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Dear Sir / Madam, 
 
We are pleased to submit our response to the Commission’s consultation paper “Reforming 
the structure of the EU banking sector”.  The paper sets out a broad range of potentially far-
reaching options for structural reform at a time when a number of diverse options are being 
implemented or considered in various EU Member States and in the US.  Despite the 
developments to date on structural reform, including the recommendation of the Liikanen 
High-Level Expert Group, we believe that the case for such reform has not been established, 
particularly given the extensive range of other options that have been or are scheduled to be 
implemented.  It is not clear whether the Commission’s proposals are intended to be applied 
to banks’ EU operations or on a global basis.  We are keen advocates of internationally 
harmonious regulatory approaches being developed and implemented, so we believe that 
any work undertaken to assess the case for structural reform should be undertaken by the 
Financial Stability Board (FSB) and the Basel Committee on Banking Supervision (BCBS), 
rather than at an EU level. 
 
We believe that the development of Basel 2.5 and Basel III / CRD IV will significantly 
increase the resilience of the EU banking sector, especially the new liquidity regime which 
will address a significant shortcoming in banking regulation which was a major contributor to 
the financial crisis.  There are also other measures that have been developed internationally 
to address systemic risk such as the FSB’s and BCBS’s G-SIB regime.  In Europe, the 
development of a Recovery and Resolution Directive should ensure that any banking failures 
occurring in the future can be dealt with in an orderly manner without recourse to taxpayers.  
This is a fundamental objective that we have always supported, due in part to the fact that 
we have seen some of our peers benefit from an implicit state subsidy when we have not 
due to our broad distribution of operations across many markets. 
 
Structural reform is unnecessary to improve financial stability and address systemic risk.  We 
believe that there is no clear evidence to support the case for structural reform.  Such a 
measure would adversely impact banks that run diversified business models which would 
undermine financial stability.  It is likely to contribute to the trend to balkanisation that we 



 

have seen emerge since the financial crisis.  There are many examples of retail / commercial 
bank failures which had systemic consequences, but which the Commission’s proposals 
would not have prevented.  We are concerned that structural measures would provide the 
illusion that the banking sector is more resilient which could lead to a relaxation of 
supervisory oversight, particularly over banks’ risk management practices. 
 
The fascination with structural reform is an interesting development in the broader debate on 
regulatory reform and is a rather emotive topic given that it is so intertwined with culture and 
risk management practices.  We believe that improvements in culture and risk management 
can be tackled more effectively by ensuring that banks develop robust and clear codes of 
conduct for their employees and by improvements in supervisory oversight.  The Single 
Supervisory Mechanism being implemented in the EU, and changes in supervisory 
architecture and approach at a national level should help to address many of the failings 
exposed by the financial crisis. 
 
There has been much debate about the extent and pace of regulatory change impacting the 
banking industry.  The scale of change is unprecedented with every aspect of regulation 
undergoing change.  Whilst there is still some way to go before a new equilibrium is reached, 
significant progress has been made in improving the resilience of the banking sector.  We 
remain committed to playing our part in supporting the broad range of reforms being 
implemented here in Europe as well as across the many markets in which we operate in 
Asia, Africa and the Middle East. 
 
Adding structural reform to the regulatory agenda without a clear cost-benefit case, 
supported by a comprehensive impact analysis that assesses the marginal costs and 
benefits beyond those currently being implemented, will have a destabilising effect.  It would 
provide a significant distraction to banks and their regulators, and would turn their attention 
away from supporting economic growth at a critical phase in the recovery when they should 
be helping European corporate and SMEs to grow their businesses and manage their risks.  
We believe that it is critical that banks and supervisors are given time to implement CRD IV 
and the other regulatory changes, before taking stock of how the resilience of the industry 
has changed.  Further changes may still be required, e.g. to alter the risk weighting of certain 
exposure types, but a decision can be made that incorporates the lessons learnt from 
implementing the extensive set of reforms currently under way and that demonstrably leads 
to an increase in financial resilience. 
 
We set out in the annex to this letter our responses to the questions posed in the 
Commission’s consultation paper.  We would be pleased to respond to any other queries 
from the Commission or to participate in any other events which it organises to discuss this 
topic further. 
 
 
Yours faithfully, 
 

 
Pamela Walkden 
Group Treasurer 
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Annex: Responses to Consultation Questions 
 
 
Question 1: Can structural reform of the largest and most complex banking groups 
address and alleviate these problems? Please substantiate your answer. 
 
We do not believe that structural reform is an appropriate mechanism for dealing with the 
systemic and regulatory failings arising from the global financial crisis.  The various 
approaches for structural reform of the banking sector that have been proposed in individual 
EU Member States and in the US are markedly different and do not make compelling cost-
benefit cases.  Instead they rely on a presumption that other planned reforms will prove 
inadequate in addressing the too-big-to-fail issue, hence the ring-fencing of banking activities 
is required to make banks safer.  This is despite the efforts of the Financial Stability Board 
and the Basel Committee on Banking Supervision (BCBS) to enhance international micro-
prudential standards for capital, liquidity and leverage, as well as to develop a regime for 
tackling systemically important firms including through recovery and resolution planning.  
More recent developments include the BCBS’s large exposure proposals which aim to limit 
the exposures between global systemically important banks. 
 
The role of supervision is an essential component of the overall framework for banking 
regulation.  Here we believe that recovery and resolution planning can play a vital role in 
understanding the critical vulnerabilities of a banking group and ensuring that appropriate 
plans are developed to address them.  A great deal of progress has been made in countries 
such as the UK to develop comprehensive and robust recovery and resolution plans which 
aim to ensure that banks that fail are able to be resolved without recourse to the tax payer.  
We believe that the EU Recovery and Resolution Directive will also play a very important 
role in ensuring that future banking failures can be effectively managed. 
 
 
Question 2: 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. 
 
We are not supportive of structural reform of the banking sector, hence do not believe that 
an EU proposal is needed.  We believe that the perceived benefits of structural reform are 
largely illusory and tend to position such a proposal as the only possible approach capable 
of removing the implicit subsidy attributable to some large banking groups.  Given that the 
Recovery and Resolution Directive is intended to deal directly with future banking failures, 
we do not believe that a substantial case for additional reform has been made, particularly 
as some of the acknowledged benefits of universal banking, such as diversification, may be 
compromised. 
 
An EU-wide approach to banking regulation and international coordination should be a 
fundamental objective of the Commission to ensure a level and effective playing field.  This 
should specify the micro-prudential standards and the levels of supervisory cooperation that 
should be achieved.  Attempting to dictate how banks should operate by mandating how 
they should structure their operations is likely to lead to more homogeneity in business 
models and less resilience in the system overall as banks begin to look more and more like 
each other.  A more effective way of dealing with riskier banking activities is to set higher 
minimum standards for such activities proportionate to the risks being assumed.  We saw 
such an approach being deployed successfully with the introduction of Basel 2.5 in the 
aftermath of the financial crisis. 
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It is important to recognise the importance of market liquidity and carefully assess the 
potential impact of any reform proposals on it.  Market-making is a critical component in the 
efficient running of markets, although it is difficult to define and measure.  Proprietary trading 
which would appear to be the Commission’s primary focus when considering trading 
activities that should be separated, is arguably even more difficult to define, a point 
acknowledged by the UK’s Parliamentary Commission on Banking Standards in its report on 
proprietary trading. 
 
 
Question 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. 
 
All four of the definitions adopt a rather formulaic approach in trying to identify systemically 
risky trading activities without actually being clear about the types of activities that are 
considered to contribute to systemic risk.  Whilst we appreciate that the intention is to 
develop a fairly-straightforward approach, the definitions are too vague to be able to identify 
the types of risky trading activity that the Commission has in mind.  The HLEG definition is 
clearly too broad as it would appear to include assets held for liquidity purposes, whilst 
definitions based on volumes of trading activity are too vague. 
 
The BCBS has developed a series of indicators used in its assessment of global 
systemically important banks.  Whilst we do not agree with the approach developed by the 
BCBS for tackling systemically important banks, its approach at least recognises that there is 
no single definition or measure that may be used with confidence in identifying systemically 
important firms.  The BCBS’s framework assesses systemic importance across five different 
categories using 12 indicators and does not just focus on trading activities. 
 
It is important to note from the financial crisis that a number of banks with a predominantly 
retail focus failed, with a significant impact on the wider financial system.  It is therefore 
important that any policy development to tackle systemic risk has a sufficiently broad focus 
and is capable of addressing all issues that contribute to systemic risk across the financial 
system, rather than just concentrating on the banking industry. 
 
Systemic risk assessments should be built into the recovery and resolution framework being 
developed and should be based on the supervisory judgements of banking groups’ home 
and core regulators and the national and supra-national authorities that are responsible for 
resolving failing banks. 
 
 
Question 4: Which of the approaches outlined above is the most appropriate? Are 
there any alternative approaches? Please substantiate your answer. 
 
We do not believe that any form of ex ante separation would be appropriate.  There should 
be a need for a full evaluation of the impact of any action to enforce separation on individual 
banks and across the sector more broadly, before proceeding with such action.  We believe 
that attempting to develop a formulaic approach is fraught with danger and is very likely to 
lead to unintended consequences.  Supervisory oversight, the development of recovery and 
resolution plans and stress testing should help to identify vulnerabilities in individual banks 
and across the system, not just at a single point in time, but on an ongoing basis.  
Appropriate steps can then be taken to address such vulnerabilities, after suitable analysis to 
identify the most cost-effective option. 
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It should be noted that the Parliamentary Commission on Banking Standards accepted the 
assertions of the major UK banks that they do not undertake proprietary trading, but has 
called on the Prudential Regulation Authority to monitor their trading activities to ensure that 
systemic risks do not arise over time. 
 
 
Question 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? 
 
We believe that market-making and underwriting activities are an essential service provided 
by banks and other financial intermediaries.  Market-making requires an understanding of 
and the ability to meet customers’ and clients’ needs; without it, banks would be unable to 
support their risk management requirements.  Our group operates in a number of markets 
where such activities are limited or rely on a relatively small number of participants, resulting 
in a lack of breadth and depth in certain markets.  The liquidity of the majority of the markets 
operating in developed countries is often taken for granted until an economic downturn or a 
financial crisis. 
 
We strongly believe that any regulatory proposals that are likely to have an adverse impact 
on market liquidity need to be carefully considered.  It should be noted that market-making 
and underwriting activities would not logically fit within a retail banking / deposit-taking entity, 
which would suggest that they would have to be located within a ‘broader’ trading entity 
under the various separation options being considered by the Commission.  The larger the 
trading entity that would need to be created to comply with any separation requirement, the 
bigger the adverse impact on the diversification benefits of the universal banking groups 
affected including a reduction in resilience to cope with economic downturns and higher 
funding costs. 
 
It would be difficult for an EU headquartered bank that operates globally to implement the 
various options proposed by the Commission if the ring-fence were to be applied on a global 
basis.  There may be local regulatory or supervisory constraints preventing the separation of 
the trading activities in certain jurisdictions, e.g. due to the provisions under which the local 
banking licence is granted. 
 
 
Question 6: Should deposit banks be allowed to directly provide risk management 
services to clients? If so, should any (which) additional safeguards/limits be 
considered? 
 
The provision of risk management services is at the core of banking, ranging from maturity 
transformation to the hedging of market risks.  Limiting the scope of products and services 
that banks can offer their customers and clients should never be the objective of regulation, 
although we recognise that regulation and supervision have roles to play in ensuring the 
suitability of products and services provided.  Hence deposit banks should be permitted to 
provide risk management services directly to their customers and clients without safeguards 
other than those around suitability. 
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Question 7: As regards the legal dimension of functional separation, what are the 
costs and benefits of regulating intra-group ownership structures? 
 
The costs associated with regulating intra-group ownership structures will include one-off 
costs to achieve the change in structure and organisation, and ongoing costs arising from 
the need to maintain the changes in governance, administration, capital and funding costs. 
 
The one-off costs are likely to include (i) the costs of reorganising and / or implementing new 
IT systems, controls and processes (ii) the legal and accounting costs arising from setting-up 
the new structures and replacing existing contractual arrangements with customers, clients, 
suppliers and other parties, (iii) the taxation from the realisation of capital gains, (iv) the 
costs of recruiting, re-deploying and terminating staff to meet the staffing requirements of the 
new entities, and (v) the costs of meeting new regulatory requirements, e.g. obtaining new 
banking licences, achieving higher capital requirements and seeking supervisory approval 
for senior staff and key risk takers.  Less direct costs which are more difficult to quantify 
include the costs of management oversight and disruption, which will include the 
development of new strategic objectives and business plans. 
 
The separation of parts of a banking group will inevitably require new layers of governance 
and the replication of functions such as finance, risk and treasury to support the new entities.  
We would expect the extent of these additional costs to be correlated with the size of the 
separated entities, i.e. the broader the scope of the trading entities, the larger the increase in 
costs to implement new governance structures, systems, processes and controls.  The costs 
that would need to be incurred would also depend on the legal and regulatory framework 
operating in each Member State. 
 
As in our earlier responses, we do not believe that functional separation would lead to any 
material benefits that would not be achieved by other EU and international regulatory 
reforms implemented or due to be implemented.  It is also not clear how structural reform will 
work with other new regulations, e.g. central clearing of derivatives and margining 
requirements.  Presumably there would be CVA charges between the various parts of the 
new group structure.  In addition, it is important to know whether the implications for 
servicing large clients has been considered as large exposure limits will be reduced as 
groups are separated. 
 
 
Question 8: What are the relevant economic links and associated risks between intra-
group entities? 
 
The deployment of capital and liquidity is at the heart of the economic links within a banking 
group.  Where a group has significant cross-border operations, these will also have a 
bearing on such economic links to the extent that the group utilises its network to support the 
cross-border trades of its customers and clients by providing facilities such as letters of 
credit, guarantees, currency exchange and risk management.  This intra-group activity is a 
significant enabler for international trade and commerce; it relies on a banking group’s 
internal relationships and processes to facilitate the business of its customers and clients, 
subject to internal controls and external regulatory restrictions that govern such intra-group 
relationships. 
 
The risks between intra-group entities are the contagion and spill-over effects that could 
arise if one part of a group were to get into difficulty, but banking groups should have local 
and group level governance and controls in place to identify and manage such occurrences.  
These types of risk can be more effectively managed within a banking group as opposed to 
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dealing with a third party bank, for instance in trade finance transactions.  These risks are 
being explicitly considered through recovery and resolution planning and stress testing, 
although it should be noted that the credit risk associated with an intra-group exposure is 
different to exposures to third parties. 
 
 
Question 9: As regards full ownership separation, what are the associated costs and 
benefits? 
 
The costs would depend on the extent of the separation applied, i.e. the scope of the trading 
entity that would need to be divested or wound-down.  It is not clear whether there would be 
sufficient appetite for the acquisition of the trading activities of a number of major European 
institutions if a wholesale application of such a separation option were to be implemented.  
We would expect significant disruption to markets and liquidity if the scale of market-making, 
underwriting and other trading activities were reduced following a requirement for full 
ownership separation, with a consequential impact on the EU economy and beyond, 
depending on the territorial scope of the separation requirement.  It is difficult to be more 
explicit on the impact on such a ‘nuclear’ option. 
 
Separation of trading activities may give rise to consolidation of such entities across the 
industry.  This may lead to concentration risk and undue reliance on a limited number of 
providers of such services. 
 
 
Question 10: Does the above matrix capture a sufficiently broad range of structural 
reform options? 
 
The matrix of structural reform options in the Commission’s consultation paper is very broad, 
and includes the various options being pursued in the UK, US, France and Germany, 
although one option that is missing is to retain the status quo which appears to have been 
dismissed without a comprehensive cost-benefit analysis having been completed.  The 
disparities in the various national approaches do not appear to have arisen as a result of the 
specificities of those countries’ banking industries, and we believe that the very fact that the 
Commission is considering such a broad range of reform options highlights the lack of a 
clear case for structural reform. 
 
 
Question 11: Which option best addresses the problems identified? Please 
substantiate your answer. 
 
We believe that the many banking regulatory reforms being implemented including capital, 
liquidity and leverage standards, recovery and resolution planning, enhanced loss 
absorbency requirements and bail-in provisions, restrictions on remuneration, greater 
supervisory scrutiny, and macro-prudential regulation will address the problems highlighted 
by the Commission in its consultation (including balance sheet expansion, high leverage, 
lack of market discipline, lack of bank resolvability, excessive risk-taking and implicit bail-out 
expectations). 
 
 


