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This response is delivered by the: Group Public Affairs Department, Legal Department, Risk 
management and Natixis. 
 
NB: Comments and opinions set out in this document are based on information available 
within the given timeframe. They reflect the position of BPCE on the date of compilation. 
They can in no case constitute a final position or a firm and definitive view of Groupe BPCE. 
 
The second banking group in France, owing to its two flagship brands Banque Populaire and 
Caisse d’Epargne, Groupe BPCE and its 117,000 employees serve 36 million customers 
including 8.6 million cooperative shareholders. The group’s companies function as banking 
entities at the heart of the needs of the individuals and territories. 
 
With the 19 Banques Populaires, 17 Caisses d’Epargne, Natixis, Crédit Foncier, Banque 
Palatine, BPCE International et Outre-mer…, Groupe BPCE provides its customers with a 
complete array of products and services: solutions for savings, investments, cash 
management, financing, insurance, investments, etc. 
 
Faithful to its cooperative status, the group accompanies them in their projects and builds 
with them a sustainable relationship, contributing as a result to 20% of the financing of the 
French economy. 
 
Please find below the reply of BPCE to the public consultation opened by the European 
Commission on the reform of the structure of banks in Europe. 



 European Commission consultation « Reforming the structure of the EU banking sector » 

 

 

This document is the property of BPCE. It cannot be forwarded to a third party without its written authorisation. 

2 

 

GENERAL REMARKS 

 
Over the last 25 years the European banking landscape has changed considerably. The 
effects of the financial crisis, which began in 2007, have greatly accelerated this 
transformation. Although the reforms undertaken in Europe and in France are justified, they 
must not have a negative effect on the financing of the European economy. Further, they 
must not weaken the position of euro zone banks in a context of ever increasingly stiff 
competition with the rest of the world. 
 
 

�  The crisis does not call into question the European universal bank model 
 
It should firstly be remembered that the current situation is not “per se” a crisis of the 
European universal banking model –The Financial institutions that have collapsed ultimately 
had  highly diversified profiles (such as Lehman Brothers, Northern Rock or the Spanish 
Cajas in a special real estate context…). 
 
An objective analysis of the effects of the crisis in 2008 shows the strong resilience of the 
universal bank model which presents the advantage of having several “load-bearing walls”, 
bringing together all the business lines : from credit to household and to small and very small 
or  medium-sized enterprises, to wealth management, M&A advisory work or the financing of 
major infrastructure projects.  
 
Despite the severity of the crisis, there has been limited threat of a bank run on customer 
deposits which have continued to act as stabilisers for securing external financing for the 
institutions. Conversely, investment banks with no deposits have seen their model 
considerably challenged. 
 
If we take France, there was no spectacular bankruptcy, no call on taxpayer, no final cost for 
the State budget and above all, uninterrupted credit to households and businesses. It should 
be remembered that the temporary mechanism for liquidity which was put in place by the 
French public authorities to support the banking sector at the height of the crisis, ultimately  
generated nearly 2 billion euros in dividends and interest to the State budget. 
 
Any  approach based on the sole consideration that the problems the sector has 
encountered in the past few years are directly linked to the size, complexity and 
interdependence of certain large banking groups (making them therefore too big to fail) is all 
too simplistic.  
 
The idea that retail banking activities subsidise corporate and investment banking – by 
diverting economic resources to the detriment of activities that are more useful socially – in 
order to pursue activities that are more risky, but much more rewarding in the short term - 
falls short of a proper knowledge and understanding of how the banking sector works.  This 
is particularly relevant for cooperative banks rooted in their territories. There is no conflict of 
interest between retail and investment banking where  both activities are geared towards 
servicing the needs of the real economy and its players – professionals and individuals alike 
in the very heart of the regions where cooperative banks serve their customers. 
 
The fundamental causes of the financial crisis that struck Europe in 2008 are to be found 
elsewhere, and in particular in:  

- The accumulation of risky assets in real estate, in particular the“subprime market”; 
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- The discrepancy in banks balance sheets, between long-term credits and market too 
short refinancings, with an excessive dependence of the banks with regard to the 
latter; 

- The weakness of some national supervisors. 

 
� The crisis has naturally created a dynamic for change in the banking sector 
concentrating on customer service 

 
In the financial sector, there is clearly a  before and an after 2007. Nobody will deny that the 
development of certain purely speculative market activities have led to excesses. Institutions 
have suffered significant losses across the world, and all players have been incited to 
consider in-depth reforms. Major programmes in risk reduction or liquidation of structured 
assets (GAPC for Natixis, for example), have taken place throughout the industry. 
 
With respect to BPCE, all of the Group’s market activities are clearly geared towards the 
service of the real economy, they are driven to respond to the needs of its customers only, 
mainly corporates. It is worth pointing that in as much as BPCE is concerned - as with all 
cooperative banks - these market driven activities have never perverted the basic historic 
culture, providing services to their customers  based on responsible management of risks in 
the regions where they operate. 
 
For the record, it is worth recalling two fundamental principles : 

- The banking industry is not a service industry like any others. It relies on two 
essential dimensions: personal relationships with its customers and trust. We are 
partners with our customers, individuals and professionals alike, and indeed through 
a long term well established relationship based on  an depth knowledge of customer 
needs and aspirations. A single relationship, where the sole motivation would be to 
maximise short term profit at the expense of our customers does not provide an 
adequate answer. 

-  In addition and notably, Groupe BPCE : 8.6 million cooperative shareholders are at 
the heart of our organisation. Cooperative shareholders, individual or corporate 
entities, are not just ordinary shareholders like in any listed company. Their 
contribution to the capital is voluntary and not profit driven. There is no logic of 
appropriation or of maximising profit. Cooperative shareholders are not just pure short 
or medium term investors. They are not standard customers either. They are at the 
root of a long term sustainable relationship. They are natural prescribers for their 
bank, sharing the same values and involvement in their Region.  

The Group’s culture is intimately based on proximity, a value materialised through a 
network of 8,700 agencies split over the whole territory. Banques Populaires and 
Caisses d’Epargne carefully nurture this relationship that is so specific with their 
customer-cooperative shareholders. 

 
Real estate (albeit one of the original factors of the crisis arising in the United States) is a 
perfect illustration of cooperative banks best practices. Groupe BPCE has always managed 
major customer outstanding debts, which is kept on its balance sheets, unlike the US.  
 
In France, mortgages are based on the customer’s creditworthiness as an integral part of a 
long lasting relationship, well before taking into consideration the value of the property to be 
financed. 
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Furthermore, the addition of borrower insurance system confers a strong resilience to risk of 
the French mortgages – a point acknowledged by the Basel Committee itself, in the 
framework of the Joint Forum Consultation of February 2013 (cf. Mortgage insurance: market 
structure, underwriting cycle and policy implications) 
 
 
� BPCE contends that the European prudential and resolution reforms already 

constitute a powerful tool to protect European taxpayers 
 
Since 2008, against a background of greater public awareness, a very significant number of 
European regulatory reforms have been initiated and implemented. 

- The implementation of the Basel III agreements on solvency and liquidity, through 
CRD-IV and CRR;  

- Banking Union ; 

- The plans for the resolution of crises, with Directive RRD and now the SRM ; 

- The projects on consumer / investor protection: Bank Guarantee Fund, Markets in 
Financial Instruments Directive (MIFID II), Packaged Retail Investment Products 
(PRIPs), Packaged Retail, etc. 

. 
Our banks are naturally committed to implement these reforms. The European concept of 
universal bank has adapted to changes. It will continue to play its role in the economy of our 
territories, providing directly or indirectly a broader range of banking and financial services to 
all of its customers. 
 
Universal banks have adapted their business model to respond to the new requirements for 
solvency, liquidity, risk management and governance. All this,  in a framework of appropriate 
supervision, gaining strength and independence. The fact that the majority of European 
banking institutions have passed the various recent stress tests, clearly illustrates how they 
have effectively adapted to this new environment. This new regulatory corpus will make the 
European continent one of the safest zones in the world. 
 
 
� It should however be stressed that in the short term the implementation of the 

new prudential and resolution regulations will limit the capacity of the banks to 
finance the economy through credit 
 

For the time being, Europe is the only jurisdiction to have adopted all of Basel III rules, 
without undue restrictions save for those necessary adaptations to its regulatory and 
economic specificities. These reforms are legitimate. The crisis has shown the necessity to 
reinforce banks’ solvency and liquidity but also to limit the leverage effect. However, these 
reforms must also take into consideration economic reality. 
 
The European regulations being drawn up already pose serious doubts over the ability for 
banks to maintain their business models. They will have an ongoing impact on banks 
capacity to serve the real economy. The implementation of CRD IV/CRR and of the 
Recovery and resolution directive (RRD) will inevitably lead over the short term to substantial 
credit shortage, increased costs and a gradual shift from banking intermediation to 
alternative financing solutions – including greater resort to financial markets. This shift must 
however be progressive and scaled over time. This is fundamental. 
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Regulations are designed for the future. As such, they cannot be cut off from the reality on 
the ground. None of us can  deny the risks of decoupling that weight on European 
economies, and the coming years look very difficult. In order to ensure that we come out of 
the crisis and enjoy a return to growth, the development of a strong banking sector, anchored 
in the territories and present on all markets, is becoming a strategic issue that must be 
affirmed on a European scale.  
 
Banks are both essential partners for our entrepreneurs and ambassadors for the euro zone, 
which despite a relative appeasement, still remain subject to great pressures. 
 
The US approach is different. Basel rules will indeed be applied, but only to the extent that 
they respond to their own market structures, their economy and their financing model. 
Europe must do likewise, if it does not want to find itself ruled offside. It must adapt this 
regulation into its own socio-economic context.  
 
 

� Applying a strict separation between  retail banking activities  and 
corporate and investment banking will lead undoubtedly to a further restriction 
in the capacity of banks to support the real economy 

 
If market activities serving the real economy were finally to be transferred to a dedicated 
subsidiary, it would be extremely difficult to make such dedicated structure profitable in the 
European landscape. Market activities would simply be far less competitive in a financial 
market globalised by nature.  
 
European corporate and investment banks prove to be more costly and are forced to function 
under conditions that are more restrictive than their counterparts outside the euro zone. They 
will be progressively and inevitably ousted from their own markets firstly by large foreign 
corporate and investment banks but also by  players often non-regulated (shadow banking) 
or less strictly supervised. One should recall that it is the customers who initially make, and 
before anything, a market. The arbitrage of a number of European entrepreneurs between 
the different financial partners available, in such a tight economic context, will be quickly 
made. 
 
As a result, application of an excessive precaution principle may well end up implementing  
measures, which will lead to the disappearance of the majority of European banks market 
activities that are useful to the economy. It will be even more so the case tomorrow in a 
context of rare financial resources.  
 
This situation may actually be even worse since there is absolutely no certainty  that players 
outside the euro zone will be able and will want to finance all of the differential in financing 
needs arising from European reforms. 
 
 Indeed, it is most likely that an American or Asian bank will carefully choose those short 
term profit based customers that are of interest to them leaving on the side a good part of the 
local, very small and medium-sized enterprises, for which it is difficult or costly to  appreciate  
the risks profiles as well  as the socio-economic environment in which they operate short of a 
long standing relationship. For the latter, who will answer their needs ? 
 
Finally, beyond the financing of companies, let us not  loose sight either that our  market 
making activities play a determining role in the placement of sovereign debt. 
 
In fine, this cannot be the objective of the European legislator. 
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The activities associated with financial markets clearly present risks. If managed prudently 
and above all oriented towards satisfying the customer needs, and indeed under proper  
adapted supervision, there is no reason to believe that these activities present a degree of 
risk greater than retail banking activities. Affirming that pure retail banking carries fewer risks, 
than market activities, is simply not correct. 
 
As we have indicated several times, BPCE supports the view that universal banks should 
restrict the scope of their proprietary trading. This is not a healthy use of resources that for 
the most part arise from  deposits of retail banking customers. In that respect, the french 
banking law is a good example. It limits, in the future, the uncontrolled development of purely 
speculative activities, by retail banks.  
 
Several European countries seem to consider similar provisions, in particular Germany.  
 
Therefore one should question the need to undertake a reform on a European level at this 
stage.  
 
We would rather expect Europe to first fully achieve the implementation of its prudential 
regulations (CRD IV – CRR) and resolution (RRD and SRM), and evaluate their effects 
before any additional reform is being considered. 
 
 

� A project constituting a breach of a founding European principle : level 
playing field 

 
The issue of level playing field is fundamental, quite rightly. It is the principle that has guided 
the construction of the single market. Any mechanism which would lead to a separation of 
the retail banking from the corporate and investment banking, bears a real risk of 
fragmentation of the regulations on a global level and would  breach  the level playing field 
principle. 
 
This concern should be at the heart of all regulatory activity  carried out by the European and 
national legislators, to the extent that these regulations concern   activities that are by nature 
global.  
 
Level playing field  is  a sine qua non condition for the free and intense movement of capital, 
between a limited number of financial markets.  Any regulation in the financial sector need to 
be standardized beyond Europe due to their intrinsically international nature in order to 
guarantee competition, in full transparency between the different market players and 
geographic zones (Europe, North America and Asia in particular). Otherwise, the European 
financial industry will be unfairly penalised and inevitably taken over by its competitors – 
without the global financial system being any more secure  for the States and taxpayers  
alike. 
 
 

� Keeping market activities within the bank is essential to facilitate the 
necessary transition to adapt to Basel III 

 
When the economic recovery comes, entrepreneurs will expect immediate support from their 
banks. Major consumerist constraints already weighs heavily on the Net Banking Income of 
our establishments. Where simultaneously confronted with the impacts of the prudential 
requirements of Basel III, banks may not be in a position to respond to the needs of their 
customers – at a time when it will however be fundamental to inject very quickly new 
resources into the economy, in order to ensure an optimal return to growth. 
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The Commission appears to tackle the subject of the structure of banks solely from a purely 
risk prevention angle , totally disconnected from another equally important concern, that is 
the capacity to finance the economy in a constrained regulatory environment. From our point 
of view, this may simply be unrealistic. 
 
The legitimate desire of the European decision makers to regulate the financial sector must 
be fulfilled without hindering recovery in Europe. Recovery will come first through the 
dynamism of intermediate-sized businesses/small and medium-sized businesses/very small 
enterprises and more generally  in local economic environments . Support in the 
development of these  businesses is the real strategic issue for the European economy. 
 
Access to finance must be facilitated. Any consideration to enhance the economy must be 
conducted pragmatically. It must account for all actual constraints for all the parties involved. 
 
Switching overnight from a credit financed economy to a capital markets financed one is not 
a practical option.  Unlike  the United States, Continental Europe does not have an in depth 
knowledge of resorting capital market finance, nor the relevant US practice that is so specific 
for that matter. Traditionally and still today, financing of the European economies relies 
mostly on banking intermediation.  
 
Furthermore, when we are present in market finance, the size of our investment banks 
remains very modest compared to leading American or Asian banks. Under these conditions 
and given the financing constraints inherent to  the new prudential rules, our customer-based 
market activities should in fact be expected to be strengthened in order to be in a position to 
respond to the differential needs of financing arising from these reforms. Not the opposit ! It 
should also be noted that contraction in banks financing capacities will be all the more brutal 
in the event of separation of retail activities from market making as undoubtedly, the two 
entities will unavoidably see their financial rating downgraded under such a scenario. 
 
Moreover, there is no compelling reason to base European practices on those of the United 
States. Once again, one should not loose sight that continental models are not at the origin 
of the crisis and that, in spite of certain difficulties, they have proved to be resilient in an 
unprecedented economic environment. It may also be worth recalling that, the American 
system was built on the Glass Steagall Act which imposed a strict legal and operational 
separation between deposit and market activities. Ultimately, this approach has fragmented 
the banking system in the United States, totally disintermediated their economy and led to 
massive recourse to financial markets – markets that the partisans for separation in Europe 
are said to, however, that they are risky, given their lack of transparency and volatility . 
 
It follows that a separation of retail banking activities from market activities will not provide 
the basic questions – both societal and economic – faced by the European banking sector 
and our continent in the coming ten years. Constraining European banks to confine market 
making activities, would be an historic political error seriously undermining, and for a long 
time, our economic sovereignty. It would seriously penalise the European banking industry, 
but above all European entrepreneurs themselves in turn constrained to find new financing 
sources to support their activity and development. If the question of employment is to be at 
the heart of the European decision makers preoccupations, then the problematic of financing 
capacities is central since it constitutes an essential fuel for any dynamic economy, creating 
value and business activity. 
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� In conclusion 
 
The banking industry is one of the major pillars for economic growth in our territories. Any 
attempt to weaken the ability of European banks to finance the European economy will 
impact the ability to develop their businesses for our customers, both individuals and 
professionals. A separation of retail activities from market activities would inevitably be an 
unintended contributing factor.  
 
Once again, market positions will be lost to the benefit of others, where these new entrants  
will certainly have more flexible supervisory constraints.  
 
Any legislative proposal would likely limit de facto, the ability for the European banking 
industry to grow in size in a highly competitive environment. 
 
The transformation of the global banking system is far from being achieved and Europe must 
defend its positions. European institutions have a duty to protect the European, 
entrepreneurs and citizens alike, economic interest in our continent , as do the United States 
or China. We are convinced that with the prudential (CRD IV-CRR) and resolution (RRD) 
regulations in place, Europe will be equipped with all the necessary key instruments to build 
gradually a secure model, that is effective and balanced between banking intermediation and 
market finance all in accordance with the founding principles of the Union. 
 
Our institutions have always supported the commitment of the Commission to strengthen 
regulatory provisions in order to correct certain excesses, brought to light by the financial 
crisis. We also acknowledge that special attention should be paid to proprietary market 
trading activities, where structures have significantly evolved – to the point of giving the 
impression of greater fragmentation and lack of transparency, in a highly stressful socio-
economic context.  
 
However, and whatever their legitimacy, all initiatives of European decision makers must 
without fail respect the reality of our continent and not lead to a prescriptive higher bid, 
pointlessly complicating the functioning of our economies and limiting our entrepreneurs  
options, in the export sector in particular. 
 

 
 

QUESTIONS 

 
QUESTION 1 
 

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

 
The question on the size of banks and moral hazard has been mainly dealt with by the 
regulators who have made provision for, on the one hand, a specific system for solvency for 
systemic institutions and who, on the other hand, have developed a specific system for 
resolution aimed mainly at the large banks. The large banks considered as systemic will 
have capital surcharges applied of between 1 and 3.5%. This surcharge may be extended to 
other institutions considered as systemic on a domestic level or European level. In addition, 
by following the recommendations of the Financial Stability Board, Europe is on the point 
having harmonised legislation defining a framework for the recovery and resolution of 
defaults by credit institutions. With these two major pieces of legislation in place, the 
probability of bankruptcy by a large bank will be considerably reduced and recourse to 
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taxpayers avoided. This framework will enable the transfer of assets or the rapid  resolution 
of a bank, without having recourse to State intervention, since the cost of this restructuring 
will rest with the shareholders and, in the event, the creditors. 
 
The regulatory corpus in place will remove moral hazards associated with State support in 
the event of banking failure. 
 
The authors of the consultation point to the complexity of the banking groups as one of the 
source of the banking crisis. There is no evidence that such complexity is at the source of 
banks failures over the last few years. In reality, it is bad risk management and control that is 
the cause of banks defaults. Global risk management, well defined by procedures and relying 
on adapted IT tools, is one of the surest means to measure, manage and control risks. The 
complexity of banking groups often goes hand in hand with their size and the diversity of their 
activities. However, diversification also allows large banks to resist more effectively individual 
defaults by their customers, unsynchronised economic cycles, and to benefit from the 
diversity of their activities. 
 
In the case of BPCE, the Group benefits from an institutional protection scheme under 
specific obligations of the French Monetary and Financial Code to take (Art. L 511-31) all 
necessary measures, in particular to guarantee the liquidity and solvency of each of the its 
entities as for the entire  network. 
 
Furthermore, it is to be noted that the Recovery and Resolution Directive will also constrain 
banks to adapt and change their organisation. Indeed, they must have in place recovery and 
resolution plans to be approved by the competent authorities. In cases where the authorities 
were to identify that there are significant obstacles to a proper implementation of the 
resolution plan, they can require the establishment to modify its legal or operational 
structures in order to reduce the complexity and see that its critical functions can be legally 
and economically separated from the other functions by applying resolution instruments. 
These provisions will therefore give the competent authorities broad powers to force credit 
institutions to restructure themselves without the need to foresee new constraining 
provisions. 
 
It is also worth mentioning  that most of the French banking groups have insufficient deposits 
linked to specific national factors (regulated savings accounts, tax-exempted life insurance). 
For the main five French groups, customer credits represented 111% of customer deposits at 
the end of 2012. Accordingly, they must obtain market resources to finance a part of their 
activities with their customer base. Customers’ deposits do not contribute directly to the 
financing of the market activities which have in general their own resources (issuance of 
CDs, pensions, etc.). 
 
All in all, the European banking crisis is essentially a crisis of liquidity and banking under-
capitalisation, with  an accumulation of risky assets largely of a real estate nature, reinforced 
in some members States by an implicit political encouragement to continue without 
restriction, as well as occasionally or systematically a lack of proper national supervision. 
The crisis has absolutely nothing to do with the choice of banking model. Problems have 
arisen  in all the models possible. In France, Dexia and CIF failed, while large French 
universal banks benefited from good supervision. The real estate market was less disrupted 
than in the other European countries and showed a strong capacity to resist (including in 
cases of a collapse in prices) as  recently pointed out by the IMF in  a study published on 1 
July 2013. Thanks to the substantial diversification of their activities, French banks came 
through the crisis without costing one euro to the taxpayer, unlike RBS, Lloyd’s or 
Commerzbank. 
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There does not seem to be any compelling argument to justify any form of  heavy and costly 
structural reforms on the basis that these would be effective solutions to prevent a financial 
crisis. 
 
Nobody can seriously propose burdensome and costly reforms under the pretext that certain 
potentially beneficial effects have been identified, without considering at the same time the 
negative effects. This cannot suffice in judging the relevance of such reforms. 
 
Finally, while assessing the need for structural reforms, it is important to take into account  
their effectiveness in dealing with moral hazard and their capacity to turn round more 
efficiently or even to resolve problems in times of crisis. 
 
QUESTION 2 
 

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? 

 
Independently of any discussion on the structure of the banks, it cannot be disputed that the 
banking system is going through a historic revolution of a regulatory, economic and 
technological nature. The recommendations of the Basel Committee following on from the G-
20 demands have been enacted in Europe via several regulations, for the purpose of 
reinforcing the solidity of the banking system and preserving financial stability. Capital and 
liquidity constraints have increased sharply, in particular for institutions that are globally 
systemic. For the record: 

- The banking industry is one of the most regulated in the world. The frameworks for 
supervision are substantial and organised. Thus, an internal supervision is structured 
on three levels that are perfectly complementary: a first level, that of risk control; a 
second level, that of compliance with the regulatory texts of every kind; a third level, 
that of the audit department. In addition, there is an external inspection that concerns 
the Statutory Auditors, reporting directly to the Annual General Meeting. Finally, 
Banking Supervision is globally ensured by the Regulatory Authorities : ACP and 
AMF in France and soon the ECB on a European level ; 

- The regulation covers all aspects of the universal bank with numerous uncertainties 
outstanding (non-stabilised, non-coordinated on a European level, lack of coherence, 
etc.); 

- Retail banking is also subject to profound transformations (technological, regulatory, 
economic) ; 

- Banks are faced with a re-nationalisation of their banking activities, with a greater 
emphasis given to the supervisors of the host country at the expense of a group 
approach controlled by the supervisor of the country of origin ; 

- Banks must prepare recovery and resolution plans in the event of default ; 

- The profession of banker is moreover faced with growing legal risks ; 

- To which can be added the major change of European supervision with the creation 
of the Single Supervisory Mechanism. 

 
While the regulatory mechanism put in place by Europe undoubtedly leads to a strengthening 
of the stability and security of the banking system, nothing has really been foreseen to 
evaluate all the impacts on our economies. This is why there does not seem to be any 
reason  to undertake a structural reform  at a European level. The issues at this level are 
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rather to achieve the implementation of the prudential regulations (CRD IV – CRR) and 
resolution (RRD) regulations, then to evaluate their effects before any additional reform is 
even considered. 
 
If certain countries feel that in view of their specificities and historic experiences, it is 
necessary for them to take specific measures, then they are free to do so. However, that 
does not justify in any way imposing on a European level a single model, very prescriptive 
and restrictive, like the recommendation of the Liikanen report or scenarios proposed for 
simulations in this consultation. Nothing justifies breaking models that have proved their 
effectiveness, in order to replace them with a single model, for which the viability and good 
adaptation to the European economy remain to be demonstrated. 
 
The measures proposed in France and Germany will force banks to transfer activities 
unrelated to the real economy to subsidiaries. The objective is to limit the contagion of a 
crisis and so reduce the scope of the activities to be guaranteed and best protect the banks’ 
customers and the deposits of individuals. The universal bank model is not questioned. On 
the other hand the trading activities, considered as risky or excessively complex, will be 
confined in a dedicated subsidiary, in clear response to the preoccupations expressed by the 
Commission. 
 
Finally, all the major European banks present in the United States or wishing to work with 
American banks will have to comply with the Volcker rule  which forbids or limits very strictly 
any activities for one’s own account. 
 
QUESTION 3 

 
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. 

 

The approach proposed poses two types of problems: 
 

- On the one hand it appears counter-intuitive to begin by fixing indicators on global 
aggregates before having ruled on what activities needed to be the subject of any 
segregation. It seems to us that the approach should be the other way around, to 
begin by determining what is the scope of activities that should be separated in order 
to optimise the right balance between financial stability and support for growth and 
the economy, and then consider whether additional limits have to be set to avoid 
certain excesses. This is what, for example, the French banking law contemplates . 
Even if it authorises market making activities within the main banking entity, it 
provides that the Minister of Finance can, based on a proposal by the regulator, 
impose on a bank (or all the banks) the transfer of their market activity into a separate 
entity, beyond a certain volume. 
 
If the  objective is simply to identify systemic entities, there exists already the 
methodology proposed by the FSB (the Commission in Annex 2 of the threshold 
calibration consultation uses it moreover as its benchmark) and it seems superfluous 
to create a new measure. 
 
- Furthermore, the indicators proposed are not risk based, which seems strange since 
the first objective is, in fine, to diminish risks. Only the fourth indicator tries to 
approach a notion of risk, but in no case the volumes. For that, numerous indicators 
exist, are validated by the regulations already in force, and have recently been 
strengthened in order to frame more effectively market activities (cf. CRD III). Venture 
capital and private equity activities, which contribute to the equity financing for 
European companies, and most notably for SMEs, are already subject to high capital 
requirements. They must therefore remain in the activities of deposit banks. The 
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natural extension of credit activities and bank-customer closeness relationship allows 
these activities to develop and without which, will be carried out by funds and 
companies outside the euro zone, that are unregulated or less regulated. 

 
QUESTION 4 

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

It is difficult to respond in the absolute to such a question. It is  likely that the optimal solution 
lies in a mix of the three approaches. That is the result you end up with once you combine 
the European project in terms of resolution and that of the French banking law. 
 
The draft French banking law advocates a separation ex ante of speculative activities, those 
not useful in supporting the economy and its players. 
 
For its part, the European project on resolution of financial institutions makes provision  in the 
event that, if the resolution authority, after analysis of an entity’s resolution plan and request 
for adjustments, judges that an institution does not fulfil the criteria allowing for an orderly 
dismantling in the event of crisis, it can impose adaptations for its structure. Moreover, the 
French draft law also includes such a provision: 
 

“If the Prudential Control and Resolution Authority feels that these 
measures are insufficient, it may, once the establishment or company 
has been able to submit its observations, order it to take, within a set 
timeframe, measures, including, in the event, changes in its activities 
or legal and operational structure, that it feels necessary to allow for 
the effective implementation of the resolution measures…”. 

 
Furthermore, the draft French law makes provision for the possibility of intervention ex-post 
by the authorities in cases where, while respecting the principles of separation, they believe 
that certain activities (such as those of market making), reach volumes calling into question 
the financial stability for one or several institutions: 
 

“The Minister for the Economy may set, by order and following the 
opinion of the Prudential Control and Resolution Authority, a 
threshold valid for all the establishments or for one establishment in 
particular… beyond which the activities relating to market making of a 
credit establishment no longer benefit from this exception.” 

 
QUESTION 5 
 

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? 

 
Market making has a real use for customers and constitutes a necessary condition for 
investors to accept financing certain economic players. Market makers have no speculative 
intention, but guarantee the liquidity of securities for investors. It is an important and 
legitimate requirement on their behalf, to know that the securities in which they wish to invest 
can be bought or sold at any moment. For example, managers of a monetary or bond SICAV 
will need to sell their securities when their fund reaches maturity, or when savers withdraw 
money. They therefore need, at any time, players who are capable of buying back their 
securities in large amounts, without generating a fall in prices and hence losses for the fund 
managers. In the absence of such a service, asset managers will not invest in these bonds. 
This is why the activity of market making is inseparable from the underwriting business. A 
primary market can only be attractive and be developed among investors if the same players 
selling the issues commit to ensure liquidity in the secondary market.  
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Without mentioning periods of tension on the markets, we must emphasise that these 
activities are carried with fine margins and need investments in terms of substantial systems, 
a global distribution network, which can only be profitable with a large volume of 
transactions. It is not a coincidence that these activities are carried out in all countries by the 
largest establishments. This illustrates the need for a balance sheet size sufficient to 
maintain activities vital to the economy, but consuming capital and liquidity. 
 
Market making therefore plays an essential economic role in harnessing savings, in particular 
on markets for which there is no natural liquidity (such as bond markets and especially 
corporate or sovereign bonds, French and foreign). 
 
To fulfil their role of intermediary, banks must be ready, at any time, to buy or sell the 
securities or products bid or offered by customers, which involves them having access to the 
least costly financing possible and the most efficient hedging instruments. Such would not be 
the case if such activities were segregated into a subsidiary, with financial solidity necessarily 
less than that of the banking group taken as a whole. 
 
The latter would then have to bear a higher financing cost and would have greater difficulty in 
concluding long hedging contracts. This hike in operating costs would have the effect of 
placing European banks in an inferior position compared to their foreign competitors, not 
subject to similar constraints. Beyond this ousting effect and the risks of a high dependence 
on foreign non-European institutions, in times of crisis, the effect could be greatly geared 
down with a withdrawal of these same foreign players, a substantial contraction in liquidity 
and prohibitive financing or hedging costs for the end players, companies, households or 
States. 
 
QUESTION 6 

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

 
The problematic of risk hedging operations for banks’ customers is indissociable from that of 
market making. It involves the same activity. Market making is essential for guaranteeing 
liquidity for investors as well as being able to supply risk hedging at competitive prices for all 
customers. These activities historically come within a global relationship of the European 
universal banks with their customers. 
 
More generally, the European model of universal bank differs from the models taking the 
form of a hotchpotch of  different activities in quasi- internal competition on capital and 
reserves and/or liquidity. It is built around 3 key components: the customer, the duration and 
the risk. This model aims to catalyse the contribution of the financial industry to the real 
economy with an optimised level of risks and capital consumption. 
 
Its main characteristics are : 

- The priority given to a long-term relationship with the customer that involves a 
combination of services / products sufficiently rich to accompany the client in its life 
cycle or development. This priority differs from a commercial organisation guided 
mainly by the negotiation of transactions; 

- The capacity to accompany customers on their risks via an in-depth culture of credit 
risks; 

- The capacity to manage a combination of different and complementary skills for a 
diversified client portfolio. Of course, universal banks can specialise or split 
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themselves into segments by nature of activities or customers  whilst keeping a 
certain level of diversity and complementarity ; 

- A rigorous management of risks with, on the one hand, a global dimension of 
diversification of a portfolio of activities (from the retail bank to the markets, by way of 
management and insurance) and, on the other, a detailed management of the 
individual risks applying the methodologies arising from the Basel II regulation. 

 
In real terms, universal banks offer to all categories of customers the full range of banking 
and financial products and services as would a retail bank, a merchant bank or a corporate 
and investment bank. 
 
The “single window” in the bank is facilitated through a holistic approach to the customer’s 
needs and risk profile. This allows us to find the synergies between different activities, 
diversify the risks and reduce costs. This dual dimension of duration / risk puts at the heart of 
the universal bank the transformation mechanism that has shown over time its effectiveness, 
when rigorous management of the balances for asset / liability and liquidity are in place. 
 
Nothing today can justify breaking a model that has globally demonstrated its strong 
resilience to the crisis, once certain principles in terms of risk management, diversification or 
supervision are respected. 
 
QUESTIONS 7 ET 8 
 

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? 

 
From the moment banking groups are compelled to the draw recovery and resolution plans, 
the public authorities have at their disposal a powerful tool giving an exact and exhaustive 
vision of all the legal, financial and economic ties between the different entities. In this 
context, a strict functional separation would produce nothing, other than to impose  parallel 
restrictions in the mechanisms for solidarity and in the implementation of the responsibilities 
of the controlling shareholder. 
 
Such a reform would end up imposing complex and costly changes, hindering optimal 
management of liquidity, capital and more generally customer-related activities – with no 
benefit in terms of a membrane between the different types of activities, which is what the 
defenders of such a reform claim to seek.  
 
Conversely, once you impose burdensome restrictions on the relationships between entities 
of the same group, the question immediately arises as to the viability of the entities created, 
and accordingly the consequences that this might have on the banks capacity to continue to 
play the main role of intermediation and support for the economic players. 
 
This is why segregation can only involve activities that are viable in a totally autonomous 
way, with limited development where continuity is not a major issue for the rest of the 
economy. 
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QUESTION 9 
 

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

 
Total separation, namely a ban on banking groups from developing certain activities, raises 
the question of the objective sought. If it involves eradicating the development of certain 
activities judged as being globally harmful to the economy, then they should be totally 
banned, and not only for banking institutions (cf. ban on high frequency trading and soft 
commodities trading for banks under French law). If not, the objective, far from being 
achieved, has all the chances of being circumvented – by other players, once again far less 
regulated and monitored by the authorities, developing business activities with customers of 
most interest to them while ignoring the rest. If the objective is more simply to isolate certain 
activities judged non-essential to the economy, but whose development can contribute to 
financial innovation while retaining proper control over its development, intra-group banking 
segregation seems certainly more appropriate – as with the German and French 
approaches. 
 
QUESTION 10 
 

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

 
The quasi-totality of the possible scenarios is represented in the matrix proposed with the 
exception of one notable case, that is precisely the case where no structural reform is put in 
place. This option should not be discarded, at least initially, when we consider that the 
European regulatory corpus undergoing implementation (CRD IV-CRR, Resolution, Banking 
Union, EMIR, etc.) is likely to make the banking and financial ecosystem in Europe one of the 
most secure groupings in the world. 
 
Under these conditions, the choice of a pause, of finalising and consolidating all the ongoing 
actions, evaluating the impacts of all these transformations, should be a central scenario in 
the options to be considered on a European level before envisaging additional reforms in 
terms of the structure of banks. 
 
QUESTION 11 
 

11. Which option best addresses the problems identified ? 

 
If we set aside the waiting option and if the imposition of structural reform is deemed 
unavoidable, it is crucial to avoid certain  conclusions or omissions as can be found in the 
Liikanen report. Three fundamental points deserve particular attention : 
 

- Unlike the Liikanen report, it is vital to take account of the economic usefulness of 
the market activities that one contemplates  to exclude from the bank and ask 
whether they can survive in the perspective of a separation. This is especially the 
case for market making, which would greatly suffer from being sent to a segregated 
subsidiary, very difficult to finance and above all “suspect” in the eyes of potential 
counterparties owing mainly to a seriously downgraded rating. The fact that the 
Liikanen report does not contains any analysis on the viability of the future 
segregated subsidiary, supposed to shelter in particular large volumes of market 
making activities is a major omission. Simulation of the scenarios proposed by this 
consultation (very similar to the scenario of the Liikanen report, or even more 
restrictive) should correct this serious oversight and highlight the non-economically 
viable nature of the options advanced. Up until now, no response has been forwarded 
to this fundamental criticism. This is all the more important as, moreover, the 
international and European authorities encourage the development of capital markets 
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(an inevitable consequence of Basel III) and consequently, the totally indissociable 
development of market making; 

- We must not reason in an unreal world,  a Europe isolated from the rest of the 
planet. Our main competitors outside the euro zone are financially integrated giants, 
growing in strength, and would quickly seize the most profitable market activities that 
the European banks would be forced to abandon. It is not acceptable for such a 
dimension of international competition not to be taken into account – at the risk of 
totally distorting reasoning, when the intrinsically international nature of banking has 
been a reality for centuries; 

- As analysed in the Liikanen report, no significant correlation can be found between 
weak resistance to crises and a specific banking structure. It is therefore essential 
that the diversity and richness of the different models that exist on a European level 
be preserved. This is above all proof of financial stability and competitiveness, which 
the introduction of a single model could not guarantee. 

 
These three fundamental points cannot be ignored in any serious analysis of scenarios for 
structural reforms. The objective of increasing financial stability cannot, in itself, eclipse all 
considerations in terms of impacts on the real economy. The stakes involved are major since 
they involve the perpetuity of the European universal banks, the financial sovereignty of 
Europe (to avoid all market transactions falling under extra-European control) and the 
competitiveness of the corporate customers involved in these activities. 
 
 

**** 


