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 The future of the banking industry: Rabobank’s vision 

       Update, version dated September 2013  

Introduction 

The Dutch banking industry has received some highly negative media coverage on 
several occasions in recent years. With a number of banks having made serious 
mistakes, the industry is currently the subject of a public debate on its future position 
and role in society. While this debate is certainly justified, it is important that the public 
does not gain the impression that banks are capable only of failure. In fact, banks play a 
crucial role in the economy. They provide loans on a daily basis to private individuals and 
businesses. In doing so, they enable potential homeowners to both find suitable 
accommodation and build equity. They help businesses realise their investment plans and 
finance international trade, they assist customers in hedging their risks and provide 
financial advice to their customers and clients. Every day, Dutch banks also settle 
millions of cashless payments quickly, correctly and at almost no cost at all. All of which 
is vital to the functioning of the Dutch economy, since modern economies cannot survive 
without the efficient and safe circulation of currency. 

In addition, banks play a key role as instruments and implementers of legislation and 
regulations, including anti-money laundering laws and the Dutch Disclosure of Unusual 
Transactions (Financial Services) Act [Wet Melding Ongebruikelijke Transacties]. And the 
extensive branch networks maintained by the major Dutch banks guarantee access to 
financial services even in the remotest parts of the Netherlands.  

This memorandum sets out Rabobank’s vision of the organisation of the Dutch banking 
industry. Although there are more positives than negatives to report about the banking 
industry, it is time for a reassessment of the sector. Bankers must rethink their activities. 
Experience has shown that financial crises recur from time to time, as do economic cycles 
and public finance crunches. However, this knowledge does not relieve us of the duty to 
learn as many lessons from the crisis as we can. At the very least, we must make sure 
we are better prepared for the next crisis in order to mitigate its public cost. Accordingly, 
regulations must be improved and the regulatory regime tightened to prevent future 
problems where possible. However, this will only be feasible if the policy is based on a 
coherent, clear and widely shared vision of the role of the financial system, as we need to 
avoid a situation where banks are prevented from performing their day-to-day activities 
on behalf of their customers.  

 

What are a bank’s duties and responsibilities? 

The purpose of banks in general and systemic banks in particular is to serve the real 
economy. They play a crucial role in payments and lending to private individuals, 
businesses and other institutions – this is how they form the financial bloodline of the 
economy. That imposes a dual responsibility on banks and bankers. Firstly, they must 
carry out their activities in a way that ensures that customers’ interests are served as 
well as possible. Continuity and consequently a long-term focus have to be the top 
priorities at all times. Secondly, they need to ensure that the activities they finance serve  

 



 

2 
18 September 2013    Public Affairs 

  

society. Banks can contribute to this in their various roles outlined above but also by 
investing in sustainability, for instance.  

Systemic banks have an indispensable public role and bear great responsibility 

The pivotal importance of banks means they are essential to a modern economy. This 
applies mainly to very large banks, but smaller banks can likewise play a vital role in  
sub-areas. Such banks, which are relevant to the functioning of the entire financial and 
economic system, are designated ‘systemic banks’. Since governments, due to the losses 
arising from banks’ liquidations, cannot afford to let systemic banks go bankrupt, these 
banks effectively operate under an implicit government guarantee. This places an 
additional responsibility on those banks, since society as a whole would be impacted if 
any one of them were to fail.  

Rabobank therefore proposes the following: 

Systemic banks should engage mainly in customer-focused activities with a real 
economic importance 

Banks’ core functions are processing payments, managing savings and financing the 
economic activities of businesses and consumers. Banks must provide their customers 
with access to foreign currencies for cross-border transactions. They need to be able to 
raise funds in the financial markets if the savings available are insufficient to finance 
lending. This requires them to maintain the secondary market for the debt securities they 
issue. Customers must be able to hedge financial risks through their bank, such as 
interest rate risks and exchange risks, while banks need to buy and sell foreign exchange 
derivatives and interest-rate derivatives in order to manage their own risks more 
effectively (this is covered elsewhere in this document). Customers of banks looking to 
raise funds directly in the financial markets by issuing shares and/or debt securities must 
be able to count on the cooperation of their bank, which will in turn need to temporarily 
recognise modest positions in these securities on its balance sheet. Finally, for the 
purpose of prudential liquidity management, banks must be able to maintain and manage 
a securities portfolio.  

The activities of systemic banks should therefore basically serve their customers or the 
bank’s own risk management processes. The risks arising for the bank from its customer-
focused activities must be managed effectively and professionally, because risk 
management is one of a bank’s key competencies. Rabobank believes that systemic 
banks should refrain from engaging in transactions performed solely for their own profit, 
without serving any customer interests. The positions to be managed must be solely the 
result of customer-driven transactions or risk mitigation within a stringent framework of 
hard limits. 

 

Systemic banks must aim for a low risk profile 

Risk management is a core competence of banking. Even banks providing only the most 
basic services are exposed to significant risk, and are indeed required to be in order to 
help the economy to function. Many of these risks arise because banks, as part of their  
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services to customers, assume risk and manage it using professional methods. 
Aiming for risk-free banking is therefore counterproductive, as this would merely shift the 
risk back to the customers. The greatest risks arise in the banks’ core business, i.e. 
lending (credit risk) and the maturity and interest-term transformation (liquidity and 
interest-rate risk). The potential separation of banks into retail banks and investment 
banks therefore will not result in risk-free banks in either category. 

In lending funds to customers, the bank always incurs the risk of a customer defaulting 
on their loan. This is referred to as ‘credit risk’, and banks can manage it by being 
prudent in their lending practices, for example by running credit checks and establishing 
appropriate security, as well as by knowing their customers and being aware of 
developments concerning them, and by building sufficient buffers to compensate for any 
losses.  

Due to maturity transformation, the maturity of the bank’s assets (i.e. the loans 
provided) and their funding (mainly savings and debt securities issued, including bonds) 
varies. One of the reasons for this is that most savers want to be able to withdraw their 
savings at any time, whereas people who have taken out loans want to be certain they 
will have access to those funds for a longer period of time. This risk is, therefore, a direct 
consequence of divergent customer needs and the manner in which the bank meets 
those needs. This means banks must always have sufficient liquid assets available to be 
able to meet customers’ demands for them at any time; if they did not, they would 
quickly lose their customers’ confidence. Banks’ loans and liabilities are typically subject 
to different interest rate periods; this results in interest rate risk, which banks can reduce 
by neutralising it with derivatives. 

International activities at the service of the customers 

Dutch companies have a strong international focus and require support from banks 
throughout the world. Dutch banks’ international business must therefore be able to 
facilitate their customers’ international activities. This explains why a small and open 
economy such as the Netherlands, with high import and export volumes and substantial 
international financial transaction volumes, has a relatively large banking industry in 
relation to GDP. It is also important, particularly for banks located in a relatively small 
country, to have a business that is adequately spread across activities and countries. This 
type of diversification of income and risk makes banks more stable and therefore less 
vulnerable to risk. Further increasing the concentration of activities of Dutch banks – 
which is large as it is – within the national borders would actually weaken their risk 
profiles. 

Small does not necessarily mean better 

Participants in the socio-political debate have advocated a reduction of the size of banks; 
however, small banks are not necessarily better or safer, and it was mainly minor banks 
that were affected soon and seriously by the crisis. In fact, larger banks provide 
opportunities for diversification and distribution of activities, which improves stability. 
Due to the large volume of fixed costs inherent to the banking industry, including IT, 
services provided by small banks would also become significantly more expensive. 
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 Limitation holds the key to excellence  

Banks also provide a wide range of other services to their customers, including 
investment advice, asset management and insurance products. These services tend to be 
customer driven, but they are not actually part of a bank’s core business. Banks will 
therefore reconsider whether they should provide these services under their own banner.  

Reducing taxpayer risk 

Systemic banks, in particular, are responsible for preventing unnecessary risk. Banking 
risks must be in line with a bank’s core business, be transparent to society, and be 
managed as effectively as possible. Banks must have sufficiently strong financial buffers 
in order to compensate for any losses themselves. Taxpayer risk can be minimised in the 
following ways: 

1. Systemic banks must have adequate Core Tier 1 capital to compensate even for 
substantial losses. The required capital should be defined on the basis of both 
risk-weighted assets, including BIS ratios, and a non-weighted capital ratio, as 
proposed in the new BIS-3 regulatory framework. 

2. Banks must maintain additional loss-absorbing capital, for example in the form of 
contingent capital or convertible bonds (bail in), in order to absorb setbacks if 
Core Tier 1 capital might fall too steeply. This additional capital must be in place 
long before the bank has entered the danger zone. 

3. The regulator must have options available to intervene preventively and in a 
timely manner, based on clear legislation. 

4. Banks must attract more long-term funding in order to reduce the maturity 
mismatch between assets and liabilities. 

5. Banks must maintain an amply sufficient supply of liquid assets in order to meet 
customers’ withdrawals from bank deposits. 

6. The relationships between the ‘shadow banks’ and the regulated banking industry 
must be closely monitored by the regulator. Systemic banks must never again be 
compromised by their dependence on financial ties with non-regulated or less 
strictly regulated financial institutions. 

7. All measures designed to strengthen the banking industry are to be implemented 
at the European level wherever possible. This will improve the stability of the 
European banking industry as a whole, and prevent the competitive position of 
Dutch banks and their customers from being unnecessarily damaged.  

The new and significantly stricter regulations of the Basel Committee on Banking 
Supervision (BIS 3), the adoption of these regulations in European legislation (CRD IV) 
and the proposed EU Crisis Management Directive already provide for these measures to 
a significant extent, particularly with regard to strengthening capital and liquidity buffers.  
The implementation of the Wijffels Committee’s recommendations will likewise improve 
the stability of the financial system. 

As far as the financing of the loan portfolio is concerned, it would be beneficial for Dutch 
society if pension funds were to invest a larger portion of the assets they manage in the 
Dutch economy. This would reduce dependence on the volatile international financial  
markets. However, it would have to be done strictly on market terms, and therefore on a 
voluntary basis.  
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 Putting customers’ interests first 

Recent years have shown repeatedly that not all financial institutions have acted solely in 
the interest of their customers; some listed institutions, in the years prior to the crisis, 
focused excessively on their shareholders’ interests. This is not desirable for any bank, 
and certainly not for systemic banks. In order to restore trust in the industry, it is 
important that all financial services providers put their customers’ interests first again in 
the future. This requires a change in mentality and, in some cases, a change in culture as 
well. The industry is currently making the necessary adjustments and achieving great 
progress on this front.  

It should be noted that ‘putting customers’ interests first’ can be a challenge, since the 
interests of the various customer groups do not always coincide. Additionally, banks must 
also ascertain that customers do not engage in any socially irresponsible activities. 
Refusing to provide a loan to a customer to cut down rainforest may not be in  
the interest of the customer (i.e. the loan applicant), but it is socially responsible.  

In practice, ‘putting customers’ interests first’ above all requires diligent consideration by 
banks of the various interests, both those of the customers and of society in general, and 
transparency about their decisions. A bank’s range of products must be developed on the 
basis of customer needs and be subject to fair and transparent terms and conditions. 
This includes better enabling customers to accept their own responsibility. Banks should 
not, in any case, sell products which they know do not serve customer interests. 

They need to determine explicitly and in a transparent manner under what terms new 
products are to be offered to which customer group, along with the appropriate form of 
advice. The financial information leaflets provided should be drastically simplified, and all 
banks must have an ethics committee to assess conduct within the bank based on ethical 
and moral standards. Evidently, banks that act in the interest of their customers should 
not waver in their support for them during difficult times.  

 

Pricing and profit margin 

Banks, like any other business, require returns. These are needed to offset credit losses 
and shore up their Core Tier 1 capital through retention of earnings or in order to raise 
investors’ interest in new shares issues. This is the only way banks can ensure the 
continuity of services to their customers in the future. An increase in Core Tier 1 capital 
is required, for example, in order to continue financing the real economy. Banks can 
increase their lending without reducing their solvency ratios only by expanding their Core 
Tier 1 capital. Additionally, sufficient returns are the best guarantee for banks that they 
will not run into difficulties at the taxpayer’s expense. 

Moderate annual returns are necessarily a corollary of this set of circumstances and 
considerations; high returns are generally the result of increased risk and are therefore 
inappropriate for a systemic bank.



 

6 
18 September 2013    Public Affairs 

 Internal bank supervision 

In order to ensure a bank’s stability, it is essential that its governance and internal and 
external balance of power are well organised. At a cooperative such as Rabobank, this is 
guaranteed by the fact that the members – who are also customers – are ultimately in 
control. Although this cannot rule out policy errors, it does bridge the gap between 
policymakers and the bank’s most important stakeholders, its customers. At banks with 
shareholders, the interests of all stakeholders must also be carefully balanced by a 
supervisory board. For all banks, it is important that internal supervision is conducted by 
a strong, expert, independent and diverse supervisory board.  

 

External bank supervision 

The external regulators must be able to act independently and with authority, and when 
preventively intervening at a bank they must be supported by a transparent legal 
framework. Regulators must be able to act without the pressure of possible legal 
prosecution and liability, although they too should be required to account for their actions 
afterwards. It might be helpful to regulators if they could rely, if necessary, on a court of 
law specialising in financial matters. 

A duty of banks to account for their policies to Parliament is not to be recommended, 
although it may be an option for banks to organise biannual meetings for interested MPs 
following the presentation of their full-year or interim results. 

It should be possible to hold failing bankers accountable for their actions. If the failure is 
the result of culpable actions, it ought to be possible to hold them personally 
accountable, and fraud should be followed by criminal prosecution.  

 

The European Banking Union 

European regulation of the banking industry is desired, but only in the longer term and 
under strict conditions. There is a danger in being precipitous, so the following issues 
must be resolved first: 

1) There are still a large number of weak banks in Europe. The Member States must 
first improve the health of their own banking industries in the long term; 
otherwise, funds from financially stronger countries such as the Netherlands may 
be used to keep weak banks elsewhere afloat. 

2) In virtually all EMU Member States, there is a strong and direct financial 
relationship between national governments and banks. This means that, if a 
government encounters difficulties with its finances, the banking industry will 
become involved, and vice versa. As long as this situation persists – which can be 
resolved, for example, through the use of smartly designed Eurobonds – European 
guarantee systems are not a good idea. 
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3) A banking union can only be effective if, apart from supervising the banks, it is 
also authorised to intervene (i.e. resolution) and the financial resources required 
for this purpose are organised at the European level. 

4) A banking union would therefore require closer fiscal integration plus, if it is to 
contribute to the establishment of a truly European banking market, further 
harmonisation of other legislation and regulations relevant to banks, including 
privacy laws, consumer protection and duty of care. In the long term, this will also 
facilitate greater international competition in the banking industry. 

 

Bank tax 

The bank tax, which is part of a package of stricter measures and higher fees, 
undermines the banking industry’s lending capacity. Banks rely mainly on retaining their 
earnings to shore up their Core Tier 1 capital, which is necessary in order to sustain 
lending growth. A bank tax would therefore be damaging to banking customers and, by 
extension, the economy as a whole. As a result, lending to both small and medium-sized 
enterprises (SMEs) and to households will be increasingly jeopardised. In addition, the 
bank tax – unlike the stricter regulatory regime to which banks are subjected – will not 
improve the stability of the banking industry.  

 

Financial biodiversity and the future of state-owned banks 

The recent crisis has shown that cooperative banks are generally more stable than 
commercial banks. This is partly due to the nature of their business, which focuses 
mainly on serving consumers and SMEs. They are generally also more cautious than 
publicly traded banks in dealing with risk. In the governance of cooperative banks, it is 
the members who have ultimate control in this process. Their ‘returns’ come mainly in 
the form of continuity of high-quality services, and they therefore opt for continuity and 
prudence. Moreover, cooperative banks are not able to supplement their Core Tier 1 
capital by issuing shares, but must earn it by retaining earnings instead.  
 
Aiming for short-term profit maximisation, a corollary of which is a higher risk profile, is 
therefore not in their long-term interest.  

In order to ensure a financial system’s stability, it is important for banks to be involved in 
many different areas. Financial biodiversity improves the quality of a financial system. A 
diverse system, comprised of banks with a wide scope in terms of risk profile, customer 
focus, governance, size and operations, is, by its very nature, more stable than a less 
diverse banking industry.  

The question that arises here concerns the role that the government must and can play 
in the banking industry. State-owned banks tend to deteriorate over time: as soon as a 
central government takes control of banks for political purposes, this tends to create 
problems. For example, the current crisis in the Spanish banking industry is occurring 
mainly in the section of the industry owned by (lower-level) governments. In Germany  
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and, previously, France, government intervention in the banking industry resulted in 
market imbalance and substantial losses.  

It is therefore preferable if the government reduces its stake in banks it previously 
supported as quickly as possible. This obviously also applies to ABN AMRO and SNS 
REAAL in the Netherlands, which are currently still fully state-owned. While it is naturally 
up to the political establishment to determine how they intend to sell their stake in these 
banks, Rabobank would like to stress that this should not upset competitive conditions in 
the industry and that the number of risks for taxpayers should not increase any further.  

The day-to-day management of state-owned banks is no longer in the realm of 
politicians; as a result, the role of government can remain limited during the transitional 
period to that of a ‘remote shareholder’. 

 

Deposit guarantee scheme 

Deposit guarantee schemes have both advantages and disadvantages. The main 
advantage is that savers need not worry about the safety of their savings up to the 
guaranteed amount (known as the ‘guarantee ceiling’). This alone improves financial 
stability. However, the disadvantages of a deposit guarantee scheme for financial 
stability are also considerable. The system makes savers less alert to risk when choosing 
a savings bank. This reduces the discipline that can be imposed on the banks by the 
savings market, which, in turn, may incite banks to start engaging in more high-risk 
behaviour again. Finally, the presence of a deposit guarantee scheme can potentially 
attract weak banks. Benefiting from the backing of the deposit guarantee system, these 
weaker banks, i.e. those recognised as such by professional financiers, will offer 
relatively high savings rates in order to obtain sufficient funds. If something goes wrong 
at a weak bank, it is the strong banks that will pick up the tab, along with their 
customers and, ultimately, the taxpayers.  
 

Academic research has shown that the balance between advantages and disadvantages 
shifts as the guarantee ceiling is raised. That is, the higher the ceiling, the greater the 
disadvantages. Above a certain level, the disadvantages start to outweigh the 
advantages. The current ceiling of EUR 100,000 is too high from the perspective of 
stability. It should be noted that other reforms introduced since 2008, such as the 
establishment of a system financed on an ex-ante basis with premiums charged based on 
risk, are headed in the right direction. There are several elements that can still be 
tightened:  

1) The experience rating of the ex-ante fund to be established should more 
accurately reflect the risk profiles of the participating banks. 

2) It would be beneficial to financial-economic stability and to competition in the 
savings market if the guarantee ceiling of EUR 100,000 were reduced to EUR 
50,000 at the next review date. Small savers will then remain adequately 
protected, while the functioning of the savings market will be improved. 
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3) The regulator must closely monitor the stability of the participating banks, both 

upon and after admission. 
4) Like systemic banks, banks covered under the deposit guarantee scheme must not 

engage in extensive trading activities on their own account. 

 

Remuneration policy 
 
The Rabobank Group maintains a prudent, controlled and sustainable remuneration 
policy that is in line with the bank’s strategy, risk appetite, cooperative objectives and 
core values (Respect, Integrity, Professionalism and Sustainability). In implementing its 
remuneration policy, Rabobank considers the long-term interests of its customers and 
the stability of the bank itself. In order to maintain its competitive position in the labour 
market the bank must offer competitive pay, both in the Netherlands and internationally. 
Rabobank’s remuneration policy complies with current legislation and regulations. 

Rabobank closely monitors trends in corporate pay, in the financial industry as well as 
other sectors, and aims to pursue a competitive remuneration policy. The bank supports 
the trend in the Netherlands to reduce the use of variable pay as much as possible, while 
at the same time maintaining that there should be limited scope for exceptions in order 
to ensure professional customer service. 
 
However, there is more to remuneration than pay alone: other key features of 
Rabobank’s remuneration policy include providing an inspiring work environment and 
opportunities for personal initiative, along with opportunities for employees to develop 
their talent and work for an organisation of which they can be proud. In the Collective 
Labour Agreement signed in April 2013, Rabobank honoured each of these commitments: 
pursuing moderate pay increases, discontinuing variable pay and maintaining an inspiring 
work environment. 
 
The bank has detailed its remuneration philosophy in a document titled Vision on 
remuneration. This document can be downloaded from our website, www.rabobank.com.  

Other 
The Wijffels Committee has advocated a lower loan-to-value (LTV) ratio in providing 
mortgage loans. While Rabobank endorses this plea, it wishes to point out the specific 
circumstances that gave rise to the high LTVs in the Netherlands. Key contributing 
factors include a dysfunctional rental market, which forces people to purchase a home at 
a relatively young age, and the low household savings rate. The enforcement of a lower 
LTV ratio without a policy to back it up and resolve these issues could potentially result in 
a long-term housing market slump and a rising housing shortage among young people. A 
prudent approach is therefore recommended. 
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 Conclusion 

The Dutch banking industry can look back on several centuries of solid banking practices, 
and has contributed significantly over the decades – and up to the present time – to the 
country’s prosperity. The fees charged for the products and services provided by Dutch 
banks have traditionally been among the lowest in the world. Obviously, banks are 
responsible for ensuring that the good work they perform is transparent. Since many of 
these activities, such as safeguarding the security of cashless payments, take place 
behind the scenes the public tends to be largely unaware of the successful efforts made 
by banks to ensure that this process is completed as smoothly and safely as possible. 

However, the system has disintegrated in certain areas in recent years, and although the 
financial crisis was largely caused outside the Netherlands, Dutch banks do have some 
serious lessons to learn. The Dutch banking industry has been experiencing a steep 
learning curve, and we have already witnessed many positive changes. However, if banks 
wish to continue performing their role in the economy and in society effectively, the 
industry must retain sufficient opportunities for innovation and entrepreneurship. If these 
opportunities are constrained by excessive legislation and regulations, the industry will 
be permanently compromised, with the economy as a whole ultimately paying the price. 
Society, too, must therefore reflect on the essential question: what can and should we 
expect from our financial system?  

With a shared vision of the role of banks, a more solidly funded banking industry that 
focuses on the interests of its customers, and bearing in mind the lessons learned, all the 
conditions are in place for Dutch banks to continue successfully serving the economy and 
society as a whole in the future. 
 
 

For more information, please contact the Public Affairs Team 
by telephoning +31 30 21 68132, or sending an e-mail to publicaffairs@rn.rabobank.nl. 
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