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ABI response to the DG Internal Market and Services 
consultation paper “Reforming the structure of the 
EU banking sector” 

General comments 

ABI agrees with the Commission’s intention to address “too important to 
fail”, “too complex to fail” and the “too interconnected to fail” concerns in 
the broad picture of the structural reform of the banking sector. 

However, such reform should not be aimed at reducing the complexity, 
interconnectedness, and size of all the large and complex EU banking 
groups: on the contrary, it should be aimed at first identify those EU 
banking groups which deserve to be addressed. 

A mere quantitative threshold is very useful to exclude local and regional 
banks from the scope of the proposed reform, but it is not sufficient to 
enable any action towards the others. 

ABI believes that an optimal degree of discretion should be granted to the 
EU supervisory authority in order to identify those banking groups which 
deserve to be addressed. The guiding track is already defined in the Bank 
Resolution and Recovery Directive. 

An optimal degree of discretion entails however common methodologies 
which should be able to ensure that a level playing field is endured. 
Furthermore, such methodologies should duly take into account the 
business models (and different risks) adopted by the banks under scrutiny, 
and the related (and undesired) effects of a binding separation. As 
demonstrated by a recent study from BIS (1), in fact, there is a concrete 
possibility that structural reform might actually increase complexity by 
creating business models that are more complex to supervise. For a globally 
operating bank this would make it very hard to design and implement 
resolution strategies which would have to be tailored to different national 
rules of permitted business models. 

ABI agrees that the functional separation is the most reliable option, since 
under the current EU legal framework, the functional separation already 
implies the separation of the economic, governance and operational aspects 
and therefore it makes useless – and potentially counter-productive – to 
regulate the intra-group ownership structure. 

 
(1) Leonardo Gambacorta and Adrian van Rixtel, “Structural bank regulation 
initiatives: approaches and implications”, BIS Working Papers No 412, April 2013 
(http://www.bis.org/publ/work412.pdf)  
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On the other hand, ABI agrees that few improvements could be envisaged, 
in order to take into account the lessons learnt during the crisis. For 
example, the Commission could copy the US Volcker rule’s ban from the 
sponsoring of hedge funds, which represents an “ownership separation” of 
highly risky and “not-socially useful” activities. 

ABI strongly supports the principle that the regulation affecting the actors of 
the single EU market should be issued at EU level, applied and sanctioned in 
the same way across the EU. No gold-plating or divergent national 
regulations should therefore in principle be permitted. 

This is not only a matter of level playing field, it is a matter of efficiency and 
effectiveness too. 

Last but not least, ABI warmly recommend the Commission to move 
forward with a legislative proposal to extend the perimeter of regulation; in 
particular, the EU should adopt a comprehensive approach where all 
financial intermediaries are subject to supervision, with appropriate 
proportionality. This is key in order to avoid the waterbed effect which a EU 
reform of the structure of the EU banking sector could trigger by shifting the 
identified risky activities towards the less regulated part of the financial 
system (namely the shadow banking sector). 
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Detailed comments 

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

ABI broadly supports the ongoing discussion as regards the reforms to be 
undertaken at EU and global level to enhance the resilience of the banking 
sector as a consequence of the crisis.  

This being said, ABI observes that the common denominator of the whole 
package of reforms is aimed at avoiding in the future the involvement of 
taxpayer in the bail outs of ailing banks, and therefore at eliminating the 
implicit government guarantees. 

In this context a strict banking supervision is key, because it permits to 
distinguish (and consequently calibrate the oversight) between activities 
performed with a speculative aim and activities performed as part of a 
broader picture. 

In other words, not all the activities generically labeled as “risky trading 
activities” result in a “diversion” from “more socially useful activities such as 
lending to the real sector of the economy”; on the contrary – especially in 
Member States with a bank-centric financial sector – these activities can be 
instrumental to ensure a reliable support to the real economy. 

On the other hand, if a proposal on mandatory separation would be 
adopted, ABI believes that the Commission Services should focus their 
attention on two main pillars: (i) the rules to identify the financial 
institutions to be tackled and (ii) the scope of the activities to be banned. 

 

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. 

Regulating a fully integrated European financial system requires that 
national discretions should be limited to the maximum extent. Fully 
harmonized rules, regulation and supervisory practices are essential to 
ensure a level playing field and to prevent regulator arbitrage or market 
fragmentation. 

 

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. 
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ABI maintains that among the four options proposed by the Commission, 
only the last one is suitable. 

The first and the second one in fact rely on accounting data, which 
(unfortunately) are not completely comparable at EU level yet and, in any 
case, do not reflect the “real” nature of the financial instruments to be 
addressed. 

The third one is based on the assumption that market making activities are 
“speculative-like” activities to be addressed; on the contrary, ABI observes 
that market making activities are useful to provide financial market with an 
adequate level of liquidity and to finance the real economy, since they are 
key to support corporations which need access to primary markets. In 
addition, market making activities are related to the role of primary dealers 
played by the banking sector in the Government bond market. Furthermore, 
market makers play also a fundamental role in reducing the effects on the 
markets of speculative trading. 

An alternative method which the Commission could adopt is taking into 
account only the trading positions settled and cleared outside the CCPs; 
such a methodology would have the benefit to be coherent with the 
orientations adopted at international level and in the relevant (and new) EU 
legislation. 

 

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

The first option is indeed the one which is able to ensure a suitable trade-off 
between the need to set clear and common rules at EU level and the need 
to grant an optimal degree of discretion to the supervisory authorities. 

Mutatis mutandis this is the same process followed by the Commission in its 
proposal to address or remove impediments to resolvability in the Bank 
Resolution and Recovery Directive, therefore ABI does not see the issue of 
the “prolonged legal uncertainty resulting from the first option”. 

Such an approach entails the need not to leave entirely up to the 
supervisors the discretion to decide when to take action. Therefore a set of 
triggers indicating at what point the bank is no longer capable of handling 
its’ trading related risks should be developed. 

Such triggers, which should be defined through EBA technical standards to 
ensure a homogenous approach, should ideally take into account triggers 
already being developed in relation to banks complying with Recovery and 
Resolution plans requirements. ABI understands that only the banking 
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groups which are beyond the “de minimis exemption” would be subjected to 
the procedure outlined in the first policy option. 

 

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? 

ABI definitively supports the option “narrow trading entity and broad 
deposit bank”. 

Even though it is not easy in practice to distinguish proprietary trading and 
market making, the compulsory separation of the market making could lead 
to the unintended consequence to weak the banking sector’s ability to 
finance the real economy and support the Government bond market. 
Reducing the capability of banks to implement asset/liability management 
strategy would be reflected in an increase in the cost of credit. 

It is not accident that the option “narrow trading entity and broad deposit 
bank” is the one adopted both in France and Germany where the financial 
sector is bank-centric and the United States where it is not. 

 

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

Deposits banks should be allowed to provide risk management services to 
clients, as hedging activities is fundamental for corporates clients to reduce 
the risk they bear in their economic activity and, in particular, to reduce 
their cost of financing. 

ABI therefore maintains that if should any additional limit be imposed, it 
should not affect the hedging activities. 

 

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

ABI agrees that the functional separation is the most reliable option for 
banks that fall under the institutional scope of the regulation. 

Under the current EU legal framework, the functional separation already 
implies the separation of the economic, governance and operational aspects 
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and therefore it makes useless – and potentially counter-productive – to 
regulate the intra-group ownership structure. 

To force the sale of the separated entity could in fact end up in a fire sale, 
especially under the current economic conditions. Furthermore this does not 
ensure tangible advantages since the mere change of ownership does not 
necessarily enhance the economic separation because of the 
interconnectedness of financial markets at global level. 

In parallel, in order to avoid the waterbed effect of shifting the identified 
risky activities towards the less regulated part of the financial system 
(namely the shadow banking sector), the EU should move forward with a 
legislative proposal to extend the perimeter of regulation; in particular, the 
EU should adopt a comprehensive approach where all financial 
intermediaries are subject to supervision, with appropriate proportionality. 

 

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

The interconnectedness of financial markets permits to replicate the links 
between intra-group entities using a third party, and therefore overcome 
the ratio of the proposed regulation. 

The mere “externalisation” (i.e. outside the perimeter of the group) of the 
separated entity’s funding could provide the illusion of shrinking the risks at 
group level; on the contrary would induce separated entities to replace 
intra-group links with links with third parties, which are more costly and 
less stable. 

 

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

The rationale of the full ownership separation is clear and sound. On the 
other hand, it represent an important restriction which should be handle 
with care. 

In particular it is important to understand which activities would be banned. 
A large scope would in fact have an impact on the banks’ ability to support 
the real economy. 

It is not accident that the Volcker rule ban only clear “risky” activities, such 
as the sponsorship of hedge funds. 
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10. Does the above matrix capture a sufficiently broad range of 
structural reform options? 

Yes, it does. However, ABI observes that the proposed template for the 
impact assessment is not coherent with the several policy options outlined 
in the consultation paper. 

 

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

ABI supports the adoption of option A. Under the current economic situation 
it is an unbearable risk to experience the adoption of draconian regulations 
which could hamper the ability of the banking sector to support the real 
economy, especially in the context of the EU bank-centric economy. 

On the other hand, ABI agrees that few improvements could be envisaged, 
in order to take into account the lessons learnt during the crisis. For 
example, the Commission could copy the US Volcker rule’s ban from the 
sponsoring of hedge funds, which represents an “ownership separation” of 
highly risky and “not-socially useful” activities. 


