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Dear Madam or Sir, 

 

The EAPB welcomes the opportunity to participate in the consultation on “Structural Reform 

of the Banking sector”. 

 

General commentsGeneral commentsGeneral commentsGeneral comments    

 

The EAPB would like to mention as a general remark, that since the start of the financial 

crisis numerous new regulations in the banking sector have already been implemented or are 

in the process of implementation. With an array of measures under way, the EAPB is of the 

opinion that these regulations already meet the major aim to create a more stable banking 

sector. It might be advisable in the current situation to consider a step by step approach, 

with at first implementing the proposals already in discussion, then analyzing the impact 

and the subsequent changes in the market environment and at least consider potential 

further measures if deemed necessary. A parallel process as it currently takes place, where 

new proposal are overruling requirements that have not even been implemented yet does 

not seem plausible. 

 

Question 1Question 1Question 1Question 1    

“Can structural reform of the largest and most complex banking groups address and “Can structural reform of the largest and most complex banking groups address and “Can structural reform of the largest and most complex banking groups address and “Can structural reform of the largest and most complex banking groups address and 

alleviate these problems? Please substantiate your answer.”alleviate these problems? Please substantiate your answer.”alleviate these problems? Please substantiate your answer.”alleviate these problems? Please substantiate your answer.”    
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Currently, there is no empirical evidence that supports the thesis that a separate banking 

systems can prevent a financial crisis, or that they are more stable in the event of such a 

crisis than a universal banking system. 

 

In terms of constitutional law, recovery and resolution planning requirements and regulatory 

resolvability enforcement deem to be more favourable than a comprehensive structural 

reform since they are at least as effective, but less intrusive. Also, given the magnitude of 

the banking union project and its potential impacts on the banking sectors’ structure and 

business models, it might be worthwhile to await the structural responses to this 

undertaking. 

 

Another point to be considered is the symbiotic relation between the banking sector and the 

real economy. Besides long-term debt finance intermediated by banks, economic structures 

in certain member states require capital market products for corporate finance and 

international business, including all sort of client-driven investment banking services. 

 

Question 2Question 2Question 2Question 2    

“Do you consider that an EU proposal in the field of structural reform is needed? What are “Do you consider that an EU proposal in the field of structural reform is needed? What are “Do you consider that an EU proposal in the field of structural reform is needed? What are “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 the possible advantages or drawbacks associated with such reforms? Please substantiate the possible advantages or drawbacks associated with such reforms? Please substantiate the possible advantages or drawbacks associated with such reforms? Please substantiate 

your answer.”your answer.”your answer.”your answer.”    

 

Special forms of integration in banking structures, e.g. Germany’s Savings Banks Finance 

Group or the Cooperative Financial Services Network would become incompatible with a 

regulatory approach that is ring-fencing closely circumscribed parts of retail banking. The 

synergies implied by this form of cooperation would be lost once the division of work is split 

due to regulatory constraints. Furthermore, certain business models of public banks do not 

engage in retail banking activities, such as deposit taking operations. Therefore, it remains 

the question what would be left if banking activities are to be separated.  

 

Question 3Question 3Question 3Question 3    

“Which of the four definitions is the best indicator to identify systemically risky trading “Which of the four definitions is the best indicator to identify systemically risky trading “Which of the four definitions is the best indicator to identify systemically risky trading “Which of the four definitions is the best indicator to identify systemically risky trading 

activities? If none of the above, please proposactivities? If none of the above, please proposactivities? If none of the above, please proposactivities? If none of the above, please propose an alternative indicator.”e an alternative indicator.”e an alternative indicator.”e an alternative indicator.”    

 

The EAPB sees the consultation process as an opportunity to develop indicators that more 

genuinely reflect actual business activities, thus supporting more effectively the core 

objective of supervision that is, curbing risky and speculative trading funded by client 

money. For example, a true risk measure like VaR or bank capital required for trading 

securities and derivatives might be an even more sensible indicator to define risky trading 

activities. 
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Furthermore, thresholds based on balance-sheet ratios would be difficult to interpret as they 

follow an accounting and business administration terminology out of tune with a separate 

banking system. 

In our understanding, the focus of a change in banking structure lies with systemically risky 

trading activities. We do not see the need to include assets held for sale or market making 

activities in this definition. When determining a border between allowed businesses and 

those deemed for separation, such parts might be essential to a bank’s asset liability 

management and ensuring market liquidity. 

 

The EAPB sees indiscriminate risk classification pursuant to IFRS categories as inadequate. 

Not all banks manage their accounts according to IFRS rules – thus considerable doubts arise 

on the suitability of those classes. Focusing evaluation on business objectives seems to be 

the more suitable approach. 

 

Among the four definitions presented in the consultation paper, the EAPB would prefer the 

fourth possibility as the most adequate because it bases evaluation on a consolidated net 

position, thus factoring in effects of liabilities. Since derivatives are often purchased to 

hedge securities risks, it would make sense to depart from definition 4 and net those assets 

and liabilities. 

 

Question 4Question 4Question 4Question 4    

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

approaches? Please substantiate your answer.”approaches? Please substantiate your answer.”approaches? Please substantiate your answer.”approaches? Please substantiate your answer.”    

 

Regardless of whether separation is to take place ex ante or ex post, any legislation 

proposed by the Commission should provide for a materiality or de minimis threshold as 

suggested in the Liikanen report. This would have the advantage that national supervisors 

will review the proportionality of any legal requirement to spin off assets for infringement of 

regulatory thresholds based on balance-sheet ratios. 

 

Question 5Question 5Question 5Question 5    

“What are the costs and benefits of separating market“What are the costs and benefits of separating market“What are the costs and benefits of separating market“What are the costs and benefits of separating market----making and/or underwriting making and/or underwriting making and/or underwriting making and/or underwriting 

activities? Could some of these activities be included in, or exempt from, a separation activities? Could some of these activities be included in, or exempt from, a separation activities? Could some of these activities be included in, or exempt from, a separation activities? Could some of these activities be included in, or exempt from, a separation 

requirement? If sorequirement? If sorequirement? If sorequirement? If so, which and on what basis?”, which and on what basis?”, which and on what basis?”, which and on what basis?”    

 

In general it should remain possible for deposit banks to make markets with as little 

restriction as possible. This service is vital for securities exchanges to function as it provides 

sufficient liquidity largely independently of market conditions, thus securing clients access. 

Without it, reliable buying and selling prices would be unavailable, and markets would 

become dysfunctional. A major beneficiary is the real economy as it depends on efficient 

capital markets for raising equity and managing price risks. 
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A stringent designed requirement for market making activities could lead to the undesired 

side effect that there be will be a higher concentration of providers of market-

making/underwriting services and ultimately, more systemic risks. The EAPB assesses the 

separation of market making activities as an unnecessary condition. Market making is an 

essential task for banks to provide liquid markets especially with securities which do not 

have a continuous traffic, which also includes a certain number of government bonds.  

 

Money-market instruments needed to back cash conversion cycles, such as repo 

transactions or securities lending, should be exempt from mandatory separation. Providing 

collateralized liquidity to the real economy and to other banks is a component of the 

transmission mechanism of monetary policy and should not be hampered. 

 

Question 8Question 8Question 8Question 8    

“What are the relevant economic links and associated risks between intra“What are the relevant economic links and associated risks between intra“What are the relevant economic links and associated risks between intra“What are the relevant economic links and associated risks between intra----group entities?”group entities?”group entities?”group entities?”    

 

The EAPB would like to draw the attention to an organizational structure that is typical for 

Germany’s banking sector, the so called “Verbund” banking services network. In a 

networking structure such as the Verbund systems comprised by Germany’s savings banks 

and cooperative banks, respectively, a central institution provides money and capital market 

access to associated local institutions. Since the latter, in general, do not have direct access 

to capital markets, the central institution conducts business relevant to them either directly 

or indirectly on their behalf. That business, in turn, entails interbank transactions: As a rule, 

deposits taken by local institutions, and funds provided to them, enter the central 

institution’s liquidity management, which invests any surplus or raises liquidity as needed on 

the interbank market. Since there is no reference to the special links between central and 

local institutions operating as a Verbund  in the consultation paper, there is a risk that a 

potential legislative proposal might implicitly classify business conducted within such 

networks, and central institutions’ hedging thereof, as well as the intergroup transactions 

mentioned herein above, as proprietary trading subject to mandatory separation. The proven 

division of labour among the associates of those networks would thus become legally 

impossible. To avoid that, regulatory requirements as part of structural reforms must give 

due consideration to transactions that serve the special purpose of a banking services 

network, with functions such as the management of liquidity, interest, currency and credit 

risk. 

 

Question 10Question 10Question 10Question 10    

“Does the above matrix capture a sufficiently broad range of structural reform options?”“Does the above matrix capture a sufficiently broad range of structural reform options?”“Does the above matrix capture a sufficiently broad range of structural reform options?”“Does the above matrix capture a sufficiently broad range of structural reform options?”    

 

In order to display a complete picture of choices, the matrix of potential structural reform 

options is missing two choices: first, dropping the project of an EU-wide structural reform of 
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the banking industry, and second, a minimum harmonization approach on the European 

level, to be complemented and completed by member states at their discretion. 

 

 

 

Question 11Question 11Question 11Question 11    

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

 

The EAPB doubts that sufficient analysis has been carried out regarding the potential 

economic impacts (macro- and micro-) of full ownership separation. Such a degree of 

separation is likely to carry new risks for the stability of the financial sector. The EAPB has 

grave doubts about the appropriateness of such a measure is concerned about undesired 

side effects. 

 

Amongst the options on functional separation the EAPB prefers variant A, which is similar to 

already existing frameworks, e.g. in France or Germany. However, while we deem variant A 

more suitable than any other functional separation option presented in the consultation 

paper, we maintain our reservations about intervention thresholds based on balance sheet 

ratios, and about the classification of relevant business. 

 

In case of questions or comments, please do not hesitate to contact us. 

 

Best regards,  

 

 

 

 

 

Henning Schoppmann      Sandra Hafner 

EAPB         EAPB 

 

 

 

The European Association of Public Banks (EAPB) represents the interests of 36 public banks, 

funding agencies and associations of public banks throughout Europe, which together 

represent some 100 public financial institutions. The latter have a combined balance sheet 

total of about EUR 3,500 billion and represent about 190,000 employees, i.e. covering a 

European market share of approximately 15%. 


