
FOR PUBLICATION

11 July 2013

UniCredit reply to the European Commission’s consultation on the Structural

Reform of the Banking Sector
(ID number 03094871618-32)

UniCredit is a major international financial institution with strong roots in 22 European countries, active

in approximately 50 markets with more than 9,200 branches and over 155.000 employees. Our

business model has been envisaged to better serve European customers’ needs, in the context of

continuous efforts towards an ever closer European Union and a more safe and integrated

financial system.

Despite the amount of reforms carried out since the crisis, the EU Commission considers appropriate to

fill a further regulatory gap which – in its opinion – stems from the challenges posed by the structural

complexity of some large banking groups. In the Commission’s view the main problem to tackle lies

in the lower cost of funding which such groups can benefit from given the banks’ investors perception

that their investment face a limited risk of default due to the implicit taxpayers’ subsidy and the

supposed depositors’ subsidy to highly risky trading activities.

Although fully sharing the Commission’s view that it is necessary to foster the stability of the financial

sector as a whole and the concern that proprietary trading activity may benefit from an implicit taxpayer

subsidy if funded through retail deposits, in the first place we do not think that further drastic

measures would be beneficial.

The wave of new regulatory reforms of the banking system has been particularly impacting and tough

since the start of the crises. It was very important to react with determination, after the deregulation and

self regulation of the years preceding the Lehman crisis proved clearly inadequate. However, before

adding other transformation layers of new regulation, the effectiveness of what we already have should

be fully tested before proceeding further, in order to avoid the risk of paralyzing the banking industry and

especially its capability to serve its customers effectively and in a reasonably economic manner.

Furthermore, as the IMF has also acknowledged
1
, there is considerable overlap between the

objectives of the envisaged structural banking reform measures and those of the recently strengthened

prudential and bank resolution and crisis management rules.

1 IMF, Staff Discussion Note (SDN/13/4): “Creating a Safer Financial System: Will the Volcker, Vickers, and
Liikanen Structural Measures Help?”, May 2013.

1. Can structural reform of the largest and most complex banking groups address and alleviate
these problems? Please substantiate your answer.
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Relevant regulatory reforms - which have been undertaken so far - require banks to hold higher capital

cushions against market risks in their trading books. Ahead of such reforms, credit institutions have

started to reduce excessive leverage in their own balance sheets, to improve risk positions in their

trading book and to build up liquidity and capital buffers of high quality. As mentioned above, there is a

considerable overlap between the objectives of the CRD4 rules and those of the proposed structural

measures. By way of example - and besides the introduction of a leverage ratio limit - the CRDIV will

require a mandatory additional capital buffer of CET1 capital for banks that are identified by competent

authorities as globally systemically important (the so called G-SII buffer). According to the Commission,

the rationale for the G-SII mandatory “surcharge” is “to reduce the moral hazard of implicit support

and bail-out by taxpayer money” of larger banks, the same that would be underpinning the

structural measures on which the Commission is now consulting. In fact, the identification criteria

include size, cross border activities and interconnectedness, with the value of OTC derivatives, level 3

assets, trading book and available for sale (AFS) values, all contributing to the calculation of complexity.

Moreover, in the Commission’s opinion structural measures are intended to address intra-group

complexity and excessive risk taking incentives, a risk that also the Recovery and Resolution Plans

foreseen by the Crisis Management Directive are to address. They are in fact to be set up in order to

strengthen the business of institutions and avoid larger banks “ taking excessive risks”. In this respect it

is also worth noting that the Crises Management Directive, acknowledges the risk that resolution

authorities might be too intrusive when requiring interventions on the structure of the banks. Thus, it

places a lot of attention to ensure that any such requests are in respect of the principles of

proportionality and subsidiarity in order not to infringe the right of establishment together with the right

to conduct business as per Article 16 of the Charter of Fundamental Rights. Proportionality and

subsidiarity would not be respected by a one size fits all approach requiring banks to split their deposit

taking and investment banking activities without a through assessment.

These legislative enhancements will do much to strengthen the prudential soundness of universal

banks. If an assessment of the need for further measures were to be carried out after the

implementation of these regulatory reforms, it would certainly lead to different conclusions.

We do not share the Commission’s view that the problems experienced during the crisis have a clear

link with the way some large banking groups are structured. In fact, the High Level Group’s

recommendations endorsed the conclusion - supported by several studies - that there was no

confirmed link between bank failures and the structural complexity of their respective business models

whereas the experienced crisis suggested instead that leverage and liquidity were the key underlying

risk factors. Equally, the IMF
2
, although focusing on the US financial crisis, did not find that a certain

business model proved to be more or less vulnerable to failure, but concluded that: “The impact of the

financial crisis on US Systemically Important Banks does not implicate any specific business model as

being more vulnerable to cyclical shocks” and that “evidence from major bank failures from the crisis

suggests that the proposed structural measures would not, on their own, have prevented their

occurrence”. On the contrary, universal banking model increases the stability of the financial system.

2 See above SDN/13/4.



3

This is supported by a number of studies (such as Barclays,2010
3
) which have highlighted that

universal banks have a lower implicit PD with respect to stand alone retail or investment banks.

In our view, far from being a source of risk, cross border universal banks contribute to the

banking sector’s efficiency and stability by leveraging on economies of scope and allow to

support international trade and multinational corporates. Any regulatory firewalls between deposit

and investment banks activities would, through different channels, jeopardize such effects.

In addition, a larger coverage of geographic areas and activities (diversification), under the condition of

imperfectly correlated risks, improves bank safety by reducing the idiosyncratic risk. Moreover, other

things being equal, support between entities of the same banking group boosts its overall financial

stability by preventing contagion at group level and its overflow on the real economy, thereby lowering

the ultimate taxpayers costs.

Our view is that the EU Commission should rather focus on promoting diversity in the banking

model businesses. As properly highlighted under the High Level Group’s Recommendations,

“Diversity strengthens the resilience of the banking system as it mitigates vulnerability to

systemic interconnections and promotes effective competition. Diversity is explicitly protected

by the EU treaty”. Of course diversity should not be to the detriment of financial stability. Thus, a

special regulatory and supervisory attention should be given to the non–customer or loosely customer-

connected proprietary trading activity.

A serious risk is also foreseeable with regard to the fragmentation of banking markets along national

lines. In this regard, the ECB’s 2013 report on “Financial Integration in the EU” shows that, owing to

the financial crisis, the share of assets held by foreign branches and subsidiaries of euro area banks

has been decreasing since 2008. EU cross-border universal banks are put at serious risk, following

both asset and capital ring fencing initiatives at local level. As referred to by the IMF
4

(SDN/13/4),

disincentives for global banking may be created by initiatives seeking to protect depositors and cut the

costs of the official safety net within the home country jurisdiction. Both ring-fencing and

subsidiarization may constrain the allocation of capital and liquidity within a globally operating banking

group.

Finally and most importantly of all, drawing up a line between different activities creates a competitive

disadvantage for the EU banking sector and especially for that part primarily focused on

serving the real economy. As already stressed in our reply to the Liikanen’s recommendations,

market players in trading activities which do not have a relevant market share may decide to exit the

market or certain market segments, to the benefits of the biggest investment banks. The closure of

trading activities by smaller players may have the unintended consequences of even increasing

3 Barclays Capital Equity Research: European Banks: “Too Big to Fail – Are Large Banks a Problem?”, January
2010
4 See above SDN/13/4
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financial instability and exacerbating oligopolistic conditions.

Once the regulatory reforms under way (CRD IV/CRR, Directive on crisis management and resolution,

Single Supervisory Mechanism) will be implemented, the pre-requisites for a more sound and stable

banking system will be in place. Thus, new regulatory reforms which would have the significant impact

structural measures would have, should not be introduced before the effectiveness of the first ones is

tested.

Should in any case structural measures be introduced, it could make sense to differentiate between

activities that banks perform in relation to their core business of serving customers and those

which they do not carry out for that purpose. Only these last ones should eventually be subject to a

functional separation - meaning that they are to be provided by separate “functional” subsidiaries. We

deem that such solution would address the excessive risk-taking of some complex banking groups where

the trading activity is preeminent with respect to commercial activity and the need to preserve the

diversity of those business models whose principal aim is provide clients with a wide range of

services (commercial and investment banking services) while ensuring a high degree of stability

as a result of the geographic and business diversity .

Whatever shape the structural measures will take, the Commission should in any case ensure that:

 any threshold/trigger for the applicability of the structural measures should be calculated at

consolidated level only. In case it were applied at Member State level it would harm further the

competitiveness of the EU banking sector (e.g. if UniCredit Group is below the threshold at

consolidated level, no separation should apply even if the threshold would be met on a stand

alone basis).

 the rules should follow a maximum harmonization approach – to avoid - to the large

possible extent - discretion at national level. Nowadays, EU cross border universal banks are

already challenged by both asset and capital ring fencing initiatives at national levels such as: I.

higher capital requirements imposed by national competent authorities without taking into

account the group-risk assessment of the college of supervisors; II. decisions to impose

maximum limits to deposit over loan ratios in subsidiaries located in various jurisdictions with

serious restrictions of the free movement of capital and liquidity and; III. limits to the free flow of

information within entities of the same banking group. We fear that structural measures would

exacerbate national ring-fencing. A likely scenario is that a wide range of small specialized

entities with more volatile cashflows would be required by competent authorities to increase their

capital on a stand alone and national basis rather than at consolidated level with serious

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.
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detrimental effects on the EU single market and the European financial integration .

 avoid distortion of global competition. European universal banks operate in a global market

place, thereby any regulatory initiative should carefully assess the risk that non-EU banks (e.g.

US banks) would be able to provide those financial services not permitted under the “deposit

bank” to European corporates and public authorities. Moreover, as stated in a letter sent to the

EU Commission together with other banks members of the European Banking Group (“EBG”)

(November 2012), we fear that structural measures will increase the level of capital which the

trading bank would need to hold in order to be able to attract funding as its activities are

perceived as being riskier. It will not be easy for the trading bank to attract incremental capital if

it offer returns to investors which are below those available outside Europe.

We believe that none of the options proposed in section 3.2.1 is entirely suitable to identify systemically

risky trading activities.

As a preliminary remark, we appreciate that, under option 2, the Commission provides for a narrower

definition that excludes available for sale (AFS) assets. In our previous reply, we had underlined the

need to exclude AFS assets as they are mostly held for the specific purpose of direct liquidity

investment and/or of having a significant pool of collateral available to obtain liquidity at the

central banks’ refinancing operations (asset and liability management purposes). Moreover, based

on UniCredit experience, government bonds or other securities may be included either in the AFS

category or in any of the other banking books’ categories. Therefore, assets which are held for the

same purpose (e.g maintaining a pool of high-quality assets to be employed as collateral in refinancing

operations) might be accounted for in different ways in different institutions for the same purpose (e.g.

AFS in some institutions and Held to Maturity in others). A definition including government bonds or

other securities held in the AFS category, would lead to an unleveled playing field due to the lack of

harmonization of the rules governing the allocation of assets in the different banking book’s categories.

We deem that option 3 – focused on the gross volume of trading activities - albeit understandable in

the purpose – is likewise difficult to implement as distinguishing between market making and

proprietary trading is not always so straightforward. We agree with the Commission that market

making activities are different from proprietary trading, since these two activities serve two completely

different purposes. Proprietary trading is deliberately meant to take positions to benefit from envisaged

moves of the market, whereas market making activities mean keeping an inventory of assets/ products

to serve debt capital market customers and clients' needs by enabling market liquidity. Although market

making activities are not easily identifiable, we would suggest to make a distinction between

activities seen as useful to the financing of the economy from those deemed to be purely

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.



6

speculative. Market activities that are client-oriented (such as as hedging activities) should continue to

be exercised at the bank’s level.

In general terms, we believe that if separation measures were to be adopted, these should be limited to:

 trading book activities with no hedging purposes or no connection whatsoever with

customer needs; as explained in more detail below (answer to question n.11) these should

be limited to proprietary trading and not include exposures to venture capital, private equity

and hedge funds".

While reiterating our belief that no structural measures should be implemented, or that – if implemented

– these should be limited to those activities not carried out on behalf of banks’ customers – we regard

option 2 (i.e. ex ante separation subject to evaluation by the supervisor) as being the better one.

According to such option, banks above a certain threshold would in principle be subject to separation

but supervisors would be able to exempt banks from separation, as well as to make additional banks

subject to separation (subject to clear criteria and limits set out in EU legislation).

This would ensure a more harmonized approach than that foreseen by option 1, with little room for

regulatory arbitrage (which would be limited to the exemptions), while allowing the competent

authorities to evaluate the specific situation of each credit institution and avoid a one size fits all

approach.

As we stated in the letter we sent together with the other banks members of the EBG in November

2012, market making is critical for the economy and to support European business and the wider

economy.

Market making is not a speculative, high-risk activity but an essential service that banks perform for

corporate customers and governments hence provides a broader and useful service to the economy

and the society, delivering investment and employment.

4. Which of the approaches outlines above is the most appropriate? Are there any alternative
approaches? Please substantiate your answer.

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?
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As already stated
5
, it is particularly important for OTC markets where the market maker stands as the

counterparty to a client’s transaction. Bond, foreign exchange markets and derivatives markets are

OTC markets where a small number of wholesale transactions take place. Client orders do not match

perfectly, requiring market makers intervention. Market making activities provide liquidity and allow

smooth transactions at lower prices. Without the liquidity of the secondary market, investors in bonds

and shares would be reluctant buyers who in turn would penalize the issuance levels in the primary

market. For example, when a bank is appointed to issue shares or corporate or government bonds (i.e.

Primary dealer), the ability to provide liquidity in the secondary market is a central criterion for issuers.

In conclusion, separating market making would prevent universal banks from performing many

of the key services demanded by their clients, who would prefer to source them from a single

provider, as this can reduce both clients’ costs and administrative complexity. Hence segregating

market making would require segregation of all customer driven businesses which is in contradiction

with the initial purpose of the ring-fencing.

We strongly disagree with the proposal to limit the deposit banks’ ability to directly provide risk

management services to clients. Should such services be moved to the trading entity or should the

deposit bank be allowed to offer them only on an agency basis, end-users would face a significant

increase in costs. The unintended effect would be to limit retail customers’ access to safer

investments. Furthermore, a massive distortion of competition would result, if the scope of such

restrictions were limited only European ring-fenced deposit banks, without including third-country

deposit banks established in the EU.

Obviously, the more stringent the regulation of intra-group ownership will be, the higher the costs and

the lower the benefits.

By way of example, fiscal costs to create a separate deposit taking bank in Italy would be huge.

Indeed, the separation of a single legal entity in two, or more, different entities would imply duplication

of administrative and tax fulfilments and controls with a significant increase of costs for the Group.

Duplication of IT costs as well as risk management, compliance and reporting costs should also be

taken into account.

5 EBG letter dated November 2012.

6. Should deposit banks be allowed to directly provide risk management services to clients? If so,
should any (which) additional safeguards/limits be considered?

7. As regards the legal dimension of functional separation, what are the costs and benefits of
regulating intra-group ownership structures?
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Where unconstrained, the flow of capital and liquidity between intra-group entities produces the

following benefits:

 reduces funding costs: the internal capital market created by integrated cross border banking

groups reduces the overall financing costs by optimizing the mix of internal and external debt.

Subsidiaries part of a group can turn to the external capital market to access financing at better

conditions than being independent thanks to the use of cross-guarantees and the beneficial

effects of shared group reputation. In addition, subsidiaries also have the advantage to be able

to access the internal capital market of the group, where the holding company can reallocate

internal cash surpluses or externally raised funds among group members using intercompany

loans. In order words, an internal capital market makes it possible to share resources and to

properly and efficiently shift risks throughout the group.

 efficient allocation of resources: the allocation of capital among entities within the group

shows its benefits especially when external financing is scarce and uncertain, such as for

entities facing a temporary financial distress. These benefits of internal markets may in turn be

reflected in higher bank valuation and better performance.

 increase Group resilience thanks to the optimal usage of financial resources

If constrained, this benefits would be lost or significantly reduced.

As argued by many associations and players, full ownership separation bears more costs than benefits.

It would have detrimental effect on:

 Corporates, public entitites and SMEs clients:

 higher costs: Some key services would be performed at a substantially increased price as a

result of the reduction in flows of business for the separated bank. As acknowledged by

Business Europe
6
, businesses can in fact obtain cost efficiencies by using a single bank and

cost efficiencies for large banks can be passed on to businesses, thus reducing the overall

costs. Clients can negotiate better contracts, while finding easier to manage and monitor a

relationship with a single bank. Businesses can also net exposures related to financial

instruments used to manage risk with one bank to reduce its credit positions, credit risk and

funding requirements.

 loss of the benefits of dealing with a large bank: Full ownership separation would also

6 Business Europe, position paper on “Reforming the Structure of the EU Banking Sector”, November 2012.

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

9. As regards full ownership separation, what are the associated costs and benefits?
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prevent corporates from achieving the benefits from banking with large and diversified banks.

In this respect, Business Europe underlined that corporates often need the balance sheet of a

large bank to support them, for example in the case of large infrastructure projects or when a

debt or equity capital issuance has to be underwritten. Companies are exposed to different

risks and face different challenges depending on their size, activities and economic cycle.

Universal banks are able to manage these risks by being able to diversify them across a wide

group of different customers. It is also common for companies to source integrated services

from a bank with which they have a long standing relationship and which understands the

needs of the company concerned. Such an institution can make quick, qualitative judgments

about the credit quality of the company concerned. If a single bank can provide such a wide

range of banking products, it can also reduce complexity and therefore the operational risk of

the company concerned.

 Impact on banks

 As said above (in reply to question 2) drawing up a line between different activities creates a

competitive disadvantage for the EU banking sector. Market players in trading activities

that do not have a relevant market share may decide to exit the market or certain market

segments, to the benefits of the biggest investment banks. The closure of trading activities by

smaller players may have the unintended consequence of even increasing financial instability

and exacerbating oligopolistic conditions.

 We fear the separation would undermine the overall financial stability of banking groups (in

reply to question n.1). In fact, a larger coverage of geographic areas and activities improves

bank safety by reducing the idiosyncratic risk. Other things being equal, support between

entities of the same banking group boosts its overall financial stability by preventing contagion

at group level and its overflow on the real economy, thereby lowering the ultimate taxpayers

costs.

 We fear that structural measures would exacerbate national ring-fencing with serious

detrimental effects on the EU single market and the European financial integration . A likely

scenario is that a wide range of small specialized entities with more volatile cashflows would be

required by competent authorities to increase their capital back on a stand alone basis rather

than at consolidated level.

No. As a matter of fact it does not include the option we would favour. Namely that of a functional

separation of proprietary trading excluding exposures to venture capital, private equity and hedge funds

(as explained in answer to question n. 11).

10. Does the above matrix capture a sufficiently broad range of structural reform options?
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As stated above, our view is that any legislative firewall between trading and deposit activities should

preserve the banks’ ability to effectively serve the needs of our customers. Should structural measures

be introduced, it could make sense to differentiate between activities that banks perform in relation to

their core business of serving customers and those which do not. Only these last ones should eventually

be subject to a functional separation - meaning that they are to be provided by separate “functional”

subsidiaries.

In any case, it is important to stress that even the narrow trading entity option would bear potentially

very negative effects given the fact that according to this option “exposures to venture capital, private

equity and hedge funds" would need to be segregated together with proprietary trading activities.

In the Commission's consultation papers and the additional guidance given by the Commission in the

"Template – Frequently Asked Questions" dated 11 June 2013, it is stated (on page 7) that such

exposures are to be interpreted as "covering any debt or equity investment (including through loans or

the purchase of units/shares) in different types of alternative investment funds. In other words, any

relationship with vehicles for private equity and venture capital activities and with hedge funds should

be included…".

In the event that any kind of separation or ring-fencing would be imposed, we do not agree that such

"exposures to venture capital, private equity and hedge funds" should generally be part of the

business activities to be separated from the deposit-taking entity. This would be undifferentiated and

inconsistent with the Commission's overall aims to reduce systemic risk whilst ensuring liquidity for

growth of the economy. The concept is far too broad, mixing quite different investment strategies (VC,

PE, HF) hhave significantly different risk profiles and "social utility.

In particular, debt and equity financings by banks of companies owned or acquired by private equity

firms provide non-speculative, long-term capital and liquidity (including all banking services such as,

cash management, hedging, letters of credit, export financing etc) to support daily liquidity needs as

well as investments into innovation/growth of many thousands of companies and employment of

hundreds of thousands of individuals in small-mid- and large cap companies across Europe.

Financing of private equity portfolio companies constitutes a fundamental and long-term credit business

of a bank and is fully comparable to corporate (i.e. non-private equity) financings with similar credit

ratings, e.g. with regard to duration (6-10 years), contractual protections (covenants, undertakings,

collateral packages etc.), credit process and control mechanisms (due diligence, risk monitoring, audit,

risk-weighted RWA and core capital requirements, etc.), while is fully captured by the regulatory

frameworks already mentioned in other sections (CRD IV/CRR, etc.).

11. Which option best addresses the problems identified? Please substantiate your answer.
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Furthermore, the relationship between banks and private equity is already subject to regulation and

supervision , taking into account the differing risk types in various structures or fund types. The German

"Trennbankengesetz" for example, differentiates between levels of counterparties within the fund

structure and also imposes a leverage test, recognizing that even at the fund level only highly-

leveraged counterparties could conceivably pose systemic risks. There are also exemptions available

with respect to the facilitation of long-term, non-speculative business activities.

In summary, in particular the private equity related activities of the bank shares none of the speculative

and risky characteristics of proprietary trading and certain more short term oriented hedge fund

activities which need to be clearly treated differently. The concept of "exposures to venture capital,

private equity and hedge funds" is far too broad and inconsistent, therefore needs to be properly

discussed in a differentiated way, taking into account the major contribution of private equity in

providing growth capital to the European corporate landscape.
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