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Danske Bank response to the eDnsultation by the European Commission on 
"Reforming the structure of the EU banking sector" 

Danske Bank welcomes the opportunity to share our observations and recommendations 
with the European Commission. 

Our response is split into two parts: 

• 	 Part 1 contains some general remarks, as well as our answers to the questions 

posed in the Commission's consultation document. 


• 	 Part 2, to be kept confidential and submitted in a separate file, estimates the impact 

of structural separation on the Danske Bank group over a four-year period, based 

on internal data. 


We hope the European Commission finds our comments useful. We stand at the ready to 
answer any questions or supply additional explanations as needed. 
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Part 1: Response to the consultation paper 

Introductory remarks 

Danske Bank fully supports the objective of making banking groups safer. We agree that 
the ongoing regulatory reform efforts, including strict capital and liquidity requirements 
within the CRR/CRD IV framework, are of utmost importance to the stability of the Euro
pean banking sector. Importantly, we advocate for a single supervisory rule book to avoid 
destabilization of the fmancial system caused by discrepancies between supervisory prac
tices and to keep the single market in financial services intact. 

In general, we agree with the views of the European Banking Federation (EBF) as outlined 
in its response to the Commission's consultation. 

However, we would like to highlight the importance of implementing a comprehensive 
bank resolution framework as a key pillar addressing the concerns outlined in the High
Level Expert Group's report on structural reform (the Liikanen report). 

Danish legislation is on the forefront when it comes to bank resolution, including imple
mentation of a comprehensive bail-in regime, in perhaps the broadest possible version af
fecting a wide range of instruments. Since Denmark is ahead of the rest of Europe within 
this area, we suffer of an un-level playing field. This is evidenced by the fact that rating 
agency Moody's assigns a lower level of"systemic support" to large Danish banks, leading 
to a two-notch lower rating compared to their Nordic peers. This is, in turn, reflected in 
higher funding costs for Danish banks compared to their Nordic peers. 

Due to this comprehensive resolution framework, Danish banks do not benefit from the 
implicit subsidy alleged in the Liikanen report. The suggestions in the Liikanen report 
would therefore not have the desired effect of preventing implicit tax-payer subsidies of 
risk taking activities since such subsidies should not exist in a Danish context. Instead, 
they are likely to cause further complexity and additional costs. 

Against this background, Danske Bank strongly urges EU legislators to swiftly come to a 
fmal agreement on an EU-Ievel, more homogeneous framework for resolution and bail-in. 
We believe that this should be achieved as a matter of priority. As the Danish National 
Bank pointed out in its response to this consultation1

, this is a crucial step before the impact 
ofany further proposals, including on structural separation, can be assessed. 

1 Available at: 

http://natlonalbanken.dkldndklpresse.nsflsidefHoeringssvar~_ Kommissionens_ supplerende _hoerin~tiUmbefalingerne_fi 

ILHigh-LeveLExpert_Group_onJeformin~the_structunu'Cthe_EU_bankin!Lsector_Liikanen_rapportenISfile/ 

DN_HSJesponse_to_HLEG_supplementary_hearin~25_June_20!3.pdf 
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Summary ofDanske Bank's views 

In short, our views on the options set out in the consultation paper can be summarized as 
follows: 

• 	 As we, and other stakeholders2, stressed in the first consultation on the Liikanen 
report's proposals, we believe that the regulatory changes, including CRRlCRD 
N, the forthcoming recovery and resolution directive, and other measures current
ly in the pipeline, will address the concerns outlined in the Commission's consulta
tion document to a sufficient degree. 

• 	 We do not believe that mandatory separation will give any benefits. On the contra
ry, the removal of the diversification benefits inherent in the universal banking 
model raises the risk of nndermining financial stability. For banking customers, 
mandatory separation is likely to result in a more cumbersome process and more 
expensive banking products. 

• 	 Instead of an across-the-board mandatory separation, we favour requirements of 
harmonized effective resolution plans, clearly dermed bail-in mechanisms3

, and 
thorough, appropriate limits on risk taking in the investment banking. 

2 Cf for instance the Swedish National Debt Office's response to the High-Level Expert Group, 12 November 2012: "The 

SNDOfinds it inadvisable to add an entirely new approach to the regulation ofbanJus before we have even begun to see the 

effects ofthe other measures ... ~( http://ec.europa.eu/intemal_mmketlconsultationsl2012lhleg-bankinglpublie

authoritieslswedish-nmionaJ.-debt-office_en.pdf) 

3 In this context, we agree with the IMF staff discussion note, which argues for a "targeted approach" based on recovery and 

resolution planning. (http://www-imforg/extemallpubslftlsdnl2013/sdn1304.pdf) 
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Replies to individual questions 

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

We do not believe that mandatory separation will result in the intended benefits. On the 
contrary, the removal of the diversification advantages inherent in the universal banking 
model raises the risk ofundermining fmandal stability. 

It is important to focus on the many benefits the universal banking model entails and the 
benefits that customers get from having a bank that is able to transfer funds inside the 
group and that can provide a "one-stop-service". 

By maintaining an universal banking model, banks will be able to operate with a more di
versified business model and will be able to allocate resources such as liquidity between 
different parts of the business. This enables the bank to optimize its risk management and 
to adapt to changes in customer needs. Also, it should be emphasized that the universal 
banking model has not been a driver of the problems in the fmancial sector in Europe. 

2. 	 Do you consider that an EU proposal in the field of structural reform is need
ed? What are the possible advantages or drawbacks associated with such re
forms? Please substantiate your answer. 

With regard to the Liikanen proposals, it is important to emphasize that with the Danish 
bank resolution framework, including bail-in mechanisms, and the accompanying model 
for deposit guarantee schemes already implemented in Denmark, there are no implicit gov
ernment or tax-payer subsidies. This also holds true for SIFI banks, as the Danish SIFI 
committee has not recommended excluding SIFIs from the general bank resolution frame
work (and bail-in rules). In other words, since the objectives of the Liikanen recommenda
tions are to safeguard tax-payers from investment banking risk (or banking risk in general), 
we would argue that this objective is already achieved in Denmark; and we hope it win 
soon be achieved across the EU through the implementation of the forthcoming Bank Re
covery and Resolution Directive. 

Keeping this in mind, we agree with the analysis and conclusions ofthe Liikanen report but 
we disagree with its recommendations. We find the recommendations to be inconsistent 
with the analysis and note that the majority of evidence from the European banking sector 
during the past five years shows that the failings of European banks during the fmancial 
crisis were not caused by losses on trading activities and only to a very limited extend by 
losses in investment portfolios. Instead, the crisis was mainly caused by a lack of sound 
credit risk management and inadequate capital and liquidity levels. 

This is also the case in Denmark. where the fmancial crisis was primarily caused by the 
implications of the global financial crisis combined with a property bubble and coupled 
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with weak governance arrangements in parts of the banking sector, as the Danish Central 
Bank has pointed out.4 

In fact, while a mandatory separation of banking units would result in increased costs to 
banking customers, we believe it might also result in increased costs to taxpayers because it 
would lead to less resilient deposit banks. 

Finally, the overall regulatory regime has been under significant revision since the fmancial 
crisis. A number of important steps have been taken, including the fmal approval of 
CRRlCRD IV. We note that there is a significant overlap between the CRRlCRD IV and 
the recommendations of the Liikanen report We therefore do not believe that a separate 
proposal on structural reform is needed. 

3. 	 Whieh of the four definitions is the best indicator to identify systemieaDy risky 
trading activities? H none of the above, please propose an alternative indica
tor. 

We refer to the EBF response on this question. 

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

We refer to the EBF response on this question. 

5. 	 What are the costs and benefits of separating market-making and/or under
writing aetivities? Could some of these activities be included in, or exempt 
from, a separation requirement? H so, whieh and on what basis? 

We refer to the EBF response on this question. 

6. 	 Should deposit banks be allowed to directly provide risk management serviees 
to dients? H so, should any (whieh) additional safeguardsllimits be consid
ered? 

If the deposit-taking bank was to provide risk management services to clients there would 
be a need for a derivative trading function within the deposit bank, resulting in increased 
costs. 

The access to derivatives would most likely go through the investment bank. As a result, 
the balance sheet of both banking units would increase with higher risk-weighted assets 
and capital requirements to follow. 

4 Cf. fur instance speech by Governor Per CalJesen, 24 May 2013: "Neuher was trouble for the banking sector caused by 

thetr investment orproprietary tradmg positions - structural separation vfbanks is net the issue in this country. » 


(ht1p:llwww.nationalbanken.dklCI256BE900406EF3/sysOakFiI/Speech_PCA_ICMA_UKJSFile/Speech_PCA_ICMA.pdf) 
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From the point ofview of the clients. the implications of the Liikanen proposals would thus 
be a more cumbersome banking relationship, more expensive loans, less access to deriva
tives for risk management purposes and at higher prices. 

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

We refer to the EBF response on this question. 

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

A ring fencing would prevent a profitable investment banking division from supporting 
unexpected losses in the retail and corporate bank, as has been observed in several Europe
an banks in the recent years. 

Hence, the investment banking arm has the potential to "subsidize" the deposit bank. With 
a ring fencing of business units, this could not happen, likely resulting in a deterioration of 
the overall capital situation. 

A factor that would aggravate these negative effects is the cost increase that is likely to 
follow a separation. Transactions between business units and less efficient use of liquidity 
and capital would imply reduced profits in both of the business units, resulting in less sta
ble units that will find it more difficult to replenish their capitaL 

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

We refer to the EBF response on this question. 

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

We refer to the EBF response on this question. 
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11. 	 Which option best addresses the problems identified? Please substantiate 
your answer. 

Instead of across-the-board mandatory separation, we favor requirements of hannonized 
effective resolution plans, clearly defined bail-in mechanisms5

, and thorough, appropriate 
limits on risk taking in the investment bank. 

Risk and income diversification in the universal banking model 

Based on our own historical data, we believe that Danske Bank's universal banking model 
has proven to be more robust than the "deposit only" model would have under the recent 
financial crisis. 

In the case of Danske Bank, investment banking activities have proven to be counter cycli
caL Instead of adding to the risk of the Group as a whole, the investment bank has diversi
fied the risk and supported the deposit bank during the fmancial turmoil. The universal 
banking model has limited the impact of the crisis and mitigated a reduction in lending 
capacity, had the deposit bank been a standalone entity. 

In this context, it is important to stress that although the investment banking units of the 
larger European banks experienced increased revenues during the fmancial crisis this was 
not caused by extraordinary risk taking. Strong risk management frameworks, including 
stop loss levels, prevented losses in most banks' investment banking units. The revenue 
increase resulted from the financial tunnoil causing a higher need for hedging of financial 
risks from both corporate and institutional customers. This increased the business potential 
for banks that are able to facilitate risk sharing between various client segments. 

On the basis of our experience, we therefore believe that the investment banking activities 
in general do not add to the "riskiness" of the individual banks, quite to the contrary. Any 
mandatory separation would in some cases, as in the recent fmandal crisis, be a driver for 
the exact issues that the Liikanen report's recommendations seek to prevent. 

Implications for liquidity 

Note that the universal banking model implies that liquidity flows efficiently through the 
various units, in the appropriate currencies. A legal separation would lead to restrictions on 
liquidity flows which, in turn, would increase liquidity risk for the new banking units, re
ducing their resilience. 

Moreover, from an efficiency perspective, the investment banking unit would have a wide 
range of instruments available for providing liquidity to customers according to their needs 
or manage internal liquidity on a day-to-day basis - whereas the deposit banking unit 

5 In this context, we agree with the IMF staffdiscussion note, which argues for a "targeted approach" based on recovery and 
resolution planning. (http://www.imf.org/externalJpubsfft/sdnl2013/sdn1304.pdf) 
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would have to set up a separate liquidity management desk similar to those of the invest
ment b~ duplicating costs. 

Implications for synergies aDd iDcreased eDd-user costs 

A mandatory separation of banks would in most cases not be a ring-fencing of the tradi
tional banking activities dedicated to retail and smaller and medium sized business custom
ers. Instead, it would more likely result in a ring-fencing ofthe investment bank leaving the 
other parts of the bank more exposed without the safety of being able to rely on capital and 
liquidity support from this business unit and the diversification effects described above. 

Moreover, also from a cost synergies and product innovation point of view, the universal 
banking model provides significant advantages. A mandatory ring-fence would force the 
bank to split up many centralized functions, leading to more labour intensive work flows 
and more bureaucracy. 

Another contribution to additional costs would appear from intragroup transactions, where 
both the investment bank and the deposit bank would be facing increased risk-weighted 
assets and capital requirements if separated into individual legal entities. 

Furthermore, if such legal separation would be required through establishing a holding 
company instead ofhaving the deposit bank as a parent company to the investment bank (a 
subsidiary), capital and funding costs for the deposit bank were to rise further, as the capi
tal in the investment bank would not have any value in the deposit bank at solo level. 

ImplicatioDs for customers 

A mandatory separation of banking units would mean a division of the bank into several 
legal entities with requirements for customers to maintain more banking relationships with
in the same banking group, endure longer processes and basically be a customer in more 
than one bank. Credit facilities might not be as readily granted as if the bank had the sup
port and synergies with the investment bank. While credit would most likely still be grant
ed in the deposit b~ the lack of potential ancillary business would imply that the credit 
facilities would be priced on a standalone basis at a higher price. 

A mandatory separation would thus result in a number of detrimental effects from a cus
tomer perspective: 

• Being a banking customer would be more tedious and cumbersome than it is the 
case today. In particular, private customers and SMEs that usually have a strong 
preference for "one-stop-shopping", using only one ~ would be worse off. 

• The price of banking products would increase due to the lack of synergies and di
versification effects described above. 

Danske Bank 
CVR·r.c. 6112 28 f(0bennavn 



Danske lSanki 


Page 9 

• The overall lending capacity would be reduced, with negative effects especially for 
private and SME customers, who are too "small" to directly access the capital mar
kets for funding. This, in tum, will have consequences for economic growth. 

• The universal banks' ability to adjust balance sheet and liquidity buffers to the 
economic environment would be lost. As the short term flexibility lies in the in
vestment banking activities, a mandatory separation would force the deposit bank 
to make such adjustments through the loan books and other balance sheet and li 
quidity extensive business with private customer and SMEs. That is, the ability for 
the deposit bank to support their customers in difficult economic environments 
would be reduced, leading to increased default rates. 

In our experience, any mandatory separation runs counter to our customers' needs. Current
ly, Danske Bank has assigned significant resources to the task of supporting its SME cli
ents with proper risk management tools. It is our belief that this is a sound investment both 
from a client servicing point ofview and from a business perspective. The universal bank
ing model is the basis for these efforts. 

In essence, the bank needs to be in a position to offer advisory services that are not crucial
ly linked to whether the client trades derivatives or not. In other words, the advisory teams 
are unbiased and are tasked with providing the clients with the best possible - product neu
tral - advice. A separation of banking units would imply that access to unbiased advisory 
services would be more limited and more expensive. 

As an example: today, a Danish SME client using the cash management services of Danske 
Bank (which, after a ring-fence, would be based in the "retail" unit) has access to the 
bank's experienced (and unbiased) advisory teams that would - in a separated organization 
- be limited to the large derivative clients of the investment banking unit. For the deposit 
bank to provide such services to clients without the support ofthe teams already in place in 
the investment bank, significant investments in staff would have to be made, again increas
ing costs for clients. 

Furthermore, it is important to note that the integrated use of derivatives is absolutely cru
cial for the stability of the fmancial system. For instance, the Danish sector for life and 
pension businesses is relatively large compared to the Danish financial sector as a whole 
and also a large factor in the Danish fmandal infrastructure. The sector is fully funded and 
the market value of its liabilities are calculated on a daily basis. Compared to some other 
countries in Europe, pension savings in Denmark are significant and the fmandal risks 
inherent in life insurance liabilities pose a considerable risk to the Danish financial system, 
ifnot properly managed. 

The need for access to the necessary financial instruments on a large scale is therefore cru
cial for fmandal stability in Denmark. A separation of trading activities would limit the 
access to the needed derivatives and would hinder the risk management efforts of the life 
and pension sector. The same argument can be made for large corporate clients who have 
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significant interest rate and FX exposure and hence an inherent need for access to flexible 
hedging instruments. The case is similar for the other Nordic countries, which share the 
characteristics ofbeing small, open economies, many ofwhich still have their own national 
currency. 

Conclusion 

By ring-fencing the investment banking unit, it is likely that the remaining business and 
personal banking units would be worse off; the exposure to the business cycle would be 
more severe without the diversifying effect of investment banking, undermining financial 
stability. 

For any given level of default risk in the banking system, the universal banking model is 
the best suited model for providing high quality banking and :fmancial risk management 
products, and thus the best suited model for supporting economic growth. 

While we agree that ensuring a resilient banking sector is essential, the key issue is how to 
ensure the most efficient use of scare resources such as capital, funding, liquidity, and a 
skilled work force. Separating investment banking from the remaining units would make it 
more difficult to do so, to the detriment ofthe real economy. 

The need to maintain a high rating to ensure proper access to capital and liquidity is essen
tial. The newly separated business units would thus hold more capital than the universal 
bank would, resulting in increasing capital and funding costs - thereby increasing hedging 
costs for clients of the bank - and thus negatively impacting economic growth. 

The only way to ensure that this will not endanger the stability ofthe bank is to hold more 
capital, which could endanger the incentives for lending, especially to the SME segment. 
By avoiding ring fencing, but maintaining strict limits on group wide risk concentrations 
we believe that the Group will make better use of the existing capital base, be more resili
ent to the business cycle and thus - in turn - be able to support the real economy. 

Recommendations 

As stated above, Danske Bank fully supports the efforts of the European Commission to 
make the banking sector more resilient and less exposed to downturns in the global econo
my. 

It is our conclusion that the recommendations of the Liikanen report would result in a 
banking sector that might become less stable, more exposed to the business cycle and more 
expensive for retail and corporate clients. 

Danske Bank supports an approach that focuses on limits on risk concentrations, as op
posed to any mandatory ring-fencing. That is, the scale of investment banking activities 
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should be proportional to the size of the retail and corporate hanking activities. Such limits 
could be set in terms of loss measures calculated on the basis of stress tests, value at risk, or 
other suitable methods. 

By constructing a system of proper risk budgeting, strict capital and liquidity requirements, 
as well as proper resolution schemes, we are convinced that the banking sector will be in a 
position to continue to support growth while at the same time balance the need for risk 
management 

Finally, we feel that it is crucial that any costs to banking customers and the real economy 
are carefully considered before any mandatory separation requirements are implemented. 
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