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EUROPEAN COMMISSION CONSULTATION ON REFORMING STRUCTURE OF EU 
BANKING SECTOR 

 RESPONSE FROM THE BUILDING SOCIETIES ASSOCIATION (UK)  

 

Introduction 

 
The Building Societies Association (BSA, Interest Representative Register ID No: 
924933110421-64) represents mutual lenders and deposit takers in the UK including all 45 
UK building societies. Mutual lenders and deposit takers have total assets of nearly £380 
billion and, together with their subsidiaries, hold residential mortgages of over £250 billion, 
20% of the total outstanding in the UK. They hold nearly £260 billion of retail deposits, 
accounting for 21% of all such deposits in the UK. Mutual deposit takers account for 30% of 
cash ISA balances. They employ approximately 50,000 full and part-time staff and operate 
through approximately 2,000 branches. 
 

Overview 

The BSA welcomes the opportunity to contribute. We recognise the scale and seriousness 
of the problem drivers, and the damaging impact on EU member states, businesses and 
citizens in the period since 2008 – including the direct impact on our own members of 
having to pay sizeable levies to fund deposit guarantee scheme payouts to failed 
commercial banks. BSA members, like mutual and cooperative banks throughout the EU, 
were not part of those problem drivers, but instead seek to be part of the solution: a safe, 
stable and efficient banking system serving customers and financing the real economy. We 
support the sentiments recently expressed in the Paris Declaration
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the European Association of Co-operative Banks.  

Like the EACB, we at the BSA are proud of what we represent:  member-owned 

enterprises, putting people before profit – but still efficient and successful. We answer the 

Commission’s questions from the perspective of mutual and cooperative banking in the UK, 
where - as the CP recognises - one model of structural reform is already far advanced. 
Moreover, most BSA members are already (and always have been) to a high degree utility 
banks, or relatively narrow deposit banks, under their own legislation, so we can comment 
from that practical experience. 

Problem drivers 

We broadly agree with the analysis of problem drivers set out on page 2, which localises 
the problems with complex and too big to fail (TBTF) universal banks. Our members also 
suffer disadvantage both from the implicit subsidy to TBTF banks, and the indirect 
exposure, through the UK’s DGS, to their riskier activities. 
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In all proposals for further action, however, it is essential to assess how far measures 
already proposed and in train will contribute to remedying the problems identified. In this 
case, major EU dossiers such as CRD 4 (with provision for systemic capital surcharges) and 
BRRD (with provision for bail-in) and (for the Eurozone) the envisaged banking union, 
should enhance both  the resilience of TBTF banks and their ability to be resolved with 
losses imposed on capital providers and other creditors rather than on the wider society 

Q1 : The BSA supports the broad thrust of the structural reforms being carried out in the 
UK, which will require a certain degree of separation only of the largest banks, and 

considers that these measures will help to alleviate the evident TBTF problem in the UK, 

which was manifested by Government part-nationalisation or recapitalisation of two of the 
largest banks during the crisis. Structural limits can support other regulatory reforms, and 

may be less amenable to erosion or regulatory arbitrage over time than may be the case 

with regulations. 

Subsidiarity 

However, the risks posed by TBTF banks vary considerably between member states : 
depending both on the relationship between aggregate bank balance sheets and the size of 
that state’s economy, the organisational structure of existing banks that has evolved over 
time and also the degree of concentration of each state’s banking sector. The scale of the 
residual TBTF problem, after mitigation by CRD 4 and BRRD, may be quite different. So it 
should not be assumed that the need for structural reform applies in a uniform manner 
across the whole EU. For example, the structural reforms in train in the UK reflect the 
specific context of a highly concentrated banking market dominated by banking groups 
which are large relative to the UK economy and which combine domestic retail banking 
operations with international wholesale and investment banking. Particular care should be 
taken with any measures affecting major co-operative banking networks in other member 
states. 

Q2 :  The BSA is not entirely convinced that an EU-wide proposal on structural reform is 

needed at this stage. We recognise the advantages outlined in the question box on page 3, 

though, as our members tend to be purely domestic institutions, the problem of diverging 
and possibly inconsistent national reforms will have little effect on them. On the other hand,  

it is difficult to see how these problems could be fully avoided without mandating a level of 

uniformity that risks upsetting reform measures e.g. in the UK, that by then will be already in 
place, and causing further upheaval and cost. The fact that separation has already been, or 

is being, legislated for in the EU’s three largest economies, though not on exactly the same 

model, and is under active consideration in several others, suggests that the further benefits 

eventually realised from action at EU level may be modest. 

Policy options – threshold for separation 

The BSA considers that any criterion or threshold for separation should reflect the scale of 
the non-deposit, WIB activities rather than the RCB activities (using the terminology on 
page 5). More specifically, it is important that major balance sheet components – such as 
prudential liquidity holdings – or the transactions  generated by prudent day to day cash and 
interest rate management – both  arising quite properly from and an essential component of 
RCB activities - do not count towards a separation threshold.  

Q3 : Option 2 would for that reason be preferable to Option 1, and Option 4 may similarly be 

preferable to Option 3. But the separation threshold need not be based on information that 

is currently published. The BSA suggests for consideration, as an alternative indicator, the 

size of a bank’s “trading book” as defined under Basel 3 and CRD 4 – this would  focus only  
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on WIB activities, leaving out the RCB business which generally constitutes the “banking 

book.” 

Policy options –degree of discretion 

The UK’s structural reform measures involve ex ante separation calibrated on the aggregate 
level of narrow deposits, without supervisory discretion, but with provision to avoid banks 
moving in and out of scope as their business fluctuates - which seems a satisfactory 
approach. 

 

Q4 : The basic approach should be ex ante separation but the BSA is not averse to allowing 
for some supervisory discretion, so either Options 2 or 3. 

Policy options – activities to be separated 

Q5 : As mentioned above, BSA members are already “narrow” deposit banks, concentrating 

on RCB. They do not undertake underwriting or market-making, so we cannot comment on 
the costs of separating these activities.  

However, leaving aside the wider category of WIB, there are a range of activities that are 
ancillary to RCB which some of our members undertake and which should remain within 
what is permitted for the deposit bank. BSA members face a particular problem here as– 
the building society itself must be both the apex institution and the deposit bank. Building 
societies cannot have a holding company structure and so would not be able to separate 
such activities into another part of the group (unless these activities were permitted at a 
subsidiary of the deposit bank – which is not the case with the UK reforms). Examples 
include advising on, and transacting, non-deposit equity-based retail investments such as 
UCITS, as a natural progression from cash savings, or providing home buying services, 
such as estate agency, or broking property-related insurances, as a natural progression 
from mortgage lending.  

Q6 : The BSA considers that the deposit bank should also be able to offer risk 

management services to retail and business customers that are broadly ancillary to their 

main RCB business. If RCBs are themselves not able to use instruments, such as swaps to 
hedge against interest rate risk, to manage risks on their own behalf or that of their 

customers, then there could be greater risks to financial stability, as well as a detrimental 

reduction in the provision of certain products to consumers or an increase in costs and 

therefore prices. Building societies already operate in the UK within a statutory regime with 
this effect – they may only transact derivatives of certain permitted categories (such as 

interest rate risk or credit risk) either to protect the society itself, or to provide risk mitigation 

to deposit or loan customers. This regime has worked satisfactorily for 15 years with no 
evidence of higher risk.  

Policy options – strength of separation 

As the Commission’s paper correctly analyses in Table 1, the UK reforms involve functional 
separation with stricter requirements – i.e. Option H. But, as explained above, BSA 
members only conduct RCB and do not have any WIB activity that requires separation – so 
we cannot comment on the general costs or benefits of regulating intra-group ownership 
structures (Q7), the relevant economic links and associated risks between intra-group 
entities (Q8), or the costs and benefits of full ownership separation (Q9). Our overriding 
concern is as stated in response to the previous question – the narrow deposit bank must 
also be able to conduct RCB-related (but non-WIB) activities for customers  - such as  
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investment advice, estate agency, and insurance mediation, as well as risk management  
through provision of suitable derivatives. 

Overview of options 

Q10-Q11 : Table 1 captures an adequate range of structural options, indicating the key 

choices that have to be made. Table 1 also displays the divergence among the existing 
approaches already undertaken in the US, UK, France and Germany, and therefore the 

difficulty of moving to a single  pan–EU solution that does not require further structural 

change – for little benefit – in one or more member states. The BSA is content with Option 
H, which is closest to the UK structural reforms, and would not welcome the distraction of  

further change.  

 

Other HLEG recommendations 

The Commission’s paper correctly states in its second paragraph that other 
recommendations of the HLEG have been at least partially taken into account in other 
initiatives, or will only become actionable after the completion of current exercises. 
Nevertheless, for completeness, the BSA takes this opportunity to re-iterate its opposition to 
two proposals made by the HLEG, concerning higher leverage ratios, and LTV/ LTI caps. 
The HLEG’s report backed a single leverage ratio and argued for review with potential to 
increase the minimum figure. The BSA opposes both these views, and supports the  
alternative approach pioneered by the European Parliament and now agreed in the Capital 
Requirements Regulation text (see Recital 95 and Article 511) which calls for the leverage 
ratio requirement to be differentiated according to the riskiness of business models. The 
HLEG also recommended that strict caps on LTV and LTI should be provided in all member 
states and implemented by national supervisors. The BSA rejects this measure which we 
consider would be both unnecessary and counter-productive, as we argued in our earlier 
submissions.  
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