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About SOMO 
 SOMO is a Dutch non-profit research and advisory centre, which was established in 1973. SOMO investigates the consequences of internationalisation of business and of multinationals policies, particularly where sustainable development and developing countries are concerned. From that perspective, SOMO has researched the financial sector since 2004.  SOMO’s main target groups and stakeholders are civil society organisations worldwide although SOMO has no membership.    The Interest Representative Register ID number of SOMO (Stichting Onderzoek Multinationale Ondernemingen) is 70953241037-94  For more information see: www.somo.nl  Contact person: M.B.C. Vander Stichele, Senior Researcher  Contact information:  SOMO Sarphatistraat 30 NL: 1018 GL Amsterdam Tel.: (+ 31) 020-631291 Fax: (+31) 0206391321 email: mvanderstichele@somo.nl  
 SOMO would like to respond to the questions in the questions in the consultation paper as follows:  
1. Can structural reform tackle over-complexity, excessive risk-taking, lack of 

resolvability and excessive leverage?   Yes. The financial crisis, the huge bail-outs and governmental guarantees given to banks, and the continuing problems at the European banks, are clear indicators that splitting banking activities is needed. The purpose should be to avoid the implicit subsidy given to market-related activities from too-big-to-fail banks, to split activities with a commercial and social character (deposits, payments, credit) from those with speculative and high-risk taking character.  The structural reform to be proposed by the EC must include a reduction in, or the maximum, size of a bank or each of the separated entities. By separating banks, or bank activities, each of the banks or separated activity can still become too big to fail. Market size (of country and or 
EU market) per financial institution has to be reduced until it does not harm the economy: The Liikanen report (see page 42, box 3.2.)  points out that the literature suggests that the level of the current size of the largest EU banks are not having the maximum efficiency to be expected of economies of scale: in other words, the biggest banks are not very efficient and from an efficiency argument, the biggest banks should be scaled down. The Liikanen report ((see page 42, box 3.2.) also points to the fact that too big banks can abuse their market power. In literature (including IMF and BIS): the advantages of economies of scale of a bank disappear from a 
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particular size onwards. A SOMO report1 that assessed the literature, mentions that limit above which the financial sector hinders the economy is when banks provide credit to the private sector above 110% of the BNP of a country. The financial sector in quite some EU countries are above that limit (see figure 14 in SOMO report).    The current problematic concentration, and potential market abuse, in the banking sector will also be diminished by splitting the banks and reducing their size, or imposing a maximum size.    
2. Is a European proposal needed?   Yes. European co-ordination will allow nations to implement splitting or  separation on equal principles. Without co-ordination a “race to the bottom” is likely to occur with nations unwilling to implement strict separation on their own.   National initiatives should be allowed where the EU leglislation would not sufficient split banks or separate banking activities in order to prevent a particular country to be protected against financial instability and financial crises and bail-outs, and a socially useful financial sector.   
3. What is the scope of activities to be separated?   Investment banking activities must be split, or at least separated, as a whole. This should include amongst others:  
- No lending by banks to hedge funds !! (see list of bailed-out banks2: many were highly connected with hedge funds which are highly leveraged (is a high risk in time of crisis) and had more-over re-allocated many of the collateral so that it was not useful/available in time of crisis). 
- Banks are not allowed to set up structures that are, or that are linked to, shadow 

banking (which is now the case) 
- Off balance sheet transactions need to be transparent, e.g. in the annual accounts, and need to be diminished as much as possible if not eradicated (problems of value variation to be solved otherwise).  
4. What discretion for separation can be left to supervision authorities?   Regulatory separation of banking activities need to be implemented ex-ante and should not be left to supervisors’ discretion.  
                                                            
1 R. van Tilburg, ‘Het Financiële Overgewicht van Nederland’ (‘The Financial Overweight of the Dutch Banking 
Sector)’, November 2012, http://somo.nl/news-en/dutch-banking-sector-distorted-by-billions-of-euros-of-
subsidy : see page 19-20 , figure nr. 14. 

2  K. Singh, Fixing Global Finance – a developing country perspective on gloval fianncail reforms, 2010, p. 50-51, 
http://www.madhyam.org.in/admin/tender/FGF2510.pdf  
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 6. Should commercial banks be allowed to sell derivatives to their clients?  No. There has been too much misselling of derivatives to SMEs and other entities. In the Netherlands, derivatives were sold to a housing corporation of which half were not linked to hedging interest rate risks but for speculative reasons: this resulted in a 5 bn Euro loss!.  


