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First of all, the European Savings Banks Group (ESBG) welcomes the opportunity to share its views 

on this more detailed consultation on the Commission proposal on the structural reform of the 

banking sector.  In principle, the ESBG appreciates the debate on the structural reform along the 

lines of the HLEG recommendations (Liikanen report). We believe that such a reform may have 

positive effects. However, we are also highly concerned about the eventual negative drawbacks of 

this proposal that should be carefully assessed before any political decision is undertaken. Any 

reform should therefore be very carefully evaluated with due consideration of the diversity of the 

banking sector in Europe.  A potential structural separation may lead to a more concentrated 

banking system. That would mean achieving the opposite of what has been initially foreseen.  

 

1. Response to the specific questions of the consultation 

 

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

alleviate these problems? 

The ESBG appreciates the efforts of the European Commission and previously the Liikanen Group 

to strengthen financial stability in the European banking landscape. The ESBG also welcomes that 

the European Commission brings the risky practices of investment banking including proprietary 

trading, shadow banking and the ‘Too big to fail-Problem’ to the spotlight, leaving aside the 

“Vickers Report” approach. In this sense, we appreciate that these proposals do not include any 

increase in capital requirements for retail banks and do not envisage a separation of businesses for 

the entire banking system - in particular for the small savings and retail banks. 

 

Nevertheless, we have to reiterate our doubts about the need for further regulatory reforms for the 

banking industry. The ESBG is of the opinion that there is an excess of financial regulation taking 

place that might result in an excessive and inflexible regulation, and in many cases will lead to 

overlaps between the different regulations, as well as unintentional consequences. The Liikanen 

Group’s proposals aim to tackle some of the problems that have already been addressed by different 

regulatory proposals such as the CRD IV or the Recovery and Resolution Directive. Therefore, the 

ESBG wonders why the European Commission does not try to put forward these provisions instead 

of attempting to devise a more thorough banking reform. Indeed, the ESBG considers that it would 

be more valuable to concentrate on the implementation of the current regulation which still has to 

be defined and refined.  

However, from this proposal the ESBG shares the idea of protecting the real economy, private 

investors, and taxpayers’ money. With those goals in mind, we should discuss the effectiveness of 

the measures proposed in the paper. Regrettably, we view the scenarios outlined by the proposal 

with scepticism.  
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In any case, we consider that in order to tackle such a reform, a previous assessment should be 

carried out concerning any possible impact on financing the real economy - in particular in those 

countries that are going through funding shortage. 

 

2. An EU wide-approach to regulation would (i) avoid the costs for banking groups of 

diverging national bank structural reform proposals; (ii) avoid potential 

inconsistencies of national reforms; and (iii) safeguard the EU internal market in 

financial services. 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?  

As previously pointed out, the European legislation already in place or under way covers most or all 

of the subjects addressed by the consultation paper. A full set of regulatory initiatives since the Basel 

III framework was released have addressed a full range of topics of the regulatory agenda. These 

initiatives include the strengthening of capital and liquidity structures, the resolution of banks, 

collateralisation of assets, and the rating of institutional counterparties – see Basel 2,5 and III 

provisions in CRD III and IV, the RRD, the European Market Infrastructure Regulation (EMIR), 

provisions on securitisation in CRD II and III, as well as current consultations on securities 

legislation. Moreover, concerning the ‘Too big to fail-Problem’ that the banking reform aims to 

tackle, the framework proposed by the FSB and the Basel Committee has already been integrated in 

the CRD text. The ESBG considers that this legislation should be given enough time to be fully 

implemented before undertaking further measures. Most likely, the full application of these 

initiatives will result in reaching goals set to increase financial market stability and the protection of 

customer assets in the event of a crisis. Once these regulations are fully in place, then  the 

assessment of any subsequent effects can be carried out, as well as the introduction of any further 

legislative initiatives. Instead, this announced reform is likely to introduce confusion and uncertainty 

between market participants and put European banks at a disadvantage with regards to external 

competitors, and stimulate risk concentration rather than reduce exposure. In any case, it would be 

wise to conduct a thorough analysis of the potential overlaps between current and planned 

regulatory action before pushing ahead. 

 

In our view the Recovery and Resolution Directive and mandatory Recovery and Resolution plans 

to be put forward at European level seems to be a more accurate instrument to apply eventual 

separation of business lines if they are deemed necessary. It would also be more responsive to the 

differences between banks and banking systems among the Member States.  

 

Furthermore, taking into account the differences between the current structural reforms in several 

Member States, we would like to know how the Commission is going to achieve harmonisation 

without compromising the specific features of their banking systems. If any solution that 

incorporates provisions included in the Vickers Report in the United Kingdom goes ahead, this is 

very likely to be incompatible with some of the business models present in other Members States, 

such as the Institutional Networks in Austria and Germany. Should the Commission decide to 
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continue with its plans to separate banking structures, it would be preferable to do so in a manner 

that ensures the continuity of reforms tailored to national banking structures. Therefore, we remain 

highly sceptical of a structural reform of the EU banking sector as outlined in the consultation paper 

based on the Liikanen Report.  

 

 

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 ESBG welcomes that the Commission has provided for discussion several options for the 

calibration of the thresholds that would serve to decide the separation of banks, although most of 

them take into account nothing else but balance sheet ratios, which we deem highly problematic. 

Thus, we see the consultation process as an opportunity to develop indicators that would more 

accurately reflect the market context, hence more effectively supporting the core objective of 

supervision, which is, curbing risky and speculative trading funded by client money. 

The primary goal of identification of indicators to identify systemic risks is to prevent institutions 

from using funds acquired through regulated deposit-taking, lending or securities operations to 

cross-subsidise trading with shadow banks, or to funding such players. Indicators relating to the 

market are difficult to define given that unrated, unregulated players conduct their business both 

within and outside the regular banking system. That is why we suggest looking at the interactions 

between regular and shadow banks. Regular banks’ dealings with shadow players can be captured by 

classifying counterparties. We would welcome a classification rule based on a definition of shadow 

banks referring to counterparties. That rule would apply to funding transactions conducted with 

hedge funds, unregulated SPVs or market players, off-balance-sheet ventures, high-frequency traders 

and the like. As regulated institutions can clearly distinguish the business they conduct with 

counterparties operating outside the regular banking system, the volume of such transactions can be 

quantified with accuracy. 

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 dual banking regulation. 

The first point in question is whether balance-sheet-based thresholds for assessing entities included 

in a group’s consolidated financial statement shall apply both to individual and to group account 

levels. It could, in our view, be problematic to take the group level as a reference when deciding 

whether or not a business unit must be spun off. Additionally, difficulties will arise when a 

cumulative metric of a line of business represented by several institutions indicates separation, while 

some of them have, in fact, complied with the threshold. 

In our opinion, it is not reasonable just to include a risk classification pursuant to IFRS since not all 

banks balance their accounts following IFRS rules. Alternatively, a criterion that focuses on business 

objectives seems more reasonable. 

The exclusive valuation of assets at market prices also seems to be inappropriate for risk 

management purposes. The positive market values of derivatives implicit in definition 2 refer to 

reporting them as gross following IFRS. Positive market values are classified as assets; negative 
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values as liabilities. There is no recognition of any risk-compensation effects between those gross 

assets and liabilities. Whenever a derivative transaction with a client has been hedged completely 

with a counterposition on capital markets, equivalent amounts are classified under assets and 

liabilities. Since one of the two transactions always has a positive market value, the other a negative 

one, market values add up to zero. Besides, market prices of derivatives reported in gross terms 

swing with market parameters such as interest rates. Due to the historically low interest rates that 

have come about since the onset of the crisis, market values of interest rate derivatives reported 

both as assets and as liabilities are extremely high, even though the holder’s exposure remains 

unchanged. We also think that using “available for sale“ (AFS) positions as an additional basis for 

assessing the need to separate risky business would be inappropriate since this category mostly 

encompasses assets held for liquidity purposes, which, on top, would be contradictory with the Basel 

III LCR provisions. 

We consider that the best indicator to identify systemically risky trading activities is option 4, which 

focus on proprietary traders and distinguishes them from market making which is also an important 

and necessary activity that needs to be taken out of any separation threshold (in this regards please 

see our comments at point 5 as well). 

 

Since derivatives are often purchased to hedge securities risks, it would make sense to take option 4 

as a reference and net those assets and liabilities. Market prices of derivatives reported as assets, as 

implied in definition 2, will reveal neither any open risk position nor systematic trading. Their 

amounts have just a little to do with the derivative portfolio’s real exposure because they swing with 

volatile market parameters. Nor will definition 3 be suitable, as it will incorporate much of the 

receivables and payables from derivatives. This definition would not deliver a more meaningful 

result as it boosts the effects referred to above by changing in parallel the market values reported as 

assets and liabilities of closed positions. Therefore, definition 3 is as inaccurate as definition 2 to 

spotting open risk positions in derivative trading. Netting the two transactions, which always results 

in zero in the case of a perfect hedge, is the only method to show that market value volatility is 

neutral in terms of risk, as exemplified by a position comprising a derivative sold to a client, and a 

capital market hedge. The most suitable definition for detecting risk or trading within the derivatives 

portfolio among the four definitions presented in the consultation paper would be the last one, since 

it only considers consolidated net positions. 

Alternatively to our suggestion that indicators of systemically risky trading should follow a definition 

of shadow banks referring to counterparties, we support indicators that reflect a bank’s net volumes 

of proprietary trading that would include all trading and associated cash flows both into regulated 

and into unregulated markets. That is why we recommend taking this approach one step further by 

confining mandatory separation of such businesses that correspond to the above definition of 

shadow banking in terms of counterparties. 

The key element of definition 4 is its reference to net trading volumes. Banks are required to hedge 

credit and underwriting risks with derivatives. They also hedge clients’ positions as well as their own 

dealings with clients. As a result, they accumulate considerable gross derivative positions, which may 

be netted, though, on the balance sheet under certain conditions. Looking at gross volumes would 
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fail to distinguish institutions that avoid risk and hedge their transactions from those that take large 

open positions. Hence it seems more reasonable to base threshold calculation on net positions. 

Option 4 follows this idea. Even better than simply adding up net volumes of securities and 

derivatives, as implied in that option, would be factoring in the “algebraic signs” of instruments kept 

in the trading book given that securities and derivatives often serve to hedge each other. 

A welcome side effect of drawing on net positions for assessment would be that market volatility 

alone could not push an institution beyond a threshold, as may happen when looking at gross 

volumes, which ignores the compensatory effect of hedging positions on the liability side. Focusing 

on net exposures also counters risk by giving an incentive to close positions. 

Should this approach finally be adopted, the possible problem whereby institutions may overpass the 

threshold selected due to external conditions and behaviours should be carefully considered. In such 

a case institutions may be posed to the eventual danger of being separated - which may create 

enormous disadvantages. Hence, we suggest basing the calibration of threshold on the assessment of 

an average of several fiscal years. As market volatility also has an impact, it seems questionable 

whether there is any point in measuring threshold compliance at a particular date. 

 

 

 

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

approaches? 

In general, the ESBG considers that, in case a structural reform is set, it is important to leave room 

for maneuver in case the separation of activities is not a good option for any financial institution in 

particular, so the supervisor should also be entitled to evaluate an eventual separation. 

 

Both ex-post separation subject to constrained discretion and ex-ante separation subject to 

evaluation concede supervisors the flexibility they need to allow for national, institutional or group 

specifics, such as operating as a financial services network. This discretion given to the supervisor 

would reduce the danger that mandatory standardisation poses in business diversity. The two 

approaches also protect those institutions hovering around intervention thresholds from undesired 

cliff effects. 

 

The third proposal, referred to as ex-ante separation, however, does not contemplate any discretion 

regardless of any potential economic negative drawbacks that may arise. Following that approach, 

national supervisors would be unable, for example, to make concessions to banks that were going to 

downsize or phase out the business they are required to separate in any case. Those institutions 

concerned would have to set up separate legal entities to conduct such auxiliary business at 

considerable expense. The ESBG does not favour this approach. 
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It should be noted that it is impossible to conduct a sound analysis of the impact of either ex-ante or 

ex-post separation without knowing the technical standards or guidelines envisaged in the 

consultation paper, nor the criteria underlying the powers conferred on banking supervisors. 

 

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

proposed by the Commission must provide for a materiality or de minimis threshold as suggested in 

the Liikanen Report. That would oblige national supervisors to review the proportionality of any 

legal requirement to separate assets for transgression of regulatory thresholds based on balance-sheet 

ratios. Supervisory discretion is necessary on a national level for two reasons: First, it helps avoid 

having to take measures that may be against the economic general interest in cases where the extent 

of noncompliant business has been negligible. Second, it protects institutions hovering around 

thresholds from undesired effects. Otherwise, supervisors’ administrative burden would soar, while 

compliance would become economically prohibitive. In other words, having to separate a business 

unit as soon as the intervention threshold has been exceeded by one Euro would be 

counterproductive. This stance is implied, though not stated expressly, in the description of the 

second approach. 

 

Whatever legislation will be proposed by the Commission, regardless of the difficulties that will 

ensue, we also see the need to find a balance between the necessary and required level of 

harmonisation, and the required discretion for national supervisors, as outlined above. 

 

 

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? 

The role of the banking sector to provide support to the real economy goes far beyond lending 

provision, taking deposits and facilitating payments.  For instance, the export sector of the economy 

that heavily relies on banks for funding needs more advanced banking services like underwriting, 

market making for initial public offerings, or derivatives for hedging purposes. Furthermore, market 

making is in particular important for placing covered bonds. Additionally, core banking services 

include asset management and private banking, given that customers need a full range of banking 

services to meet all their needs. For that reason, institutions must be allowed to operate on capital 

markets, and to hedge the risks they are expected to take on. Otherwise, banks that cannot provide 

this set of services will be at a competitive disadvantage and the result would be a loss of diversity of 

the banking system. Therefore, the ESBG considers that it is crucial that market making, which 

provides an essential service to clients, should be allowed to remain in the deposit taking entity as it 

enables banks to support European corporate clients to access to capital markets. 

 

The consultation paper presents three different options for splitting banks. Each option entails 

different costs and possibly far-reaching consequences on business models. In general terms, it has 
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to be noted that even if the trading entities to be set up after the separation were highly specialised, 

the resulting competitive advantages such as economies of scale would lead to a concentration of 

trading in the hands of just a few players, which counters the aim of the proposal. 

Concerning the different options, we are particularly sceptical about the separation of trading entities 

along the lines of the second option, which bundles proprietary trading with market making, and 

separates both from deposit banking. In our opinion, it is crucial for deposit banks to remain in a 

position to provide market making services 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 ensuring access for customers. Without it, reliable buying and selling prices would 

be unavailable, and markets would become dysfunctional. The major beneficiary of this activity is 

the real economy as efficient capital markets for raising equity and managing price risks is crucial for 

a good functioning. In this sense, the German proposal recognises the importance of market making 

by refraining from making the separation mandatory upon crossing any intervention threshold. 

Instead, the law empowers supervisors to impose the separation of market making on a case-by-case 

basis under conditions such as imminent insolvency due to such business. 

Concerning broad trading entities, which would entail the separation of investment banks just as in a 

dual banking system, we are also sceptical as it seems quite similar to the previous formula and 

would put forward a dual banking model. In our view, dual banking as such does nothing to reduce 

risk. This point of view is shared, among others, by the IMF in its analysis of financial stability in 

Europe, conducted under its Financial Sector Assessment Program (FSAP), as published on 15 

March 2013. 

Any bank performing systemically relevant functions in both customer-driven and interbank 

business due to its size and integration into the financial market can do so only by maintaining key 

capabilities such as hedging their own transactions, or serving institutions that cannot access markets 

as readily. Market access is also among the vital services provided by central institutions within 

institutional banking networks. 

 

Hedging exposure associated with customer-driven business is an integral part of efficient risk 

management in the banking industry. This practice must be exempt from any future separation 

requirement. Otherwise, banks’ risk-adjusted balance sheets will be compromised, resulting in 

substantial charges and instability. Trading for liquidity and risk management purposes must also still 

be allowed for deposit banks. Otherwise, efficient bank and risk management would hardly be 

possible. 

Other financial instruments used to back cash conversion cycles, such as repo transactions or 

securities lending, should also be exempt from mandatory separation since they provide 

collateralised liquidity to the real economy and to other banks. These instruments are indeed a 

crucial component of the transmission mechanism of monetary policy. Furthermore, should the 

proposal of separation go ahead the current funding problems that several financial institutions are 

going through in the Euro area may worsen due to market uncertainty. This would mean a major 

risk to the stability of the financial sector, in particular for the provision of liquidity to smaller 

institutions without direct market access, and to Europe’ entire business community. Banks 

operating regionally or nationally would be unable to comply with that requirement. Consequently, 

the interbank money market would be concentrated. So when the next crisis occurs, its impact 
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would probably be harder given the accumulation of risk in the hands of just a few major players. To 

sum up, the provision of liquidity to the real economy would become unsecure, less flexible and 

possibly more expensive. 

 
Given the business needs to be met by deposit banks as described above, it would be desirable to 

focus any further considerations on a vision of a structural reform that preserves the universal 

banking model, requiring merely the riskiest operations to be separated, following option 1 (narrow 

trading entity and broad deposit bank). That approach is reflected in both the German and French 

legislative proposals. Should the Commission decide to continue with their plans, option 1 seems to 

be the best solution. It would preserve the universal banking model, enabling the provision of a 

broad range of financial services to export-oriented businesses. 

Cost and benefits 

 

In our view any impact assessment must include capital and operating costs, which would be 

substantial given the links among business units. Those expenses are prohibitive of some of the 

separation scenarios considered. Though incomplete, the list below reveals the difficulty of 

calculating the cost of separation. It also shows that the total cost to be shared by trading and 

deposit entities will rise considerably. In rough terms, they include:  

One-Time Costs 

 legal and organisational expenses: start-up costs, selection and appointment of management and 

supervisory boards, service-level agreements 

 technical and procedural costs: project staff, additional IT hard- and software, office furniture 

and equipment, auditing charges 

 capitalisation: expenses incurred for provision of equity 

 transfer of liabilities as approved by investors 
 

Subsequent Costs 

 loss of present and future earnings from business no longer possible 

 higher funding spreads due to eventual downgrading and to the loss of cross-subsidiarity 

 higher funding costs for the whole financial system due to concentration in the markets 

 additional risk provisioning expenditure: tendency to conduct riskier business to offset more 

expensive funding 

 compensation of know-how drain, possibly revision of business model 
 

 

6. Should deposit banks be allowed to directly provide risk management services to 

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

Yes, they should directly provide risk management services to clients, because in deposit banks there 

are activities which serve the non-financial clients and that should also be carried out by the retail 
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and commercial banking entity. Specially hedging activities, trading finance, asset management etc. 

are fundamental for the real economy.  

 

As to the first half of the question, the answer is, yes, definitely. In the daily operation banking, 

commercial and investment operations are inseparable both from the client’s and an institutional 

point of view. Medium-sized businesses, in particular, turn to their banks not only for loans but also 

for capital market expertise. In a dual banking system, customers would have to purchase capital 

market products separately from an independent investment bank. That, in turn, requires special 

knowledge and experience. Most of the small and medium size European businesses lack that 

expertise. They depend on the advice of their bank as a one-stop consultancy on both banking and 

capital market products. In particular, this applies to the price efficiency of such products and 

services. Therefore, a separation of these activities is not desirable. 

 

The ESBG would like therefore to advocate for maintaining the universal banking system. They 

emphasise that hedging and financing tools, which are usually associated with investment banking, 

also form an integral part of financial services for companies. By the same token, they warn that the 

introduction of a dual banking system would increase the cost of hedging risk, and restrict the 

supply of such financial services at the expense of the international competitiveness of German 

businesses. Besides, the provision of such services would concentrate in the hands of a few 

investment banks, which we fail to see as an objective for EU legislators to pursue. 

 

 

7. As regards the legal dimension of functional separation, what are the costs and 

benefits of regulating intra-group ownership structures? 

In general, the ESBG considers that if the stricter approach of separation applies there would be a 

much less diversified banking system in the EU. Operating in trading bank activities will be much 

more costly and particularly difficult for those small and medium size banks. The banking system 

would be much more concentrated, resulting in a set of large cross-border banks. The results would 

be less competition, more concentration in the markets, and higher lending costs for customers. 

Furthermore, the concentration in the markets will probably render in more risks given that those 

trading entities will be much larger in order to address the increase in costs. This is exactly the 

opposite effect to the one sought. 

As the consultation paper remains rather vague on how intragroup ownership structures are to be 

regulated, it is difficult to build a robust qualitative and quantitative analysis. There is hardly any 

reliable data available beyond the institutional level on the potential cost or benefit of regulating 

those structures. 

 

In our view, the consultation paper fails to address the complex legal issues involved. It remains 

unclear, in particular, whether transnational business matters affected by functional or ownership 

separation can be resolved with legal certainty. For example, when due to mandatory separation a 

portfolio assigned to several business units of a group, such as domestic and foreign branches or 
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subsidiaries has to be separated or transferred. In such a case, transferring inventory items among 

units subject to different jurisdictions could prove difficult, even impossible, as well as economically 

prohibitive as it might incur additional cost such as taxation. Hence alternative ways of transferring 

exposure, such as cash sub-participation or guarantees, should be further studied. 

 

If intragroup loans were to be treated as lending to third parties, they would become subject to 

general capital requirements and large exposure restrictions. The EU large exposure regime, for 

example, limits lending per borrower to a quarter of eligible own funds. However, the ESBG sees 

the free flow of capital and liquidity within a banking group not only as vital but also as imperative 

since such transactions are an integral part of intragroup risk management. Any restriction would 

collide with the hitherto preferred model of centralised, standardised liquidity and capital 

management at group level, and inevitably increase the cost of funding entities that do not benefit 

from centralised intragroup liquidity resources. 

 

This might also impair measures taken by central banks to alleviate liquidity crunches. If, in such an 

event, the entity concerned could neither turn to the ECB directly for funding nor receive all the 

funds it needs from within the group, it may run into a liquidity crunch itself despite a sufficiency of 

liquidity at group level. 

 

If we have to choose, the ESBG would prefer a functional to an ownership separation because the 

former would allow Europe’s proven universal banking model to persist while ensuring transparency 

of the links between deposit-taking and trading entities. It would also empower national supervisors 

to impose regulatory standards at their discretion. 

 

In order to provide trading entities with access to sufficient funding, the degree of integration 

among the lines of business within the group to be restructured would have to be considered. Given 

that cross-subsidisation, both in the form of guarantees issued by the holding company on behalf of 

the trading entity, or through direct funding from the deposit-taking entity, would end up being 

banned should the separation proposal go through, the sustainability of the trading entity’s business 

model will be questioned. This would not be the case if the trading entity was a subsidiary of the 

deposit-taking entity, which could defuse the former’s rating and funding problem. 

 

 

8. What are the relevant economic links and associated risks between intra-group 

entities? 

Concerning the economic links of intra group entities the ESBG would like to remember that for 

the time being EU regulatory policy has promoted a centralised and standardised approach to capital 

and liquidity management. Thus many banking groups have unified their internal funding, mobilising 

efficiency reserves by presenting one face to the capital market. By raising liquidity centrally and 

distributing it as needed, they ensure their business units’ ability to satisfy local demand for financial 

services. Some economic links are for example the provision of liquidity and capital resources across 
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the group or enabling the group to operate on an integrated basis across different legal entities. 

However, there are also problems such as risk contagion across the group; or the increased difficulty 

to supervise all the group’s activities promptly and equally. 

Since intragroup transactions are exposed to counterparty risk just as any loan is, they are subject to 

the same capital requirements and large exposure restrictions. However, if they meet advanced 

standards like those stipulated in article 113, paragraphs 6 or 7 of the CRR, a number of privileges 

become applicable. As those exceptions make sense and are justified, they should not be abandoned 

lightly. 

In a networking structure such as the one comprised by the institutional protection schemes of the 

savings banks and cooperative banks from Austria and Germany a central institution provides 

money and capital market access to associated local institutions. Given that the latter, in general, do 

not have direct transactional 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. Any reference to the special links between central and local institutions 

operating as an institutional network from the consultation paper remains absent, thus we fear that 

an EU law project will implicitly classify business conducted within such networks, and central 

institutions’ hedging thereof, as well as the intergroup transactions mentioned 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 deliberations on 

structural reforms must give due consideration to transactions that serve, above all, the management 

of liquidity, interest, currency and credit risk in banking services networks. 
 

 

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

The ESBG is deeply concerned about some of the potential drawbacks that a full ownership 

separation model may have on the economy. Full ownership separation of some or all financial 

institutions may imply firstly the increase in banking service costs for the clients and secondly an 

eventual loss of some services which are currently being offered to customers, as entities would have 

to abandon certain activities. That would undermine the well-functioning of the financial sector, and 

the transfer of resources from depositors to investors. 

Should the Commission decide to continue pursuing its plans to separate or prohibit certain 

business activities in spite of all that, the ESBG would advocate for functional separation following 

the first option presented in the consultation paper, that is, with economic and governance links 

restricted according to the current rules. Three key points lead us to argue the case for it rather than 

for the second option, referred to as functional separation with tighter restrictions on economic and 

governance links: 
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• Curtailing any transaction among trading and deposit-taking entities is incompatible with 

maintaining the universal banking model. 

• Even if the restriction of links between deposit-taking and trading entities is confined to 

current rules, those ties will be more transparent, making resolution easier. 

• National legislators should be able to impose regulatory standards at their discretion, 

tailoring them to deposit-taking and trading entities, respectively, as necessary. 

 

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

options? 

 

The consultation paper includes a matrix of options selected and outlined by the Commission. In 

our opinion there are two options missing in the matrix: First, dropping the project of an EU-wide 

structural reform of the banking industry, and second, minimum harmonisation at European level to 

be complemented by Member States at their discretion. Also missing is any further reference to 

alternative intervention paths such as EU crisis management, or recovery and resolution planning. 

 

11. Which option best addresses the problems identified? Please substantiate your 

answer. 

As mentioned above, we do not support any structural reform. Furthermore, we consider that the 

analysis of the potential (macro-) economic impact of full ownership separation has been 

insufficient. However, in case any structural reform is finally undertaken, and in order to reduce 

excessive risks, ensure competition, reduce complexity and limit interconnectedness, the option 

would be a separate operation of non-essential material risky trading activities. 

Among the functional separation options included in the matrix, and beyond our own 

recommendation of either minimum harmonisation or intervention in terms of crisis management, 

we prefer variant A, which more or less sticks to a baseline drawn by measures taken in France and 

Germany. However, while we deem variant A more suitable than any other functional separation 

option presented in the consultation paper, we maintain our reserve about intervention thresholds 

based on balance sheet ratios, and about the classification of relevant business. 
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About WSBI-ESBG (European Savings Banks Group) 

WSBI-ESBG – The European Voice of Savings and Retail Banking 

WSBI-ESBG (European Savings Banks Group) is an international banking association that 

represents one of the largest European retail banking networks, comprising of approximately one-

third of the retail banking market in Europe, with total assets of over €7,631 billion, non-bank 

deposits of €3,500 billion and non-bank loans of €4,200 billion (31 December 2011). It represents 

the interests of its members vis-à-vis the EU Institutions and generates, facilitates and manages high 

quality cross-border banking projects. 

 

WSBI-ESBG members are typically savings and retail banks or associations thereof. They are often 

organised in decentralised networks and offer their services throughout their region. WSBI-ESBG 

member banks have reinvested responsibly in their region for many decades and are a distinct 

benchmark for corporate social responsibility activities throughout Europe and the world. 

 

 

 

WSBI-ESBG - Association internationale sans but lucratif/Internationale vereniging zonder 

instoogmerk/ 

International not-for-profit association 

Rue Marie-Thérèse, 11 ￭ B-1000 Brussels ￭ Tel: +32 2 211 11 11 ￭ Fax: +32 2 211 11 99 

info@savings-banks.eu ￭ www.savings-banks.eu 
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