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Launched in 1960, the European Banking Federation is the voice of the European banking sector from the 

European Union and European Free Trade Association countries. The EBF represents the interests of some 4,500 

banks, large and small, wholesale and retail, local and cross-border financial institutions. Together, these banks 

account for over 80% of the total assets and deposits and some 80% of all bank loans in the EU alone. 

EBF response to the European Commission consultation on reforming the 

structure of the EU banking sector 

The European Banking Federation (EBF) welcomes the possibility to give input to the European 

Commission’s consultation setting out different options for structural reform of the European 

banking sector. The EBF also responded to the consultation of the Commission on the final 

report from the Liikanen High-level Expert Group (HLEG) on reforming the structure of the EU 

banking sector in November 20121.  

It is the understanding of the EBF that the Excel template requesting data for two stylised 

scenarios for structural reform is aimed at banks directly and hence the EBF will focus on 

responding to the questions raised in the consultation document.  

Key Points  

 The EBF supports the way the European Commission takes the recommendations of the 

Liikanen High-Level Expert Group forward by analysing via an impact assessment a set 

of possible structural reform scenarios against a baseline scenario of no EU action - 

especially as regards the assessment of the complementarity of any EU proposal on 

structural reform with relevant reforms at European level that have recently been adopted, 

are in the process of being negotiated, or where proposals will be put forward shortly. 

 

 The EBF recommends that the Commission in its impact assessment also takes into 

account international and EU measures that already address the issue of too-big-to-fail 

banks - for example bail-in tools, recovery and resolution planning and SIFI capital 

buffers. In the EBF’s view these reforms will end the recourse to bail-outs in the future 

and they are more apt policy measures, as they do not - as structural reform measures do - 

impact negatively on the ability of universal banks to transform and channel capital flows 

to where they are most needed in the economy. 

                                                 
1 http://www.ebf-fbe.eu/uploads/D1994D-2012-

Final%20EBF%20consultation%20response%20for%20the%20final%20report%20from%20the%20Liikanen%20H

LEG.pdf  

http://www.ebf-fbe.eu/
http://www.ebf-fbe.eu/uploads/D1994D-2012-Final%20EBF%20consultation%20response%20for%20the%20final%20report%20from%20the%20Liikanen%20HLEG.pdf
http://www.ebf-fbe.eu/uploads/D1994D-2012-Final%20EBF%20consultation%20response%20for%20the%20final%20report%20from%20the%20Liikanen%20HLEG.pdf
http://www.ebf-fbe.eu/uploads/D1994D-2012-Final%20EBF%20consultation%20response%20for%20the%20final%20report%20from%20the%20Liikanen%20HLEG.pdf
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 The EBF understands the concern of the Commission over the different national 

proposals on structural reforms and the possible negative impact hereof on the Single 

Market and the possibilities for banks to be able to operate cross-border catering to an 

increasingly European and international client base. EBF is however not convinced that 

some Member States’ decisions to adopt structural reform measures make structural 

reform a better tool. 

 

 In addition to the Commission’s matrix of options the EBF proposes an approach where 

the definition of risky trading activities reflects the underlying risk positions of banks’ 

activities and hence is not based on accounting measures.  

 

 Furthermore, the EBF favours a targeted approach, where it is left to the supervisor on 

the basis of an assessment of the RRP of the individual bank to decide - subject to 

harmonised and clear triggers - how to target those activities with a set of possible tools, 

with separation being a last resort tool.  

  

 The EBF is concerned that an EU proposal for structural reform would add another layer 

of reform thereby making it even more difficult for cross-border banks to operate. This 

would be very problematic as the scope set out the by the Commission is primarily aimed 

at banks that have operations also outside the EU. This could create problems of extra-

territoriality as many of their third-country competitors will not be subject to structural 

reform measures. 

 

 The EBF is concerned that mandatory separation will lead to more financial instability as 

it promotes less diversified and less balanced banking models. EBF favours a diversified 

European banking landscape. It is important that the regulatory reform as a whole 

supports and strengthens the banks´ ability to provide socially vital financial services 

efficiently. Various banking models can be successful in this task. 

 

 Banks have a vital role in providing finance to households and firms. This holds true 

especially in Europe where the share of banks in the financing of corporates has 

traditionally been large compared to capital market financing – and particularly in the 

case of financing of SMEs. 
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Responses to questions 

 

1. Problem drivers 

Q1: Can structural reform of the largest and most complex banking groups address and 

alleviate these problems? Please substantiate your answer.  

 

According to the consultation document the problem drivers are size, complexity and 

interconnectedness of some large banking groups. These make them too-big-to-fail resulting in a 

funding subsidy that allows those groups to engage in more risky trading activities than they 

would otherwise be able to do had they been more restricted in activities, group structure etc. 

The Commission concludes that structural reforms of the too-big-to-fail banks would directly 

address intra-group complexity, intra-group subsidies, and excessive risk-taking incentives. 

 

1A. EBF General remarks on problem drivers 

The EBF finds that the problem drivers presented are too narrow. International studies have 

pointed to an array of drivers for the financial crisis for example macro-economic imbalances, 

poor governance and lack of efficient systemic oversight and a broad range of measures have 

been taken by International and European policy-makers to address those problem drivers.  

 

1A.1. Policy measures envisaged to tackle too-big-to-fail should be taken into consideration  

The analysis of the Commission seems to neglect measures to address too-big-to-fail banks that - 

in the course of current financial reforms - have been introduced or will be introduced in the near 

future. These measures include capital surcharges2 and recovery and resolution planning3 for 

Global Systemically Important Banks (G-SIBs) introduced on the international level and the 

upcoming EU Bank Recovery and Resolution Directive (BRRD) foreseeing among other 

elements stronger powers for the supervisory and resolution authorities, requirements to draw up 

Recovery and Resolutions Plans (RRPs) and bail-in and other resolution tools. In the view of the 

EBF those instruments - when in place - will address the issue of too-big-to-fail, by aligning the 

risk-level of a SIFI with price-based regulations (capital requirements) and enhanced supervision 

and by ensuring that no SIFI should have recourse to bail-out in the future – thereby ending the 

so-called implicit government guarantee. In EBF’s view doing all the ongoing work on 

resolution, and then simultaneously insisting on separation, is an expensive and unnecessary 

overlap.  

 

And in general it should be emphasized that the current regulatory reform agenda implemented 

and underway (for example CRD IV/CRR) is also to be perceived as structural reform of the 

European banking sector. These reforms can contribute to financial stability and competition in 

the financial sector.     

                                                 
2 http://www.bis.org/publ/bcbs207.pdf 
3 http://www.financialstabilityboard.org/publications/r_111104cc.pdf 
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1A.2. Banks’ role as facilitators of access to capital markets is crucial to restore growth 

The Commission furthermore appears to assume that trading is an overly risky and detrimental 

activity that should be substantially restricted or avoided altogether. EBF would however like to 

stress that banks are an essential part of well-functioning European capital markets which are 

indispensable to the restoration of growth in Europe. These markets are also becoming 

increasingly important as a financing source for European enterprises as regulatory changes are 

limiting the ability of banks to finance their customers. Whilst the EBF agrees with the 

Commission that financial markets should focus on serving the real economy and not engage in 

speculative activities it is however important not to perceive trading activities as excessively 

risky per se. It should also be kept in mind that many of the problems experienced during the 

crisis related to extension of credit, especially real estate lending - and not only to trading 

activities - and that failures were seen in all types of banks, not only in large universal banks.  

 

Moreover, the impact of trading activities on the bank results during the crisis appears to have 

been modest. Research shows that proprietary trading is only responsible for 4% of the losses 

experienced in the crisis 2007-20094. This fact must not be neglected. It makes clear that one 

should be very careful with a potentially far-reaching measure of structural reform. 

 

1A.3. Diversified business models and a diversified banking system enhance financial stability 

Moreover, the EBF finds it important to highlight the benefits of well diversified business 

models both at the level of the individual bank and for the financial system as a whole. Banks 

that are diversified in terms of activities and/or products - often labelled universal banks - have 

some diversification benefits from being able to transfer funds inside the group. These transfers 

allow banks to balance risk better within the entire group and help to allocate liquidity and 

capital to where it is most needed in the economy. A diversified bank is in many ways better at 

managing its own risks than a more specialised bank. In this sense, it adds to the overall stability 

of the financial system. Hence, in the EBF’s view, instead of promoting less diversified business 

models by splitting up banks - ultimately resulting in a less resilient banking sector and increased 

systemic risk - regulators and supervisors should support universal banking models that provide 

optimal diversification benefits to the benefit of the real economy.  

 

1B. specific remarks on cross-subsidisation, excessive risk-taking and intra-group complexity 

 

1B.1.Cross-subsidisation  

In the EBF’s view the issue of cross-subsidisation is somewhat theoretic in its assumptions. The 

idea that there is a separate funding for lending purposes and for trading is not a reflection of 

reality. This is not the way a bank does its business. In practice funding sources are pooled and 

                                                 
4 http://www.tricumen.com/wp-content/uploads/downloads/2012/05/Tricumen_BIS-Trading-Book-Proposals-

public.pdf 
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different business segments have to compete for funding. If there is a cost advantage then it is the 

cost advantage of the universal bank as such, an advantage which stems from the diversification 

of the banking business. Additionally it should be mentioned that it would be wrong to measure 

the cost advantage of deposits only with difference of interest spread to market funding. The true 

cost of deposits would also have to include the cost of the payment system, the overhead 

expenses for maintaining a large network of branches and operating an efficient IT system.  

 

In this respect, EBF would also like to refer to the fact that the loan-to-deposit ratios in Europe 

are (substantially) higher than 100%5. This implies that the European loan books cannot be 

funded from the European deposit base. Moreover this figure makes it even more unlikely that 

trading activities are funded by deposits.  

 

1B.2. Excessive risk-taking incentives 

In the EBF’s view the issue of excessive risk-taking incentives does not relate to cross-

subsidisation but instead to the risk that the trading unit takes on and consequently to the 

question of how to address this risk effectively. In order to curb excessive risk-taking tools could 

be introduced in line with the ones already used to address risk in the trading book. Such 

measures should be coupled with stronger supervision and the use of recovery and resolution 

plans (RRPs). 

 

1B.3. Intra-group complexity 

It is not very clear from the consultation paper what is understood by intra-group complexity and 

hence the conclusion that structural reform will address this is not straightforward.  

 

The HLEG described complexity as complexity in business models combining retail and 

investment banking activities making the business model more opaque and less easy to control 

for the supervisor. However, if that is what the consultation paper aims at, it is not evident that 

separation will be the best tool to address this. The issue of complexity requires a more in-depth 

analysis than a one-size fits all separation tool can ensure. Hence, a thorough supervisory 

analysis would be more advisable to tackle eventual complexity. To this end supervisors already 

have a tool at hand, as large banks need to develop Resolution Plans to comply with G-SIB 

requirements. In those Resolution Plans banks will have to identify in advance impediments to 

resolution, where organizational complexity could be a parameter as well. Complexity is 

however quite diverse, so it would make sense to develop at the international level guidelines 

setting out how to analyse complexity ensuring that size alone does not constitute complexity. 

 

A recent study from the Bank for International Settlements (BIS)6 also points to the possibility 

that structural reform might actually increase complexity by creating business models that are 

                                                 
5  See Global Financial Stability Report IMF 2012, page 23 
6 http://www.bis.org/publ/work412.pdf 

http://www.bis.org/publ/work412.pdf
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more complex to supervise. For a globally operating bank structural reform would for example 

make it very hard to design and implement resolution strategies as they would have to be tailored 

to different national rules for permitted business models. 

 

2. Subsidiarity 

Q2: Do you consider that an EU proposal in the field of structural reform is needed? What are 

the possible advantages or drawbacks associated with such reforms? Please substantiate your 

answer.  

 

The EBF strongly supports a well-functioning and homogenous Single Market in financial 

services without possibilities for gold plating. The EBF therefore understands the concern of the 

Commission about the different structural reform proposals put forward or that are underway in 

some EU Member States. While agreeing with the Commission’s aim of ensuring the Single 

Market and avoiding further fragmentation the EBF however has serious doubts as regards a 

possible EU proposal for structural reform: 

a) As already made clear the EBF is not at all convinced of the need for structural reform. 

The fact that some Member States have proceeded with structural reform proposals does 

not make structural reform a better tool in our view.  

b) Furthermore, it is neither clear to the EBF how the national approaches that have already 

been adopted could be reconciled nor how further structural reform proposals from other 

Member States could be prevented. Current experiences from the EU policy process 

demonstrate that some degree of national flexibility is increasingly becoming the rule, 

even for regulations.  

c) It should also be kept in mind that many of the banks that fall within the proposed scope 

are operating internationally. Hence, national proposals for structural reform could 

fragment the Single Market and make it harder to operate at an international level. This is 

even more true if the final outcome is an EU proposal for structural reform that adds a 

further layer of reform. This could create extra-territorial effects for European banks that 

have large parts of their business outside EU as they will have to compete with third-

country banks not subject to structural reform measures. Indeed, a recent BIS study7 

demonstrates that structural reform at national level may affect universal banks’ 

international activities by creating disincentives for global banking and negatively 

impacting universal banks with international trading operations.  

 

 

 

                                                 
7 http://www.bis.org/publ/work412.pdf 

http://www.bis.org/publ/work412.pdf
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3. Policy options 

Chapter 3 in the consultation document outlines the policy options considered by the 

Commission in the impact assessment as regard thresholds, activities and strength of separation. 

Before turning to the specific questions we outline the overall EBF position on structural reform: 

 

EBF position on structural reform 

The overall position is that the EBF is not convinced about the need for structural reform. It 

would be very important to draw up a complete impact assessment for the baseline scenario 

before embarking on any analysis on structural reform measures.  

 

The EBF places itself along the lines of avenue 1 in the HLEG report and/or what in a recent 

IMF paper8 is named a “targeted approach”. Such an approach would be able to take into account 

the differences in jurisdictions and business models and national approaches to structural reform 

that have already been adopted to ensure the solution is appropriate in each case. The main 

elements in the EBF approach are: 

- The definition of high risk trading activities must be based on methods that measure the 

real level of risk in the trading book - and not on accounting categories.  

- A threshold could be envisaged to capture the banks where such activities reach a certain 

level, in line with the avenue 1 proposal indicating that all banks with significant trading 

activity will be subject to the supervisor’s scrutiny via the RRP. The definition of 

significant trading activity should be decided at EU level. We would like to emphasize 

however that client-related trading should not be included in the definition. 

- On the basis of an assessment of the RRP the supervisor will decide - on an individual 

bank basis - what should be done if a bank cannot satisfactorily prove how to handle its 

high risk trading activities in a stressed situation and/or its trading losses. To avoid legal 

arbitrage and an uneven playing field it is important that the supervisor bases its 

assessment on clear, harmonised and predictable criteria/triggers defining when a bank 

cannot satisfactorily handle its high risk trading activities.  

- EBF favors that such powers are given to a European supervisor i.e. currently the ECB, 

but perhaps over time to the European Resolution Authority 

- A set of tools should be developed to a) strengthen the supervisors’ ability to curtail risk 

in the trading book for example by enhanced risk management procedures; and b) to 

handle a situation where a bank cannot satisfactorily show how it will handle its risky 

trading activities in a stressed situation. Those measures should be in line with price-

based regulatory measures under the current regulatory reform agenda and should be 

developed taking into account current tools, including the result of the Basel fundamental 

review of the trading book. Separation should be a last resort tool. 

                                                 
8 http://www.imf.org/external/pubs/ft/sdn/2013/sdn1304.pdf  

http://www.imf.org/external/pubs/ft/sdn/2013/sdn1304.pdf
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- The overall approach should be developed taking into account the final EU set-up for a 

crisis resolution framework, including the Single Resolution Mechanism. 

3.2.1. Scope of banks potentially subject to separation (De minimis exemptions) 

 

Q3: 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.  

 

In the EBF’s response to the HLEG report we highlighted the problems of including the AFS 

portfolio in the examination threshold as this portfolio contains primarily low risk assets used, 

for example, to comply with liquidity requirements. The EBF welcomes that the Commission has 

taken this concern into consideration in its options for thresholds. 

However, as set out in the EBF position above, the EBF does not believe that a method based on 

accounting categories is capable of capturing those kind of trading related risks as they do not 

reflect the “real” level of risk inherent in those activities – for example the hedging of activities 

is not visible using accounting measures. Furthermore, accounting data is not yet completely 

comparable at the EU level. The EBF also believes that the proposed option 4, albeit being 

somewhat more meaningful than options 1-3 (but still suffering from being based on accounting 

categories), is too unclear as a measure to be able to assess for example how the netting would be 

applied. It would hence need further development for banks to be able to asses properly such a 

measure.  

The EBF instead proposes that the Commission considers an alternative indicator for defining 

risky trading activities based on methods that adequately measure the level of risk of trading 

activities. The EBF proposes to use current measures used to capture and target risk in the 

trading book, as supervisors know these figures already, including for example Market Risk 

Weighted Assets (RWA), Vaue At Risk (VaR) or expected shortfall - taking into account the 

current Basel revision of the trading book regulation.     

3.2.2. Supervisory discretion for separation 

Q4: Which of the approaches outlined above is the most appropriate? Are there any 

alternative approaches? Please substantiate your answer.  

Option 1: ex post separation subject to constrained discretion by the supervisor 

The EBF finds it positive that option 1 permits a supervisory assessment that takes into account 

the individual risk profile of the bank in question thereby avoiding a one-size-fits-all approach. 

However, EBF cannot support this option, as we believe that separation should only be a last 

resort tool used in in connection with the evaluation of the RRPs and this is not envisaged in 

option 1. 
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Furthermore, in the EBF’s view it should not be left entirely up to the supervisors’ discretion to 

decide when to take action - as already mentioned in the EBF position, a set of clear, harmonised 

and predictable triggers indicating at what point the bank is no longer capable of handling its 

trading related risks should be developed. Such triggers should take into account triggers already 

being developed in relation to banks complying with RRP requirements in the BRRD and G-SIB 

requirements for developing resolution plans.  

The EBF supports the proposal that EBA could provide the criteria for defining significant 

trading activities - within a set-up as proposed by the EBF. As mentioned before one of the 

criteria should be that client-related trading should not be included.  However, such criteria 

should be decided with technical standards to ensure a homogenous approach - and not with 

guidelines as the Commission also proposes. Guidelines would lead to differing national 

interpretations of what constitutes significant trading activities. 

Options 2 and 3 

The EBF does not support the options 2 and 3, i.e. ex ante separation subject to evaluation by the 

supervisor and ex ante separation. The former option is a carve-out approach that also gives the 

supervisor discretion to include activities falling outside the scope, resulting in a large degree of 

discretion to the supervisor and hence uncertainty for banks. The latter option – in which the 

examination threshold is equal to the separation threshold - is too crude and does not take into 

account the differences in business models or differences in banking sectors across Europe.  

3.2.3. Activities to be separated 

Q5. 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? 

 

The EBF does not support mandatory separation of market-making and/or underwriting activities 

but proposes an approach in line with avenue 1 as set out in the EBF position. In the EBF’s view 

one of the main problems with separation of activities is that it is extremely difficult to draw the 

line of separation correctly. The EBF is concerned that - if designed wrongly - such separation 

would have a very negative impact on important functions that banks extend to the real economy 

- for example market making and hedging - functions which play a crucial role in restoring 

growth in Europe.  

 

Option 1: “Narrow” trading entity and “broad” deposit bank 

In option 1 the Commission proposes to separate “”those types of trading where traders are 

speculating on markets using the bank’s capital and borrowed money, for no purpose other than 

to make a profit and without any connection to trading on behalf of customers”. Although the 

EBF finds the principle of only targeting non-customer related activities positive, option 1 

however entails the problem of separating market making from proprietary trading. It is far from 
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straightforward to differentiate between the use of own capital and hedging used for the purpose 

of market making and pure proprietary trading with a speculative purpose. Technically these 

activities are the same. Therefore, the EBF does not believe that a hard one-size-fits-all 

separation measure would be able to grasp the differences between activities entered into with a 

pure proprietary trading purpose and activities entered into for the purpose of for example market 

making. This requires a qualitative assessment by a supervisor.   

 

In the EBF’s view it is important to maintain the function of banks to transform savings into 

investments in the real economy which relies to a large extent on market making. It is also 

crucial to ensure the continued ability of banks to provide risk management tools, e.g. 

derivatives, to enterprises, governments etc. and also for banks themselves to be able to perform 

adequate risk management internally.  

 

Customer-related transactions should not be perceived as high risk trading activities 

The EBF believes that, as a general principle, customer-related transactions where the bank plays 

the role of an intermediary, a counterparty or an adviser, should not be perceived as high risk 

trading activities. Customer-related transactions encompass the products and services provided to 

the full range of banks’ customers, i.e. retail customers, the small and large corporates, institutional 

investors, high net worth individuals, investment funds, pension funds, governments etc.  

We are also concerned that exposures to venture capital, private equity and hedge funds are 

added to proprietary trading activities as in table 1. Albeit not explicitly mentioned in the 

consultation document, we understand the term “exposures” as loans and investments, i.e. 

purchase of shares.  

 

Firstly, we believe that venture capital and private equity funds play a decisive role in stimulating 

economic growth, in particular the development of SMEs and start-ups. Therefore, financing and 

investing in such funds should not be assimilated to speculative activities.  Secondly, the benefits 

of the Directive on Alternative Investment Fund Managers (AIFMD) should be recognised. 

Indeed, most of the venture capital, private equity and hedge funds will fall in the scope of this 

Directive, which sets out a complete risk management process, whereby all risks associated with 

the Alternative Investment Funds need to be measured and monitored: market risk, counterparty 

risk, operational risk and liquidity risk. Therefore, exposures to funds falling in the scope of the 

AIFMD should not be assimilated to speculative activities either.  

 

Option 2: “Medium” trading entity and “medium” deposit bank  

Option 2 proposes to also separate market making activities and hence it supposedly circumvents 

the problems of distinguishing between proprietary trading and market making. In the EBF’s 

view this solution would however have a more severe impact on the diversification benefits of 

the universal bank than option 1.  
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It should be observed that underwriting and market making activities are inherently inter-linked 

and therefore separating those activities would have very negative consequences on European 

banks’ ability to support the financing of the economy. 

Banks that supply underwriting services for issuing for example corporate bonds or government 

bonds need to be able to secure the liquidity of those bonds at a competitive price by providing 

market making services. However, by separating market making activities into a separate trading 

entity it is very likely it will disincentive some market players from engaging in market making. 

The reason for this is that the trading entity, being less diversified, would be perceived as more 

risky by investors. This would in general raise the funding and operation costs for the trading 

entity (in addition to the cost increase stemming from each entity having to comply with 

prudential requirements) and could lead to banks increasing margins, consolidating or 

abandoning market making altogether with considerable negative implications for liquidity, 

customers and financial stability.  

If the bank no longer has the incentive to provide market making services it cannot remain 

present in the primary market and hence its underwriting business will also be negatively 

affected. The consequence could be that the clients will choose other providers of underwriting 

services that are able to engage in market making activities, thereby ensuring market liquidity for 

their bonds.  

A likely scenario is that non-EU banks, not subject to mandatory separation, could substitute EU 

banks in providing market making and underwriting activities to large European corporates and 

public authorities. Another risk is that the biggest players in the market will increase their market 

share due to the decision of the smaller players to exit the market – thereby increasing costs for 

trading activities. The smaller players, just above the threshold, could very well be the only ones 

that provide liquidity to more local and regional SMEs in Europe and hence this could 

potentially harm the funding of enterprises which are more local/regional in nature. Moreover, 

relying to a large degree on third country banks to provide those services could be risky as it is 

not sure that they can guarantee continuity of service in case of an economic downturn. 

 

Option 3: “Broad” trading entity and “narrow” deposit bank 

See answer for Q6. 

 

Q6. Should deposit banks be allowed to directly provide risk management services to clients? 

If so, should any (which) additional safeguards/limits be considered? 

 

This question is particularly relevant for option 3 in question 5: A broad trading entity and a 

narrow deposit bank. For the reasons outlined above the EBF does not support such a scenario. 

With this in mind the answer to this question is: yes, the deposit banks should be allowed to 

directly provide risk management services to clients and no additional safeguards should be 
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applied. This has also been acknowledged by the UK Government in working with the Vickers 

Commission proposal, extending hence the scope of services that the retail bank can provide to 

its client, including inter alia provision of simple hedging products to SMEs. 

 

One should also take into account the measures already taken, such as MiFID, EMIR and the 

consumer protection.  

 

3.2.4. Strength of separation 

 

Q7: As regards the legal dimension of functional separation, what are the costs and benefits of 

regulating intra-group ownership structures? 

 

Q8: What are the relevant economic links and associated risks between intra-group entities? 

 

The Commission asks for comments on three stylised options: a) Functional separation with 

economic and governance links restricted according to current rules, b) Functional separation 

with tighter restrictions on economic and governance links and c) Ownership separation.  

 

In option a) functional separation with economic and governance links restricted according to 

current rules both the trading and deposit taking entity will have to comply with CRD IV/CRR 

requirements in terms of capital, liquidity, leverage and large exposures on an individual basis. 

This option would make it twice as costly for the overall group to meet the CRR requirements 

(taking into account possible waivers on a case-to-case basis). This would constitute a significant 

burden for banks which would be amplified by the fact that it will add constraints to the free flow 

of liquidity and capital across the cross-border banking groups. These constraints would be even 

more disproportionate under option b) functional separation with tighter restrictions on 

economic and governance links as they would significantly reduce the diversification benefits 

within a banking group: the centralisation of the liquidity management or the allocation of capital 

across business lines would become much less effective in the future. 

 

Moreover, mandatory separation as proposed in options a) and b) would also lead to operational 

inefficiency, risks and bureaucracy for not only the banks but also for the customers. A 

separation would require new practices with cross-collateralisation, cross-bank agreements and 

other governance arrangements that would increase complexity between the counterparties. One 

should also take into account that after a separation contracts might have to be renegotiated. This 

also concerns current contracts as there would be a new legal entity. This entails potential risks. 

 

The increased complexity and the increased contractual interlinkages will be necessary to deliver 

financial services that support growth but could at the same time lead to a decrease in 

resolvability and an increase in the contagion risk within the banking system. Customers and 
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banks will have to handle the increased bureaucracy, cross-collateralisation and governance 

arrangements that will have to be in place to deliver one financial service from more than one 

entity. In practice this exercise could be very hard to perform. 

 

Q9: As regards full ownership separation, what are the associated costs and benefits? 

This depends of course of the activities to be separated. But, in any event, the main disadvantage 

of full ownership separation is that it would most likely harm the continued functioning of the 

universal banking model - a model that has proved to have many benefits for the European 

economy. Furthermore, full separation entails the risk that more activities will be pushed to the 

less regulated shadow banking system, hence increasing the risk of the overall financial system. 

 

The universal banking model enables products to be produced more efficiently, resulting in 

lower costs for customers. On the one hand, the bank can centralise certain functions, reaping 

economies of scale. On the other hand, a separation would result in a substantial increase of 

transactions - and associated transaction costs - between the new legal entities.  

 

Most importantly, a separation would inconvenience customers. They would need to maintain 

separate relationships with several legal entities and processes would take longer. This would 

particularly be a problem for micro businesses and SMEs which do not have any well-resourced 

treasury function and depend on the integrated advice and service offering of their relationship 

bank. 

 

3.3. Options to be considered 

Q10. Does the above matrix capture a sufficiently broad range of structural reform options? 

 

The Commission has prepared a matrix with nine different options for structural reform along the 

dimensions “activities to be separated” and “strength of separation”.  

 

In the EBF’s view the matrix is not sufficiently broad as it lacks at least two options:  

- The “no policy action” option/ the baseline scenario described by the Commission. Some 

Member States already have national legislation in the pipeline to deal with the issue of 

separation, hence 9 of the 14 European G-SIB’s will probably be covered by national 

legislation and all banks in the three largest EU countries will probably be subject to a 

separation rule. Furthermore, it should be kept in mind that current regulatory reforms 

are also to be perceived as structural reforms that have already lead to considerable 

restructuring of the European banking sector.   

- The option of a targeted approach that leaves it for the supervisor to decide, subject to 

harmonised and clear triggers, the appropriate measure to apply if a bank with significant 

trading activities cannot handle its trading risk positions and where separation is a last 

resort tool. This approach can be coupled with the baseline scenario. 
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Q11. Which option best addresses the problems identified? Please substantiate your answer.  

 

In the Excel sheet (annex) banks are asked to provide data for 2 scenarios which appear to be 

equivalent to options D and E in the options overview table in the consultation paper. It is not 

clear whether those two scenarios are the scenarios that the Commission wants to pursue. In any 

event the EBF does not agree with either option D or E.  

 

Instead in the EBF’s view the model best suited to target the identified problems of intra-group 

complexity, intra-group subsidies and excessive risk-taking incentives is the EBF approach 

described in the beginning of chapter 3. 

 

 

 


