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            DISCUSSION OF “BANKING INTEGRATION IN EUROPE”
    Guillermo de la Dehesa, Chairman of the CEPR, Centre for Economic Policy Research

I am very pleased to discuss this paper, by Pérez, Salas and Saurina, because it provides an excellent guide to the determinants of banking integration in Europe or the lack of it, and because it uses new cross-border consolidated banking assets data from the BIS to better contrast their empirical evidence.


One of the main paradoxes of European banking integration is that it has advanced more rapidly in the US and the UK than in the Euro Area, when we all thought that the introduction of the euro was going to accelerate their banking consolidation. Today, of the top 10 world banks by market capitalization, there is only one, Santander, as number 9, from the Euro Area, together with five from the US, three from the UK and one from Switzerland. The top three banks: Citigroup, Bank of America and HSBC have a total market cap of around 370 $ billion, followed closely by J.P Morgan and Wells Fargo which make another $150 billion approximately. Then there is another group of 3 banks: Royal Bank of Scotland, UBS and Wachovia, with a combined value of around $130 billion and the last two are Santander and Barclays with another $110 billion approximately, that is, a total value of the ten of around $760 billion. The main reason for Santander being in the top 10 because it has been able to buy a large UK bank: Abbey National, acquisition that it would have been almost impossible in the Euro Area. 

I start from the premise that the only way to accelerate retail banking consolidation in the Euro Area is through mergers and acquisitions. The Euro Area is already highly bank developed and there is almost no scope for any bank to grow by opening branches and subsidiaries, except by buying other retail banks. But, unfortunately, one of the major impediments to integrate banks in the Euro Area, which is not mentioned in the paper, is that many of the Euro Area banks are not quoted companies or they do not have their equity represented by shares, and therefore, cannot be bought or sold. In Spain, more than 50 per cent of the banking market is in the hands of non quoted saving and cooperative banks. In France, more than 40 per cent of the market is also represented by non quoted banks. In Italy, most banks are quoted, but the end result is the same, given that they are controlled by regional or provincial foundations, which want their banks to help the development of their regions and are not ready to sell and lose the control of such important financial instruments. In Germany, Deutsche Bank which is one of the most important wholesale European banks, only holds 5.5 per cent of the retail total domestic banking market, where the Länders Banks, the saving banks and the cooperative banks take by far the largest market share. 

In my view, this is the main reason why, controlling for other determinants such as the defensive attitude by regulators, the “national champion” attitude by some governments and the deceit of the takeover Directive, there has been so little retail banking consolidation in the Euro Area through M&A. The few cross-border mergers or takeovers in the Euro Area, in the last five years have been: HSBC buying Credit Commercial de France, the consolidation of some Nordic banks (the Finish Merita, the Swedish Nordbanken and the Danish Unidanmark and Christiania) into “Nordea”, Santander acquisition of Totta in Portugal, of Abbey in the UK and the BBVA recent acquisition of Banca Nationale dei Lavoro, or the banking consolidation in the Benelux area of ING with Brussels-Lambert and BHF, of Fortis group with Mees Pierson and of KBC.
By contrast, the domestic mergers and acquisitions have been very large: BNP buying Paribas, Santander merging with Central Hispano, BBV merging with Argentaria, the consolidation of some Italian Banks into new groups such as Unicredito, IMI-San Paolo, Intesa or Capitalia, the merger of Allianz with Dresdner in Germany, the mergers of ABN with Amro and NMB Postbank with National Netherlanden in the Netherlands and of Fortis with Generale Bank in Belgium and of BCP with Portugues do Atlantico, Mello and Pinto Sotto Mayor in Portugal.

This is also the reason why Euro Area retail banks, which are sitting on a large excess of capital to make acquisitions, have turned mainly towards America for their expansion because it is easier to buy than in Europe: some in North America like Deutsche, BNP and ABN, and some to Latin America, like Santander, BBVA and ABN. Their only expansion in Europe has been, on the one side, in the New Member countries by German, Italian and Austrian banks, because of their banking privatizations and their future adherence to the euro, and, on the other side, within the Euro Area but only in “mono-line consumer financing”, like Santander, BNP and Societé Generale.


Another determinant not mentioned in the paper is the different banking trends in the US and Europe. In the US, there is an increasing specialization through “monolines” such as mortgages, consumer finance, credit cards etc, because, first American consumers prefer unbundled products, because it is a more integrated and homogeneous financial market, where it is easier to exploit economies of scale, and because markets are more fragmented. By contrast, in the Euro Area, the trend is more towards universal banking and agglomeration of financial services, bank-assurance, pensions and even investment banking. The main reasons are that banking retail distribution is much more important than in the US and consumers like to get all the financial products from one banking branch and that governments are, in general, favoring national champions. 


I am not against the formation of national champions in banking provided they are the result of a “market based” approach, such as in the UK, in the Netherlands or in Spain. What I do not like is the idea of the “government induced” to national champions, as it has happened in France, with the attempt of merging BNP, Paribas and Societé Generale, through AXA, or the acquisition of Credit Lyonnais by Credit Agricole, a cooperative bank, instead of allowing Barclays to buy it, or in Germany, with the failed attempt of the merging Deutsche, Dresdner and Allianz, or now the German Prime Minister trying to merge Deutsche, Dresdner and Commerz, or finally, in Italy with the government push to merge Unicredito and IMI-San Paolo. 

The main conclusion of the lack of further cross-border retail banking consolidation in the Euro Area is that, without it, the probability of competing world-wide with US banks is going to be mean. The top five US banks have around 80 per cent market share in their total domestic market, which allows them to make higher profits and to accumulate higher value to be able to expand abroad, while the top five Euro Area banks have around 30 per cent of market share in the Euro Area total domestic market, which is still much more fragmented, and the economies of scale and scope are lower, so their absolute capital to expand. If Euro Area banks cannot expand cross-border in the Euro Area, they may eventually been bought, some of them, by US banks. This has already been the case for US investment banks in Europe. 

Finally, I would like to make some future suggestions to the authors of the paper. The first one is that it may be useful to try to develop a “gravity model” similar to the one used in international trade to study the cross-border consolidated banking flows in the Euro Area. Second, it will be also interesting to see if the New Member countries are going to increase these cross-border consolidated flows once they are sure to adopt the euro as a currency or even from the time when they adopt a currency board or a hard peg with the euro, to see if the euro is going to play a bigger role in the future banking integration in the expanded Euro Area. Third, Italian banks seem to have a much larger penetration in New Member countries than what the flows show, both Unicredito, Intesa, IMI-San Paolo and even BNL are well established there. Finally, a short comment it looks as if the authors view that increasing the independence of Central Banks is going to help the banking integration trend may have been already refuted by the recent case of Italy.  


