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The Federation of Finnish Financial Services represents banks, insurers, finance houses, securities 
dealers, fund management companies and financial employers operating in Finland.  
The Federation has about 440 members who employ a total of 43,000 people. 
 
 
To the European Commission 
 
 
RESPONSE TO THE CONSULTATION ON THE RECOMMENDATIONS OF THE HIGH-LEVEL 
EXPERT GROUP ON REFORMING THE STRUCTURE OF THE EU BANKING SECTOR 
 
 

The Federation of Finnish Financial Services1 (hereinafter “FFI‟) appreciates the 
opportunity to respond to the Commission Consultation on the recommendations of the 
High-level Expert Group chaired by Mr. Erkki Liikanen (“HLEG”). The FFI would like to point 
out following considerations. 
 
      
1. General remarks 
 
The FFI welcomes the report by the HLEG. It contains interesting analysis on the 
development and structure of the banking sector as well as on various banking business 
models used in Europe. The FFI shares the view presented in the report that business 
models were not at the root of the financial crisis and that there are important systemic 
benefits of having a diversity of business models in the banking sector. 
 
As the report says, currently there are several large-scale regulatory reforms underway in 
the EU, intended to reinforce the stability of the financial sector and to reduce the risk of 
banks being forced to resort to tax payers in possible future crises. These include inter alia 
the new liquidity and capital requirements for banks (CRR / CRD IV), the common 
framework for bank recovery and resolution (BRRD) and the establishment of a Single 
Supervisory Mechanism (SSM) for the euro area banking sector.   
 
The FFI wants to emphasize that it is highly important to finalize the current regulatory 
reform agenda as carefully as possible. Only when the full impact of these reforms on the 
financial system and on the economy is known, can we assess whether other reforms are 
still needed. Accordingly, the FFI does not see need for new reform initiatives at the 
moment. This also applies to the recommendations made by the HLEG.  
 
It is a known fact that banks are a much more important source of corporate funding in 
Europe than in many other economic areas. This makes it all the more necessary to assess 
the impact of all reform proposals – including the recommendations of the HLEG – carefully 
before any decisions are made. The availability of bank lending and other banking services 
must be secured especially now that the sovereign debt crisis continues in the euro area.  
 
At the moment it is of utmost importance to give banks certainty about the environment in 
which they will operate in the future and about the regulatory framework which will be 
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applied to them. In this way banks can plan their businesses in a forward-looking manner 
and best serve the needs of the EU economy.  
 
 
2. Specific comments to the recommendations 
 
The HLEG proposes that proprietary trading and inter alia all assets or derivative positions 
incurred in the process of market-making must be assigned to a separate legal entity if 
these activities amount to a significant share of a bank’s business or if the volume of these 
activities can be considered significant from the viewpoint of financial stability.  
 
The FFI does not support the proposed mandatory separation of trading activities. Although 
the HLEG argues that this kind of separation would maintain the key benefits of the 
universal banking model, the FFI sees that mandatory separation would inevitably affect 
negatively the ability of universal banks to serve their corporate customers in a cost-
efficient way. In practice especially large multi-national companies would have to acquire 
the vast range of financial services they need from several sources (e.g. from trade finance 
to market-making). There could also be a risk of discontinuities in the provision of services. 
As a practical matter, the separation could be quite difficult to implement because of lack of 
exact definitions for e.g. proprietary trading activities. The HLEG report itself is relatively 
vague in this respect. A fundamental argument against separation is that it would not take 
into account the true riskiness of a bank’s trading activities as the separation seems to be 
based mainly on the size of these activities, not the actual risks of trading.  
 
It should also be pointed out that the numerical thresholds for separation suggested by the 
HLEG could imply that many of those European universal banks that have acted with 
prudence and weathered the financial crisis well would be subject to a mandatory 
separation. At the same time many “troubled” banks could continue their operations as 
before together with many foreign banks that would still be fully free to choose their 
business model according to their own needs. As a result, the proposed mandatory 
separation would affect the competitive situation between banks in the EU in a way that 
would not serve the interests of the EU economy. 
 
In addition to the mandatory separation, the HLEG proposes additional separation of 
activities conditional on the Recovery and Resolution Plans (RRPs). In the HLEG’s view, 
producing an effective and credible RRP may require that the scope of separable activities 
is wider than under the proposed mandatory separation.  
 
The FFI considers the RRPs as an important part of future crisis management in the EU as 
they enhance the recovery and resolvability of troubled banks. The FFI also wants to point 
out that the Commission proposal for BRRD already gives the resolution authority the 
powers to require a bank to change its legal or operational structures in order to reduce 
complexity and to ensure that critical functions may be legally and economically separated 
from other functions through the application of the resolution tools. As a result it is not 
evident what is the value-added of the HLEG’s proposal over the BRRD: is the intention just 
to insert the separation power more explicitly into the assessment of resolvability or to 
introduce it in some other context in the Directive?   
 
The HLEG makes also proposals concerning the use of bail-in instruments as a resolution 
tool. The group strongly supports the use of designated bail-in instruments and argues that 
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these instruments should not be held within the banking sector but instead e.g. by 
investment funds and life insurance companies. 
 
In the FFI’s view further analysis is needed about the desirable composition and 
characteristics of the bail-in instruments. It should be ensured that these instruments are 
attractive to a wide range of investors with conditions that are not punitive to banks. The 
ample supply of reasonably-priced long-term financing is crucial for banks to be able to 
continue lending to their customers. In this respect the FFI wants to point out the potential 
negative impacts from other ongoing regulatory reforms on the demand for bank debt 
instruments. Firstly, forthcoming Solvency II regulation of European insurance companies 
could materially weaken the possibilities of insurance companies to invest in bank debt. 
Secondly, the new liquidity coverage ratio (LCR) requirement included in the CRR will 
effectively restrict the amount of bank debt held by other banks. 
 
In addition to the aforementioned proposals, the HLEG also makes recommendations 
concerning capital requirements on trading assets and real estate related lending. The 
group suggests setting an extra, non-risk based capital buffer requirement for all trading-
book assets and/or introducing a robust floor for risk-based requirements (RWA). In 
addition, the group calls for a more harmonized treatment of risks in internal models used 
by banks (IRB) and suggests that further measures should be considered regarding the 
treatment of real estate related lending within the capital requirement framework. The group 
also recommends the use of strict caps on loan-to-value (LTV) and/or loan-to-income (LTI) 
ratios. 
 
The FFI would like to emphasize that the recent (“Basel 2.5”) and forthcoming new capital 
regulations (CRR / CRD IV) already raise markedly capital requirements both on the 
banking book and the trading book. Banks are currently trying to adapt to these new 
regulations in a difficult market situation. This is also affecting the lending ability of banks in 
a negative way. Given the fragile state of the EU economy it is important to ensure that 
banks can continue lending to households and companies. 
 
In the FFI’s view the risk weights of e.g. real estate related lending used in the IRB models 
should appropriately reflect the actual risks in the real estate market. As the current crisis 
has shown in a very tangible way, these risks differ a lot from one country to another and 
also from one customer type to another (e.g. households vs. real estate developers). 
Accordingly, also risk weights must differ. However, the FFI acknowledges that some 
harmonization might be needed in the modeling and supervisory practices, e.g. concerning 
the properties of the historical data sets used for evaluating risks as well as the guidance 
given by the supervisory authorities to banks. 
 
The FFI does not support the introduction of strict caps on LTVs or on LTIs as they could 
have unexpected and undesirable effects. For instance, a strict LTV cap on housing loans 
could lead to a situation where households take expensive unsecured loans from various 
sources to complement the capped loan. In addition, LTV caps could weaken the 
functioning of the labour market by hindering migration. The FFI also wants to point out that 
in the CRR / CRD IV attention has already been given to macro-prudential policy issues by 
introducing a number of macro-prudential tools for the use of national authorities. The 
experience of applying these tools should be assessed before considering any further 
measures. 
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As a result, the FFI calls for caution in the introduction of new macro-prudential tools over 
and above those provided by the CRR / CRD IV. 

 
The HLEG is of the opinion that more consideration should be given as to whether the 
planned leverage ratio requirement is sufficient. The FFI finds it premature to draw any 
conclusions on this issue and reminds that the CRR sets out an in-depth monitoring period 
and impact assessment until year 2016 with a possibility to recalibrate the leverage ratio 
level before introducing the binding requirement.   
 
The HLEG also suggests that the same large exposure limits (as to external counterparties) 
should be applied also to intra-group exposures.  The FFI urges that the impact of this rule 
should be carefully analysed as it may e.g. hamper the centralized liquidity management at 
the group level. The tightened limit could also be harmful from the point of view of a level 
playing field in case it would apply only to banking groups subject to the separation 
requirement. 
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Kaija Erjanti 
Director 


