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< Abstract >

The main component of the Vickers Report is the proposal
to set up ring-fence banks that separate wholesale and
investment banking. The Report was prepared for banking
reform in the UK following the 2008 global financial crisis. Its
fundamental aim is to end the “too big to fail” problem that
caused moral hazard in systematically important financial

institutions.

According to the report, a ring-fenced bank is structured in
two layers. First, the report suggests the scope of the ring-fence
that prescribes the financial services that the bank should, is
allowed, and is prohibited to provide. Mandated services
include the taking of deposits from, and the provision of
overdrafts to, individuals and small and medium-sized
organizations, whereas prohibited services are any investment
banking service which inevitably exposes the retail ring-fence
bank to market risks. Permitted services are taking deposits
from and providing payments services to any customer within
the EEA, including providing current accounts, savings accounts,
and investment products that will not require the ring-fenced

bank to hold regulatory capital against market risk.

Second, the Report suggests the height of the ring-fence that
determines the extent to which ring-fenced banks could be
linked to other kinds of entities within any wider corporate

group to which they belong.
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Above all, ring-fenced banks should be separate legal
entities and maintain operational independence from the wider
corporate group. Given the legal and operational separation,
the retail ring-fence bank can co-exist with other financial
institutions within wider corporate group only if some strict

conditions are met.

With regard to prudential regulation on reformed banking
structures, the committee report suggests primary loss-absorbing
capacities to be installed in UK banks. First of all, for the
amount of equity required, ring-fence banks should be subject
to stricter requirements than Basel Il capital regulation. That is,
compared with Common Equity Tier 1 baseline of 7% of Risk
Weighted Assets for Basel Il equity regulation, ring-fence banks
should be equipped with at least 10%. However, investment
banks are allowed to keep 7% to maintain international
competitiveness. Apart from equity regulation, all the banks are
required to set up bail-in bonds to cover losses in the

resolution stage.

The ring-fence bank system, rather than the Volcker rule,
should be considered for long term application in Korea
considering the current development stage of the Korean
financial market and the dominating governance structure of

major financial corporate groups.
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