
 

 

 

 

 

 

    Berlin, 11.07.2013 

 
 
 
 
 

Consultation on  

Reforming the structure of the EU banking sector of 16.05.2013 

 
 

 

Response by Verbraucherzentrale Bundesverband -  
Federation of German Consumer Organisations 
Reg-ID: 9505781573-45 
 

 

 

  

 

 

 

 

 

 

 

 

 

 

 

Verbraucherzentrale Bundesverband e.V. – vzbv 

Consumer Policy Department - Team Financial Services 

Markgrafenstr. 66 

D-10969 Berlin 

fdl@vzbv.de  

www.vzbv.de 



vzbv Consultation on EU banking structure  11.07.2013 

2 

 

Preliminary remarks 
 

 
A recent survey prepared by Infas-Institute1 for the German Consumer Day in 
June 2013 indicated that not less than 97% of consumers are convinced there 
are at least essential, but rather severe to very severe issues with the Financial 
Market. Consumers indicate that they are deceived by providers and that their 
products are harming consumers.   
 
Consumers have lost their trust in banks and still miss to see a 
convincing and noticeable improvement following the banking crisis and 
its management to bring about a real change of banking industry’s 
attitude towards them as customers. They want banks to focus on providing 
them with suitable services and products which match their needs and interests.  
 
Instead they see how banks far too often (ab-)use their financial capabilities to 
make profit even against their own customers’ interest. And they start to 
understand how banks have passed on their risks to them or got it 
financed by their customer – whether as a consumer or as a tax payer.  
 
There is no other retail sector where providers could have survived on the 
market after similar harmful and damaging behaviour to their own clients - 
apparently except for financial services.  
 
Sound new banking structure principles are needed to make sure that defection  
of a bank does not imply severe consequences for the entire market and  
consumers’ money. The market should be built in a way that forces banks to 
refocus on their main tasks and to provide a suitable retail service portfolio. 
Otherwise a bank shall fail and disappear from the marketplace.  
 

 
1. Problem drivers 

 

Question 1:  Can structural reform of the largest and most complex banking groups 
address and alleviate these problems? 

 
No, it will still not be enough. It should not be limited to the largest and most 
complex banking groups but in the long run apply to all banks that are active in 
the field of investment banking. It should be provided for the separation of  
those activities into different legal and independently secured entities. 

 
 
For vzbv, there are three dimensions to this: 
 
 Banks should not cross-subsidise risky activities with money that has 

been provided to them by retail customers “to be kept at a save level” 
like with legally guaranteed deposits. And core banking activities - like 
payment services and lending - should not be endangered by those 
activities either.  
 

                                                 
1
 http://www.vzbv.de/dvt13.htm [DE] 

http://www.vzbv.de/dvt13.htm
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 Splitting commercial bank activities and retail bank services from 
investment banking makes it easier to supervise and if necessary 
liquidate banks that failed - but without necessarily bringing a loss to 
consumers or interrupting important services and whilst maintaining 
the availability of deposits.  
 
It is important for financial markets to be stable to break the “too big to fail”-
approach by allowing that failing banks disappear from the market. A 
prepared, internal legal separation of the investment branch and the deposit 
banking branch of a bank could allow for new, quick and effective resolution 
options that keep the implications for customers of such a failure to a 
reasonable level.  
 
Not banks as such but certain services would need to be saved. A failure of 
an institute due to a loss from their investment branch would then allow 
actions to be taken out of the deposit banking business while the rest of the 
institute will follow common insolvency procedures. The core business could 
then be set up as a new independent business, sold to another structure or 
given enough time to resolve in an orderly and structured manner.  
 
Customers of those institutes would not necessarily need to be 
compensated by deposit guarantee schemes in case of such a failure but 
could profit from an almost continuous operation with regards to deposit and 
payment services and loans, the core of the commercial banking branch. 
Deposit guarantee schemes would only need to compensate customers in 
case of a failure to save the deposit banking part or if the reason for a bank 
collapse lies within this area, e.g. irresponsible lending. Deposit guarantee 
schemes will profit from such an approach as the probability of a situation 
where bank customers need to be compensated will be lowered in all cases 
but those where safeguarding the deposits itself within a bank fails.   
 
Should taxpayers money ever be needed again for an emergency bail-out it 
would not save a bank as such but only certain services or temporarily 
support the deposit guarantee scheme. Yet this would be justifiable as it is 
in the public interest to limit the damage of a bank failure. But it would no 
longer need to create a moral hazard as we have seen during the current 
crisis. 
 

 Core-Banking should reflect the interests of banks’ customers rather 
than performing investment banking with customers’ money. The 
European Commission’s High-level Expert Group on Bank Structural 
Reform (Liikanen Group) in its final report discussed the aspect of different 
management cultures within these two different banking activities. A wrongly 
focussed management approach was flagged as one of the major risks that 
led to the current crisis when “commercial banking moved increasingly away 
from customer-related banking. 2” This allowed for pooling risks and 
connections to shadow-banking with investors, it led to an increased 
influence of investment management thinking focussing on short-termed 
profits in the end it helped to grow and provide the managements with 
incentives “to take risks that their partners would not have taken with their 
own money.” 3 

                                                 
2
 High Level Expert Group (HLEG/Liikanen Group) Report, 2.10.2012, page 89 on the citations. 

3
 See footnote 2 
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A real U-turn to refocus on customers’ needs with standard banking 
services may better be achieved with a split management. Acknowledging 
the conclusions of the High Level Expert Group’s report we cannot restrict 
the structural separation of investment and retail activities only to a very 
limited number of institutes that are considered to be “too big or too 
dangerous. It will need to be applied to all institutes.   
 
 

2. Subsidiary 
 

Therefore, 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 

 

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. 

 
Yes – a structural reform is needed, although rather certain principles need to 
be introduced and not necessarily a single structure model. 
 
National banking services have usually adapted to the specific needs in the 
national markets. In Germany, co-operative banks and Sparkassen have a 
specific structure compared to often larger private banks.  
 
As described above the ability to split the core-banking part from the rest of a 
failing bank is to our view the most important functionality that needs to be 
provided for within any given banking structure. It will help to facilitate the 
liquidation of an institute while causing less damage to important services to 
customers and deposit accounts.  
 
Some securing schemes in Germany (“Institutssicherung” i.e. of co-operative 
banks and Sparkassen) do already contain an approach to save those core 
services. They foresee the shifting of the entire customer services and 
customer money to another institute of that group in case a member of their 
group fails. This concept is known to the EU Commission in the context of the 
discussions on the Deposit Guarantee Schemes Directive.  
 
The EU reforms should keep it possible to implement a concept of separation 
with such existing schemes as long as the overall ability of the authorities to 
shift commercial banking services away from a failing institute is provided for - 
and as long as the build-up of investment banking risk is not cross-financed by 
commercial banking assets. 
 
It is yet important to set EU standards. No banking structure anywhere in the 
internal market should be allowed to carry on being “too big to fail”. This is not 
only about saving tax payers’ money or to prevent cross-market effects.  
Rather, consumers are invited to use the internal market. SEPA will start 
allowing this even more than before with bank accounts and payment services 
to come soon. It is essential that consumers using the internal market for 
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banking services find a sound common concept on how they will be secured in 
case a bank fails across the EU.  
 
 

3. Policy options 
 

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. 

 
The four definitions still operate on thresholds. In order to prevent any cross-
subsidising of assets of commercial banking to trading and derivative assets we 
see a need to separate investment assets entirely. It should start with those 
banks that currently pose the highest potential risk but it should include smaller 
banks as well in the end.  
 
Concerning the common difficulties to define the services that are to be 
considered too risky it might make sense to list those services that need to be 
protected of that overall investment risk and to be kept operable at all times: 
deposits (of all kind), payment services and lending.  
 

Supervisory discretion for separation 

Question 4:  Which of the approaches outlines above is the most appropriate? Are 

there any alternative approaches? Please substantiate your answer. 

 

 
Interconnections of assets and risks may be too complex to be separated from 
services in due time if a bank is already in crisis. Therefore it is important to 
prepare for this ex-ante.  
 
Pre-emptive action should not be restricted to the discretion of the authorities. It 
is important that finally all banks have to prepare for a separation because 
separations will become visible on the market. Would it be left entirely to the 
discretion of authorities which banks they will ask to prepare to separate it might 
become very difficult for those banks to act. Market participants could spot a 
bank’s separation activity and start to assume that the authorities expect or 
have already detected problems with that bank. Authorities could thus get into 
the conflict of either ordering a separation to prevent against the inability to 
save the commercial banking services or not to order a separation to avoid a 
self-fulfilling market reaction. If, in general, all banks have to prepare for this, 
activities to separate the risks and entities should in general not provoke any 
reaction in the market.    
 
 

Question 5:  What are the costs and benefits of separating market-making and/or 
underwriting activities? ... 

 
We refrain from answering this question but like to point to our remarks 
concerning the strength of separation with the following questions. 
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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? 

 
No, but there is no need not to provide services of importance to corporate 
clients if those services are provided by a legally and risk-separated trading 
entity of that bank (group/holding).  
 
With regards to consumers: Derivatives and other complex products with high 
risks are mainly unsuitable products for consumers. There is a need for 
regulatory limits to prevent incentives for banks to lure consumers into the risky 
trading market. Consumers cannot understand in detail the full risk of those 
products and their investment is not restricted to an amount of money they 
could in the worst case scenario afford to lose. While there may be no need to 
protect those very few consumers that are professional experts in these 
markets – and should know how to access them - the vast majority should not 
even be actively offered those kinds of products.  
 
As indicated by Liikanen experts even the recent EU initiatives focussing on 
improving transparency of financial instruments (MiFID II, PRIPs/KID, UCITS V) 
have decisive shortcomings: “Transparency alone may not be sufficiently 
effective to protect retail consumers (e.g. in the view of complex financial 
products, selling techniques) and there may be a need to consider different 
avenues (e.g. engage into more intensive product regulation and/or regulation 
of market practices in the banking sector) and […] there are supervisory gaps 
(e.g. consumer protection authorities not being competent in the financial area, 
and financial supervisors focussing on prudential control”4.   
 
These important findings by the High Level Expert Group indicate a further 
need for action beyond the directly discussed topics with this consultation. 
 

Strength of seperation 

Question 7: As regards the legal dimension of functional separation, what are 
the costs and benefits of regulating intra-group ownership 
structures? 

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

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

 
We must not allow deposit-banking activities to subsidise investment banking. 
Therefore separation needs to be effective to avoid a capital shifting from 
commercial banking to investment banking and vice versa.  
 
We see a need to have the risks taken in independent legal entities that are 
economically separated by their own capital requirements from the 
deposit/commercial banking branch. There should also be suitable restrictions 
for the governance by a holding or group to prevent circumventions of those 
restrictions by activities of the owner.  

                                                 
4
 High Level Expert Group (HLEG / Liikanen Group) Report, 2.10.2012, page 94 
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Yet, there will still be difficulties and shared risks if both entities can refinance 
on the same market. For the sake of not creating new public risks there may be 
a need to exclude investment banking from accessing central bank money. 
 
It will not be enough to simply adhere to an accounting separation. 
 
 

Question 10: Does the above matrix capture a sufficiently broad range of structural 

reform options? 

Question 11: Which option best addresses the problems identified? Please 

substantiate your answer. 

 
Concerning the matrix provided by the consultation document those solutions 
that foresee only a weak functional separation [A,D,G] or a very restricted 
approach on a “narrow” trading entity [A,B,C] seem not to be adequate to solve 
the issues discussed above.  
 
As a consumer organisation we focus on a comprehensive scheme of how 
consumers will be protected from future mismanagement of providers in this 
market, both as customers and as taxpayers. 
 

 
Conclusion:  

 
 Separating the vast risk of investment banking from the core commercial 

and retail banking services is important to consumers (and the market) and 
necessary to keep the essential services - deposits, payment services, 
lending - running. This consultation is about to result in ideas and options 
that might be helpful to achieve this aim.  

 
 Safeguarding the deposits from further risks within the commercial banking 

entity, like irresponsible lending, or in case a rescue of the commercial 
banking entity should fail, is a second line of defence to be achieved by 
functioning deposit guarantee schemes.  

  
 Clear guidelines to restrict unsuitable products for retail customers 

constitute a third necessary pillar to prevent consumers from being tricked 
into unsuitably high risks to the individual when investing. It will need to deal 
as well with practises of irresponsible lending to avoid instabilities arising 
from that area. Separation may help banks to re-focus on the true needs of 
their commercial bank customers as they cannot get distracted any longer 
by options of investment banking allowing them to earn high profits yet on 
the risk of the funds of their customers. 


