US regime. 
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Question 3:  Which of the four definitions is the best indicator to identify systematically risky 
trading activities? If none of the above, please propose an alternative indicator. 

 
Companies recognise the need to identify trading activities or strategies with systemic risks, so that 
activities that are unrelated to the financing of the economy are not covered by the guarantee of 
States or clients. 

It seems therefore necessary to first define the scope of trading activities or strategies with systemic 
risks. Furthermore, the effectiveness of a legislation separating certain activities cannot be assessed 
only on the basis of one or more quantitative indicator(s). Subject to this, Option 4, which focuses on 
proprietary trading, however, seems more consistent with our approach to activities that could be 
isolated in a trading entity (see our response to question 1). 
 
Option 3 does not seem appropriate as it would imply the separation of all market-making activities, 
to which we are opposed (see response to question 1); the other two options, whose scope is even 
wider, should be excluded. 
 
In our opinion a relevant approach is to start from the analysis of the following: 

 nature and characteristics of the activities performed; 

 link with the corporate clients’ needs and identification of the strategies or activities unrelated to 
clients’ needs; 

 identification and monitoring of risks (for the bank, its clients and / or the financial system); 

 risk management and control (validation of the bank’s internal processes, setting and control of 
limits...). 

 
 
Question 4:  Which of the approaches outlines above is the most appropriate? Are there any 

alternative approaches? Please substantiate your answer. 
 
The ex-ante approach to separation is the most appropriate as it provides the necessary legal 
certainty. 

However, for market-making activities, the future European Resolution Authority could be conferred 
the capacity to set a threshold - applicable to all banking groups or to a banking group in particular -, 
beyond which a group's market-making activities would no longer benefit from an exemption. 

This exceptional capacity would be implemented where necessary, to safeguard financial stability, 
prevent serious damage to the economy, protect clients and / or avoid the need for support from 
public authorities and clients. 

In any case, the competence that would be assigned to the European level should be exclusive of any 
national competence: a double level of competence for a banking group, or some banking groups, 
should in all cases be avoided. 
 
 
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? Please substantiate your answer. 

 
Please refer to our responses to questions 1 and 4, as regards market-making activities. 
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Underwriting activities should be exempt from a separation requirement. It is important for companies 
that their banks provide them with a full range of services. 
 
 
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? 
 
It is important for companies that their banks provide them with a full range of services. From a deposit 
bank perspective, customer relationships and related risks should be considered as a whole. 

Therefore deposit banks should be allowed to directly provide risk management services to clients, not 
on an agency basis. No additional safeguard/limit should be considered. 
 
 
Question 7:  As regards the legal dimension of functional separation, what are the costs and 

benefits of regulating intra-group ownership structures? 
Question 8:  What are the relevant economic links and associated risks between intra-group 

entities? 
Question 9:  As regards full ownership separation, what are the associated costs and benefits? 
 
We do not comment in detail or specifically on each of the questions 7 to 9. However, we stress the 
need to effect a legal separation, so that the risks to which shareholders and other third parties might 
be exposed can be identified precisely and unambiguously, according to the rules being developed at 
European level. 
 
 
Question 10:  Does the above matrix capture a sufficiently broad range of structural reform options? 
 
Yes. 
 
 
Question 11:  Which option best addresses the problems identified? Please substantiate your    

answer. 
 
Option A, and potentially option B, best addresses the problems identified. Please refer to our 
responses to questions 1 and 4 to 6. 

The subsidiary investment activities limit the support of retail banking, which would be capped, and 
the absence of guarantee from the parent company of a universal banking group to such dedicated 
entity would substantially alter its access to funding and its ability to act as counterparty in the 
interbank market. This could have several adverse consequences: 

 due to lower guarantees, a reduced ability of European banks and their subsidiaries to participate 
in market-making activities and in issuances of securities on the primary markets, which are 
often performed in a complementary manner: this would benefit competing banks from countries 
that are not subject to the same obligations for market-making activities (US banks or banks from 
other third-countries); 

 lower liquidity for financial instruments that are issued by corporates (bonds, shares) or 
commonly used by them to offset market volatility (derivatives, including foreign exchange and / 
or interest rate derivative instruments); 
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 reduced competition and offer of banking services and higher costs of related transactions for 
corporate customers; 

 more generally, decrease in the profitability of European universal banks and increase in the cost 
of bank financing, while the latter is particularly important in the European Union (about 80% of 
corporate financing). 
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About Afep 
 
The purpose of Afep, the French Association of Large Companies, is to present their views to 
the European Institutions and the French authorities, mainly with regard to the drafting of non-
sectoral legislation (on the economy, finance, taxation, company law, financial information and 
markets, competition, intellectual property rights, consumer affairs, social protection, 
employment legislation, environment and energy, corporate social responsibility, etc.).  
 
In 2013, Afep represents more than 100 of the top private sector companies operating in France. 
The companies which belong to Afep have 6.7 million employees and a combined turnover of 
1,700 billion euros. Their market capitalisation in 2012 amounted to 1,100 billion euros. 
 
As a major force for analysis and proposals, Afep is also a prime forum for contacts between 
member firms and public authorities, which consult the Association when considering plans for 
reforms or regulations. Senior officials in the European Union and French administrations 
regularly take part in meetings organised at the head office of the Association, enabling direct 
and constructive dialogue to take place. 
 
Afep (French Association of Large Companies) 
11, avenue Delcassé, 75008 Paris, France 
4-6, rue Belliard, 1040 Bruxelles, Belgique 
Transparency Register identification number: 953933297-85 
 
 
Contacts 
 
Francis Desmarchelier 
Director for Financial Affairs 
Email  infofin@afep.com  
Tel  +33 1 43 59 85 41 
  
Jérémie Pélerin 
European Affairs Director 
Email  jeremie.pelerin@afep.be  
Tel  +32 2 227 57 23 
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