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“Volcker/Vickers Hybrid”?
The Liikanen Report and 

Justifications for Ring Fencing 
and Separate Legal Entities

ABSTRACT 

Whilst some valid and justified arguments have been put forward in favor of ring 
fencing, that is, constructing a fire-wall between consumer and investment banks, 
and that such activities can be achieved without restructuring banks into separate 
legal entities, the Liikanen Report highlights why there is need for such re-struc-
turing. As well as considering the merits of ring fencing and the establishment of 
separate legal activities and entities, this chapter aims to highlight why a suitable 
model aimed at mitigating risks of contagion can to a large extent, be justified on a 
cost-benefit analysis basis. Furthermore, the chapter ultimately concludes that even 
though a greater degree of separation of legal entities and activities persist with the 
model which is referred to as “total separation”, a certain degree of independence 
between bank activities would also be necessary under ring fencing if its purposes 
and objectives are to be fulfilled.
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INTRODUCTION

In the Final Report of “The High-Level Expert Group on Reforming the Structure 
of the EU Banking Sector, chaired by Erkki Liikanen,1 the need for re-structuring 
banks into separate legal activities is highlighted. In assessing such a need, two 
considerations were given due attention (See page i of the Report):

The important role of recovery and resolution plans – whereby the decision on pos-
sible separation of bank entities was to be conditionally based on the assessment 
of such plans; The mandatory separation of banks’ proprietary trading and other 
risky activities.

The Liikanen Review was established in November 2011 by EU commissioner, 
Michel Barnier, to conduct a full scale analysis of Europe’s lending sector and 
recommend banking reforms for the region.” (Varriale, 2012).

The mandatory separation of banks’ proprietary trading and other risky activi-
ties could be distinguished from the case which exists with Volcker’s Rule in that 
an outright ban or prohibition on proprietary trading (all forms of risky investment 
practices) and certain relationships with hedge funds and private equity funds is 
not implied under such mandatory separation.

The “Volcker Rule” which can be found under Section 6192 of Title VI of the 
Dodd Frank Act states that:

1.  Prohibition: Unless otherwise provided in this section, a banking entity shall 
not 
a.  Engage in proprietary trading; or 
b.  Acquire or retain any equity, partnership, or other ownership interest in 

or sponsor a hedge fund or a private equity fund. 
2.  Nonbank Financial Companies Supervised by the Board: Any nonbank 

financial company supervised by the Board that engages in proprietary trad-
ing or takes or retains any equity, partnership, or other ownership interest in 
or sponsors a hedge fund or a private equity fund shall be subject, by rule, 
as provided in subsection (b)(2), to additional capital requirements for and 
additional quantitative limits with regards to such proprietary trading and 
taking or retaining any equity. 

Whilst the Volcker Rule is considered by some commentators as being parallel 
to a separation of banking activities and entities, it is more draconian in the sense 
that the model allows for less scope and flexibility than the “hybrid” model which is 



 

 

7 more pages are available in the full version of this

document, which may be purchased using the "Add to Cart"

button on the publisher's webpage: www.igi-

global.com/chapter/volckervickers-hybrid/173110

Related Content

Systemic Risk, Stress Testing, and Financial Contagion: Their Interaction

and Measurement
Calixto Lopez-Castañon, Serafin Martinez-Jaramilloand Fabrizio Lopez-Gallo (2015).

Banking, Finance, and Accounting: Concepts, Methodologies, Tools, and Applications

(pp. 282-310).

www.irma-international.org/chapter/systemic-risk-stress-testing-and-financial-contagion/115334

Confronting the Productivity Challenge in the High Cost Economy: Evidence

from the Australian Oil and Gas Industry
Jerad A. Ford, John Steen, Martie-Louise Verreynne, Bradley Farrell, Gerald

Marionand Seelan Naicker (2014). Global Perspectives on Achieving Success in High

and Low Cost Operating Environments (pp. 153-171).

www.irma-international.org/chapter/confronting-the-productivity-challenge-in-the-high-cost-

economy/106795

The Effect of Corporate Governance on Bank Performance Evidence From

UAE
Muhamad AbdulAziz Muhamad Saleh Jumaa (2020). International Journal of

Corporate Finance and Accounting (pp. 16-38).

www.irma-international.org/article/the-effect-of-corporate-governance-on-bank-performance-

evidence-from-uae/261857

Volatility Transmission Between ASEAN-5 Stock Exchanges: An Approach in

the Context of China's Stock Market Crash
Rui Manuel Dias, Nuno Teixeira, Pedro Pardaland Teresa Godinho (2023).

International Journal of Corporate Finance and Accounting (pp. 1-17).

www.irma-international.org/article/volatility-transmission-between-asean-5-stock-

exchanges/319711

http://www.igi-global.com/chapter/volckervickers-hybrid/173110
http://www.igi-global.com/chapter/volckervickers-hybrid/173110
http://www.irma-international.org/chapter/systemic-risk-stress-testing-and-financial-contagion/115334
http://www.irma-international.org/chapter/confronting-the-productivity-challenge-in-the-high-cost-economy/106795
http://www.irma-international.org/chapter/confronting-the-productivity-challenge-in-the-high-cost-economy/106795
http://www.irma-international.org/article/the-effect-of-corporate-governance-on-bank-performance-evidence-from-uae/261857
http://www.irma-international.org/article/the-effect-of-corporate-governance-on-bank-performance-evidence-from-uae/261857
http://www.irma-international.org/article/volatility-transmission-between-asean-5-stock-exchanges/319711
http://www.irma-international.org/article/volatility-transmission-between-asean-5-stock-exchanges/319711


Co-Working Spaces in Greece During the COVID-19 Era: The Case Study of

Athens City
Angelos Papavasileiou, Roido Mitoula, Panagiotis E. Kaldisand Aristidis

Papagrigoriou (2022). International Journal of Corporate Finance and Accounting (pp.

1-21).

www.irma-international.org/article/co-working-spaces-in-greece-during-the-covid-19-era/313040

http://www.irma-international.org/article/co-working-spaces-in-greece-during-the-covid-19-era/313040

