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• In Europe, the universal bank model has long dominated. Following deregulation, a

“market-based banking” model was developed, whose effect was to create wide-

ranging interconnectedness between banks and market.

• In continental Europe, banking industry prefer the universal banking model to the

“Glass Steagall banking model” or the separation between retail banking and

investment banking,

• The argument is that universal banking offers diversification and therefore

more protection, especially during crisis times.

• However, the reality during the crisis demonstrated the dangers of the way in

which the universal banking model operates.

– risks arising from greater exposure to derivative trading;

– risks concerning regulatory arbitrage and the development of shadow banking,

– systemic risk as these banks are global systemically important financial institutions

(G-SIFIs)

– Risks for dissimilar rules and regulations: universal banking system offers all

financial services under one roof, which have different rules and regulations to follow.
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• A reformed financial sector for Europe (15 May 2014) first comprehensive

review of the financial regulation agenda as a whole.

• EU Commission committed itself to a fundamental overhaul of the

regulatory and supervisory framework of the financial sector.

• Large number of regulatory reforms undertaken at EU and global level,

and their broad scope, reflects the diversity and severity of the problems

undermining the functioning of the financial system prior to the crisis.

• No single reform would have been capable, on its own, of achieving all

the objectives set out above. It is important to anticipate other potential

problems that could affect the financial system.

• Different measures have been designed with a view to

complementing and reinforcing each other.
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The reform measures deliver on these objectives by:

• Restoring and deepening the EU single market in financial

services

• Establishing a Banking Union;

• Building a more resilient and stable financial system;

• Enhancing transparency, responsibility and consumer

protection to secure market integrity and restore consumer

confidence; and

• Improving the efficiency of the EU financial system.
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• The new Capital Requirements Regulation and Directive (the

'CRD IV package') is increasing the level and quality of bank

capital and setting minimum liquidity standards, making banks

more resilient

• The Directive for bank recovery and resolution (BRRD) will put

in place the necessary tools and rules to ensure that the costs of

bank failures may no longer be borne by taxpayers, and that the

failure of EU banks can be resolved in an orderly fashion

• The reforms in the banking sector were complemented by

reforms to improve the functioning of financial markets and

increase the stability and resilience of financial market

infrastructures
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• The revised Markets in Financial Instruments Directive (MiFID II )

strengthens organisational requirements and safety standards across

all EU trading venues and extends transparency requirements to bond

and derivatives markets.

• The European Market Infrastructure Regulation (EMIR) and MiFID

II improve the transparency of derivatives traded over-the-counter and

reduce the counterparty risk associated with derivative transactions.

• By imposing common prudential, organisational and business conduct

standards, the Regulation on central securities depositories

(CSDR) increases the resilience of EU central securities depositories

and enhances the safety of the settlement process.

• Together, MiFID II, EMIR and CSDR set a coherent framework of

common rules for systemically important market infrastructures at

European level

7

Building a more resilient and stable financial system (2/4)



Rubric

www.ecb.europa.eu

• Structural reform of banks

• Only for certain particularly interconnected and systemically

important banks, does the comprehensive set of measures

proposed appear insufficient to resolve their default without

negative impacts on financial stability or intervention by taxpayers.

• Following the recommendations of the high-level expert group,

chaired by Mr Liikanen in early 2014 the Commission proposed a

set of structural measures for those banks, incl. a prohibition for

a bank to trade on its own account and a separation of trading from

deposit taking and other retail banking activities where necessary

to ensure resolvability.
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BIS Working Papers No 412 - Structural bank regulation initiatives: approaches

and implications, (April 2013) :

■The common element of all the proposals is to restrict universal

banking by drawing a line somewhere between ‘commercial’ and

‘investment’ banking businesses

■ Structural bank regulation initiatives are designed to reduce

systemic risk in several ways:

– Shield the institutions carrying out the protected activities from losses

incurred elsewhere.

– Prevent any subsidies supporting the protected activities (e.g. central bank

lending facilities and deposit guarantee schemes) from cutting the cost of

risk-taking and inducing moral hazard in other business lines.

– Reduce the complexity and possibly the size of banking groups, making

them easier to manage, more transparent to outside stakeholders and

easier to resolve.
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■ However, these initiatives also raise some challenges:

– moving certain activities beyond the scope of consolidated regulation

(shadow banking). One reason why the Liikanen Report opts for subsidiarity

rather than full separation is to reduce this risk. Migration would be a concern if

these activities were systemic in nature.

– Effects on the international activities of universal banks in particular.

Disincentives for global banking may be created by initiatives seeking to

protect within the home country jurisdiction.

– Ring-fencing and subsidiarity may limit the allocation of capital and liquidity

within a globally operating banking group. Structural regulation may contribute

to a fragmentation of banking markets along national lines.

– Structural regulation may create business models that are, in fact, more

difficult to supervise and resolve. For example, resolution strategies may be

rather complex to design and implement for globally operating banks that

face increasing heterogeneity in business models permitted at the national

level.
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• EBA report provides a global overview of the potential implications

for business models resulting from the collective implementation of

the regulatory measures developed since the financial crisis:

– CRR/CRD IV capital requirements, Basel III leverage ratio (LR),

liquidity coverage ratio (LCR), net stable funding ratio (NSFR), reforms

in banking structures, resolution regimes and EMIR.

• Main result for Structural reforms (i.e. ring-fencing) will have

adverse influence on the profitability of the investment

banking/trading activities due to an increased cost of funding,

operational complexity and overhead.

• Income diversification in the separate entities will reduce.
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• Main results for potential implications of new capital rules.

• Basic own funds requirement stays at 8% of RWA

• New rules also establish five new capital buffers: the capital

conservation buffer, the counter-cyclical buffer, the systemic risk buffer, the

global systemic institutions buffer and the other systemic institutions buffer.

• Supervisors may add extra capital to cover for other risks following a

supervisory review (Pillar 2) and institutions may also decide themselves

to hold additional capital.

• Potential implications of new capital rules for the banking system will vary

from institution to institution. Banks with larger exposures to trading

positions, derivatives, repo transactions, securities lending interbank

business will be more affected than others. There will also be higher

regulatory costs for banks, which depend on the size of the bank and the

complexity of its business.

14

EBA: Potential implications of the prudential rules (3/5)



Rubric

www.ecb.europa.eu

• Eba
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• Overview of the potential implications for Universal banking

– decreasing effect by the implementation of structural reform.

– while overall neutral/increasing effect by the implementation of the

new regulatory rules
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• After financial crisis, the many EU regulatory reforms reflect the diversity

and severity of the problems in the financial system.

• No single reform is capable, on its own, of achieving all the objectives set

out above.

• Structural bank regulation initiatives are designed to reduce systemic risk

in several ways. However, the initiatives also raise some challenges

• Structural reform in banking need to assess in combination with the other

EU supervisory and prudential rules

• Overall the potential implications for Universal banking resulting from the

collective implementation of the regulatory measures developed since the

financial crisis (CRR/CRD IV capital requirements, Basel III leverage ratio,

liquidity coverage ratio, net stable funding ratio, reforms in banking

structures, resolution regimes and EMIR) are neutral or increase effect .

• Reforms in banking structures have discouraged/decreasing effect
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Establishing a safe, responsible & growth-enhancing financial sector
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• http://ec.europa.eu/finance/general-policy/policy/map-reform/index_en.htm#row12
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