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OTC derivatives regulation, MMF regulation…). Moreover 
the Eurozone has put in place several mechanisms to face 
up to a possible future crisis (European Stability Mechanism, 
Banking Union…). 

Many growth oriented initiatives have also been launched. 
These aim at supporting and diversifying the funding of the EU 
economy (Capital Markets Union, Juncker Plan, recalibration 
of prudential requirements), further integrating EU financial 
markets, ensuring that there is an appropriate combination 
of growth and resilience objectives in EU regulations (Call for 
evidence), fostering lending and fighting against low inflation 
(ECB non-standard monetary policy measures) and improving 
the governance of the Eurozone (ESM, European semester, etc.). 

The effect that these actions may have on the EU economies 
is however still difficult to predict. The tools that may have 
the most impact on the diversification of the funding of the 
EU economies, their calibration and their implementation 
schedule are still being discussed. Moreover, many observers 
are concerned lest additional regulatory requirements may 
trigger further deleveraging movements. The current loose 
monetary policy is starting to bring about unintended 
consequences e.g. increased volatility of asset prices and 
profitability issues for financial players. Economic convergence 
has not significantly progressed, with strong imbalances 
remaining to be solved across Eurozone Member States 
in particular. 

2016 will be a crucial moment for the success of these projects. 

At the same time, new waves of change are appearing very 
rapidly, bringing about both new opportunities and risks 
for the financial sector. Digitalisation and technological 
innovation represent probably the most striking evolution in 
this regard given their potential impact on current financial 
business models. 

The Eurofi High Level Seminar organised in Amsterdam on 
the occasion of the Dutch EU Presidency is an opportunity 
for many key representatives of the public authorities and 
of the financial industry to discuss openly these issues, 
vital for the future of the Eurozone and the EU and of their 
financial sectors. 

Most of the speakers (162) have accepted to express their 
views in this Eurofi magazine providing a comprehensive 
overview on these issues. We thank them very warmly for their 
thoughtful contributions and hope that you will read them 
with great interest. 

The European Union and its economies are facing many 
challenges and factors of instability that may significantly 
impact the financial sector either directly or indirectly. 
Some are external such as the refugee crisis, the terrorist 
attacks or the economic situation in other regions (China, 
lower commodity prices…). But many are internal to the EU, 
such as the high levels of unemployment and indebtedness 
that several Member States are experiencing as well as weak 
growth prospects and an ageing population in most countries. 

These difficulties as well as the apparent or perceived inability 
of the European Union to provide credible answers for them 
or to preserve sufficient economic consistency across Member 
States is undermining the broad support that European 
integration had enjoyed since its inception in most parts of 
the Union. Euroscepticism is on the rise in many Member 
States and populist parties are challenging the previous 
political consensus on closer integration. Meanwhile the 
U.K. is organising a referendum on its membership of the 
EU. Its result, though still quite unpredictable, will impact 
the European debate to a certain extent, giving confidence to 
eurosceptical forces in the case of a vote to leave or stimulating 
the debate on the governance of the Union if the vote was 
favourable to remaining.

This environment is quite challenging but it is also a source of 
opportunities and progress for the EU and its financial sector, 
even if the final outcome and the impacts are still uncertain. 

On the positive side, much has been done since the financial 
crisis to improve the resilience of the EU financial sector 
and of the entities that compose it (CRD IV, Banking Union, 
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is for the European Union to aggressively seek to capture 
all of its potential, substantial network benefits. What am I 
thinking of?

Jack Ma of Alibaba has said recently he wants to link every 
SME in the world to his trading platform, which is linked 
to the financial markets in China. Ambitious. But should 
we not in the EU be urging the EUs’ technology and 
telecom providers to build the seamless platforms so that 
any business in the EU can trade as easily with a company 
in the far reaches of the Union as it can with a company 
next door? In a common language; with transaction rating 
systems and full transparency? That vision could lead to 
a totally connected up EU, which if linked to the capital 
markets and the new financing technologies and techniques 
could provide much more innovative and cost-effective ways 
of not just trading, but also, for example, helping finance 
European SMEs which still remain Europes’ financing 
Achilles heel. It will also build large pools of investable 
capital. We should galvanize this debate immediately 
and encourage technology to help drive forward the 
development of the EU single capital market.

Another CMU policy area of prime importance for the EU 
is to build the pan-European, transferable pension funds 
it needs which, inter alia, could loosen some important 
rigidities in labour markets.

New risks are appearing in global financial markets: slower 
growth in China, deflation and commodity price falls, 
capital flight from emerging market countries, higher 
liquidity risks in bond markets, political tensions rising in 
many parts of the world, the proliferation of cybercrime 
along with enhanced market volatility which is not properly 
understood. The EU will be much stronger to face these 
threats, and others, if it is united, working constructively 
together and positioning itself for the future, not the past. 
“Chacun pour soi” is a recipe for failure.

So let us all debate openly these great issues and try to 
emerge from Amsterdam with a few key major themes 
for the future - those policy priorities that will make the 
European Union undoubtedly stronger for the future.

I look forward to seeing you all there. 

world have quite similar ways of thinking as the Europeans 
- indeed they desire avidly more European leadership and 
coordination at the global level. There is I believe a huge 
opportunity for European leadership and leverage at the 
global level if the EU can express a strong, coordinated set of 
single views.

The main financial regulatory issues at the global level all 
have a major bearing on EU policy. Asset management-
iquidity and leverage of funds; CCP resilience, recovery and 
resolution; wholesale market conduct, corporate governance 
and compensation; the “green” financing and infrastructure 
agenda and so forth. The EU needs to prepare leadership 
policies in all these areas. EUROFI can help identify the 
key points.

My third observation is that our understanding of the 
financial system remains sub-optimal at best. Data is 
partial, fragmented, tardy and unharmonized. How can 
systemic risks in complex, globally interconnected markets 
be identified in time with such a poor set of instruments to 
guide policy makers? A major effort needs to be undertaken 
to build real time data systems for the key indicators with 
an ambitious deadline. The new technologies, such as the 
blockchain, may be able to provide the way forward.

In the European Union the banking and capital market 
unions are of paramount political and economic 
importance. To build confidence and resilience. To widen 
the supply of financing instruments and strengthen the EUs 
banking system. They both need acceleration. Regrettably 
the EU does not have the luxury of time. 25 million people 
remain unemployed; public debt levels are still increasing 
and have risen tremendously since 2007 when this financial 
crisis began. European economic growth is on average still 
very low and has not recovered post-crisis; monetary policy 
is facing severe headwinds; and the European population is 
aging. Somehow demand has to be stimulated with the key 
structural reforms needing to be undertaken quickly.

There are no easy solutions. Certainly facilitating 
infrastructure investment (a global issue) with new 
financing techniques, standardization wherever possible to 
facilitate the buy-side etc. has to be one priority. Another, 
much less talked about, but I believe a hugely promising one 

Let me begin my remarks by thanking in advance the 
Netherlands Government and all its authorities for their 
cooperation, hospitality and warm welcome in Amsterdam.

This is my first EUROFI High level meeting in which I 
will be acting as your new Chair. I am deeply honoured 
to have been asked to fullfil this important function but 
acutely aware that I have a really daunting task to succeed 
Jacques De LaRosière. Jacques, as everyone knows, is simply 
irreplaceable. His leadership, great intellect and majestic 
contributions to financial policy over decades at the very 
highest levels of government and business and more 
recently as the driving force of EUROFI have been quite 
extraordinary. I will do my best to follow in his footsteps 
and ensure EUROFI remains, as it is today, the premium 
European gathering to discuss and debate the great macro 
and micro-financial issues of the day.

Let me thank all EUROFIs’ Members for their generous 
commitment to EUROFI and of course Didier Cahen and 
the EUROFI team for their very hard work and preparation 
of this meeting.

With EUROFI I am moving back to my roots - Europe 
and the European Union - from having been the 
Secretary General of a global regulatory body, IOSCO (the 
International Organization of Securities Commissions) for 
the last 4 years.

My years working at the global level have convinced 
me more than ever of the major benefits of integration 
and strong coordination of global and regional financial 
policy. This is becoming even more necessary as the global 
economy links up more and more every day with digital 
technology and as capital markets widen and deepen. It is 
fascinating to realize that almost all nations now realize 
they must develop their capital markets if they are to spread 
economic welfare and deliver much higher levels of per 
capita income to their peoples.

But whose standards will prevail? Ideally there will be 
cooperative outcomes for the key systemic issues, but not 
always. The enforcement tool box at the global level is 
weak - there is no Court to enforce, sanctions to apply or 
disputes settlement. I believe most countries around the 

David Wright  
President, EUROFI
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MREL as far as possible within the framework of the BRRD 
for G-SIBs and beyond. And this is feasible. 

MREL of not less than 8% of total liability - but on a case by 
case basis possibly well above – will generally be required for 
the largest banks in the Banking Union. I think it is safe to 
assume that for these banks, if they get into trouble, resolution, 
and not regular insolvency procedure, will be the most likely 
solution, hence, the minimum MREL target of 8%.

Setting MREL will not only mean setting quantitative targets 
per bank. We will also have to decide on qualitative features 
which might be more challenging to implement and might 
require more time for the banks to adjust to.

In February, the SRB, via the National Resolution Authorities 
(NRAs) of the Banking Union Member States, started to 
collect the data required for resolution planning and the 
determination of MREL from all banking groups under its 
direct responsibility.

We expect that sound resolution planning, together with the 
banks’ own recovery planning, will lead to fewer resolution 
cases, as planning will likely trigger earlier private solutions. 
This will be a sign that the measures taken over the last few 
years have truly helped increase financial stability. 

MREL will give resolution authorities the opportunity to 
widen the application of loss-absorbing capacity to a wider 
circle of institutions according to their assessed resolvability. 
MREL will apply to all banks within the European Union in 
an appropriate and proportionate manner. 

WHAT IS THE EXPECTED CONTRIBUTION OF AN EDIS TO THE EU 
RECOVERY AND RESOLUTION APPROACH FOR BANKS? 

 - We should not forget that the Banking Union was 
originally designed with three pillars in mind. 

The absence of a common deposit insurance scheme for the 
Banking Union means that depositors remain vulnerable.

The SRB, therefore, welcomes the EC’s proposal for a euro-
area wide insurance scheme for bank deposits setting out 
further, parallel, measures to reduce remaining risks in 
the banking sector. I cannot stress enough how important 
it is that we pick the low-hanging fruit, which is the full 
transposition in all Member States of the DGS Directive and 
the creation of prefunded National DGS Funds. 

The SRB is actively engaging with the Council and Parliament 
to help add our expertise to this process. 

Harmonising insolvency law is much more tricky and every 
small steps towards bringing national insolvency regimes 
more in line with each other is welcome. 

It will clarify how we will handle actual bank resolution 
cases, how the different resolution tools available (sale of 
business, bridge institution, separation of assets, and the 
famous bail-in) can be used, and some of the policies we will 
implement in resolution cases. We will also conduct crisis 
simulation exercises involving all relevant stakeholders. 

The Single Resolution Board is committed to enhancing 
financial stability by addressing and removing obstacles 
to resolution. 

WHAT ARE THE LESSONS LEARNT FROM THE RESTRUCTURING 
OF THE ITALIAN, PORTUGUESE… BANKING SYSTEMS FOR THE EU 
RESOLUTION ARRANGEMENTS? 

 - Not only are we, the SRB, a new player in bank 
resolution, but all our tools and powers as of 1 January 2016 
are, too. This may help explain the flurry of resolution actions 
at the end of 2015. 

The rules for resolution as laid down in the Bank Recovery 
and Resolution Directive (BRRD) are clear and we will apply 
them consistently to be as predictable and as transparent as 
possible. I certainly won’t comment on, or judge, resolution 
measures taken before our powers came into full effect; these 
were taken at the full discretion of national authorities. 

The BRRD sets out a clear order of burden sharing. Liabilities 
are bailed in by reference to their ranking in terms of seniority. 
For example, all holders of subordinated debt, irrespective of 
whether they are retail or wholesale investors, are bailed in 
on equal terms before any holders of senior liabilities, etc.

A bank should be able to fail without dragging whole 
countries’ economies with it – just like any other business. 
The bottom line is clear: burden sharing while banks are 
being resolved and in a transparent manner. 

The Single Resolution Board will improve overall financial 
stability by addressing and overcoming resolution obstacles. 
Financial institutions will therefore be more robust, more 
resistant and the regulatory landscape more efficient. 

BAIL-IN INSTRUMENTS: WHAT ARE THE CHALLENGES POSED 
BY INCONSISTENT APPROACHES IN THE EU CONCERNING THE 
RELATIVE SENIORITY OF THE DIVERSE LIABILITIES? WHAT SHOULD 
BE THE MAIN FEATURES OF MREL? HOW TO ACHIEVE THEIR 
CONSISTENCY WITH TLACS? 

 - Clearly, MREL, or Total Loss-Absorbing Capacity 
(TLAC), to mention its international sibling, are crucial policy 
topics. In 2016, the SRB will set the MREL targets for the banks 
under its remit as a core feature within resolution plans. 

MREL, introduced by the BRRD will apply to all banks within 
the European Union in an appropriate and proportionate 
manner. 

It will be our task to align the main TLAC requirements, 
which the G20 agreed on for the globally systemic banks, and 

WHAT ARE THE KEY CHALLENGES AND PRIORITY ACTIONS OF THE 
SINGLE RESOLUTION BOARD IN THE FORTHCOMING 18 MONTHS? 

 - Currently, the SRB has around 130 staff members 
from diverse backgrounds and from nearly all Member States 
and we are expecting to double this number by the end of 
2016. The necessary administrative rules for the Single 
Resolution Board (SRB) have been set up and operations are 
running smoothly given that the SRB is still a start-up. But, of 
course, there is still a lot to do.

The SRB is a forward-looking organisation focused on 
resolution planning. We will not just wait for our “first 
customers”. 

The main objective for 2016 is to achieve full resolution 
planning capacity and, in particular, form the Internal 
Resolution Teams (IRTs) and Resolution Colleges (RCs). 
Together with National Resolution Authorities (NRAs), we 
have started to prepare Transitional Resolution Plans for 
a selected number of banks in 2015 and will enhance these 
plans and draft a first round of resolution plans for all entities 
under the SRB’s remit in the coming months.

The SRB will conduct resolvability assessments, define 
measures to address or remove barriers to resolvability, and 
determine minimum requirements for eligible liabilities - or 
MREL - for individual entities and groups. 

We intend to publish a vademecum later this year allowing the 
industry and the general public to understand our approach 
to resolution planning better and resolution. This is crucial to 
ensure transparency and provide certainty to markets.

Elke König 
Chair, Single Resolution Board (SRB)
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firms to outsource key operations and use newer technology 
to improve their international payment processes and reduce 
costs.  Technology is also being used to make services more 
mobile and more immediate.  All this is revolutionising the way 
services are delivered.  Businesses have no choice but to adapt.  
What regulators can do is create the right conditions to help.  

This primarily means giving businesses a period of regulatory 
stability and not choking off exciting new opportunities.  
We’ve done a lot in recent years to improve our supervisory 
and regulatory framework, and hardwire consumer 
protection into our system.  Now, businesses need the space 
to focus on how best to serve their customers.

As I work to build a Capital Markets Union, I see great potential 
for new technologies to help consumers across Europe shop for 
the financial product that’s right for them, and for businesses 
to be able to offer their services to customers wherever they 
are.  Technology should also help financial products to be more 
portable within the single market, so that when consumers 
move around Europe, they can take products like bank 
accounts, pensions, or health and life insurance with them.   

Through a consultation on consumer financial services we have 
asked for views on how we can best exploit digital technology 
to deepen the single market in this area. We have had a good 
response, including from FinTech companies. We are now busy 
completing our analysis and, focusing on practical solutions, 
we will set out how to follow up this summer. 

WHAT ARE THE MAIN ISSUES FOR SINGLE MARKET IN THE FINANCIAL 
AREA?  IS THERE AN INCREASED RISK OF FRAGMENTATION OR ON THE 
CONTRARY AN OPPORTUNITY TO FOSTER FURTHER INTEGRATION?

 - My focus is to make sure the financial market is 
able to play its full part in supporting investment, growth and 
jobs in the wider economy.  This is what drives me forward in 
my work to build a Capital Markets Union (CMU).  

The whole point of the CMU is to create bigger markets that could 
complement banking lending, support growth and strengthen 
financial stability in Europe.  But my motivation is a practical one, 
not an academic vision for more integration.  At its heart is the desire 
to build up a funding conveyor belt to help companies can access 
the funding that’s right for them at every stage of development.  

At the moment, entrepreneurs in Europe cannot always get the 
funding they need to get going, particularly if their idea involves 
higher levels of risk for higher return.  Many more established 
companies cannot get the investment they need to remain 
competitive.  That’s why we’re working on all fronts to free up 
investment, whether it is bank lending by restarting the securities 
market, venture capital by amending existing legislation or 
improving the passporting system for investment funds.  These 
are practical measures designed to channel investment across 
Europe to where it is most needed. That’s how we can help 
companies grow and create jobs in Europe. It will continue to be 
my focus in the months and years ahead. 

These are just some of the measures that we are taking forward.  
I hope our proposals can be agreed quickly because they could 
make a real difference.  If we could restart our securitisation 
market, we could free up 100 billion euros of additional lending.  
If we could grow equity markets across the EU to bring smaller 
ones to the European average, 25 billion euros of additional 
capital could be raised.  With our proposals to reform the 
Prospectus regime, we could save listed companies alone up to 
100 million euros a year.  All this cannot be done overnight.  It is 
going to require a sustained effort.  But with the support that I 
am receiving from all sides, I sense a great opportunity to make 
our financial system more diverse and more resilient, and to 
support investment, growth and jobs in Europe.  

WHAT ARE THE KEY OUTCOMES OF THE CALL FOR EVIDENCE IN 
THE DIFFERENT FINANCIAL AREAS CONCERNED?  WHAT ARE THE 
STEPS THE EU COMMISSION IS ENVISAGING?

 - Our call for evidence on financial services 
legislation has just ended. It is too early to talk about definitive 
outcomes, but three themes are emerging.  Respondents 
have said that in places our legislation is not proportionate 
enough; that it could be limiting financing available to the 
wider economy; and that the compliance burden is too high.

There is a recurrent concern that our rules could be getting in the 
way of the diversity of Europe’s financial sector.  Respondents 
call for rules that take greater account of companies’ size, 
business models and risk profiles.  A number argue that the 
capital requirements are too onerous for smaller banks, but this 
concern is shared well beyond the banking sector.

Many respondents have raised concerns about declining 
market liquidity, particularly in corporate bond markets, and 
question whether regulation has had a hand in this decline. 
Businesses also complain they are reporting and disclosing the 
same information in different ways to comply with different 
pieces of legislation and that the volume of information they 
are being asked to provide is not always proportionate to risk.  

Many other areas have been covered including possible gaps 
in our legislative framework.  We are now considering all the 
responses and the evidence that support them, and we will come 
forward with our thinking on how to follow up this summer.  

ARE ON-GOING TECHNOLOGICAL EVOLUTIONS IN THE FINANCIAL 
SECTOR AND INCREASING DIGITALISATION AN IMPORTANT 
ELEMENT OF THE CMU AND HOW SHOULD WE BEST LEVERAGE 
THOSE EVOLUTIONS?

Digital transformation is in full swing right across the 
financial sector.  Our challenge is to make the most of it to 
deepen the single market. I see real potential, particularly for 
consumer financial services.

The challenge cannot be met by regulators alone.  Europe’s 
best financial services companies are already exploiting the 
new opportunities.  Data analytics and machine learning are 
helping companies offer cheaper and improved services, better 
tailored to customer needs.  Cloud computing is allowing 

IS THE CAPITAL MARKETS UNION INITIATIVE ON THE RIGHT RACK?  
WHAT ACHIEVEMENTS CAN BE EXPECTED BY THE END OF 2016?

 - My aim was to have a practical bottom-up 
approach which would deliver some early wins and thus 
help generate momentum for more reform, so yes I believe 
we have got off to a good start.  We have made a number of 
proposals to strengthen capital markets and help money flow 
throughout the EU to where it’s most productive since we 
published the CMU Action Plan last autumn. There is more 
to come this year.

We have already acted to support long-term investment 
by insurers in infrastructure projects by proposing an 
amendment to European prudential rules.  To free up bank 
lending in the wider economy, we have tabled a proposal to 
revive securitisation markets.  We have proposed an overhaul 
to the Prospectus regime to make it easier, faster and cheaper 
for companies that want to tap public markets.  For consumer 
finance services, we have published a green paper with a view 
to helping people buy financial products that are right for 
them regardless of where they are in Europe.  And we have 
launched a Call for Evidence on financial services regulation.

We’ve built up a good momentum. This year I want to keep 
up the pace.  So we will propose a package of measures to 
build up scale, diversity and choice in our venture capital 
markets to help entrepreneurs.  Work will begin to improve 
the passport system for investment funds so that they can 
offer their services more easily in different countries, and so 
that investors have got more information and choice.  And we 
will work to overcome the main difference in our insolvency 
regimes to give more certainty to cross border investors.    

Lord Jonathan Hill  
Commissioner, Financial Stability, 

Financial Services, and Capital Markets Union, 
European Commission
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But our work is not done. The legacy of the crisis still 
weighs heavy. Unemployment is still too high, growth 
potential is subdued and high public and private debt levels 
make Member States vulnerable. Risks in the financial sector 
remain. Institutionally, we had to make some necessary 
compromises during the crisis. We attached the SSM to the 
ECB and established the fiscal compact outside the treaty 
framework. These can only be temporary solutions, which 
we will have to address with treaty changes someday.
Discussing treaty changes however should not dilute our 
focus on what needs to be done in the Member States 
today. Too much effort is spent on discussing possible 
future instruments of risk sharing. It is difficult to shake 
the impression that some are comfortable with shifting 
the attention towards the Eurozone level rather than on 
using existing instruments and going ahead with necessary 
reforms at home.

If we want to deepen EMU, we have to do so on a solid 
foundation. We have to implement what we agreed to 
in the past. It is Member States themselves who have 
to ensure stable public finances. They have to create 
the right framework for employment, investment and 
growth. This can only be achieved with structural reforms 
at home. Hopes for easy solutions from expansionary 
fiscal or monetary policy are misled. These policies 
cannot foster medium-run growth, and high debt levels 
and demographic pressure leave no room for short term 
fiscal impulses.

We need to think more profoundly about where we need to 
foster convergence by moving towards the best performers, 
be it in economic structures or institutional set-up, e.g. 
through benchmarking. We have to answer the question 
where we might need additional transfers of sovereignty or 
maybe more harmonization.

I am aware that the willingness to engage in treaty changes 
is low at the moment. That is why we have to focus on what 
we can achieve within the current framework. There is a lot 
of potential. The EU-budget could better reflect European 
added value and support necessary reforms in Member 
States. The European Semester as a core instrument of 
economic governance should be further strengthened. 
The common market is still not complete and the capital 
markets union needs to be driven forward. The link 
between sovereigns and banks has to be reduced by tackling 
regulatory exemptions for sovereign debt in bank balance 
sheets. Overall risk in bank balance sheets has to be reduced, 
as has the vulnerability of Member States through high 
public debt levels. Fiscal surveillance needs to be applied 
more independently and the no-bailout clause needs to 
be strengthened.

There are no quick fixes when it comes to deepening 
EMU. But I am confident that through many small steps 
we can create the basis for a stable and prosperous EMU 
in the face of global challenges. To meet these challenges, 
deepening EMU is not only a credible objective, it’s an 
indispensable objective. 

Dr. Wolfgang 
Schäuble
Federal Minister of Finance, Germany

Deepening EMU: 
an indispensable objective 
in the face of global challenges

The European Union and its Member States continue to 
face a host of challenges. The threat of terrorism, massive 
increases in migration flows and increasing risks to the world 
economy all directly influence the European economies and 
citizens. These challenges are essentially global in nature and 
require a strong and common European reaction.

During the economic and financial crisis, the Eurozone has 
shown what is possible when its Member States act together 
decisively. We strengthened our economic and financial 
ruleset, we created the firewalls EFSF and ESM and we 
established the banking union. Most importantly, Member 
States that were subject to economic adjustment programs 
undertook tremendous efforts to reestablish competitiveness 
and fiscal sustainability, supported by European solidarity. 
These measures were successful overall. The Eurozone has 
returned to growth; confidence has returned.
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effects of the downturn on the national budgets. The debt 
overhang, cyclical differences, structural rigidities as well as 
low labor mobility keep the Eurozone exposed and vulnerable. 
 
Lack of trust and increasing doubts about the viability of the 
EU project among its citizens are dangerous consequences 
of protracted economic problems. Rise of populist and anti-
establishment parties undermines the political stability, 
which then translates into diminishing support for the 
Eurozone and for the EU. Political frictions among Member 
States are starting to spill over into other policy areas as well.
 
Diverging views even on the basic questions, such as the 
definition and format of the fiscal union hold back the move 
towards further integration. For some, efforts should not 
go beyond fiscal coordination and surveillance. For others, 
fiscal union ultimately means the provision of risk sharing 
mechanisms. In fact, these two approaches should be considered 
complementary and part of the same long-term project.  
 
It should be stressed that an explicit Eurozone budget 
per se is not necessary in order to equip the Union with 
a macroeconomic stabilization function. The economic 
essence can be embodied in a form of a fiscal instrument, 
which would be less demanding politically and legally 
speaking. Naturally, chief among the hurdles to the 
introduction of a fiscal union are the fears of moral hazard 
and permanent transfers. My view is that such fears are 
overblown and can be addressed with a careful design of the 
specific fiscal instruments.

Having a close association with the cycle, households’ 
income protection presents itself as an optimal candidate 
to fulfil the stabilization function. Insuring against large 
cyclical fluctuations, temporarily, and only in the case 
of significant shocks, the European Unemployment 
Insurance Scheme could tackle the issue of moral hazard 
and permanent transfers. It could become an impetus for 
a much larger project of improving labor mobility in the 
EU. Lastly, by reaching out directly to citizens, the scheme 
could also enhance social and territorial cohesion in the 
EU. In case of Pan-European shocks, especially when ECB 
faces zero lower bound, a common investment program 
could help boost domestic demand and growth. Operational 
and implementation challenges would be reduced as this 
instrument could build on the existing European Fund for 
Strategic Investments. 

Benefits of closing the gaps in the EMU´s institutional design 
appear straightforward, both, in the short and the long term 
perspective. In the near term, a credible commitment to make 
the Eurozone more resilient would immediately improve 
investors’ confidence and business environment. In the long run, 
stability and predictability would improve growth perspectives 
and economic and political stability of the EU as a whole. 

Sure, this is a grand vision and it won’t be done overnight. 
But unless we are ready to give up on the project of the 
currency union, we must begin a serious discussion on the 
project of fiscal union. 

Peter Kažimír 
Minister of Finance, Slovak Republic

Towards a Fiscal Union: building a 
resilient and stable Eurozone

The crisis of 2008 and its aftermath have exposed the 
architectural weaknesses enshrined in Europe’s Economic 
and Monetary Union since the Maastricht Treaty. 
Introduction of the common currency was a grand political 
step in itself but, the fathers of the EMU lacked the political 
will to go all the way. Instead of developing the vital elements 
of the fiscal union, they relied solely on the fiscal discipline 
of Member States. Today, almost 25 years later, the fiscal 
integration remains a politically contentious issue still. 
Nevertheless, the financial and economic turmoil is a proof to 
many that a system of common currency without a common 
fiscal policy is inherently inadequate and a fundamental 
reform is inevitable if we are to handle any future shocks 
effectively. Important reforms that have been introduced 
in the last couple of years improved the financial and fiscal 
resilience of the Eurozone. However, more is needed.
  
We have seen that single monetary policy cannot solve 
problems of Member States in different stages of their 
economic cycles. Market based adjustment mechanisms 
proved insufficient and slow to mitigate long lasting negative 

In order to foster the progress, the Five Presidents’ 
Report suggests further institutional and procedural 
improvements: for example, to establish National 
Competitiveness Boards and use benchmarks for 
convergence. But is this enough to address the problem 
– to speed up the implementation of most needed 
structural reforms? 

It is very important to understand that the structural 
reforms is not a mere technocratic exercise. We also need 
political will and commitment to implement them. For 
this, it is crucial to have public support leading to political 
ownership of reforms. The reforms should therefore have 
clear public goals and added value well perceived by the 
society. Creation of a new independent institution, which 
is essentially outside the process of political decision-
making, will provide little help to increase political 
ownership. Setting the benchmarks for convergence 
towards the best performers will also work only if there is 
political will to follow them. 

Therefore, we should think about political rather than 
bureaucratic remedies to address the problem of political 
will and ownership. Here are some of them.

Increasing political commitment: Each Member State 
could be required to present a commitment letter to 
inform the Commission and peer Member States about 
the planned progress in the implementation of the most 
recent CSRs and how it is going to contribute to the 
implementation of the euro-area recommendations.  

At the same time, ensuring reasonable flexibility: We have 
to acknowledge that Governments have their own national 
agendas as well, which they are seeking to implement 
during their term. An election cycle therefore has a 
particular impact on the progress of structural reforms. 
Therefore, the Member States should be given flexibility 
to decide on the scope, order and implementation 
pace of the reforms in the context of their national 
development priorities.

Finally, strengthening the role of the European Council: 
The implementation of structural reforms needs increased 
political ownership of the Government in corpore rather 
than to be separate business of a finance minister or other 
line ministries. Therefore, more substantial discussion 
on the implementation of the CSRs by European leaders 
at the European Council with emphasis on monitoring 
of achievements could help in turn to mobilise political 
leadership and push for progress in the Member States.  

Rimantas Šadžius 
Minister of Finance, Lithuania 

Implementation of structural 
reforms not a technocratic exercise

We have excellent procedures, but lack political will and 
ownership.

Structural reforms in Member States remain the key issue 
on the EU agenda. Their importance is reflected once again 
in the 2016 Annual Growth Survey and in the euro-area 
recommendations.
 
In the EU we have a well-organized process on the 
structural reform identification and implementation 
monitoring, called the European Semester. Every year we 
adopt country-specific recommendations (CSRs), in which 
the Member States are encouraged to undertake particular 
structural reforms. A year later the Member States provide 
National Reform Programmes, where they report on how 
the CSRs are addressed and what progress in structural 
reforms is achieved. 

Despite all these elaborate EU procedures, it seems more 
and more that we have got reform fatigue. More visible 
progress on structural reforms was achieved only during 
the crises period, but now we are clearly losing momentum. 
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only 1.1%. Several countries failed to adapt their economies 
to the changes in the economic environment seen in 
recent decades. These include the monetary union, but 
also ongoing globalisation, which increased capital flows 
and trade competition. While structural convergence was 
clearly needed, structural differences between countries 
only widened.

To raise growth potential in a sustainable way, a mix of 
instruments is needed. Monetary policy is playing its part. 
So far, the ECB has taken many measures, including lower 
policy rates, enhanced liquidity provision and purchases 
of assets. In general, however, what monetary policy can 
achieve in terms of growth is limited at the current juncture. 
Monetary stimulus is reaching its limits and – if maintained 
for too long – comes with risks of negative side-effects like 
financial imbalances and misallocations. Central banks can 
buy time, but cannot solve structural problems. Obviously, 
additional measures are required. Unfortunately, budgetary 
leeway is limited in most countries. Public debt remains 
high at 94% of GDP on average, and Europe needs to 
preserve the credibility of its fiscal rules. 

By far the most effective way to increase growth will be 
structural reforms. They would increase the resilience 
and adaptability of Member States, especially after crises. 
Reforms also increase growth potential. The OECD 
estimates that moving towards best practices via reforms 
could raise GDP by 4-7%. Possible measures include 
liberalization of the service sector and of regulated 
professions. Another priority should be to stimulate 
innovation, R&D and the application of ICT. The 
quality of institutions should also improve, for instance 
the efficiency of the judiciary system in protecting 
property rights.

First and foremost, reforms are the responsibility of 
Member States. They reap most of their benefits and bear 
most of their costs. Still, difficult measures are often only 
taken when they are urgently needed. This is why Europe 
should also stimulate reforms. Mechanisms like Europe 
2020 and the Macroeconomic Imbalances Procedure 
aim to achieve this. Unfortunately, the implementation 
of policy recommendations remains incomplete so far. 
European coordination may thus need to become more 
binding in the future. Strict compliance with the rules is 
necessary to reduce existing vulnerabilities more quickly, 
and to better prevent new ones. That would also reduce 
the probability of future calls on public risk sharing 
schemes like the European Stability Mechanism. The 
shared responsibility for risks should go hand in hand 
with better control of these risks. 

These measures by individual countries and at the euro area 
level would contribute to better economic performance and 
a more robust monetary union. They would bring a much 
needed positive perspective for euro area citizens.  

Klaas Knot 
President, De Nederlandsche Bank

Towards a sustainably higher 
growth potential in the euro area

European integration has historically stimulated the 
advancement of living standards. In the 1950s, trade 
integration contributed to the recovery from the Second 
World War. After the oil crises in the 1970s, Europe agreed 
to realize the Internal Market by 1992. And after the fall 
of the Berlin Wall, former communist countries profited 
from EU accession. But in the wake of the financial crisis, 
the EU’s effectiveness in promoting higher living standards 
is in doubt. Some now believe that Europe is the problem, 
rather than the solution to economic woes. Especially in the 
euro area, where growth is lower than in other advanced 
economies and unemployment is high, this sentiment 
could eventually erode public support for the euro and the 
European project. 

Part of the explanation to low growth is related to the 
imbalances that developed before the crisis in a number 
of countries, e.g. housing market bubbles, eroded price 
competitiveness, current account deficits and high public 
and private sector debt. Another important part of the 
problem is more structural in nature. The European 
Commission projects potential growth in the euro area at 
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Overall, if Member States were to close half the observed gaps with 
best performers in structural indicators in areas such as market 
competition and regulation, labour market and skills upgrading, 
tax structure and R&D, EU GDP would be lifted by 5.8% after 10 
years. Among the structural reforms modelled, labour market 
reforms, especially reforms that raise labour force participation, 
yield the largest GDP effects in the short to medium run. 

Structural reforms are key to improve the regulatory 
environment to promote investment.

And higher growth encouraged by structural reforms can make 
it easier for Member States to reduce the still high public and 
private debt.

Many of the EU`s actions can contribute to promote structural 
reforms. A digital single market, capital markets union, an 
energy union, and full use of the Single Market Strategy can 
create the right incentives, help putting incumbent market 
operators under competitive pressure, and allow us to tackle 
some of the existing legal restrictions.

But the main responsibility for economic policy making still lies 
with Member States. They must exercise these responsibilities 
in the interest of the EU and the Euro area as a whole. 
This is the fundamental challenge for the governance of our 
economic and monetary union: How to encourage Member 
States effectively to exercise economic and fiscal policies in our 
common European interest?

There are five EU levers which can help today:

First, we need to make the most out of the country-specific 
recommendations which we are giving in the European Semester. 

On 24 February the Commission has provided a 360-degree 
analysis of key economic and social developments and the 
reform progress in Member States in its country reports. We 
have been carrying out broad consultations with national 
governments, parliaments and social partners, and the 
Commission will adopt country specific recommendations 
in May, which should again be very much focused on the key 
reform challenges each Member State is facing.

Second, we are developing strong capacities to provide technical 
assistance for reform development and implementation. 
To support structural reforms, the Commission intends to 
progressively roll out the technical assistance offered by the 
Structural Reforms Support Service. 

Third, we will seek to enhance the use of the European 
Structural and Investment Funds in support of key priorities 
highlighted in the country-specific recommendations. 

And fourth, we need to make increased use of benchmarking 
best practices in economic policy reforms. As the ongoing 
benchmarking exercises in the Eurogroup (e.g. on the tax wedge 
on labour) have shown, comparisons on the reform progress 
and benchmarking against best practices, if appropriately used, 
can be an additional lever for action. 

Valdis Dombrovskis  
Vice-President for Euro and Social Dialogue, 
European Commission

Encouraging structural 
reforms in the EU

The EU is making better use of its tools to step up 
implementation of structural reforms as an element to address 
Europe’s fragile recovery and continuous low growth potential.

The Euro area recovery is fragile, and requires urgent action. 
Member States have made continuous, but uneven progress in 
addressing imbalances and implementing structural reforms.

For example, a number of additional measures were taken in 
the banking sector to tackle non-performing loans, and we 
have just recently agreed with Italy and Hungary two models 
how these can be taken off banks’ balance sheets either through 
securitisation or through a bad bank. On the other hand, the 
services sector is for example an area where reforms continue to 
be difficult.

It is clear that the implementation of key reforms takes time 
to materialise, and political factors such as national election 
calendars have slowed down new reform efforts. 

But in a way we are also seeing now that if you do not 
implement reforms early enough when the environment is 
good, reforms may come too late to take effect when it would 
be most needed. So the Commission is really urging Member 
States to speed up.

Structural reforms have the potential to boost growth and 
create jobs.
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Consider the post crisis regulatory reforms designed to prevent 
future financial crises. On the face of it, there seem to be good 
outcomes: more and better capital and liquidity for banks, as 
well as increased regulatory focus on non-banks and systemic 
interactions. Yet, below the surface, problems lurk. Most of the 
regulatory measures proposed are only marginally stronger and 
more detailed versions of existing measures that failed to prevent 
the crisis in the first place. Moreover, institutions seem likely 
to continue successfully gaming the regulatory system as they 
have done for decades. The danger also remains that regulation 
will simply drive risky business further into the shadows, as with 
“shadow banking” before the crisis began. Finally, regulatory 
changes have sharply reduced the profits and potentially the 
viability of many of the banks that are still “too big to fail”.

A deeper problem is that regulation, focussed almost entirely 
on the prevention of future crises, has left the current crisis 
unresolved – especially in Europe. The level of nonperforming 
loans at European banks remains very high as does suspicion 
of wide spread “extend and pretend” lending to zombie 
customers. Combined with new “bail in” provisions, this has 
raised the cost of new capital significantly. This in turn has made 
financial institutions even more cautious about new lending, 
a development which has held back the European economic 
recovery. The fact that, after the Eurozone crisis began in 2010, 
regulators encouraged creditor banks to retreat from peripheral 
Eurozone countries also made the crisis worse. 

If criticisms can be made of post crisis regulatory policies, 
global monetary policies must be criticized even more. While 
unprecedented in scale and scope, they have failed to deliver 
“strong, sustainable and balanced growth”. Experimental and 
diverse measures across countries, smelling of panic, have led 
to cautious spending. In any event, easy money works largely 
through encouraging spending today rather than tomorrow. 
As tomorrow inevitably becomes today, it must lose its 
effectiveness. 

These monetary policies have also had undesirable side effects 
on both the demand and supply side of the economy.  As 
to demand, nonfinancial debt levels have risen from 210% 
to 250% of global GDP since the crisis began. In particular, 
the status of the emerging market economies has changed 
enormously. In 2008 they were relatively healthy and “part of 
the solution”. Today, however, they are “part of the problem” 
of debt headwinds, artificially high asset prices and domestic 
and international imbalances of many sorts. As to supply, easy 
money may have contributed to the decline in productivity 
growth in recent years. By encouraging lending to zombie 
companies, at the expense of new and innovative companies, 
easy money has truncated severely the Schumpeterian process 
of “creative destruction”.

 With financial system problems unresolved, and with the real 
economy showing increasing weakness, the global economy 
remains vulnerable to a vicious downward spiral. Prudential 
regulation and easy money have not sufficed and must be 
complemented by other policies to increase both aggregate 
demand and supply. Governments alone can do this and they 
must, at long last, face up to their responsibilities. 

William R. White 
Previously, Economic Adviser and Head of the 
Monetary and Economic Department, 
Bank for International Settlements (BIS)

Avoiding systemic crisis: 
Will prudential regulation 
and easy money suffice?

Post crisis policies have not lowered the probability of a 
global downturn. Indeed, seven years after the crisis began, 
vulnerabilities both old and new can easily be identified in 
each of the largest economies. Moreover, in a globalized world, 
vulnerabilities that materialize anywhere will have serious spill 
over effects everywhere. Should this happen, the associated 
social and political implications should not be underestimated. 

How could we have arrived at this point? The simple answer is 
that both regulators and central banks have been guided by false 
analytical frameworks. They have assumed that the economy 
is not only understandable but also controllable. In reality, the 
economy is too complex and adaptable to be understood, much 
less tightly controlled. As a result, most official policies have 
proved ineffective in the pursuit of their respective objectives. 
Still more serious, they have generated unintended side effects 
that have made matters worse not better. 
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debt deleveraging process? Markets thus remain unanchored 
and, as seen in early 2016, highly volatile.

Market signals are not encouraging. Even though bad 
outcomes started to materialise just now, their underlying 
risks had been identified previously and are at least in part 
related to the unbalanced mix of unprecedented monetary 
stimuli with insufficient structural reforms during the window 
of opportunity that unconventional monetary policies bought 
us. We therefore ended up with excessive valuation in bond 
markets in advanced economies, excessive foreign currency 
borrowing in emerging market economies, and excess supply 
in some key commodity markets, especially oil.

All these excesses are now unwinding. Markets are now 
seeing that overvaluation of assets is not supported by the 
current growth outcomes and future productivity prospects; 
central banks’ asset purchase programs are unlikely to 
sustain current valuations; and emerging market economies’ 
growth will slow down due to a combination of intentional 
changes in growth models, paying down of corporate debt, 
local idiosyncratic political economy developments and 
classical sudden stops of capital flows.

In addition, each of these factors produce feedback loops. 
For example, lower growth in China produces weaker oil 
prices, global deflationary pressure, more stress in debt 
repayment, etc. These developments add to worries about 
global growth. Accordingly, risk premia in financial markets 
have risen sharply, government bond yields have fallen 
further, often into negative territory, and yield curves in 
major advanced economies have flattened.

Moreover, market confidence may be further hampered by 
a growing market perception that central banks now have 
less and less room for manoeuvre. Rather than positively 
influencing expectations and consumption demand, the use of 
negative interest rates might have actually prompted worries 
about financial stability and higher savings needs. In short, the 
cost-benefit trade-offs are uncertain at best and worsening.

How could we re-anchor markets’ faith in the future and avoid 
a negative spiral? First, using positively the impulse coming 
from the US recovery and the tail winds from low oil prices 
while continuing the gradual normalisation of monetary and 
financial conditions there.  Second, examining how best to 
rebalance the mix of fiscal and monetary policies domestically 
and globally. Central banks have done more than their part. 
It is now for fiscal policy-makers to convince all that we 
are capable of sensibly investing in productivity-enhancing 
activities without creating fears of Ricardian equivalence. At 
the zero-lower bound, fiscal might dominate monetary policy 
options. Third, strengthening structural reforms that are 
part of, and should lead to a more sustainable socioeconomic 
equilibrium. That, in turn, should begin addressing some 
of our entrenched and widespread disputes about current 
and intergenerational resource allocation, our societies’ 
“social contracts”. This is well beyond macroeconomics but 
our dismal science can perhaps contribute with some useful 
elements for our societies to choose from. 

Luiz Awazu 
Pereira da Silva 
Deputy General Manager, 
Bank for International Settlements (BIS)

How to engineer more confidence 
at the Zero-Lower bound?

Almost eight years on, the Global Financial Crisis continues to 
challenge us in many analytical and policy dimensions. First, 
the good news: we understand the dynamics global financial 
cycles much better; we were able to use old and new monetary 
policy tools to affect financial markets sentiment; and we have 
managed to avoid a 21st Century Great Depression.

Yet, despite all that, we seem to be stuck in a relatively 
mediocre low-growth and volatile macroeconomic and 
financial environment. One reason might be a lack of 
confidence: somehow, markets still cannot firm up their 
expectations about what is the post-crisis long-term 
sustainable growth rate, a reasonable benchmark return 
on savings through investing in safe assets, and a sensible 
method for pricing assets and risk-taking. The differences 
between current competing and yet plausible narratives 
about the future are simply too big. Are we in a more 
structural secular stagnation trap or in a simpler post-crisis 
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Felix Hufeld 
President, Federal Financial Supervisory Authority, Germany (BaFin) 

La forza del destino

The world around us is constantly changing, often at a rapid rate. Take, for 
example, the triumph of smartphones, which 30 years ago would have seemed 
like a prop from Star Trek. Nowadays, consumers use them to conduct their 
financial transactions. The world our children will live in when they are grown 
up will be very different again from the one of today. In particular, the mega-
trend of demographic development will make its mark, including in the financial 
sector. Population changes generally occur more slowly than those in the realm of 
technology, but they are usually longer-lasting as well.

One aspect of demographic change is increased life expectancy. In the dry 
language of the insurance world, this is known as the longevity risk. It is truly 
difficult to foresee the effects of increased life expectancy on the European 
financial sector, since the different variables at play are too multifaceted. They 
depend decisively on both the current and future economic, social and labour-
market decisions – and are largely outside the sphere of influence of the financial 
sector.

In view of the current situation of social funds and population development, 
however, it does not take a prophet to predict that the whole of Europe will see a 
growing importance of private old-age provision as opposed to the contributions-
based system. Clearly, this will change both markets and products. 

So we are left facing a prime example of the "horizon problem": it is currently 
hard to anticipate the specific effects that demographic change will have on the 
availability and trade of financial instruments, and to what extent long-term 
guarantees or insurance commitments will be able to be fulfilled. In addition, 
due to risks which cannot be assessed, all regulatory reporting requirements are 
outside the scope of the price changes which can currently be estimated. Yet in 
the field of demography, we are moving from the "unknown unknowns" towards 
the "known unknowns" – we already know that there are longevity risks. 

The effects of increased life expectancy on the financial sector are not an 
inevitable fate, however. They can be mitigated, at least, by constant adaptation 
to changing parameters: for example, when financial market participants can 
make a realistic assessment of how the State, undertakings and individuals will 
respond to these changes. 

Yet even when undertakings provide the right offers, there has to be sufficient 
interest on the demand side. Although the promotion of financial literacy is a 
challenge for the whole of society, the supply side should have an interest in 
getting involved as well. In this way, the industry does not only create broad 
public awareness but reduces its operational, reputational and legal risks – and is 
able to boost sales.

In life insurance, for example, demographic change is affecting the determination 
of biometric calculation assumptions and the product design. For instance, 
pension products which combined coverage in the event of death with a one-off 
endowment dominated the German market for a long time, but in recent decades’ 
annuity insurance has been gaining in popularity.
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transparent, and sufficiently flexible to accommodate the current 
economic and labour market environment.

Such a product not only aims at higher levels of retirement income and pension 
adequacy but it also has the potential to contribute to the Capital Markets Union 
by supporting the supply of long-term capital. As such, it will present another 
possible source of long-term investment for the European economy, its growth 
and creation of jobs. EU citizens will benefit from more standardised and simple 
retirement savings products. This relieves consumers of the need to perform 
in-depth analysis of investment strategies and different financial instruments.

EIOPA came to the conclusion that such a product would need to exhibit 
standardised features, such as “information provision based on the proposal of 
a Key Information Document (KID) within the Packaged Retail Insurance and 
Investment Products (PRIIPs) framework”, “limited investment choices including 
default investment options”, “regulated, flexible, biometric and financial 
guarantees”, “regulated, flexible caps on cost and charges” and “regulated, flexible 
switches and transfer of funds”. 

Further work should be done to build up concrete “product pilots” and the related 
prudential regulatory framework. In order to allow for long term investment 
strategies and for consumers to benefit from a certain degree of security and 
more stable returns, appropriate limitations to short term liquidity will need to be 
considered.

To summarise, a PEPP can increase consumer protection, transparency and 
improve outcomes for citizens. Pension providers will be enabled to offer more 
cost-effective products EU-wide that will allow for successful cross-border selling. 
Thus, a single market for personal pensions will be advantageous not only for 
consumers and providers, but for the broader EU economy.

Still, due to the current fragmentation and lack of harmonisation in the personal 
pensions market, the creation of an effective PEPP will require a constructive 
approach from Member States and from the different sectors that might offer 
personal pensions. As always the devil is in the detail and we will need to work 
closely with a range of stakeholders to ensure that we get the balance right. 

Gabriel Bernardino 
Chair, European Insurance and Occupational Pensions Authority (EIOPA)

Towards a EU Single market 
for personal pensions

The roles of public, occupational, and personal pension vehicles in each of the 28 
Member States diverge significantly. Pensions tend to be embedded in national 
social and labour law, which makes them different from other products. Some 
countries have a strong second pillar of occupational pensions; others have built 
up more third pillar private pensions and quite a number of countries have yet to 
develop strong complementary pension systems beyond the public pay-as-you-go 
social security regimes. Additionally, the pressure on public finances has been 
aggravated by demographic and economic factors. 

The consequent challenges at the level of state pensions and the fact that 
occupational pensions continue to have a reduced level of coverage in many 
member states has shifted responsibility to individuals to save for a retirement 
income through individual pension arrangements. Choosing a pension is a 
critical financial decision for a consumer, since personal pension products exist 
to provide their holders with the financial means to live after retirement. Thus, 
among the different consumers of financial services personal pension plan 
holders are one of the most vulnerable consumer groups. 

It is high time to assess the opportunities and the potential of an EU approach 
towards personal pensions. The consideration of the relevant regulatory 
possibilities has already been the focus of our work for some years. Inter alia 
EIOPA has been investigating the possibility of a Pan-European Personal 
Pension Product (PEPP) with a defined set of regulated, flexible elements. EIOPA 
believes personal pensions will only deliver on the promise of enabling adequate 
replacement rates in the future, if those savings are safe, cost-effective, >>>
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 Actuaries are ensuring that the tendency to live longer is appropriately 
taken into account by further developing mortality tables. Supervisors, for their 
part, have to require undertakings to base their new business on up-to-date 
mortality tables and increase the premium reserves for existing business. 

But supervisors and regulators can only provide support to a certain extent to 
enable individuals to make decisions with far-reaching consequences. We must 
ensure that Europe has a financial system characterised by stability and integrity, 
in which bank customers, insured persons and investors can have confidence. 
Moreover, European regulators should make sure that risk carriers possess the 
necessary knowledge, skills and expertise, and that they comply with qualitative 
and quantitative standards when it comes to transferring longevity risks to 
insurance undertakings, financial institutions and the capital markets. 

If demographic change means more personal responsibility, comprehensive 
information for consumers and the highest possible level of transparency on 
the financial markets are called for. Apart from regulators, communication 
technology – such as smartphones – can also play a certain role in this process. 

>>> >>>

Increasing longevity impacts insurers and 
their customers in many ways. One often 
neglected, but important example is the 
effect of longevity on Income Protection 
(IP) gaps. IP Gaps are how we refer to the 
increasing discrepancy between household 
cover and need for protection against 
disability or premature death. 

Hanno Mijer 
Chief Executive Officer Corporate Life & 
Pensions, Zurich Insurance Company Ltd.

Future security requires 
protection now

>>>



Population ageing is an increase in the 
median age of the population, which 
results in part from declines in fertility 
rates from the high levels of the baby boom 
generations to a lower constant level and 
partly from increases in life expectancy. 
Increases in life expectancy are the main 
driving force behind population ageing, 
particularly in the long-term. The impact 
of the baby boom is an important but 
temporary factor. Once the baby boom 
cohorts pass away, their impact will fade. 
In contrast, the impact of increases in life 
expectancy is more permanent (barring 
pandemics or wars). 

As a result, there will be fewer people in the 
workforce per retiree than today (i.e. higher 
old-age dependency ratios), which other 
things equal will put tremendous pressure 
on economies in general and on pension 
systems in particular.

Population ageing may lead to lower 
productivity and thus lower GDP, 
although its final effect is subject to 
debate. The workforce may shrink, other 
things being equal (e.g. participation rates 
and effective retirement age). Overall 
savings may also be lower, unless current 
saving behaviour changes. Its potential 
impact on financial markets includes 
the impact on portfolio strategies, the 
asset price meltdown hypothesis, and 
the impact on annuity markets. As regard 
the meltdown hypothesis, a more general 
equilibrium view taking into account 
behavioural adjustments suggest much 
smaller reductions in asset prices.

Population ageing will also affect 
public finances, especially through 
health care and pensions. Although 
population ageing will increase health 
care expenditure, the main driver of 
those increases is raising prices. Most 
of the health care costs of old age occur 
in the years just prior to death. Living 
longer just postpones the time when 
those costs are incurred, and does not 
necessarily increase them. However, the 
spread of ailments such as Alzheimer’s 
may change this outcome.

Population ageing has different impacts 
on different pension arrangements. It 
affects (1) the sustainability of defined 
benefits (DB) PAYG financed pensions 
public pensions. They may not be 
financially sustainable in the medium 
to long-run as a result of pension 
benefit promises that are out of sync 
with the new actuarial parameters 
(e.g. life expectancy); (2) the solvency 

of DB funded pensions as their assets 
may fail to cover for their liabilities, as 
they need to pay pension benefits for 
a longer retirement period; and the 
adequacy of DC funded pensions as the 
assets accumulated may be lower than 
expected to finance retirement.

The OECD recommends diversifying 
the sources to finance retirement and 
encouraging complementary funded 
private pensions. To address the problems 
posed on the sustainability of PAYG-
financed pensions, the recommendation 
is to link retirement age to changes in life 
expectancy. A better option may be to 
link the number of years contributing or 
saving for retirement to improvements 
in life expectancy, specially when 
improvement in life expectancy differ 
among different socio-economic groups. 
Similarly, adjusting actuarial pension 
parameters regularly and automatically 
will also help in addressing sustainability 
and solvency problems.

Addressing adequacy problem on DC 
pensions requires to contribute and 
contribute for long periods, combined 
with making sure that part of the assets 
accumulated are annuitized. This brings 
to the forefront the importance of 
designing the payout phase adequately 
in order to provide protection from 
longevity risk. Combining a deferred 
life annuity that starts paying later 
in retirement (e.g. at age 80) with 
programmed withdrawals during the 
first years in retirement allows to strike a 
balance between flexibility and liquidity 
on the one side and protection from 
longevity risk on the other. However, 
support for annutization requires better 
functioning annuity markets. One of the 
main problem facing annuity providers 
is how to manage longevity risk (see 
OECD Mortality Assumptions and 
Longevity Risk, 2014). 

Pablo Antolín-Nicolás 
Principal Economist, Head Private 
Pensions Unit, Financial Affairs Division, 
Organisation for Economic Co-operation 
and Development (OECD)

Ageing, pensions and 
financial markets
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As State pension ages increase in 
many countries and the average age of 
the workforce grows, disability rates rise: 
in the EU, 48 percent of those reporting a 
longstanding health problem were aged 
55-64, only 12 percent were aged 15-24. 
Disability claims have also traditionally 
risen as older workers use benefit 
loopholes as a bridge to retirement given 
declining working capacity.

At the same time, traditional 
State support is receding, whilst 
underinsurance persists due to 
misperceptions over risk and 
Government provision. In a 2015 Zurich 
survey, half of respondents believed the 
risk of losing their ability to work was 
less than 10% - the actual risk is 25%. 

Income protection gaps can have 
severe consequences for families and 
households. One-third of households 
drop into a lower income quintile after 
an unexpected adult death in the UK, and 
20 percent fall into poverty. Meanwhile, 
in the EU, people who identify 
themselves as disabled are around 15 

percent more likely to face poverty and/
or social exclusion compared with the 
non-disabled. Those able to work again 
may still face difficulties - work for the 
disabled can be sporadic, insecure and 
low-paid. In the UK, disabled people 
make an income of 70 percent of the 
non-disabled equivalent.

IP Gaps also compound pension gaps as 
affected households increasingly turn 
to personal savings and downgrade 
pension contributions.  EU savers 
eligible for retirement between 2011 
and 2015 already had an absolute 
pension gap of EUR 1.9 trillion. Funding 
longer retirements is a sizeable task, a 
significant interruption to income may 
make this impossible. 

But the consequences of income 
protection gaps go far beyond affected 
households. They are a rising societal 
issue, with serious implications for 
public and private sectors alike. 
For employers, higher incidence of 
disability means absenteeism, or 
presenteeism – when workers with 

little protection continue at a lower 
capacity, hiding their condition for 
fear of losing employment. The annual 
cost of presenteeism and absenteeism 
runs into the hundreds of billions for 
EU businesses in lost productivity. For 
Governments, rising IP Gaps translates 
to higher welfare costs and less available 
for investment in productive capacity. 

Addressing the longevity drivers of IP 
Gaps requires a collaborative approach 
between households, the public and 
private sectors at both a national and 
regional level. Using tax and welfare 
systems to incentivize income protection 
and encourage older workers to stay 
in the workforce will require tailored 
approaches by country.  Actions such 
as raising awareness of IP Gap risks, 
encouraging greater flexibility in the 
workforce for older and disabled workers 
and promoting prevention and wellbeing 
programmes can be considered at an EU 
level.  Wherever they are addressed, it is 
vital that Income Protection Gaps are 
considered as part of the wider response 
to rising longevity in Europe. 

“Labour productivity is projected to 
be the primary source of potential 
growth and hence of income to 
finance ageing costs.”

-  A N T O N I O   D E   L E C E A 

Europe will turn “increasingly grey” 
in the coming decades as the baby 
boom generation retires and the 
average life time span continues to rise. 
Europe is adjusting to face these new 
developments that are having effects on 
both growth and public expenditure. 

Due to ageing, the population of 
working age will increase more slowly 
and will start to decline at the EU level 
from 2022 onwards. With unchanged 
policies, the potential output growth 
will remain barely above 1% in 2020. 

Ageing is an important underpinning 
factor of this weak performance. 

Thanks to pension reforms, public 
pension expenditure in the euro area as 
a share of GDP is projected to be almost 
the same as in 2013, but the fiscal impact 
of ageing is estimated to be substantial 
in many euro area countries, becoming 
apparent already over the course of the 
next decade. These developments are to 
be seen against the overall background 
of persistent high levels of public debt 
and limited fiscal space, calling for 
continued efforts on structural reform. 

Increases in participation and 
employment rates, especially among 
women, and among older workers, 

will partly offset the decline in the 
share of the working age population. 
But labour productivity is projected 
to be the primary source of potential 
growth and hence of income to finance 
ageing costs. To that end, sustaining 
and accelerating current efforts to 
boost investment and productivity 
remains  crucial. 

Antonio de Lecea 
Principal Advisor, Acting Director, 
Investment, Growth and Structural 
Reforms, European Commission

Reforming to sustain 
growth and meet the fiscal 
costs of ageing
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Tony Stenning 
Head of EMEA Retirement and Retail, 
BlackRock

Supporting Europeans 
meeting their retirement goals 

In 2015 BlackRock surveyed 13,000 
European savers across 8 countries 
on their approach to saving. We have 
drawn three key conclusions for the 
retirement market: more than half of 
European household assets are held 
in cash; professional advice is a key 
element driving willingness to think 

long-term and hence invest; and 
efforts to simplify the advice regime are 
needed to give Europeans the tools for 
effective retirement planning. Less than 
half of Europeans have ever sought 
advice from a professional and this has 
a profound impact on their long-term 
wealth accumulation. >>>



social security systems that are 
reducing budget deficits in advanced 
economies are being offset, to varying 
degrees, by ongoing economic weakness 
and diminished employment in some 
countries. Coupled with potential 
higher borrowing costs, such trends 
are hampering sovereigns’ efforts to 
stabilize debt dynamics. 

This may be the start of a decades-
long period of rising tension between 
seemingly conflicting priorities: the 
need to sustain public spending on 
pensions and healthcare for aging 
populations versus the need to hold 
down or reduce government budget 
deficits and debt. 

Cora van 
Nieuwenhuizen  
MEP, Committee on Economic and 
Monetary Affairs, European Parliament

Europe’s ageing challenge: 
It’s the economy, Stupid!

The European Commission’s latest 
Ageing Report shows the scale of the 
demographic challenge facing Europe: 
where now there are over 3 workers in 
the EU for each pensioner; by 2060, 
there will be fewer than 2.

Much of the ageing debate has been 
about the financial sustainability 
of pensions. While important, the 
real focus should ultimately shift 
from financial asset adequacy to the 
underlying economic reality of ageing. 
This is also where the EU should focus 
its attentions. 

Financial assets, after all, are as such 
worthless: a pensioner cannot eat a 
bond or a bank note. These assets must 
be transformed into consumption. The 
ability to consume -living standards –
ultimately depends on economic output.  
How to maintain, or increase production 
is therefore the real challenge.

Output is a function of labour inputs, 
capital accumulation and efficiency. The 
EU has a clear role to play in improving 
these parameters:

Labour force participation in Europe 
must be increased, including among older 
workers. Raising the effective retirement 
age requires Member States through 
the European Semester to make tough 
decisions to eliminate early-retirement 
options and to increase the statutory age.

Improving productivity is a second 
priority: investment rates have fallen, 
lowering capital accumulation and future 
output. Ageing itself is a cause of this, 
but so is falling efficiency. Total Factor 
Productivity growth has declined or 
turned negative in many Member States, 
caused by rigidities and inefficiencies in 
labour and product markets.  The EU must 
push countries to reform, for instance 
by making EFSI funding conditional 
upon successful implementation of 
economic modernization. The EU must 
also focus on improving the Single 
Market by pursuing ambitious Capital 
Markets Union and Digital Single Market 
programmes, enabling companies to reap 
scale benefits.  Increased efficiency is 
crucial for international competitiveness, 
economic efficiency and output growth.

Mr. Juncker has said that the EU must 
be big on big things and small on small 
things.  Ageing is the biggest economic 
‘thing’ of our time, and the EU has to be 
‘big’ on pushing Member States to make 
their economies ageing proof. 

Philip Warland  
Head of Public Policy, 
Fidelity Worldwide Investment

Could a standardised, low 
cost pension with a passport 
help the retirement problem 
in Europe?

All European Governments are faced 
with ageing populations, increases 
in life expectancy, state-provided 
pensions which in many cases provide 
too little income for retirees, and 
pressure on their fiscal budgets.

Another important trend is the slowly 
rising numbers who are self-employed, 
an average of 14% of the workforce 
across Europe. These workers cannot 
take advantage of employer-led 
systems, usually the most effective in 
private provision, nor will they get the 
boost of any employer contribution.

Where employers do provide schemes 
with defined benefits they are being 
challenged by low interest rates, which 
impact on their perceived solvency, and 
regulatory pressure to take on more 
low yielding assets, sometimes leading 
to a search for higher-yielding, riskier 
assets to make up the balance.

These are the reasons why private 
provision needs to increase 
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Retirement provision across 
Europe is patchy. In many countries 
people depend on the state for 
retirement support, particularly 
the self-employed. Given dramatic 
increases in longevity this trend is 
unsustainable. It is key that Europeans 
invest more and start earlier to meet 
their goals for retirement. Policymakers 
should focus on equipping savers with 
tools to help them achieve these goals. 

This means making effective use of 
income today to generate sufficient 
income tomorrow. 

Savers need a new framework for advice 
and guidance to ensure that they have 
the support to invest constructively. 
This framework should include a 
minimum standard of impartial 
guidance and consistent qualification 
standards for advisers. Investment 
isn’t just about an adequate income 
in retirement. Too many individuals 
can’t manage their monthly budget 
and do not have enough savings to 
meet ongoing lifetime needs, such as 
paying off debt or saving for a home. 
Increased saving is unlikely to translate 
into greater investment without 
improved access to help to manage these 
objectives. Individuals need engaging, 
consistent and standardised guidance 
to allow them to combine their sources 
of potential income well in advance of 
retirement and take informed decisions. 

The development of low cost, 
simple, easy to access products that 
provide solutions to meet individuals’ 
retirement income needs will further 

improve savings. Simple, cost-effective 
and transparent personal pensions can 
play a key role in developing a savings 
culture and allowing individuals to 
prepare for retirement. We recommend 
supporting these initiatives with a 
simplified guidance regime setting out a 
safe harbour within which governments, 
regulators, industry and the third sector 
can provide a consistent set of core 
messages. Perhaps most fundamentally, 
investor protection must not be just a 
point-of-sale principle. Savers and their 
capital must be treated fairly throughout 
financial markets. 

Finally, pension funds should be enabled 
to rediscover the benefits of investing 
in long term, illiquid assets such as 
infrastructure. Such investments 
complement the long term horizons 
and long dated liabilities of pension 
funds. They can provide diversification, 
long term stable cash flows, and a way 
to hedge against inflation. We have 
seen some initiatives in this area but 
more can be done to develop a stable 
and consistent regulatory environment 
for investment in less illiquid assets 
that can offer appropriate returns. 

While global warming is a major 
potential threat to a country’s 
creditworthiness, the impact aging 
populations will have on sovereign 
debt and public finances poses an even 
bigger threat to the developed world. 
S&P considers these as the two “mega-
trends” that dominate discussions about 
long term global economic challenges.

World Bank data show retirees are 
projected to grow to 18% of the population 

by 2050, from 8% of the worldwide 
population in 2014. In the absence of 
policy action to alter demographically 
driven budget trajectories, our analysis 
shows that the median net general 
government debt in advanced economies 
will rise by 2050 to almost 220% of GDP. 
Also, according to our simulation of 
hypothetical long-term sovereign ratings 
and credit metrics in a no-policy-change 
scenario, by 2050 nearly 60% of the 50 
sovereigns we’ve analyzed would have 
credit metrics that we currently associate 
with speculative-grade sovereign credit 
ratings, against 20% currently. 

We do not predict the “No-Policy-
Change” scenario will actually 
unfold, given the low likelihood that 
governments would allow their debt 
burdens to increase without enacting 
policy reforms, but this demonstrates 
the scale of the challenge.

Number of sovereigns have adopted 
since 2010 budget-restraint strategies 

that include overhauls of public pension 
or health care systems--the two largest 
components of age-related programs 
that typically account for about 40% 
of government spending. That said, 
the accelerated changes to 

Jean Michel Six 
Managing Director, Chief Economist, 
EMEA, Standard & Poor’s Ratings 
Services

Global Aging Trends: 
Addressing the challenges 
and opportunities
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fundamental components of 
long-term products offered by insurers.

One of the success factors of the PEPP 
lies in ensuring a level playing field 
between providers in application of 
the “same risks, same rules” principle. 
The PEPP should enjoy an appropriate 
prudential treatment under the relevant 
framework (ie. Solvency II or a future 
more adequate framework) taking into 
account the long-term nature of the 
product and the ability of insurers to 
manage market volatility in the long 
run. It is crucial that the policyholder 
is always aware of the risks he is taking 
and of the level of his protection. 

An appropriate fiscal treatment at 
national level is also a key point to 
make the PEPP initiative a real success.

Taking into account EIOPA’s advice 
on the development of an EU Single 
Market for PPPs recently published, the 
EC has announced that it will examine 
whether an initiative on personal 
pension is necessary, and if so, which 
measures should be proposed by the 
end of 2016. 

In order to achieve the dual policy 
objective of ensuring a high level of 
consumer protection and encouraging 
EU citizens to save for an adequate 
retirement income, the insurance 
industry believes the PEPP must adapt 
to some of the demands and specificities 
of each market, particularly in terms of 
product features (ie. presence of long-
term guarantees or profit-sharing 

mechanisms, risk coverage, pay-out 
options and surrender options). 

Following the publication of the EIOPA 
final advice on PEPP, such initiative 
still faces major challenges, due to high 
links to areas of national competence 
(taxation, social and labour law) and of 
the different features of PPPs already 
being sold across Europe. 
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over the next decades, but 
the employer-led provision will 
increasingly be in defined contribution.

Into this landscape the Commission 
has initiated a discussion about a 
passportable individual pension, the 
PEPP. Such a product would be easy to 
define and produce so long as it begins 
with the UCITS model which has 
strong risk and control rules, an easy to 
operate authorisation and passporting 
mechanism, and has a number of 
low- or no-tax jurisdictions. Such a 
product will not solve the problem, 
but it will help with the self-employed 
and also help with the increasing calls 
from multi-national companies for 
pensions which can follow their mobile 
employees.

Tax will be a challenge, but UCITS 
already have to handle specific country 
requirements on tax, there just needs 
to be some standard protocols agreed 
across Europe.

Much has already been done by 
individual Governments to manage this 
issue, particularly by raising pension 
ages, but more will be required of the 
private sector, and in that the PEPP can 
play a part. 

Júlia Čillíková   
Director of Regulation Department, 
National Bank of Slovakia

Personal pension 
products as an answer 
to population ageing 

Demographic situation in the Slovak 
Republic along with all developed 
countries has been heavily influenced 
by aging phenomenon. Both the 
absolute number and the proportion 
of children to overall population have 
been decreasing. Moreover, conversely 
to above-stated, the number and the 
proportion of the post-productive 
population have been increasing. The 

situation is particularly urgent in 
Central and Eastern Europe caused 
by an “unbalanced natality” of the 2nd 
half of the 20th century, which created 
strong generations aged 35-60 today. 

In this vein, current PAYG systems 
will not suffice and other sources of 
pensions need to be found. Personal 
pensions are part of the answer. To this 
end people should be more responsible 
in making choices when it comes to 
retirement. It is necessary for them 
to take informed decision and not 
ignore the reality of outside´s world – 
generations´ mismatch. Our role is to 
create and safeguard healthy market 
conditions. 

Personal pension products (PPPs) 
contains different financial products, 
which fit for pension coverage; e.g. 
from the insurance, asset management 
or banking sectors. However, not the 
variety financial sector´s product, 
but efficiency and performance are 
crucial. To achieve this, a solid market 
needs to be established. Nonetheless, 
there are still different sectoral rules 
in place together with different tax 
incentives in Member states. This truly 
not helps to achieve really competitive 
environment.

Taking above-stated into consideration, 
I do believe that, not full uniformity, 
but at least some level of harmonisation 
of PPPs regulation is necessary. 

The PEPP (Pan-European pension 
product) can also be part of the answer 

how to promote competition and 
efficiency. This can help to improve 
local market competition and also 
achieve its ultimate goal - creation of 
integrated and competitive European 
internal market in personal pensions. 

In conclusion, I am firmly convinced 
that it is of Member states´ utmost 
importance to support personal 
pensions through the tax incentives, 
equally as it is in other sectors. It 
surely enables better competition of 
such products both across sectors 
and countries. 

Xavier 
Larnaudie-Eiffel   
Deputy General Manager, 
CNP Assurances

What success factors  
for the EU PEPP?

Seeking solutions to help people to 
save for their retirement is crucial in a 
context of ageing population and high 
budget constraints. We welcome the 
discussion on the PEPP, as an initiative, 
that may, increase the sales of personal 
pension products (PPPs) and develop 
an investment culture in Europe. In the 
context of creating a Capital Markets 
Union, the PEPP should allow providers 
to generate long-term liabilities and 
thus to generate funding for long-term 
illiquid investments. 

PEPP should be a high-quality product, 
providing an appropriate customer 
protection. We thus welcome that 
the PEPP has been identified as a 
personal retirement savings product 
with an inherent long-term nature 
aiming to deliver a life-long retirement 
income. The PEPP initiative should 
then include regulation with regard 
to decumulation (with a preference 
for annuities). Consumers should 
also be protected against biometric 
risk as these requirements are 
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Ambroise Fayolle 
Vice-President, European Investment Bank (EIB)

The specificities of the risk profile of the 
projects financed by the EFSI compared to 
those financed by the EIB

The EFSI is now fully operational. At end-February, the EIB Group - i.e. the 
European Investment Bank and the European Investment Fund which mainly looks 
after small and medium-sized businesses, approved over 150 transactions under 
EFSI. This breaks down into a total of EUR 9bn of direct financing, including EUR 
6.7bn from the EIB and EUR 2.3bn from the EIF. The value of the projects and the 
investment triggered by EFSI comes up to more than 60 billion euros, after just 
a few months of operation. In particular, more than 110 000 SMEs and mid-caps 
have received EFSI support. 

Under the EFSI infrastructure and innovation window, projects driving clean energy 
investments have been supported such as an equity-type financing for an innovative fund 
investing in offshore wind, biomass and transmission projects in Denmark. Another 
example of EFSI project is the EIB financing for a French pioneering programme to 
trigger energy efficiency investments in private homes. Transport, telecommunication, 
innovative research projects or healthcare infrastructures have also been supported.

While this represents a very encouraging start, there is still a long way to go to reach 
the EUR 315 bn investment target over a three-year period of time.  

The launch of the Investment Plan for Europe by the European Commission and EIB aims 
at boosting confidence and reducing the significant investment gap (estimated to around 
15% below the 2008 investment level). This is the case despite high liquidity, because of 
limited acceptance of risk, including following the Banks’ deleveraging process.

The question that was put forward in view of my contribution to the Eurofi High 
Level Seminar was about the specificities of the risk profile of the projects financed by 
the EFSI compared to those financed by the EIB. 

This question requires first an important clarification:
EFSI is not a separate entity as such. Despite its name, EFSI is not a Fund, but a 
guarantee provided by the the EU budget (for an amount of EUR 16bn) and by EIB 
(with a EUR 5bn contribution). EFSI projects are part of the EIB activities and all 
EFSI operations will be on EIB’s balance sheet. For instance, in the Infrastructure and 
Innovation Debt Window of the EFSI, the EU budget is providing a Portfolio First 
Loss Piece of EUR 11bn, on the basis of which the EIB targets to provide EUR 44bn 
financing, therefore keeping EUR 33bn of residual risk tranche. 

Does this mean that EFSI is just business as usual for the EIB?
It is clearly not the case, as EFSI will drive the EIB towards riskier projects. Whilst the 
EIB Group has been supporting higher projects for a long time, EFSI provides EIB with 
additional risk bearing capacity to drastically increase the scale of these operations both in 
number, amount, and complexity, to help accelerate and increase investment in Europe.

Projects financed under EFSI have a higher level of risk or address market failures 
or sub-optimal investment situations and could not have been supported, or not to 
the same extent, by the EIB without the support of the EFSI EU guarantee. 
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of 15 corresponds to the average 
experience observed when using financial 
instruments in the previous multiannual 
financial framework (2007-2013).

Additionality is a key target of the EFSI. 
The instrument focuses on operations 
which could not have been financed 
by the market or by the EIB without 

it. In a context of scarce public 
resources, abundant liquidity and record 
low lending conditions, the approach 
retained allows to de-risk projects which 
cannot see the light because of investors' 
risk aversion. The EIB looks as a rule for 
a form of subordination, by taking for 
instance a junior position in a project or 
by lending for a much longer maturity 
than the other co-investors.

While the EIB's riskiest activities (called 
"special activities") represented less 
than 5% of the EIB portfolio, all EFSI 
activities adopted so far fall in this 
category.

The EFSI has experienced a swift start, 
with already more than 150 transactions 
in 22 countries, catalysing more than 
€60 billion of investments. New 
instruments will be launched soon to 
enhance the capacity to address market 
gaps, with actions targeting equity and 
venture capital.

Beyond its immediate impact, the 
EFSI is also a new approach to public 

spending, by trying to limit public 
financing to the amount that is strictly 
needed and looking for a systematic 
association with market funding. To 
put it in simple terms: public authorities 
should not fund what can be funded by 
the market.  Taxpayer money should be 
used to crowd in investors instead of 
crowding them out. 

The success of the EFSI could mark the 
beginning of a new approach, with more 
efforts to reduce the use of grants where 
they are not truly needed and systematic 
attempts to leverage public funds, 
ensuring a much higher efficiency to 
public spending.

The EFSI could be the embryo of a 
paradigm shift. 

The decision of providing the guarantee is taken on each project by an 
independent committee called Investment committee. 

The impact is not small. Before the launch of the Investment Plan for Europe, the 
so-called EIB’s “Special activities” (i.e. riskier) operations accounted for about EUR 4-5 
bn of EIB financing per annum. With EFSI, the level of riskier operations will reach 
EUR 20 bn per year.

Increasing EIB’s risk taking capacity is the main feature of EFSI. Additionality of 
EFSI operations, which is at the core of EFSI conception by European legislators, is 
defined by the level of risk. While the EFSI Regulation leaves the flexibility to include 
into the EFSI portfolio operations of all risk categories, it creates a clear link between 
“Additionality” and “Risk”. 

To make full use of that additional risk bearing capacity, EIB is developing various new 
products that will allow for higher risk taking. In particular, the EIB is working on a 
new equity strategy in order to address the increased demand in this sector. 

In addition, EIB is currently designing new forms of cooperation: 
•  coordination agreement with NPBs, as well as designing various new products for 

NPB/NPIs.
•  blending with EU funds, in particular the European Structural and Investment Funds 
•  designing investment platforms, 
•  co-financing with Sovereign Wealth Funds and other institutional investors

This initiative needs to be completed by an important second pillar of the Investment 
Plan. The increase of advisory services through the European Investment Advisory Hub 
is a key element of the success. It will also accelerate the building of a project pipeline.

Finally, the Juncker Plan also includes a very important target to implement structural 
reforms in all Member states aiming at improving the investment climate. Although EFSI 
will bring major changes for the financing of riskier projects, the improvement of this 
framework would be instrumental to increase financing of private investors to benefit 
projects all over Europe. The European Commission has set out priority initiatives which 
would help remove existing single market barriers, including the Capital Market Union, 
the Digital Single Market, and the Energy Union. In addition, to help Member States, the 
Commission has mapped the main challenges to investment at national level. Making 
progress on these initiatives will be crucial to deliver the Investment Plan for Europe and 
significantly improve the business environment in Europe. 
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Benjamin Angel  
Director, Treasury and Financial 
Operations, Directorate-General 
for Economic and Financial Affairs, 
European Commission

The European Fund for 
Strategic Investments: 
boosting the EU’s growth 
potential

The European Fund for Strategic 
Investments (EFSI) is a key initiative of this 
Commission, aiming to boost growth and 
jobs through investments in key sectors 
of the EU economy. The EU provides a 
substantial risk bearing capacity to the 
European Investment Bank (EIB), which 
allows the latter to sign a high volume of 
risky operations without endangering its 
AAA rating. It also allows the European 
Investment Fund (EIF) to increase strongly 
its volume of signatures, enhancing the 
support to European SMEs. The €21 billion 
risk bearing capacity of the EFSI allows the 
EIB Group to sign around three times this 
amount, catalysing around €315 billion of 
total investment. This multiplier >>>

>>>
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“Boost growth and jobs through 
investments in key sectors of the EU 
economy.”

-  B E N J A M I N   A N G E L 

Odile 
Renaud-Basso  
Deputy Chief Executive Officer, 
Caisse des Dépôts Group

The Juncker Plan and the 
role of NPBIs in increasing 
its leverage effect

Achieving the €315 Bn of total invested 
expected from the Juncker Plan requires 
the coordinated actions of the European 
Commission, the EIB and the National 
Promotional Banks. The latter have been 
acknowledged as financial institutions 
by an EC communication. They are 
to play a crucial role in addressing the 
market failures and as anchor investors, 
attracting investments from sovereign 
welfare funds and private investors into 
the real economy. As long term players, 
they are deeply involved in the projects 
elected or eligible to the Plan. 

It is mostly the case of the older and 
bigger of them (CDC, KfW, CDP, ICO 
and BGK), as more recent NPBIs have not 
yet the resources, skills and experience 
to complement the interventions of 
the EIB. These five institutions are 
notably involved in the development 
of investment platforms, a new 
instruments instituted by the Regulation 
on the European Fund for Strategic 
Investments. Ranging from funds to 
co-investment, these new devices offer 
flexible answers to address the market 
failures hampering long term investment 
in Europe. Investment platforms are the 
best way to reach the leverage effect of 
the Juncker, expected in the end at 15. As 
loans and standard interventions from 
NPBIs and EIB generate low leverage, 
there is a need to channel private 
investors at the project and the platform 
level. This is particularly crucial at a time 
when most infrastructure projects are 
small to middle size and fall below the 
scope of both EIB and private sector.

CDC and its parent institutions are 
currently working on the follow-up 

of the Marguerite Fund and are 
also involved in the design of the 
broadband fund project, an initiative 
from the DG Connect and the EIB. 
As the general framework of rules on 
investment platforms gets clearer, a 
significant boost in the process is to 
be expected during the last mid-term 
of 2016. 

>>>



tap an additional source of 
long term funds to the traditional and 
currently constrained bank market, they 
might create real additionality to the 
EU economy. 

Jean-Jacques 
Bonnaud   
Independent Director, Eurofi

How to maintain and keep 
up a balanced path of 
growth in the Eurozone?

The uncertainties of the overall 
economic environment should not lead 
to a progressive stifle of the present 
revival of a still modest growth in the 
Eurozone, which the Juncker Plan has 
the objective to stimulate.

Adverse to growth is the risk of reduction 
of the expected private complements to the 
relatively modest nucleus of investments 
provided by the public contributions from 
the European budget and the committed 
sums from the European Development 
Bank to this Plan.

Both the volatility of the financial 
markets, stimulated by the monetary 

policies of the main world central 
banks including the European one, and 
the difficulties to channelling correctly 
existing  savings surplus generated in 
the Eurozone by the growing excesses 
of its northern countries, are in the 
process of blocking the desirable 
increase of the participation of the 
existing liquidities to the common 
effort of investment in long term 
projects, regarding innovation and 
infrastructure, that most countries of 
the Eurozone badly need.
 
The weakening image of banks - 
though largely unjustified thanks to the 
improvements already achieved of the 
banking sector - also adds to a lowering 
of the support by banks to those long 
term investments in some southern 
participants of the Eurozone.

In this perspective, the reinforcement 
of the Juncker Plan is one of the main 
answers, but probably equally to an 
increase of the public contributions 
targeted to the nucleus or in 
complement to this nucleus, especially 
in the field of infrastructures, which 
do not imply a significant elasticity of 
imports. This should help the Eurozone 
to solve existing imbalances between 
the South lacking of savings and the 
North, benefiting from excesses in their 
public budgets and external balances.

To start with, the need to reduce the gaps 
could be helped by a mechanism allowing 
to exclude temporarily from the budget 
pack a part of the long term investments, 
at least the infrastructure projects, with 
the counterpart of the realization of 
serious structural reforms. Ideally a 
common and Eurozone global budgetary 
policy should be a right  answer.

These additional efforts can be envisaged 
thanks to the fulfilment of the Banking 
Union, through a common guaranty 
of the deposits to restore the trust, 
a significant effort is to reduce fiscal 
unbalances existing in certain countries 
in the Eurozone is also a pre requisite. 
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Tobias Buecheler 
Head of Regulatory Strategy, 
Allianz Group

Lessons learned and 
prerequisites to foster long-
term investments in Europe

The Juncker Plan has been a bold 
undertaking right from the start, 
with the aim of boosting European 
investment by up to EUR 315 bn. for 
infrastructure within a 3-year-period. 
Against this background, the total 
amount of about EUR 50 bn. that has 
been generated by the EFSI until the 
end of 2015 is a remarkable success. 
Notwithstanding this, there are a 
couple of measures which could help to 
further facilitate the realization of the 
Juncker Plan.

First of all, the capital markets 
related legal framework should be 
further modernized as infrastructure 
investments are frequently cross-border 
transactions. Unstable regulatory 
conditions, including retro-active 
changes to laws in the infra¬structure 
area that have occurred in some 
European countries, are a serious 
obstacle in this regard. Investors need 
legal certainty and ideally a harmonized 
legal framework in order to commit 
substantial funds over the very long 

timeframe that such projects require. 
The fragmented procedural law in 
Europe, with the duration of insolvency 
proceedings ranging from one up to 
seven or more years is another serious 
problem. As such, the EU Commission´s 
initiative to achieve a harmonized 
framework for insolvency rules is highly 
welcome. Last but not least investors 
need a sufficiently large and transparent 
project pipeline, with projects that 
are economically viable in terms of a 
meaningful risk/return profile. In this 
context, it is very important to avoid 
cherry-picking or even crowding-out of 
the private sector by public authorities 
like development banks.

Assuming that the challenges 
highlighted above can be tackled 
effectively, the insurance industry can 
substantially contribute to further 
advance the Juncker Plan. Considering 
its’ huge asset base combined with a need 
for stable and long-term investments to 
cover long term life insurance liabilities, 
the insurance industry can be a partner 
of choice to contribute to the growth 
agenda for Europe while at the same 
time investing in the best interest of the 
policyholders.  

Fernando Navarrete  
Chief Financial Officer, Directorate 
General of Strategy and Finance, 
Instituto de Crédito Oficial (ICO)

An investment plan for 
Europe. The quest for 
additionality

The main policies conducive to a 
recovery of investment are those in the 
fiscal, monetary, financial or regulatory 
areas that create confidence, stability 
and higher real growth expectations to 
spur investments by the private sector. 
But also promotional banks might 
play a role in an Investment Plan for 
Europe based on their catalytic effect 
and their ability to help match supply 
and demand for funds in a context 

in which: (i) commercial banks have 
greater limitations to finance longer 
terms, (ii) the emergence of a more 
capital market based financing and (iii) 
a fiscal consolidation drive that calls 
for more public private partnership 
(PPP) in infrastructure, green and 
innovation financing. 

However, for the catalytic effect to 
translate into additional investment it 
is necessary not just more risk bearing 
capacity by a promotional lender like 
the European Investment Bank (EIB) 
supported by the EU budget through 
the European Fund for Strategic 
Investments (EFSI), but crucially this 
greater risk appetite has to effectively 
translate into financial subordination 
to other investors, especially in the 
area of project financing. Otherwise, 
in a system flooded with liquidity, EIB/
EFSI activities risk creating market 
and competitive distortions vis-a-vis 
national promotional banks and private 
lenders.

A smart use of the greater risk bearing 
capacity of the EIB could be to leverage 
on past experiences like the so called 
project bond initiative which resembles 
the US model for catalyzing financing for 
PPP infrastructure projects under TFIA. 
These schemes, by means of providing 
subordinated loans or guarantees, 
achieve that complex infrastructure 
projects are able to generate more 
predictable cash flows that can be 
investable by capital market actors like 
pension funds or insurance companies. 
By allowing these projects to 
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“The reinforcement of the Juncker 
Plan is one of the main answers.” 
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Jean Lemierre 
Chairman, BNP Paribas

Competitiveness and resilience 
of the EU financial sector

There should be no doubt that the resilience of the European financial sector has 
been considerably strengthened compared to 2008:

•  The quantity of capital available to cover potential losses has doubled over 
the period, by the combined effect of earnings retention, and capital raising. 
Significant deleveraging was also implemented to improve capital ratios.

•  The quality of this capital has also significantly improved, with Core Equity Tier 
1 being now the key measure of capital strength.

•  The liquidity risk has receded, as banks constituted huge liquidity buffers as a 
response to the LCR regulation

•  Credit risk, which deteriorated in the period notably in peripheral Europe, is 
now better covered by provisions, in particular for banks having passed the Asset 
Quality Review, and being now directly supervised by the SSM.

•  Market risk has dropped due to harsher liquidity and capital constraints on 
trading activities, and the implementation of separation laws in some countries, 
including France.

In parallel, European bank’s balance-sheets have gained in transparency, through 
the EBA stress tests, which are now routinely conducted on the largest financial 
institutions. This should allow investors and other stakeholders to form an 
educated view on the credit worthiness of their deposits or exposures.

However, looking at prevailing market conditions, it doesn’t seem that 
European banks are reaping the fruits of this unprecedented collective effort. 
Equity investors are downgrading RoE expectations, without adjusting the 
required risk premium. Bank valuations are reaching new lows compared 
to other sectors, Debt markets have been virtually closed for banks, given 
the uncertainties created around the regulation of Maximum Distributable 
Amount and implementation of MREL.  Trust in the European Banking 
sector remains also challenged as the SSM has focussed so far only on130 
banks. Recent events have shown that smaller banks can also pose problems, 
generating suspicion on the whole sector and requiring overproportional 
support, at a time where the discussions around EDIS show that risk sharing 
can only occur if risks are correctly measured and managed. The harmonized 
supervision of smaller and weaker banks is a necessity, as well as the 
reduction of options and national discretions, when those are not justified by 
recognized specificities.

In this context, regulators should be extremely cautious and focus on how to 
help banks weather this delicate transition period. The European economy 
needs healthy and profitable banks, able to compete with non EU Investment 
banks, as market-based finance is set to develop in the context of the Capital 
Market Union.
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Markus Ferber 
MEP and Vice-Chair, Committee on Economic and Monetary Affairs, 
European Parliament 

European Banks - How to deal 
with the challenges ahead

Banks have been hit hard by the financial crisis and the subsequent sovereign debt 
crises in some Member States of the European Union. In the direct aftermath 
of the crises, banks’ balance sheets have been full with non-performing loans 
and the lending levels to the real economy have dropped markedly. >>>
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Several aspects must be prioritized in order to ensure a level playing field, 
taking into account the higher proportion of bank intermediation in Europe:

•  stabilize the framework as relates to capital and debt instruments. Banks will 
need to issue significant amounts of AT1, Tier2, Senior unsecured and Senior 
secured debt in the coming years to reach the imposed ratios. Investors need 
clarity in terms of risk characteristics of each layer of instruments. Rules 
applying to coupons and bail-in need to be logical, simple. The articulation 
between TLAC and MREL, between G-SIB and non G-SIB, must make common 
sense. The authority in charge of applying them must be fully empowered 
and accountable for their actions. Investors need to be confident that there 
is fairness, legal certainty, as little as possible room for interpretation, and no 
opportunity for political pressure. Europe voted a Recovery and Resolution 
framework, it needs to implement it consistently and avoid goldplating beyond 
international standards.

•  stabilize the quantity of capital and liquidity needs. As stated by BCBS, there 
should not be any significant increase in capital requirements. But actually, 
there remains a major uncertainty given the magnitude of the revisions that are 
still in the pipeline: Fundamental Review of the Trading Book, IRB floors, review 
of operational risks, each of those subjects being likely to generate significant 
RWA inflation. Again, this new wave of regulation will hit disproportionally 
EU banks vs US peers. Uncertainty on additional capital buffers also remains 
high: review of SIFIness scoring, entry into force of the Countercyclical Buffer, 
inclusion in the SREP process of new risks such as CVA, IRRBB, etc. Last but 
not least, the leverage ratio may also be a threat for EU G-SIBs, if not properly 
calibrated as a backstop as initially intended. This uncertainty on target capital 
levels puts at risk the dividend expectations, and weighs, again, on bank ability 
to attract capital and to finance the economy.

In summary, it is imperative that those additional requirements are compensated 
by reductions in the overall calibration and/or in Pillar 2 requirements, as 
suggested by the UK PRA.

Otherwise, a new wave of bank deleveraging will happen, while EU banks will 
continue to lose market share vs their US competitors, putting at risk, as stated in 
a recent report by Bruegel, European financial independence. 

>>> The regulatory response by the Union legislator has been swift and 
comprehensive: the Banking Union, a single rulebook and a new supervisory 
regime have been established.

While the European Banking sector has been made more resilient, there are 
three strategic challenges European banks and European policy makers will have 
to address to make the EU banking sector competitive in the long run: cleaning 
up balance sheets, coping with the challenges of digitisation and establishing 
proportionality as the guiding principle of prudential regulation. 

It is estimated that SSM banks alone have non-performing loans in excess of 800 
billion euros on their balance sheets. Those non-performing loans are a squeeze 
on profits, tie up significant resources and are a constant cause for concern for 
market participants and supervisors alike. In order to help banks concentrate 
on their core business, financing the real economy, one of the key priorities for 
supervisors – especially the Single Supervisory Mechanism – must be to deal with 
this inherent risk. 

The second strategic challenge for banks is the emergence of a whole new 
industry of companies operating on the verge of finance and cannibalising 
banks’ business models. There are already thousands of so called FinTechs 
offering everything from peer-to-peer lending to payment services and many 
more will be created. In many instances, the existing regulatory framework 
for those new players is a poor fit at best. For banks, digitisation is a challenge 
and an opportunity alike. While there is an obvious threat of increased and 
ever fiercer competition, there is also the chance of leading innovation and 
unlocking new markets. Banks are predestined to do so as they can rely on an 
established network of clients and reputational advantage compared with many 
of their new competitors. From a regulatory perspective, digitisation comes 
with the necessity of establishing a level playing field that avoids introducing 
a two-tier system with high prudential requirements for banks and a lesser 
system for FinTechs – this applies for supervision, legal liability as well as 
data protection. 

The third strategic challenge is to establish proportionality and risk-based 
regulation and supervision as the guiding principle of European financial 
services legislation. The European banking sector is as diverse as it can get. 
It comprises everything from institutions with big investment banking 
departments engaging in risky trading activities to rock-solid regional banks 
that only hand out small-scale SME loans. By and large, this diversity has served 
Europe well. When business models are diverse, proportionality is essential. 
Regulation and supervision must be designed to reflect this idea. A “one-size 
fits all approach” is certainly harmful to the diversity of European banking. To 
sustain the diversity of banking in the EU with all its merits, differentiation is 
needed in terms of capital requirements, intensity of supervision and reporting 
obligations. Therefore, proportionality must be key. If we fail to incorporate this 
idea properly, we will see the European banking landscape change dramatically – 
and not for the better.

The three challenges listed require decisive and prompt action. The Single 
Supervisor will need to deal with the issue of non-performing loans quickly. At 
the same time, the Capital Markets Union must set the course for developing the 
right framework to deal with digitisation and new emerging players in the field of 
finance. Concrete and substantial proposal are needed by the Commission rather 
sooner than later. The call for evidence that came along with the CMU action 
plan will be the right tool to evaluate the state of play of the Single rulebook, to 
assess where the post-crisis legislative push has gone too far and where the idea of 
proportionality has been violated. If it is done well, the call for evidence will lead 
to more proportionality and thus to a stronger and more competitive EU banking 
sector. This is the goal we should strive for. 

>>>
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After the crisis and the thorough 
reform of the prudential framework, 
the regulatory cycle is being closed. 
Being mindful of the need of a 
regulatory pause the EBA is diligently 
finalizing the Single Rulebook against 
CRR/CRDIV and BRRD. 

When looking at the finalisation of the 
pieces and their interaction the leverage 

ratio is certainly the major innovative 
and last piece to be brought into the 
range of regulatory tools. It has been 
conceived as a backstop to make sure 
that excessive leverage is not building 
up in the system. On its own it brings a 
valuable perspective to the supervisory 
analysis and sheds light on the banks’ 
business models. The EBA will produce 
its advice on the leverage ratio and 
its application to the various business 
models identifiable across the EU by 
the summer. Our work will benefit of 
input from the ESRB regarding the 
potential effects of the leverage ratio on 
market liquidity. In parallel, our efforts 
will focus on the use of banks’ internal 
models in the definition of regulatory 
requirements. The EBA has already 
published an Opinion on the regulatory 
review of the internal ratings-based 
(IRB) approach, defining the roadmap 
for ensuring greater consistency and 
reliability in credit risk models. The EBA 
aims at harmonising definitions and 
supervisory practices in the definition of 
default, the estimation of risk parameters 
and treatment of defaulted assets, 
credit risk mitigation techniques and 
disclosure in four phases. These changes 
should be supplemented by amendments 
to the underlying framework – beyond 
what is currently allowed in European 
legislation. In this perspective the EBA 
is making key contributions to bring 
the European perspective into the final 
discussions led by the Basel Committee.  

Proportionality has already been 
extensively applied in the Single 
Rulebook, which does not apply a “one-
size-fits-all” approach to regulation 
but aims at reflecting the specific 
features of various business 

Isabelle Vaillant 
Director, Regulation Department, 
European Banking Authority (EBA)

Regulatory stability and 
proportionality to support 
financing of the economy

>>>

•  More anecdotal but truly burdensome, transaction reporting 
requirements under EMIR and MiFIR are based on over 80 reporting 
fields each but contain a wide number of common fields. However, as 
they serve different purposes and are not 100% aligned they cannot 
simply be duplicated and submitted to the respective bodies (trade 
repository and supervisor). 

Europe now needs to clarify the regulatory environment and the respective 
mandates of the standard-setters to give banks some space to implement the new 
rules and operate in their new environment and for investors and companies to 
assess business opportunities. It is not time to create new layers of legislation but 
time to create consistency. 

Jérôme Brunel 
Corporate Secretary, Crédit Agricole S.A

Time for regulatory consistency

We agree that, following the financial crisis, regulatory changes were necessary, 
especially on market activities, to strengthen financial institutions’ resilience and 
stability. To promote growth and economic financing, we now need a clear and 
stable environment which can allow banks to fulfil their normal role of providing 
liquidity and supporting investment in the real economy, and to provide 
confidence and create a positive outlook for investors and businesses.

The policy priority is to foster economic growth and investment. However, banks 
are increasingly constrained by regulatory requirements to carry on their core 
activity. For instance:
•  Although liquidity is needed to finance the corporate bond market, corporate 

and investment banks (CIB) are prevented or disincentivised from engaging in 
market-making by regulations which negatively impact their inventories and 
repo activities.

•   Although competition is needed, regulation penalizes European CIBs to the 
benefit of US investment banks, allowing them to strengthen their predominant 
position and leaving market-based financing of the EU economy to the US CIBs.

  Although large banks are needed to finance the economy and provide 
comprehensive services to clients, the debate on universal banks’ structure is 
still on.

•  Although the Capital Markets Union project aims at fostering market-based 
financing and competitive financial markets in Europe, a European financial 
transaction tax is hanging over it that would distort competition between 
European financial centres.

Furthermore, the regulatory framework is a source of increasing complexity and 
costs. At European level only, since 2010 there have been over 30 level 1 texts and 
hundreds of level 2 measures, not to mention when the ESAs decide to develop 
rules on issues not considered at Level 1 or to go beyond their Level 1 mandates. 
In addition, national legislators set their own rules. This is all the more complex 
that these rules are not consistent and constantly evolving. Implementation 
for banks is a lengthy and expensive process and compliance costs keep rising. 
The following three areas are examples where complexity should and could be 
addressed or avoided:
•  pre-contractual documentation: PRIIPs, MiFID, Solvency 2 and UCITS 

all provide elements to be disclosed prior to the contract signature. Such 
multiplicity of pre-contractual documentation creates complexity which affects 
retail investors’ and branch networks’ understanding, and the marketability of 
retail investment products. As a result, retail investors may turn away from such 
products although they are useful to manage their savings and contribute to the 
real economy.

•  TLAC: while the MREL already exists in the EU and must be met by end 2016, 
the international standard TLAC will need to be implemented at EU level and 
apply as of 2019; both serve the same purpose but they are not aligned. This is 
already creating confusion within the investors’ community so it is essential 
that the European Commission quickly communicate on the MREL/TLAC 
articulation. We believe that to ensure European banks’ competitiveness and a 
clear legal framework, European G-SIBs should only be required to comply with 
TLAC. A juxtaposition of the two ratios must be avoided. >>>
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The EU Commission’s initiative of 
a Capital Markets Union (CMU) is 
an ambitious work programme to 
foster growth, jobs and innovation. 
Cross-border frictions still impede 
companies’ access to financing from 
across the EU. Further integration of 
European financial markets is required 
to encourage non-bank funding and to 
diversify sources of funding.

Promoting equity and debt financing

Easier access to equity financing, e.g. 
through venture capital or IPOs, could 
be one way to help businesses grow. 
Market infrastructure providers could 
play a key role in increasing efficiency 
and transparency at the pre-IPO stage by 
bringing issuers and investors together. 
Particularly in Europe, the process is 
complicated by a wide variance in market 
practices and regulatory structures that 
govern the financial markets of the 28 
Member States. The CMU could be a 
major breakthrough in this area.

In addition to equity funding, debt 
financing will continue to represent an 
attractive option both for investors and 
corporates and should therefore also be 
promoted under the CMU. Issuance of 
corporate bonds directly to investors is 
a good method of debt funding which 
could be better utilised in Europe, given 
that bond markets can often provide 
financing when banks are unwilling to 
lend and companies do not have to give 
up shareholder rights.

Call for Evidence

As an integrated provider of financial 
services regarding trading, clearing and 
settlement of financial instruments, 
Deutsche Börse Group (DBG) is affected 
by a multitude of legislative acts and 
is reliant on a predictable regulatory 
environment. 

DBG supports regulatory efforts to 
improve the orderly functioning of 
markets. Financial legislation should 
favour transparent markets, risk-
managed trading, clearing and settlement 
and orderly operations - guided by the 

principles of a reduction of regulatory 
arbitrage between jurisdictions, the 
avoidance of double regulation, clear 
and coherent terminology as well as 
consistent rules across all dossiers. 

The “Call for Evidence” initiative 
starts with “regulatory reconciliation”, 
analysing whether there are any 
unintended consequences, given the 
large amount of legislation put in 
place recently, and understanding the 
interactions and their combined impact. 
It should not be seen as “de-regulation”, 
but rather “re-regulation”. Misdirected 
regulation raises costs for businesses, 
utilising valuable funds that could 
instead be turned towards innovation 
and growth creation. Regulatory 
initiatives should be aligned with and 
not contradict the goals of the CMU 
initiative - as the introduction of an 
FTT in only ten countries would do. 

DBG supports any measures to make 
legislation more coherent and to 
improve uniformity, simplicity and 
applicability of European financial law 
– for competent authorities, for market 
participants and consumers of financial 
services. The overall aim should be to 
establish a more attractive environment 
for companies and investors. 

A core function of an exchange 
organisation such as DBG is to bring 
investors and issuers together. This 
ultimately helps the flow of capital, 
including for SMEs that make up the 
backbone of Europe’s economy. DBG’s 
experience in managing the entire value 
chain of a capital market convinces us 
that broadening access to this type of 
funding is not just beneficial to Europe’s 
economy, but in fact crucial. 

with a number of important 
reforms still due and a significant number 
of delegated and implementing acts still 
to be finalized. This has two implications: 
first, the full impact of the regulatory 
reform cannot yet be assessed; second, 
evaluating, and possibly changing 
legislation which is still underway 
reduces predictability, creates uncertainty 
for stakeholders and may undermine the 
credibility of the regulatory reform.

I welcome the call for evidence by 
the EC to comprehensively assess the 
current regulatory framework. It is 
important to look at the cumulative 
impact of EU regulation on financial 
markets and its participants in order to 
identify shortcomings and loopholes, 
and to assess its performance, 
effectiveness and efficiency of the 
reform. This is all the more important 
when taking into account that 

financial markets are characterized by 
permanent change and innovation. 
However, the EU regulatory reform is 
broadly based on G20 commitments, 
agreed in response to a crisis which 
has had an unprecedented negative 
impact on our financial system. Hence, 
the call for evidence should not impact 
in any way on these commitments or 
reverse the general course of financial 
regulation.     

>>>

Dr. Alexandra 
Hachmeister 
Chief Regulatory Officer and Member 
of the Group Management Committee, 
Deutsche Börse Group

Market Infrastructures as 
key players towards Capital 
Markets Union
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organisations and models. 
For instance, cooperative and mutual 
organisations are specifically treated 
under the own funds framework. But 
we are aware that the new regulatory 
framework is highly complex and 
implies significant compliance costs, 
especially for smaller firms. The 
EBA started considering options for 
simplifying the Single Rulebook. There 
are a number of criteria that can be 
considered (size, interconnectedness, 
scope and complexity of activities, risk 
profile, etc.), but the key is to strike a 
balance between easier compliance 
for less complex/smaller institutions 
and maintaining a robust set of rules 
for all institutions facing similar 
risks across the EU, so as to safeguard 
the institutions themselves, their 
consumers and the economy they serve. 

The EBA is committed to prioritise its 
review of compliance costs and assess 
reasonable options for simplified 
reporting. It has recently published its 
standardised templates for the issuance 
of Alternative Tier 1 instruments (AT1) 
which provide a simple option to use 
standard term sheets compatible with 
prudential regulation and may help 
smaller banks in particular when they 
need to have recourse to such market 
segment. The EBA is also reviewing the 
effects of the existing capital discount 
for SME exposures (the so-called 
supporting factor), introduced by the 
legislator to stimulate lending to SMEs. 
Our results cast some doubts on the 
effectiveness and appropriateness 
of lower capital requirements 
in stimulating lending. Still, we 
acknowledge that the limitations of the 

data available to us and the relatively 
recent introduction of the supporting 
factor suggest caution in drawing any 
firm policy conclusions. Hence, our 
suggestion is to continue monitoring 
the effects of the supporting factor and 
reconsider the issue at a later stage.

With the closure of a regulatory 
cycle, the Single Rulebook has now 
provided good ground for a robust 
and harmonised definition of capital 
and the banking sector is well-
capitalised, which is a pre-condition 
for a sustainable recovery of lending 
to the economy. The new stress test 
will tell us more about that. If there is 
room for improvement both in terms 
of proportionality and risk sensitivity, 
we stand ready to assess sensible ways 
of applying the new rules. 

As a response to the financial crisis 
the EU launched an ambitious and 
comprehensive reform agenda which 
has led to extensive work for ESMA in 
helping to build the single rulebook, 
by delivering technical advice on 
legislation to the EC, drafting technical 
standards and issuing guidelines on the 
application of EU law. 

As the implementation of the reform 
agenda progresses, it is important to 
evaluate its results. As for any operation 
of this scale, and for the financial 
regulation this is on a scale without 

historical precedent, such assessment 
will identify areas for improvement. 
Therefore, ESMA takes an active 
interest in considering the impact of 
the regulatory reform implemented 
since the financial crisis. 

Evaluating implemented legislation is 
already standard practice within the 
legislative cycle. In the past years we have 
provided the EC and the co-legislators 
with extensive evaluations of EMIR, 
SSR, CRAR and MiFID II/MiFIR. For 
the various pieces of sectoral legislation 
relevant for securitization we have 
run a comprehensive stocktaking 
exercise of due diligence, disclosure 
and retention requirements which led 
us to formulate recommendations to 
strengthen cross-sectoral consistency, 
promote non-duplicative requirements 
and avoid legal uncertainty. ESMA also 

made recommendations as part of the 
EMIR review to improve the reporting 
regime which should reduce associated 
costs for stakeholders.

In addition, ESMA monitors closely the 
impact of its own legal measures, through 
our supervisory activities and based on 
stakeholder experiences. We review 
our own Level 2 regulatory work where 
necessary, as we have done for example 
with our Regulatory and Implementing 
Technical Standards on reporting under 
EMIR. An important advantage of the 
Level 2 rule-making process is that, 
compared with the Level 1 process, it 
allows for a relatively rapid response 
if there is a need to amend existing 
rules. Rules can be adjusted more easily 
then directives or regulations although 
amending our technical standards 
does still require a substantial amount 
of time. Therefore, ESMA supports 
further exploring mechanisms to 
address making regulatory adjustments 
in a more flexible and agile manner. 
One example could be introducing the 
possibility to issue ‘no-action’ letters 
which take immediate decisions on 
regulatory requirements. Many other 
regulators have the powers to do so.

Although the regulatory reform and 
its implementation are well underway, 
major work is still ahead of us 

Steven Maijoor 
Chair, European Securities and Markets 
Authority (ESMA)

ESMA: evaluating the 
regulatory reform in response 
to the financial crisis
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one-size-fits-all measures clearly 
suffer from a lack of proportionality and 
particularly penalize smaller institutions 
or some business models. At the 
same time, regulatory complexity and 
increased reporting requirements have 
clearly led to excessive compliance costs. 
Data collection exercises require the 
submission of large amounts of data that 
would often be available to authorities 
from existing data submissions. In 
general, it has become increasingly 
difficult, for banks, regulators and 
supervisors, to assess the cumulative 
effects and interrelations between 
sometimes conflicting regulatory 
measures or reporting requirements. 
AnaCredit is yet another example of 
a good idea on paper but with huge 
implementation and high running costs 
for financial institutions, at least under 
its current design.

There also seems to be no end in 
sight for regulatory changes and 
this protracted uncertainty is surely 
having an impact on bank’s behavior. 
For instance, the ongoing review 
on the consistency of risk weighted 
assets is likely to result in changes, 
such as the introduction of floors, 
that effectively increase capital 
requirements. During this period of 
uncertainty, banks may be reluctant 
to increase their exposure to those 
assets for which capital requirements 
may increase or will demand a higher 
return –an uncertainty premium- on 
those investments. Doubts about the 
continuity of the capital reduction 
factor on loans to SMEs also effectively 

increase the (expected) capital 
requirements on lending to SMEs.  
         
Against this background, the DG FISMA 
initiative for better regulation –and the 
associated recent call for evidence- is 
very welcome. This evaluation of recent 
reforms and their implementation will 
surely identify the need for legislative 
adjustments. Looking forward, such 
in-depth evaluations trying to assess 
the balance between goals and costs 
should be the norm for any piece of 
legislation. 

Gunnar Hökmark 
MEP, Member of the Committee on 
Economic Affairs and of the Committee 
on Industry, European Parliament

Review the impact 
of the legislation

I think there is a risk of unintended 
consequences, reducing lending 
capacity mixing different targets. We 
should try to review the impact of the 
legislation since 2008.

The different pieces of banking 
regulations are depending on each 
other. When it comes to banking 
regulation it is important to make sure 

that it does not lead to unintended 
consequences such as over regulation 
and an even heavier administrative 
burden for banks. The purpose of 
banking regulation should be to 
increase the financial stability, not to 
make it more complex for banks to 
exist. With more complex banking 
regulation we will probably see Europe 
becoming less competitive. 

I am responsible for the bank structural 
reform legislation that is being 
negotiated in European Parliament. 
The regulation targets the biggest 
banks that are so called globally 
systemic important meaning they could 
pose a risk to the financial stability. 
My intention with this regulation has 
since the beginning been to not hurt 
banks’ ability to exist and to play the 
important role they play.

Access to finance is important to 
consider when you discuss banking 
regulation. SMEs in Europe are still 
very dependent on banks for financing. 
The initiative on Capital Markets 
Union from European Commission 
is important. A well-functioning 
capital market in EU would increase 
competitiveness and investments. 
But it is important that the proposals 
from Commission do not lead to even 
more regulation. That would hurt 
the already today well-functioning 
capital markets in EU. I hope the 
Commission and my colleagues in 
European Parliament share my view of 
how we should handle new regulation. 
We need to be really careful when we 
propose new legislation on banks and 
capital markets. There is a severe risk of 
unintended consequences.  Addition of 
different pieces of regulation may lead 
to a more complex system. Therefore, 
I think we need to review all legislation 
on banks and the financial market 
before we decide on something new.  
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EIOPA’s focus shifted from regulation to 
supervision with the application of the 
new risk-based supervisory framework 
“Solvency II” as of 1. January 2016. The 
regulatory journey ended; a new journey 
commences towards consistent and 
convergent implementation.

EIOPA’s key objective is to achieve 
supervisory convergence. We aim at 
ensuring consistent application of EU 
Regulation, guaranteeing a level playing 
field and preventing regulatory arbitrage, 
and safeguarding consistent protection 

for all policyholders and beneficiaries. 
The journey towards convergence will 
mean change and all National Competent 
Authorities (NCAs) within EIOPA must 
join the collective effort to develop a 
European supervisory culture. As we 
are in an internal market, the quality of 
national supervision is no longer solely a 
national issue, it is a European issue. The 
EU supervisory system will only be as 
strong as its weakest link; stronger and 
more coordinated supervision at the EU 
level is essential.

Now that Solvency II is in place we need 
a period of stability of the regulatory 
framework. But financial regulation and 
supervision cannot exist independently 
from economic reality. A sound process 
of post evaluation of the new regime 
is an integral part of good regulation. 
Practical supervisory experience and 
data collected under Solvency II will 
provide inputs for future regulatory 
work. Any future revisions must be 
guided by the evidence offered and 
impacts can take time to emerge.

EIOPA is committed to evidence-
based policymaking. Changes must be 
carefully justified and clearly necessary. 
Greater accuracy and risk-sensitivity 
must always be carefully weighed against 
the competing objectives of simplicity 
and proportionality. We will gather 
evidence of the cumulative effects and 
unintended consequences, but also on 
the insurer’s investment behaviours and 
the product availability to consumers. 

In terms of the regulatory reviews 
foreseen under Solvency II, EIOPA 
is specifically looking at the 
appropriateness of the models, 
assumptions and standard parameters 
used when calculating the Solvency 
Capital Requirement (SCR). The 
review must be carried out by 2018 

and, in my opinion, should also 
include the treatment of sovereign 
bonds as the recent financial crisis has 
demonstrated to all of us that they 
are not always risk-free. We should 
build appropriate incentives to avoid 
excessive concentration on a specific 
sovereign, perform a rigorous impact 
assessment and define appropriate 
transition measures to avoid unintended 
consequences.

Furthermore, EIOPA will analyse the 
impact of the Long Term Guarantee 
measures (LTG) on an annual basis, 
assessing all its components, like for 
example the matching adjustment, 
the volatility adjustment and the 
transitional measures. EIOPA will 
provide an opinion by 2020. 

Moreover, the future review of Solvency 
II should also benefit from the progress 
achieved at an international level. 
EIOPA will continue to give the EU a 
strong voice in international fora and 
will further strengthen its successful 
participation in the development of 
the insurance International Capital 
Standards.

Of equal importance to EIOPA, in 
terms of potential gaps in the current 
legislation, is the need for a European 
recovery and resolution framework 
in insurance. There are substantial 
differences across countries in the 
extent to which such powers are 
available. In the absence of a common 
EU framework, we see the emergence 
of national regimes which may be 
inconsistent or even contradictory.

In all these initiatives we will seek first 
and foremost to be proportionate and 
useful to European citizens, recognising 
that incremental progress is better than 
delayed perfection. 

Gabriel Bernardino 
Chair, European Insurance and 
Occupational Pensions Authority (EIOPA)

A lesson from Solvency II:
incremental progress 
is better than delayed 
perfection 

Jordi Gual 
Chief Economist and Chief Strategy 
Officer, CaixaBank

Towards a better balance 
between objectives and costs
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There is little doubt that the regulatory 
and supervisory reforms introduced 
over the past few years have been 
instrumental to restore financial 
stability and public confidence in 
the financial system. The banking 
sector is now well capitalized and 
more resilient to unexpected events, 

governance has been strengthened 
and improved product distribution 
regulations provide more security to 
both consumers and banks.

However, the big push for new 
regulation has inevitably brought about 
unintended consequences. Some 

>>>

“I think there is a risk 
of unintended consequences”

- GUNNAR HÖKMARK 
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Richard Berner 
Director, Office of Financial Research, U.S. Department of Treasury 

Financial Stability Risks in SFTs: 
Start with the data gaps

After the financial crisis, the Financial Stability Board recommended oversight 
of securities financing transactions (SFTs), including markets for repos 
(repurchase agreements), securities lending, and margin lending activities. The 
crisis revealed three types of vulnerabilities in these markets: (1) leverage and 
liquidity transformation risks by market intermediaries, (2) weaknesses in the 
market infrastructure, and (3) the risk of runs and asset fire sales.

Regulators have taken important steps to address some of these vulnerabilities, 
but more remains to be done. For example, no comprehensive mitigant is 
available for the significant risk of fire sales. In addition, a lack of good data 
prevents us from adequately monitoring these markets, identifying new trends, 
and assessing their vulnerabilities.

To help address these gaps, the OFR and the U.S. Federal Reserve System 
launched data collection pilots this past year with input from the U.S. Securities 
and Exchange Commission. The first pilot, which is complete, focused 
on the U.S. bilateral repo market. A second, ongoing pilot is focusing on 
securities lending.

Nine large bank holding companies voluntarily provided snapshots of their 
bilateral repo activity at the end of three reporting days in the first quarter of 
2015. Over those days, participating dealers lent an average of $1.6 trillion and 
borrowed an average of $1 trillion. These trades accounted for about a half of 
the total U.S. bilateral repo market on those days.

We found that about 81 percent of the repo trades and about 61 percent of the 
reverse repo trades, in which dealers provide cash to their clients, used U.S. 
government securities as collateral. Equities backed 15 percent of the repo 
and 21 percent of the reverse repo trades by market value. The OFR recently 
published a research brief discussing the findings in more detail. 

The pilot was limited in scope, excluding smaller market participants, cross-
border repo activities, and trades outside the United States. For these reasons, 
the results do not offer a complete picture of market interconnectedness or 
allow us to track any migration of activities away from the primary dealers that 
participated in the pilot.

On the other hand, the pilot uncovered some key requirements for future 
data collections. First, common data standards are essential. For example, 
the lack of standardized counterparty information makes analyzing market 
interconnectedness difficult for market supervisors and market participants. 
Although the use of a legal entity identifier (LEI) would help to resolve this 
issue, the pilot found that adoption of the LEI standard among repo market 
participants is low. 
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>>> >>> requirements are a key driver 
for increased costs for market making 
and therefore the main factor causing 
a more fragile liquidity environment 
commands support, but needs to be 
definitively proven. Against that, the 
post-crisis regulation put in place in the 
EU has sought to strengthen the stability 
of institutions and their capacity to act as 
long-term sources of liquidity and market 
counterparties. Therefore, the picture is 
complex. The Commission accepts that 
it is necessary to integrate the need to 

preserve liquidity as a key consideration 
when developing the regulatory 
framework for financial stability. 

As a first step, the Capital Markets 
Union Action Plan, published in 
September 2015, includes a commitment 
to undertake a review of EU corporate 
bond markets by 2017. This evidence-
based assessment will seek to 
understand how various structural and 
political changes have impacted on the 
dynamics at play on these markets. It 

will enable the EC to make a judgment 
whether regulatory or self-regulatory 
measures can improve the functioning 
of these markets, following the profound 
changes witnessed in recent years.  This 
reflection will also be able to draw on 
the many views expressed on this issue, 
in response to the ‘call for evidence’ on 
the cumulative impact of regulation. 

Capital market activities: regulatory impacts and future trends

The problem of liquidity, especially in 
the bond market, is currently one of the 
most hotly debated issues in financial 
market policy circles. Claims that 
market liquidity has declined over the 
past years call for our close attention: 
but they need to be considered 
against the appropriate background, 
taking account of all factors affecting 
liquidity since the pre-crisis situation. 
While there is widespread perception 
of a reduction in market-making 
and repo activities compared to the 
situation in late 2009, the pre-crisis 
period may have been characterised 
by unique conditions where risk was 
to some extent mispriced and where 
bond trading volumes might have been 
driven up by considerable speculative 
pressure. The market making activity 
of that time and corresponding bond 
trading volumes in the secondary 

market might therefore not have been 
sustainable.  Furthermore, liquidity 
is dependent on cyclical factors (for 
example monetary policy, risk appetite 
and banks funding availability) as 
well as structural factors, including 
not only post crisis regulation, but 
also technological developments, 
changes of banks business models and 
competitive forces to name a few.

A clear identification of the drivers of 
and possible bottlenecks to market 
liquidity is needed before prescribing 
policy remedies. For example, the 
notion that increased prudential 

Martin Merlin
Director, Financial Markets, DG for 
Financial Stability, Financial Services 
and Capital Markets Union, European 
Commission

Corporate Bonds 
market review 
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Second, participating firms must consistently identify entities by industry 
sector to assure data quality. Third, the pilot found the need for a consistent and 
uniform approach to grouping collateral securities to analyze the U.S. SFT market.

Fourth, the internal reporting systems of firms in SFT markets should be able 
to produce granular data at the enterprise level to track risk within the firm and 
across the financial system. The pilot found that internal systems are disjointed, 
presenting problems for regulators and the firm’s own risk monitoring efforts. 
For example, data elements specific to a trade might be kept in one trading 
system while counterparty data might be kept in a separate system.

We will apply these valuable lessons during permanent data collections in 
collaboration with the Fed, the SEC, and our global counterparts. In these 
collections, we will require the use of data standards such as LEI. We will also 
collaborate in other data collection efforts in the United States and Europe. 
These efforts will be consistent with the principles of in the Financial Stability 
Board’s multi-year plan on global SFT data collection and aggregation. Our goal 
is to promote coordination on data standards and cross-border sharing. Success 
will give us a clearer picture of the global SFT market and developments that 
may present emerging risks to financial stability. 

Financial reforms post the crisis have 
increased the amount of capital which 
banks need to support their trading 
activities, including in repo.  This will 
lead, over time, to a safer financial system.  
However, particularly in repo markets, it 
will be important to balance safety and 
soundness concerns with the need to have 
market liquidity and depth.

Repo desks borrow and lend collateral as 
principal for banks.  Repo is a prerequisite 
of a working cash market, instrumental in 
transforming and distributing collateral in 
the financial system.  Capital is a primary 
constraint faced by a Repo desk, which now 
manage to banks’ return metrics, including 
Return on Leverage Balance Sheet and Risk 
Weighted Assets.  As a capital intensive 
business, repo is harder today to access and 
more expensive for clients.  Basel III has 
had and will continue to have the greatest 
impact on the repo market, specifically the 
leverage and liquidity ratios and re-defining 
the quantum and quality of loss absorbing 
capital banks must hold. NSFR is another 
element of the liquidity rules that has yet 
to be finalized that could further reduce 
balance sheets due to significant costs 
imposed on repo matched books. 

In the EU, the repo market is in decline in 
apparent response to regulatory drivers 
and unconventional Monetary Policy. The 
NSFR could result in significant additional 
costs for the repo market above the existing 
leverage and liquidity coverage ratio 
costs. Basel III balance sheet adjustments 
decreased leverage in the financial system 
resulting in decreased velocity of collateral.  
Post-crisis secured funding is more 
expensive even for products deemed high 
quality liquid assets (e.g. sovereign bonds). 
As spreads increase, more balance sheet 
may be allocated to secured financing, but 
the decline in repo markets could result 
in fissures in the EU market which may 
worsen in the coming years. 

A well-functioning repo market 
contributes to liquidity not just in 
the particular instruments which are 
borrowed or lent but to associated 
securities which trade on the “inferred” 
available liquidity.   In the main, an 
increasing cost of capital for repo will lead 
to more expensive leverage (and therefore 
less of it, all else equal) in the financial 
system.  However, this can also result 
in more thinly traded markets, subject 
to volatility and disappearing liquidity 
when it is most needed.  This can be 
seen in increasing “specialness” in high 
quality assets as well as, in extreme cases, 
“flash crashes” when markets are outright 
severely volatile.  Moreover, there can 
be a secondary impact which is equally 
significant in the basis between cash and 
derivatives, some of which include cash 
bonds vs CDS and asset swaps.  Decreased 
market liquidity could in turn depress 
recoveries in a liquidation event.  In a 
post-crisis world, where risk management 
is anchored to the security of high quality 

collateral, less liquid sovereign bond 
markets risk exposing the dangers posed 
by further interconnectedness of financial 
markets, banks and national governments.  

We believe, therefore, that the benefits of 
greater capital requirements and increased 
safety and soundness must be balanced 
against the liquidity and volatility impacts 
of regulation.  The EU repo market could 
benefit from a pause in implementation 
of additional regulatory tools until a 
comprehensive assessment of existing 
changes on the broader financial system, 
and how these changes will affect the 
services banks offer to wholesale and retail 
customers in the future, is completed. 
These impacts may affect the broader 
financial systems in terms of ultimately 
increasing financial cost to consumers 
and limiting the balance sheet repo desk 
managers may offer to select client, further 
increasing the stresses in the system. 

C.S. Venkatakrishnan
Chief Risk Officer, Barclays PLC

Has regulation changed the 
behavior in the repo market 
and will these changes 
affect the wider market?

The views expressed in this article are personal 
and may not,  under any circumstances, be 
interpreted as stating an official position of the 
European Commission.



Gunter Dunkel 
President, Association of German 
Public Banks (VÖB) & Chairman 
of the Management Board, 
Norddeutsche Landesbank (NORD/LB)

Review and consolidate

Stricter banking regulations introduced 
since the outbreak of the financial 
markets crisis in 2007/2008 have brought 
about noticeable changes affecting 
the repo business. Specifically, these 
regulations – and the Basel III/CRD IV 
regime in particular – are challenging 
the entire repo business model, given 
the impact of the Leverage Ratio and the 
Liquidity Coverage Ratio.

According to an ICMA survey conducted 
among market participants, the costs 
of a repo transaction will rise to at least 
40 basis points, if compliance with all 
Basel III requirements is taken into 
account. These costs are likely to vary 
between different institutions. But 
bearing in mind that repos are a low-
margin business, with low costs (to date), 
it becomes evident just how dramatic the 
regulation-driven cost increase really is. 
The way I see it, over the long term this 
will threaten the significance of the repo 
market as a key provider of liquidity for 
the secondary markets in sovereign and 
corporate bonds.

Whether these are unintended 
consequences, or – as some would point 
out – the creators of Basel III were fully 

aware of the effects, is open to discussion. 
What cannot be denied is that this 
development affecting the repo markets, 
which is solely driven by regulation, is 
in clear contradiction to the ongoing 
Capital Markets Union project. It is 
worth pointing out that the very purpose 
of CMU is to preserve and strengthen 
liquid capital markets in order to secure 
investments in the EU over the long term. 

Against this background, the premise 
that Capital Markets Union does not 
simply rely on new regulations, but in fact 
has the stated objective of consolidating 
existing rules, is not only good news – 
this is indispensable. Such consolidation 
must not be limited to the (urgently 
needed) harmonization of rules and 
regulations. What is required are specific 
corrective measures. Hence, I welcome 
Commissioner Hill’s Call for Evidence. 

In addition, I support the idea of 
promoting Best Practices, e. g. private 
placements (Schuldscheindarlehen). 
These are critically important measures 
to prepare EU’s capital markets for global 
competition. 

Jeff Jennings  
Head of EMEA Prime Services, Credit Suisse 

Promoting European growth: 
potential unintended 
consequences of bank capital 
and funding rules

To revive economic growth and promote 
investment in European companies 
and infrastructure, the European 
Commission’s Capital Markets Union 
aims to shift credit intermediation to 
become less reliant on banks, and more 
on capital markets. It will take time 
to achieve a material rebalance; in the 
interim there are obstacles in the current 
bank regulatory framework that must be 
addressed to facilitate this transition. 
 
The efficiency of the capital markets relies 
in large part on the health of the secondary 
markets, where banks play a crucial role 

as liquidity providers.  However, bank 
activities have become increasingly 
constrained under new capital and funding 
rules.  As an example, certain aspects of the 
leverage ratio adversely impact centrally 
cleared products.  Consider a pension fund 
that invests in equity index futures and 
clears these transactions through a central 
clearing house via their prime broker.  
Though these are traditionally liquid, 
transparent markets, under the new rules 
cleared products are ascribed an exposure 
measure commensurate with products that 
have an inherently different risk profile, 
increasing costs for the bank, pension fund, 
and ultimately, for the end investor.
 
Acting in an intermediary function, banks 
help “grease the wheels” of the secondary 
market, increasing liquidity and efficiency, 
and reducing costs for the real economy. 
We need to take a close look at how 
individual regulatory measures like the 
leverage ratio or net stable funding ratio 
impact each element of a bank’s activities, 
and consider the cumulative impact.
 
If we agree that Europe needs more 
capital market activity and ultimately 
more equity risk capital for productive 
investment in the system, then we 
must calibrate impending prudential 
regulation with an understanding of 
the impacts across the system.  While a 
more stable funding model is critical, our 
aim should be to avoid side effects that 
penalize economically useful activity. We 
are strongly supportive of the European 
Commission’s Call for Evidence on the 
“EU Regulatory Framework for Financial 
Services” as a mechanism to identify, 
assess, and address such issues. 
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Jochen Metzger
Head of the Department Payments and 
Settlement Systems, Deutsche Bundesbank

Less market making in 
Bunds so what?

The market for German Bunds has 
traditionally been a highly liquid market. 
Trading takes place al-most exclusively 
on electronic platforms. Liquidity is 
provided by a multitude of very active 
market participants. Therefore, given the 
high degree of market depth as well as 
the mainly Futures driven character of 
the market as a whole, primary dealers 
who are obliged by contract to market 
making ac-tivities have never been 
established on an institutionalised basis. 
Sufficient liquidity could be ensured 
anyway. However, recent trends have 
been impacting market participants i.e. 
also market makers in their ability to 
provide liquidity to the market. Post-
crisis regulatory reforms, in particular 
Basel III Leverage Ratio requirements 
induced significantly increasing capital 
requirements for market making activities. 
Hence, there is evidence that some dealers 
may even have given up on their market 
making activities completely and are now 
focusing on more profitable business 
areas. A reduced number of large tickets, 
higher volatility and increased failures of 
delivery may be seen as a proof for this.

In addition, unconventional accommodating 
ECB monetary policies created improved 

cash liquidity, but also concerns occurred 
that the recent Eurosystem Public Sector 
Purchasing Programme may “run dry” the 
market and by this also induce collateral 
scarcity effects. Possibly, sales on a larger 
scale by international institutional 
investors mainly from Asia may have 
compensated for Eurosystem’s purchases, 
so that these fears have not materialized 
yet. This may explain to some extent 
the gap be-tween market participants’ 
qualitative perception of reduced market 
liquidity and to the quantita-tive evidence 
provided by liquidity indicators. In a 
forward looking perspective PSPP as well as 
Basel III may contribute to deterioration in 
European government bond liquidity. This 
has also been no-ticed by the Eurosystem. 
Bundesbank as its member is well prepared 
and has set in motion operations to ensure 
sufficient availability of high quality 
liquid assets by re-mobilising collateral 
via lending and repos including reverse 
repos in the context of Securities Lending 
Arrangements set up by the Eu-rosystem.

Dennis Gepp 
Senior Vice President, Managing 
Director and Chief Investment Officer, 
Cash, Federated Investors (UK) LLP 

The decline of Market-
Making in Europe

“Unintended Consequences” is a phrase 
heard many times in recent months in 
respect of financial market upheaval or a 
less dramatic change in business practices. 
So, it is not surprising that the European 
Commission is taking stock of how the 
plethora of financial services reforms may 
have adversely affected the operation of the 
European Financial Markets.

With a well-intended desire to ensure 
market stability and minimise the risk 
of another credit crisis, numerous 
financial reforms were adopted. Viewed 
individually, most of the reforms look 
eminently sensible; however, when viewed 
as a whole, many are overly burdensome, 
repetitive and contradictory. While the 
European markets should focus on growth, 
participants are struggling with onerous 

reforms which hamper growth, liquidity 
and market-making. 

Higher levels of capital can protect 
investors from risk. Certainly direct risks 
that the capital is designed to bolster will 
be protected – but if the level of capital 
required is too high for the organisation 
that has to raise it, it may be prevented 
from continuing to provide services and 
activities needed in the market. And when 
even the most financially secure market 
participants say “enough is enough, the 
risk reward does not justify the capital 
expenditure” Europe suffers as it will 
cease to perform such services. If those 
services include making two way prices in 
securities, the unintended consequences 
are a lack of secondary paper for the market 
to buy or a lack of competitive bids for 
those wishing to sell. 

In the repo market the effect of regulation 
has been dramatic in a different way. 
Banks are incentivised to hold high quality 
government securities on reporting days, 
and are penalised if they repo out those 
securities to produce cash on those same 
days. This has the perverse outcome 
of preventing use of their high quality 
inventory as a regular source of cash.
 
There are many unintended consequences 
that need to be properly evaluated as part 
of the European Commission’s Call for 
Evidence. Meanwhile, market participants 
can only hope that there is not a significant 
market event that might put severe 
pressure on liquidity; something that 
historically would be provided by regulated 
market makers. 
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The financial sector is facing many radical changes. 
Technology is likely to improve the distribution of financial 
products and the efficiency of the sector but is also 
transforming business models. Consequently significant 
evolutions in business and policy-making approaches are 
needed. Supplementing regulation with an efficient control 
of conduct and culture in order to rule out misconduct and 
restore trust is another necessary evolution. Finally climate 
change threats offer challenges both in terms of risks for 
the assets held by the sector and opportunities related to 
the financing of alternative energies.

Issues at stake
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traditionally dominated by banks. Banks have special 
competencies that ensure we play a role in the future, like 
expertise in risk management. And studies show consumers 
trust us more than other businesses to handle their personal 
data responsibly and confidentially. But the rise of fintechs 
also shows we can no longer take for granted the role of 
financial intermediary and advisors for our customers.

To continue to do that, banks need to deliver a 
differentiating experience in this new environment. They 
have to excel at innovation driven by the customer’s need 
for a clear and easy banking experience, available anytime 
and anywhere and that empowers them to be in control of 
their finances.

That requires attention for the innovation culture within 
banks. ING has a history of being a pioneer in banking. With 
ING Direct, we proved we could compete successfully in 
markets others considered overbanked, our franchises in 
for example Spain, Germany and Australia are still growing 
at rapid pace. Just like today’s fintechs, we provided an 
easy digital banking experience based on simple products 
and services at good value that found a new market that 
competitors were not serving. 

We’re building on that culture of innovation by creating an 
atmosphere where all employees can play a part in generating 
ideas that we can translate into new products and services 
for customers. One way we do that is through Innovation 
Bootcamps where any employee can submit ideas for 
customer-centric innovations. The best ideas are selected and 
developed into prototypes we can test with consumers.

We’re also taking steps to encourage a culture of 
experimenting, testing and learning. Banks are traditionally 
risk averse. Managing risks to ensure we prudently handle 
customers’ funds is a core competency. That doesn’t change 
in this new environment. At the same time, we need to 
create the space to try out new ideas. That also means 
accepting and managing the risk of failure by for instance 
mastering the skill of “failing fast”.

In this environment, we need to not for example deliver 
innovations, but we need to deliver them fast and at 
competitive cost. We’ve reorganised our bank in the 
Netherlands based on small and agile, multifunctional and 
multidisciplinary teams that are end-to-end responsible for 
customer delivery. That’s a radical approach for the banking 
world, based on the models of digital disruptors like Netflix 
and Spotify. 

And finally, fintechs may be disrupting our industry, but 
we shouldn’t approach them as something to fear. There 
are many opportunities for mutually beneficial cooperation 
with these newcomers. Fintechs have ideas that can improve 
banks’ customer experience and we have distribution, 
capital and expertise that can spur their development. 
Whether focusing on partnerships, co-investment or both, 
banks need to develop their approach to fintechs as part of 
their strategy to adapt in these changing times.  

Ralph Hamers 
Chief Executive Officer, ING Group

Strengthening the innovation 
culture of banks

The banking industry is facing an unprecedented wave of change.  
The digital revolution that has disrupted so many industries 
and had such a profound effect on consumer behaviour and 
expectations is now changing the face of the financial sector. New 
entrants are moving into financial services in large numbers with 
business models that offer a superior customer experience. That 
trend is supported by changes in regulations, like the EU’s PSD 
II directive, that make it easier for non-banks to offer payments 
services in a single EU-wide payments market. 

Innovation is essential if banks are going to adapt and stay 
relevant to customers. Providing a superior digital customer 
experience is the key area where banks need to focus their 
innovation efforts in order to succeed. The seamless experience 
consumers get when dealing with digital leaders like Amazon 
or Google is the standard we need to aspire to. And the massive 
shift to mobile devices as the primary interface between 
consumers and businesses means people now expect constant 
improvements in digital capabilities and features.

These are all trends that fintechs are focusing on, and 
by doing so they’re making important inroads in areas 
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can only be achieved through a comprehensive view of 
the customer’s assets and liabilities. It should be borne 
in mind that the customer relationship fragmentation, 
fuelled by digitalisation, is incompatible with the KYC 
regulatory spirit.

Credit Agricole has been experiencing the global customer 
relationship approach for more than a century; we know the 
value of a global relationship. The more focused the pure-
players are, the more value we create for our customers by 
providing them with a comprehensive service. Our fully 
integrated loyalty program and our customer knowledge are 
directed towards increasing value both for our customers 
and then for us. Our model relies on the management 
of all specialised business lines, on the expertise and on 
the necessary know-how to answer the financial and 
patrimonial needs of our customers.

A challenge for human relationship management…
…not so much for Credit Agricole

The questions we commonly hear are whether digital 
banking would necessary lead to a robotisation of the 
relationship; whether automated advice would replace our 
human advisors. Without any doubt, we strongly believe 
that the answers are “no”. Banking does not only deal 
with products, prices, services, etc. It also has to do with 
trust, with mutual risk taking, with advice, with trans-
generational links. The more digital the world becomes, the 
more we feel our customers need trust, reassurance, advice 
and interpersonal relationships.

What is a robot advisor worth when the customer goes 
through divorce, is confronted to the loss of a close relative, 
falls ill or has a serious car crash? What is a robot advisor 
worth when customers turn to us to lend them money to 
launch their business? We are convinced that digitalisation 
leads to increasing the value of human relationships. 

That is why we intend to move our organization toward a 
100% digital AND 100% human relationship bank within 
a multichannel proximity branch network. Convenience, 
24/24 access to the bank will be ensured through our digital 
and mobile technologies that are being upgraded. Access 
to advice, to human contact will be possible for all our 
customers throughout our branch networks and on our 
customer relationship platforms. 

A global relationship bank, allowing 100% digital AND 
100% human, that is the model we are building to face the 
digital challenges. 

Xavier Musca 
Deputy Chief Executive Officer, Crédit Agricole S.A.

Credit Agricole: a different approach 
to digitalisation in retail banking

Digital breakthroughs have created two major challenges 
for the traditional retail banks organised around branch 
networks.

A challenge for loyalty banking and 
the universalbanking model…
…but certainly not a threat

By splitting the bank-customer relationship into small parts 
(my mortgage with my broker, my insurance with my direct 
insurer, my credit card with my dealer, my savings with 
another direct savings bank, etc.), both pure players and 
customers miss the point that the value of a comprehensive 
knowledge of a customer is much more important than the 
sum of products that can be sold separately.

They have forgotten that a customer credit score can be 
significantly improved by their insurance, payments or 
savings behaviour. They have forgotten that managing 
both customer savings and loans allows the bank to have 
a more flexible management of the customer’s cash needs 
or cash excess. They have forgotten that the optimal advice 

The efficiency of chains by disintermediation and 
automating processes creates opportunities for new players 
and new business models. Traditional banks and other 
financials have to face the fact that their business models are 
being challenged by new players such as Fintech companies. 
Fintechs have the advantage of being relatively small and 
flexible and are more able to constantly adapt their models. 
The same goes for crowdfunding; this phenomenon makes 
it possible for SMEs to lend and expand by getting funds 
directly from the public through crowdfunding platforms. 

From the consumer perspective, technology offers better 
and more efficient ways of communicating and engaging 
consumers. For example, think about instruments such as 
mobile apps that give consumers more and more useful 
information about their financial situation. And innovation 
also offers consumers more and more diverse platforms 
where they can buy and compare financial products and 
services; they no longer depend on the opening hours of the 
bank-office around the corner. 

In short, technological innovation creates opportunities. Yet, 
we as supervisors have to be honest; the legal framework, 
most legislation and the way most supervisors conduct their 
business is predominantly driven by traditional ways of 
thinking. But how do we interpret a ‘duty of care’ when the 
advice is given by a self-learning IT-system which makes use 
of data from different kinds of (public) sources? How do we 
keep the delicate balance between the use of customer-data 
by financials and the privacy of customers? And how can we 
make sure that cybersecurity is properly addressed? 

These developments require supervisors to make new 
interpretations of existing regulations. The AFM sees it as 
the biggest challenge to formulate an answer to problems of 
the past, but also an answer that also enables us to tackle the 
challenges of today and tomorrow. One way of doing this is 
by investing in expertise and knowledge, shift our focus and 
time from the large and traditional banking to new players 
and think from a broader perspective. 

At the AFM we therefore started a specific program to 
build up our expertise in Fintech, so that we can also 
carry out our regulatory duties in that area. Our goal is 
to prevent unnecessary barriers and high costs, while at 
the same time maintaining a level-playing field. We also 
invest in knowledge on cybersecurity and IT. An important 
requirement for the EU regulatory process is to keep away 
from single-perspectives; the silo-based approach is simply 
not effective when regulating capital and retail markets. 

Merel van 
Vroonhoven 
Chair, Authority for the Financial Markets (AFM), 
the Netherlands 

Fintech: game changer of 
financial services? 
Fintech appears to be the buzzword in the financial markets. 
Some might state that fintech will cause a true revolution; 
that it will transform or disrupt finance like never before. As 
a conduct of business supervisor we observe that changes 
caused by fintech are most predominant in processes. It 
concerns mainly the distribution of products and services, 
and the back office of financial firms. 

The change in market structure is driven by both the supply 
side, the Fintechs, and the demand side, consumers and 
investors. The increase of big data in combination with 
new techniques, such as artificial intelligence, will make 
it possible to structure processes far more efficient. Think 
for example about investment analysis, investment advice, 
estimating credit and insurance risks, and for the sale 
and distribution of financial products. In addition, more 
advanced identification, authentication and encryption 
techniques make it possible to pass over traditional links 
in the chain. 
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Yves Mersch 
Member of the Executive Board, 
European Central Bank (ECB)

Technological innovation in 
payments and the financial 
market infrastructure – 
the view of a central banker

Distributed ledger technology (DLT), beyond its assumed 
potential for supporting a virtual currency, is predicted to 
be the latest innovation to drastically transform payments 
and the financial market infrastructure, by substantially 
reducing reconciliation costs for market participants, 
limiting the number of intermediaries and optimising 
the financial value chain. Conceptually, technological 
innovation can help to resolve difficult market issues, but 
it can also lead to market fragmentation. From a central 
banker’s perspective, it is essential that technological 
innovation does not jeopardise the integration of 
the market infrastructure or create instability in the 
financial market. 

Over the past 15 years the Eurosystem has worked towards 
financial market integration by reducing fragmentation. 

We have developed two major innovations in the field of 
financial market infrastructure: TARGET (now TARGET2) 
and TARGET2-Securities, or T2S. Both platforms have 
significantly improved the way payments and securities 
are processed in Europe. However, considering the fast 
pace of technological innovation, resting on our laurels 
is not an option. The Eurosystem is now considering the 
future of our financial market infrastructure more broadly, 
exploring whether there is room for enhancements and 
if innovation can help us develop even more efficient 
services for market participants.

In the years ahead, the Eurosystem will seek to enhance 
the services of TARGET2 by drawing on the state-of-the-
art features of T2S. One idea is to consolidate technical 
and functional aspects to bring benefits and business 
opportunities to market participants. 

Second, we are considering offering new service 
opportunities to the market. One possibility is to enhance 
the TARGET2 services with instant retail payments. The 
European Payments Council has been invited to develop 
an instant payments scheme by November 2016, ready 
for implementation by November 2017. The Eurosystem 
will then decide whether TARGET2 will settle instant 
payments based on this scheme. Additionally, with 
increased globalisation we will assess whether our markets 
should become more interoperable at a global scale.

Finally, we plan to review whether and where 
further harmonisation of Eurosystem procedures for 
collateralisation is needed. Here we might also consider 
the business case for a common Eurosystem collateral 
management system.

These issues will not be considered in isolation – we 
will work with interested market participants, via 
consultations and discussion forums, to ensure they are 
fully involved. Moreover, and as previously mentioned, we 
must reflect on technological innovation, in particular, but 
not exclusively into distributed ledger technologies. 

DLT allows for financial transactions to be verified in a 
decentralised way, which could potentially reshape how 
they are carried out. Instead of settlement occurring in 
a centralised market infrastructure (like in T2S today), 
strong cryptographic and verification algorithms allow 
a number of participants in a DLT network to have 
consistent copies of the ledger (or parts of it). Multiple 
participants could be given authority for managing and 
updating the ledger, depending on the chosen setup and 
the regulatory adjustments needed. 

Consequently, there is also a need for the Eurosystem to 
reflect on how DLT could impact the market infrastructure 
from the perspective of its role as operator and overseer 
of payment systems. Shying away from innovation should 
never be an option, but it is important to make sure 
that innovation does not create new fragmentation or 
instability in the financial market. 

>>> The financial industry comprises a complex 
market infrastructure with many actors and systems 
which need technical standards, harmonised business 
rules, regulations and sound governance arrangements to 
function optimally. Certain functions of the post-trade 
market are heavily regulated and this cannot be ignored 
when exploring DLT. Conversely, from a technological 
point of view, DLT could optimise the financial value 
chain and potentially even make some layers of the post-
trade market obsolete. 

Although it is still too early to judge what impact DLT 
could have on the market infrastructure, there is a need 
for reflection and collaboration to ensure that an industry-
wide approach is followed. In this regard, the ECB and 
Eurosystem could consider acting as the catalyst to 
prevent new fragmentation from emerging. 

Check out 
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Teppo Paavola 
Chief Development Officer and General Manager of New Digital 
Businesses, Banco Bilbao Vizcaya Argentaria (BBVA) 

Creating a digital single market 
for financial services

The world is facing a colossal transformation due to the rise of digital 
technologies. Lower costs, faster adoption curves and more innovative products 
and services are the immediate effects of this wave of disruption, which we are 
only beginning to comprehend. In an increasingly global economy, the digital 
shift is reducing geographical barriers and increasing competition among firms 
and territories.

Europe has long realised that market integration and innovation are essential 
to preserve the continent’s competitive edge. The current Digital Single Market 
Strategy builds precisely on this vision and aims to remove the barriers that 
prevent the European Union from enjoying cross-border digital services.

The financial services industry will play a significant role in improving Europe’s 
digital competitiveness. On one hand, some of the continent’s financial 
institutions are worldwide digital champions exporting their know-how to 
markets across the globe. On the other, a sound financial system will support the 
growth of digital companies by providing finance and payments. 

Banks are embracing digital change through the development of better 
products and services for their customers. Moreover, leading banks are 
completely reshaping customer experience and delivering entirely new value 
propositions based on an optimized use of data and user-centric design, without 
compromising some of their core values: trust, integrity, privacy and security.

Authorities are now challenged to provide in the shortest possible timeframe 
a regulatory framework that balances the promotion of these digital value 
propositions and the protection against associated risks. Besides, regulation 
will also need to reach an equilibrium between financial stability and the 
development of new business models that introduce efficiency gains in 
the market.

If Europe wants to lead innovation in financial services in a global context, 
regulators should create an environment that decisively fosters innovation, 
following the example of the UK’s Project Innovate and its innovation enabling 
policies, which have led London to become one of the world’s most important 
fintech hubs.

A clear understanding of the implications of the digital transformation should 
lead regulators to adopt some basic principles to guide the creation of future-
proof rules. First, a holistic approach is needed in order to anticipate the cross-
impact of digital, competition and financial regulations. Cooperation between 
different authorities is paramount to ensure that policy goals are effectively 
reached without inducing any unintended consequences.
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stimulate the European economy is realised, while ensuring that financial 
stability is not endangered, and fraud and regulatory arbitrage are prevented.

Better regulation
The aim of the Commission’s Better Regulation principles is to design EU policies 
and laws to achieve their objectives at minimum cost, ensuring that policy is 
prepared, implemented and reviewed in an open, transparent manner, informed 
by the best available evidence and comprehensive involvement of stakeholders. 
Key goals are to ensure that EU legislation is “Internet ready”, in that it does 
not discriminate between its implementation in the digital or physical worlds, 
and is designed to make the most of the productivity, efficiency and disruptive 
innovation potential that “Digital” can provide.

Digital Single Market 
Completing the Digital Single Market (DSM) is one of the European 
Commission’s top 10 political priorities. The DSM Strategy aims to build trust 
and confidence to deliver economic and social benefits. Relevant initiatives for 
financial services are eID and cybersecurity. 

eID
The Regulation (EU) N°910/2014 on electronic identification and trust services for 
electronic transactions in the internal market (the eIDAS Regulation) adopted by 
the co-legislators on 23 July 2014 is a milestone providing a predictable regulatory 
environment to enable secure and seamless electronic interaction between 
businesses, citizens and public authorities.

The Network Information Security (NIS) Directive 
It will provide legal measures to boost the overall level of cybersecurity in the EU 
by increasing Member States’ cybersecurity capabilities, enhancing cooperation 
between them and ensuring a high level of risk management practices in key 
sectors (banking, energy, health and transport).

Three priorities in financial sector cybersecurity are (threat) intelligence sharing 
(pre-incident), rather than only post-incident reporting, the need for solid 
penetration and resilience testing and the need for regulators not to duplicate 
testing requirements, and strong technology that overcomes weaknesses of 
people, processes and poor technology.

Digitising European Industry
Digitising European Industry is a strategy for the digital transformation of 
industry, complementary to the Digital Single Market and national and regional 
initiatives. Under the auspices of its Smart Regulation for Smart Industry pillar, 
the Commission will be launching a public consultation on the safety of apps 
and other non-embedded software (that can be downloaded from an app store 
or from somewhere else on the Internet, for instance). This software category 
includes downloadable 3D printer software models and blockchain/distributed 
ledger technologies. The purpose of the consultation will be to gather views 
on possible EU tools to support safety and avoid adverse impacts from non-
embedded software (including economic harm/damages).

Data protection
On 15 December 2015, an agreement was reached on the proposal for a General 
Data Protection Regulation following final negotiations in the trilogue meetings.  
The proposal aims at a data protection framework for the European Union which 
responds to new data protection needs, such as those created by social media. 

The General Data Protection Regulation will enable people to better control 
their personal data. At the same time modernised and unified rules will allow 
businesses to make the most of the opportunities of the Digital Single Market by 
cutting red tape and benefiting from reinforced consumer trust.

Regulatory framework for digital retail financial services

Pēteris Zilgalvis, J.D. 
Head of Unit, Health and Well Being Member, FinTech Task Force, 
DG Communications Networks, Content and Technology, 
European Commission

What regulatory framework for digital 
retail financial services and how could 
it stimulate innovation?

Pan-European harmonisation is the second necessary condition. 
Despite the ongoing efforts by the European Commission, our continent is still 
a mosaic of divergent national regulations or supervisory practices in critical 
areas such as anti-money laundering, data management, cyber security and 
cloud computing. Some of these issues will be addressed with recent European 
regulatory packages, but further international coordination will be needed in 
those domains, which are global by nature.

Third, regulatory sandboxes would be ‘safe spaces’ in which businesses could test 
innovative products, services, business models and delivery mechanisms without 
immediately incurring all of the normal regulatory burden. This is particularly 
needed in areas such as blockchain (distributed ledger technologies), which is a 
potentially disruptive technology that still lacks maturity. 

Finally, given the diversity of providers in this new ecosystem, there is need for 
a competitive environment in which similar products or services receive similar 
regulatory treatment. That is, regulation should be tailored to specific use cases 
and business models, regardless of the nature of the provider offering them.

If these conditions are met with the appropriate pace for the fast evolving digital 
world, we will be able to develop a digital single market for financial services, 
improving competition and fostering innovative offerings for European citizens. 
An integrated market will make scalability of new initiatives easier, hence 
contributing to the global competitiveness of European firms. 
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The innovation finance ecosystem can benefit greatly from the use of digital 
technologies and platforms enabling it to function more dynamically and to cross 
borders more easily to deliver funding to creative start ups and SMEs, as well as to 
larger companies seeking to invest in innovation.

These new approaches can be grouped under the name “FinTech”, signifying 
“technology-enabled financial innovation”. Their deployment is frequently 
linked to “RegTech” and “LegalTech” which are applying digital technologies 
to regulatory compliance, particularly relevant in the financial sector, and to 
the practice of law. RegTech has the potential not only to reduce compliance 
costs but also to help organise the relevant data for supervisory authorities.The 
principles of Better Regulation, and the Digital Single Market and Digitising 
European Industry initiatives can help to ensure that this potential to 

>>>

>>>



Enter ‘Fintech’ into your favourite 
search engine. You will discover a 
whole universe of new technologies, 
companies and services, all set to 
revolutionise the way consumers 
manage their personal financial life. 
Smart apps and on-line platforms offer 
consumers tailored banking, insurance 
and investment solutions at low and 
transparent costs, free from hassle and 
always at the click of a few buttons. But 
is it too good to be true?

Retail finance services usually rank 
rock-bottom in every consumer 
satisfaction scoreboard. Change is 
therefore welcome for consumers who, 
at best, can take advantage of improved 
access to cheaper and better financial 
products. On the flipside, innovative 
models carry a new set of risks, which 

will call for upgrading financial 
consumer protection.

What is changing for consumers? 

Financial services are increasingly 
bought online, through bank websites 
but also through comparison websites 
or via specialised niche platforms.  
On-line distribution can dramatically 
lower distribution costs, increase 
comparability of products and drive 
down prices for consumers. 

Another feature of digitalisation is 24/7 
availability, giving consumers non-
stop access to their financial tools, 
transforming their day-to-day usage of 
financial services. Making payments, 
checking savings and investments or 
budgeting a holiday will become effortless 
manoeuvres on any smartphone.

But there are dangers too. Consumers 
could find themselves taking poor 
investment decisions or signing up to 
unsuitable consumer more easily. Those 
of us who are digitally illiterate could 
find ourselves barred from accessing the 
best-value products. And the algorithms 
which drive these tools don’t tend to 
be sensitive to consumer complaints. 
The same app warning you about 
stretching your monthly budget could 
also be luring you towards a costly credit 
scheme at a nearby store.

Privacy and cyber security risks are also 
likely to increase tremendously. 

While big data could bring some 
benefits to consumers, such as receiving 
more personalised information and 
offers, there will be major concerns 
regarding how it is being used. Will 
the average education level of 

Greg Van Elsen 
Senior Financial Services Officer, 
The European Consumers’ 
Organisation (BEUC)

Technology to the rescue? 
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The global economy is becoming 
increasingly digitised. Digital solutions 
can be more convenient for many 
consumers; they offer efficiency and 
cost benefits to providers and, as a 
result, digital technology is becoming 
integrated in all sectors of the economy. 

While the advent of greater innovation 
is welcomed and should be encouraged, 
we must not lose sight of the potential 
consumer protection risks of new 
technologies. Firms will need to ensure 
their products are accessible and do not 
discriminate against the digitally illiterate. 
Digitalised services should also be 
transparent, providing suitable disclosure.  
Indeed, they can offer an opportunity 
to make disclosure clearer and more 
effective. Effective disclosure is all the 
more important where digitalisation is 
accompanied by disintermediation (e.g. 
in peer-to-peer transactions) such that the 
consumer assumes new risks.

At the same time, many of the consumer 
protection risks that exist for traditional 
products and services are still apparent 
within innovative solutions. For firms, 
mitigating these risks should not be an 
insurmountable barrier to market. By 
ensuring the risks are factored into initial 
product design and development, the 
industry can help innovative solutions 
bring maximum consumer benefit, 
offering the services consumers want.

The EY Fintech Adoption Index surveyed 
six markets globally and found that on 
average 15% of digitally active consumers 
are users of Fintech. The survey suggests 
that the rate of adoption could double 
within 12 months. The challenge is 
whether the regulatory framework can 
keep pace.  The FCA takes a risk-based 
approach to regulation - targeting 
our resources where the potential for 
detriment is highest.  However, our 

competition mandate, which has been 
a statutory objective since 2013, requires 
us to address a further dimension. How 
can we foster innovation that genuinely 
improves the lives of consumers? Are 
regulatory barriers discouraging new 
entrants and distorting markets? The 
risks of innovation have to be weighed 
against creating unnecessary barriers to 
the many opportunities. It is a difficult 
balance to achieve.

We have sought to address this by 
launching Project Innovate, and within 
that establishing an Innovation Hub, 
a unit within the FCA geared entirely 
towards working with innovative 
businesses with ideas that could stimulate 
competition to the benefit of consumers. 
The Hub has done two main things – it 
has helped firms gain access to fast, frank 
feedback on the regulatory implications 
of their ideas and it has begun to tackle 
the structural issues that innovators have 
told us impede their progress towards 
market. Our work on regulatory barriers 
to innovation in the development of 
digital and mobile solutions is an example 
of the steps we are taking to achieve this. 

Innovate is now being expanded and 
strengthened. Part of this involves 
providing a ‘safe space’, known as a 
sandbox, in which innovators can test 
products, services and business models 
in a controlled environment, free of 
regulatory uncertainties but with 
appropriate consumer safeguards. It is 
an ambitious idea but one that firms 
have told us they strongly support.

David Geale 
Director of Policy, Financial Conduct 
Authority (FCA)

Digital innovation, competition 
and consumer protection: 
the FCA’s  approach 

John Scott  
Chief Risk Office Global Corporate 
Business, Zurich Global Corporate

The role of insurance in 
cybersecurity and how 
policymakers can help

As society’s reliance on technology 
increases, so cybersecurity is becoming 
ever more important. Innovations 

such as the Internet of Things and 
Self Driving Vehicles are exciting 
opportunities, but they bring risks, as 
consequences from cyber-attacks move 
beyond data breaches towards physical 
and bodily damage. With cyber-attacks 
already cost global business over 
$300bn per year, cybersecurity is key to 
harnessing the full potential of cyber 
technology, preventing the rising cost of 
cyber-attacks becoming a disincentive 
to invest by outweighing benefits. It 
is vital we get this right: a 2015 study 
by Zurich and the Atlantic Council 
estimated a $120 trillion difference to 
global GDP between creating >>>

an open and secure internet 
and an insecure, poorly regulated one 
in next 15 years.

Insurance has an important social and 
economic role in cyber security. Firstly, 
risk transfer provides an important 
part of decision making around cyber 
investments. Current market coverage 
includes third party liability costs from 
attacks and internal actions, as well 
as first party costs including business 
interruption and privacy breaches.  
Second, insurers advise on risk 
management and resilience measures 
which help to limit cyber risks. Such 
measures can also help to protect more 
intangible and less insurable assets like 
reputation.  

However, there are a number of hurdles 
to the insurers fully realizing its value. 
This includes a lack of information 
on cyber risks - technical data used to 

price and underwrite risks is scarce 
and inconsistent, whilst businesses 
are reluctant to disclose information 
on attacks due to concerns over 
liability and reputation.  Equally, 
whilst maximum losses would likely 
exceed the private market, the exact 
potential losses for insurers from 
cyber-attacks are largely unknown. 
This uncertainty over “accumulation 
risk” is a major barrier to the expansion 
of the cyber insurance market. Lastly, 
a knowledge gap exists both within 
the insurance industry, which requires 
more cyber risk management expertise 
and similarly through a general lack 
of awareness on cyber risks amongst 
customers, particularly SMEs. 

EU policymakers have an important role 
in helping insurers to overcome some 
of these hurdles. Action falls into two 
broad objectives: promoting a thriving 
insurance market and promoting 

an effective global risk management 
framework. A thriving cyber insurance 
market requires a focus on raising 
standards, improving data, de-risking 
information exchange and promoting 
“cyber education”. An effective risk 
management framework, allowing 
businesses to effectively manage 
their exposure to cyber risks, requires 
global cooperation. However, this is 
currently hindered by geopolitical 
tension. Policymakers must respond 
by strengthening global governance 
institutions whilst insulating them 
from tensions. Meanwhile, the systemic 
nature of cyber risk should also be 
addressed through greater oversight 
and response measures.

The insurance industry can play an 
increasingly important role in achieving 
cyber security and looks forward to 
working with EU policymakers to 
realize this potential. 

Regulatory framework for digital retail financial services
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be available anytime, anywhere 
and for the best price. At the same 
time, fintech companies are also 
developing rapidly, proposing new 
business models and new services in 
all clusters such as payments, lending 
and investment management, thereby 
becoming a real driver for competition 
vis à vis incumbents. In that context, 
established players will have to 
continue adapting their structures, 
internal processes and services and 
maybe their business models, possibly 
proactively cooperating with fintechs.

More changes will transform this 
industry in the coming decade due 
to other technological trends such as 
cloud computing or big data, which 
have not reached their full potential 
in the financial services so far. New 
business models and services are 
likely to emerge both in the banking 
and insurance markets. Besides, new 
technology such as distributed ledgers 
(e.g. blockchain), the underlying 
technology of virtual currencies, may 
disrupt financial markets in the coming 
years, enabling quicker, cheaper and 
safer transactions which could find 
various domains of applications, quite 
different from only payments.

In this fast moving environment, 
regulators should find the right balance 
between fostering innovation as a 
potential driver for competition and 
growth in the financial services, and 
ensuring at the same time that financial 
stability, but also security and safety 
are not undermined. A good example 

of smart regulation in such context 
is the recently modernised Directive 
on Payment Services. EU regulators 
managed to provide a more appropriate 
regulatory framework for fintechs 
active in the area of payments opening 
up the market to new entrants whilst 
strengthening security standards to the 
benefit of users. 
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Giles Williams 
Partner, Financial Services Regulatory 
Centre of Excellence, EMA Region, KPMG

Customers not regulators 
should set the digital agenda

Digital could well be the panacea for 
many of financial services challenges 
by providing consumers with choice, 
radically cutting costs and suiting 
many citizens’ lifestyles; equally, does 
it create more problems than it solves? 
Roadblocks exist, some real and some 
manageable, which industry and 
regulators will need to work together 
on to overcome.
Digital offers significant potential 
for a Europe looking for solutions 
to economic growth, SME finance 

and long-term retirement provision. 
In markets such as Asia, there has 
been much more focus on digital 
transformation for some time. Perhaps 
in part as less management focus has 
been on regulation than in Europe.

There have been successes. In 
wholesale markets data and technology 
are transforming operations and 
opportunities, leading to market growth 
and boosting Europe’s competitiveness 
against the US and Asia. In retail, payments 
account for 25 percent of the top firms in 
KPMG’s 2015 FinTech 100 research. 

Customers increasingly expect a 
sophisticated digital experience. Firms 
with the technological ability to deliver 
are gaining competitive advantage 
and seeing the cost benefits digital 
transformation brings. But regulation 
creates a unique set of challenges 
in financial services, weighing more 
heavily on the incumbents than the 
disruptors. A proactive approach to 
some of the major roadblocks is needed:

•  Meeting the advice gap – customers 
need to be told what they are getting, 
and understand the difference 
between advice and guidance, but 
detailed product disclosure and 
contractual agreements don’t lend 
themselves to digital channels. 

•  Data privacy – who owns customer 
data, what happens to the analytics 
and how it is used will increasingly 
become difficult questions.

•  Customer outcomes – digital is an 
enabler to customer choice, creating 
greater transparency on features and 
performance, but also challenges over 
cybersecurity and fraud.

•  Who owns the risk?  – on digital 
channels it is less clear where the 
ultimate risk resides – is it with the 
distributor or the manufacturer? Can 
it be, or is it appropriate that it is 
passed on.

So far regulators have stayed on the 
edge, albeit with recent warnings from 
the Financial Stability Board. As digital 
changes financial services, regulation 
will need to evolve but shouldn’t 
stifle innovation. More regulation is 
inevitable but compliance will likely 
change the customer experience. 
Regulators need to take care to not 
solve problems that don’t exist. 

Mario Nava  
Director for Regulation and Prudential 
Supervision of Financial Institutions, DG 
for Financial Stability, Financial Services 
and Capital Markets Union, European 
Commission

Regulatory challenges for 
financial services in the 
digital age

Digitalisation has already transformed 
the financial industry in-depth. 
Providers offer and sometimes even 
contract their products and services 
through on-line distribution channels 
to better informed consumers who 
now expect these services to 
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my Facebook friends impact on 
my credit rate? Will consumers need to 
disclose their fitness data in order to get 
favourable health insurance?
 
Digital upgrade of financial consumer 
protection

Both the traditional players and the 
new challengers in retail finance are 
promoting digitalisation.  The likes 
of P2P-lenders, robo-advisers, price 

comparison websites, innovative (forex) 
payment schemes or crowdfunding 
platforms are all welcome to give the 
market a wake-up call. Consumers 
badly need an upgrade in retail finance.
In order for consumers to fully reap 
the benefits of digitalisation, financial 
consumer protection will need an 
upgrade too. The current rules were not 
written with apps in mind. Supervision 
and enforcement is lacking across the 
EU. Algorithms deserve regulatory 

scrutiny in the same way on-line 
platforms and comparison websites do. 
Not to mention privacy and personal 
data risks. 

If all this is done well, digitalisation 
could bring about simpler, more 
transparent & more cost-effective 
products to consumers across the 
EU.  By then nobody will be talking 
of Fintech anymore. They will call 
it finance. 
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Dr. Andreas Raymond 
Dombret 
Member of the Executive Board, Deutsche Bundesbank

Brave new world – banks, 
bytes and blockchain

Technological innovations have been a catalyst for major upheavals in the world 
of finance. Nowadays, 63% of bank clients in Germany make use of their bank’s 
online services1, while 47% turn to mobile devices to conduct their banking 
affairs2  – and forecasts suggest that these services will be used even more often 
going forward. Online and mobile banking services are no longer an add-on 
to banks’ traditional services – they have become an integral part of their 
business strategy.

Digitalisation has raised the bar for the financial industry. Today’s IT capabilities 
can make the financial system cheaper, faster, more flexible and more efficient. 
These prospects are an enticing proposition for both banks and society at large. 

But digitalisation also harbours at least two major challenges for banks. One is 
that technological innovations open the door to both “disruptive technologies” 
and new competitors known as “fintechs”. These entities came up with numerous 
new IT-based business ideas in recent years, mounting a stiff challenge to banks’ 
profitability. In addition, banks face the risk of falling behind if they fail to 
respond quickly enough with competitive products of their own. And that’s not 
just down to fintechs – disruptive technologies are a key factor in streamlining 
individual processes, but also in rendering entire business models obsolete. 

Distributed ledger technology has the potential to unleash such disruption in the 
banking industry. It enables any transaction conducted in the world of finance 
to be documented in what is thought to be a forgery-proof, near-real-time and 
decentralised manner, ie potentially bypassing central securities depositories and 
banks altogether. It would allow any individual and any company to settle any 
type of asset or liability transaction directly with other financial market agents. 

Banks need to formulate a strategic response to these challenges. As regards 
fintechs, some have realised that banks’ relationship with technological 
innovators can be more than just a rivalry. In the past, banks have acquired 
fintechs as soon as their ideas have matured. So fintechs do the research and 
development work for the financial industry and bear the associated risks. 
Banks will then need to develop monitoring and evaluation tools to allow them 
to assess whether fintechs’ business ideas will prove to be a long-term success. 
When it comes to distributed ledger technology, banks have to realise that they 
offer more than just transaction services. Transformation of risks, liquidity 
and maturities are hardly replaceable by computer algorithms, at least in the 
short- to medium-term.

The second major challenge which digitalisation presents for banks is cyber 
security. The financial system is particularly vulnerable since the digitalisation 
of banking has led to a shift in the economics of financial crimes. Huge >>>
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For the last twenty years the technology 
which underpins clearing and settlement 
infrastructures, has remained relatively 
stable. However, in the last twelve 
months we have witnessed the start of 
significant and potentially widespread 
disruption through the development 
and adoption of Blockchain and 
Distributed Ledger Technologies. Such 
technological innovation has appeared 

at the same time as the financial 
services industry is coping with the 
implementation of regulatory change, 
political and economic uncertainty 
and rising risk complexity. Given these 
pressures, it is no surprise that financial 
institutions are today re-thinking their 
approach to operations and costs. 

Blockchain (or distributed ledgers) offers 
a new approach to data management 
and sharing, potentially resolving many 
of the inefficiencies in capital markets. 
The prize on offer is a new architecture, 
where all capital market participants 
work from common datasets, in near 
real-time, and where supporting 
operations are either streamlined or 
even made redundant. 

Technology experts in Fintech start-
ups, incumbent market infrastructure 
providers, including Euroclear, 
and banks are already working on 
the underlying technology and its 
potential uses. Some have already 
made announcements about replacing 
their legacy platforms with the 
new technology. 

However, the journey from today’s 
systems to a new technological 
paradigm will take time. The 

Tim Howell 
Chief Executive Officer, Euroclear

Reinventing the future 
of financial markets 
infrastructures

>>>

values are stored on bank servers, rather than as cash in safes, making 
hacking an increasingly lucrative venture. A security service provider has 
identified a new malware sample every 14 seconds for Android smartphones 
alone3; banks have to fend off thousands of attacks on their IT systems every 
day. 61% of CEOs regard cyber risk as a key threat4, and some observers are even 
predicting that the next financial crisis will emerge from cyberspace. 

Averting cyber risks, then, is anything but a trivial task. Technological capabilities 
are constantly evolving. But more often than not, the human factor is the weakest 
link in IT processes. Targeting “digital carelessness” among customers and staff is 
usually a good way of achieving fast results in mitigating risk.

The digitalisation of banking presents a host of complex challenges. Managing 
digitalisation, then, is a senior management task5 – in banks, just as in any 
other business. 

72

VIEWS | The EUROFI Magazine | Amsterdam 2016

NEW TRENDS IN THE FINANCIAL SECTOR

>>>

1.  Roland Berger (2015), Digital Revolution in Retail Banking. 
2. ING-DiBa (n.d.), Nutzen Sie Mobile-Banking?, In Statista – Das Statistik-Portal, access 1 March 2016
3. G-Data (2015), Mobile Malware Report Q2/2015.
4. PWC (2015), 18th Annual Global CEO Survey.
5.  Dombret, A.R. (2016), A regulator’s perspective on cyber resilience - How a management board can 

make a difference. Speech given at the Cybersecurity Conference «Building a Safe and Resilient Digital 
Economy», Munich, February 2016.

Prospects of growing electronification in the capital markets

Jakob von Weizsäcker 
MEP, Committee on Economic and Monetary Affairs, 
European Parliament

Precautionary monitoring as an approach 
to regulating FinTech

The latest developments in the ongoing IT revolution, including ever smarter 
phones, big data and distributed ledger technology, are continuing to transform 
business models and consumer experiences in most sectors. This is particularly 
true for the financial sector where FinTech is poised dramatically to reduce 
transaction costs and new business models are fast emerging. Multi-billion euro 
industries ranging from payment services to clearing and settlement or even 
wealth management are being transformed.

Some of these transformational developments could happen very rapidly and 
could become systemic quickly. Certain FinTech applications could reach 
significant market penetration within a matter of months, not years.  The 
combination of technical complexity, potentially rapid market penetration 
and systemic relevance make these developments a particular challenge 
for regulators.

Heavy handed pre-emptive regulation is not desirable as it could stifle 
innovation at an early stage. Light touch regulation based on Panglossian 
assumptions would also tend to be far from optimal as it would allow innovators 
to externalise risks at the expense of uninformed consumers and also to 
taxpayers once an innovation has achieved systems relevance.
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Instead, my draft report on the regulation of distributed ledger 

technology, the innovation underlying bitcoin, advocates the concept of intensive 
precautionary monitoring of new applications by public authorities to assure 
that swift and decisive regulatory action can be taken if and when appropriate. 
For this to work well in practice, the capacity of regulators in these areas needs 
to be strengthened further and innovators would have to accept a high degree 
of transparency. 

Concretely, I propose the creation of a properly funded European task 
force on distributed ledger technology with the task closely to monitor new 
developments in real time and develop regulatory recommendations before 
systems are becoming systemic. If this regulatory approach based on intensive 
precautionary monitoring works well for this particular technology, there might 
be broader lessons to be learnt for sound FinTech regulation during a period of 
rapid technological change. 

>>>

>>>

“The journey from today’s systems 
to a new technological paradigm 
will take time.”

-  T I M   H O W E L L 



Following the end of the 
consultation, more analysis will be 
needed. But as we look towards the 
future, the objective is to create a market 
infrastructure starting with a blank canvas. 

Building a truly Single Market in Europe 
is not a task for the public sector alone 
– it is a joint effort. Therefore, we very 
much welcome the input and suggestions 
provided in this consultation. We will 

continue to work closely with the market 
in order to make use of its knowledge and 
experience as well as ensure that Europe’s 
future financial market infrastructure 
meets the needs of its users in full. 
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obstacles to be overcome are 
significant, and it is far from clear what 
will ultimately emerge. In a recent 
study which we undertook with Oliver 
Wyman we saw three likely routes to 
the adoption of such technology:

•  Challenger disruptions developed 
outside of the core capital markets 
ecosystem which could be operational 
within 24 months.

•  Collaborative efforts to shift the 
existing value chain to blockchains. 
Such efforts are already starting 
but it is likely to take more than ten 

years to overhaul financial market 
infrastructure, for instance.

•  Mandated change where policy 
makers begin to direct the industry to 
introduce new market infrastructure, 
so that costs are reduced or that 
operational or systemic risk is lessened.

A considerable number of aspects of 
law and regulation will also need to be 
reinterpreted or changed to support the 
development of such technology. These 
issues include the legal definition of the 
finality of settlement and understanding 
how the concept of a physical and local 

“golden record” can be managed in an 
environment where data is distributed 
across ledgers globally.

The industry is on the cusp of major 
disruptive technological change and 
innovation which will challenge both the 
industry and the regulatory authorities. 
Regulators themselves will need to work 
closely alongside the industry to ensure 
that the new technology can evolve 
and develop in a safe and efficient way 
and that a fair and competitive level 
playing field is established between new 
entrants and existing providers. 

“There is the business challenge of 
matching a business need with a 
technological solution.”

-  T O M   C A S T E L E Y N 
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Market integration in Europe is an 
ongoing project. This started with the 
creation of the European Coal and Steel 
Community in 1950, followed in 1957 by 
the Treaty of Rome, which set up the 
European Economic Community. The 
signing in 1986 of the Single European 
Act marked a major step towards 

establishing the Single Market. These 
and numerous other measures led to the 
launch of the euro in 1999. Since then 
the integration project has continued 
apace, with the creation of the banking 
union and then the launch last year of 
the capital markets union project. 

In conjunction with these key political 
steps, essential projects, although less 
prominent, have pushed forward an 
integrated financial market infrastructure. 
This major achievement promotes 
business opportunities on a European 
scale, opening the continent’s market to 
issuers and investors and allowing citizens 
to make payments in euro in the same way 
across Member States.

Two European market infrastructures, 
TARGET2 and TARGET2-securities 
(T2S) – along with two retail payment 
schemes launched by the Single Euro 
Payments Area (SEPA) project – allow 
money and financial assets to flow 
across Europe. Although it has come a 
long way, the Eurosystem is constantly 
looking for ways to improve efficiency, 
promote innovation and lower costs. 
However, advances in technology, 
the emergence of fintech companies 
and increasing globalisation pose 
new challenges to the Eurosystem 
in its endeavours to ensure the 
security and resilience of payments. 
The Eurosystem aims to stay abreast 
of these changes and make sure 
the market infrastructure evolves 
to cope with and take advantage of 
them. Action points have thus been 
developed to investigate what the 

Eurosystem could pursue in the years 
ahead. We will do this by continuing 
to promote collaboration between 
the public and private sectors and, 
with this in mind, an initial market 
consultation was held in March 2016. 
The high response rate shows that 
the market has seen the business 
opportunities which we want to foster 
by enhancing the Real-time gross 
settlement (RTGS) services of our 
future financial market infrastructure. 
In the consultation a number of topics 
were put forward to the market, 
including for example:
 
•  expanding the current liquidity 

management and monitoring tools to 
meet market demand;

•  extending operating hours, given 
increased globalisation but also for 
payment services and to support 
instant payment initiatives;

•  developing specific services to support 
banks in complying with increased 
regulation; 

•  reflecting on the opportunities 
and challenges arising from new 
technologies, such as distributed 
ledger technologies; 

•  preparing to migrate RTGS services 
to ISO 20022, thus optimising 
end-to-end business processing 
and transporting richer payment 
information related to remittances;

•  exploiting possible technical and 
functional synergies between the 
TARGET2 and T2S platform and 
integrating the access and interface 
of these Eurosystem services 
where possible.

Marc Bayle  
Director General, 
European Central Bank (ECB)

The future of Europe’s 
financial market 
infrastructure
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The potential is easy to understand.

Many issuers and investors find 
accessing capital markets to be difficult 
and expensive.

Fintech, and distributed ledger 
technologies such as blockchain, hold 
out the prospect of a capital markets 
environment in which new, cheap, 
easy and secure processes replace old, 
expensive and burdensome processes. 
But potential is not sufficient; we also 
need the practical implementation of new 
solutions. And this is the difficult part.
There is the business challenge of 
matching a business need with a 
technological solution.

There are also major regulatory and 
legal challenges.

Regulators need to ensure that existing 
regulation does not impede innovation. 
But regulators also need to ensure that 
they do not throw out the baby with 
the bathwater.

Existing regulation with its many 
prudential safeguards ensures a 
high degree of safety and of investor 
protection. The regulatory structure 
for fintech and blockchain should 
aspire to achieve the same regulatory 
outcomes, and should ensure that 
fintech activities can be carried out by 
regulated entities, and do not migrate 
into the unregulated “shadows”.

The legal challenges may be even more 
formidable. If a security is issued in a 
blockchain environment, it is not at all 
clear – from a legal perspective – what 
that security is.

There is also the problem of the transition. 
Markets and market infrastructure are 
networks; the power of the network 
effect is strong; there is no incentive for 
a market participant to be the first to 
move from an existing network, to a new 
network with no counterparties.

Given the size of the challenges, it is 
legitimate to be slightly sceptical as to 
the chances for a wholesale re-ordering 
of capital markets in the near future.

Yet the degree of technological 
innovation and the multiplicity of 
initiatives in the area of fintech are 

breathtaking. It would take a brave 
person to bet that no progress will 
be made.

A reasonable judgement is that 
progress in the application of fintech/
blockchain solutions will initially 
be small and incremental, and more 
radical innovation will be heavily 
dependent on the industry agreeing 
common standards allowing for the 
creation of new networks. 

Tom Casteleyn   
Head of Product Management for 
Custody, Cash and Foreign Exchange, 
BNY Mellon SA/NV

Capital Markets and 
Fintech/Blockchain – 
The matching game

Following 
Eurofi event

Malta
5, 6 & 7 April 2017
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Conduct and culture in the financial services industry

Sharon Y. Bowen 
Commissioner, U.S. Commodity Futures Trading Commission (CFTC)

Improving Conduct and Culture 
in the Financial Sector 

In order to improve conduct and culture within the financial sector, we need:  
(1) clear rules on conduct; and (2) robust enforcement against malfeasants 
who violate those rules. We are fortunate at the Commodity Futures Trading 
Commission (CFTC) that we have many tools at our disposal to influence and 
monitor the conduct of participants in our derivatives markets. For instance, 
we have some conduct requirements for our registrants, including mitigation 
of conflicts of interests.   We also have both failure to supervise regulations  and 
“control person liability,” which allows us to hold some supervisors responsible 
for the misbehavior of their subordinates even if they were unaware of 
such misbehavior. 
  
Yet we need to do more.  First, we need to finalize governance rules for our 
clearinghouses and trading platforms.  In 2010 and 2011, the CFTC proposed 
rules on governance that included multiple requirements to mitigate conflicts 
of interests in Boards and ensure that senior management is held accountable 
for the regulatory oversight of their firms.   The time has come to finalize these 
rules because we cannot hold the market to standards that we have not defined 
for them. 
 
The Fair and Effective Markets Review (FEMR) also had some great suggestions 
to improve conduct, including developing common cross-jurisdictional conduct 
standards for market participants.   Whether through regulation or industry 
initiative, we can develop common standards of what honest, transparent 
business-dealing looks like.  Of course, these standards would have to be no less 
rigorous than the conduct rules that exist today for U.S. firms – we do not want to 
move backwards.  

The FEMR also made excellent recommendations to avoid the recycling of bad 
actors from one jurisdiction to another.  It is all too easy today for a malfeasant in 
one asset class or jurisdiction to move to another without detection.  We need to 
develop means to prevent that from happening, such as having a global database 
of the disciplinary history of financial professionals, across jurisdictions.

But conduct rules are of little use if they are not aggressively enforced.  We have 
an incredible enforcement staff at the CFTC.  With our constrained budget, our 
staff has successfully brought cases that have redefined our market, including 
imposing over $4.6 billion in penalties in benchmark rigging cases.   But in order 
to fully police this market, our staff needs higher penalties, and we, as an agency, 
need far more funding.  
 
We know that a culture of bad conduct puts our institutions and financial 
markets at risk. So we need to continue to make changes to achieve our goals as 
soon as we can. And I am hopeful that the current efforts of several international 
bodies on conduct – International Organization of Securities Commissions,  
Financial Stability Board,  and Bank for International Settlements  – can bring 
greater consistency, and improve best practices across jurisdictions. 

1.  R  DISCLAIMER:  The views expressed are that 
of Commissioner Bowen. They do not reflect 
the views of the other Commissioners or staff.

2.  See Parts 3 and 23 of CFTC Regulations.  
3. See CFTC Regulations 23.602, 166.3, and 1.11.
4.  See “Governance & Conflicts of Interest,” avai-

lable at http://www.cftc.gov/LawRegulation/
DoddFrankAct/Rulemakings/DF_9_DCOGo-
vernance/index.htm.

5.  See “Fair and Effective Markets Review, Final 
Report,” (June 2015), available at http://www.
bankofengland.co.uk/markets/Documents/
femrjun15.pdf.

6.  See “IOSCO:  Meeting the Challenges of a New 
Financial World,” June 17, (IOSCO). 

7.  See “Measures to reduce misconduct risk, Pro-
gress Report,” Nov. 6, 2015, available at http://
www.fsb.org/2015/11/measures-to-reduce-mis-
conduct-risk/.

8.  See “Foreign Exchange Working Group,” avai-
lable at http://www.bis.org/about/factmktc/
fxwg.htm.
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system. The industry must own 
and drive good culture throughout the 
financial sector, and re-earn the trust 
it’s lost in recent years.  This is not an 
easy task and requires, among others, 
that shareholders’ expectations morph 
from shorter term profitability to 
longer term sustainability.

Regulators and supervisors should 
publicly support good culture and 
conduct in the financial sector. 

Regulators can do this by ensuring 
that their rulemaking does not create 
misalignment with good culture. 
Supervisors can support good culture 
by embedding this into their meetings 
and thematic reviews with firms. 

Recognising many key markets are 
global in nature suggests that effective 
global markets require a global 
approach to building good culture and 
not just within the EU.

Culture is rightly and increasingly on 
the agenda of policymakers and firms 
globally. Examples are the G30 report 
on “Banking Conduct and Culture: A 
Call for Sustained and Comprehensive 
Reform” (July 2015), the creation of the 
FICC Market Standards Board (FMSB) 
post the Bank of England led Fair and 
Effective Markets Review (FEMR) and 
industry led bodies such as the Banking 
Standards Board.

Individuals in financial services firms 
each have a responsibility to own and 
drive good culture, in order to earn 
back the trust of wider society. There is 
no single way of doing this – each firm 

needs to find its own ways of delivering 
and driving good culture.

BNY Mellon is working on this at a 
number of levels, including:

•  BNY Mellon has embedded cultural 
values into our corporate mission, 
our performance management and 
governance processes. 

•  Our EMEA Chairman, Michael Cole-
Fontayn, actively participated in 
FEMR, and is a board member of 
FMSB. Other leaders are also active in 
our culture hubs.

•  BNY Mellon views management and 
culture as intertwined – for example, 
we talk as much about risk culture as 
we do about risk management. 

•  BNY Mellon supports our employees 
through training and development 
programs with tools to help 
promulgate positive culture, conduct 
and behaviours.

We should not expect a cultural 
“revolution” but further evolution 
and ensure there is no place for a 
culture of impunity within the global 
financial markets. 

Capital markets contain a wide variety 
of FCA regulated firms – including 
but not limited to investment banks, 
trading venues, wholesale brokers and 
proprietary trading firms. Poor conduct 
standards in wholesale markets, such as 
benchmark manipulations, traders not 
achieving best execution for their clients 
and market abuse offences, lead to an 
increased likelihood of behaviours that 
harm market integrity and result in poor 
outcomes for clients and consumers. 
The FCA sees poor culture as a root 
cause of many of those issues, including 

poor identification and management 
of conflict of interests, or incentives 
encouraging the inappropriate pursuit 
of profit at the expense of clients or 
other market participants.

The FCA places significant emphasis 
on conduct and culture and we seek to 
drive a positive shift in firm behaviour 
and individual accountability. Senior 
management has a critical role in 
setting the ‘tone from the top’ and we 
expect them to take responsibility for 
the culture of the firm. It is important 
that our markets are open, transparent 
and resilient with respect to price 
formation and trade execution, so that 
market participants can trust and have 
confidence to transact in them. The FCA 
continues to focus on strengthening and 
improving standards of market conduct 
in the UK financial services industry, 
particularly areas where we believe 
market participants are conducting 
themselves in a way that may threaten 
the integrity of the markets.    

Our supervisory work aims to 
understand better the conduct risks 
in regulated firms operating in the 
wholesale markets and take action 
to remediate where appropriate. We 
undertake this through individual 
firm assessments, looking at 

David Blunt
Head of Conduct Specialists Department, 
Financial Conduct Authority (FCA)

Improving culture to 
safeguard the integrity 
of markets 

NEW TRENDS IN THE FINANCIAL SECTOR
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Conduct and culture in the financial services industry

Regulators have culture in their sights, 
responding to the widely held belief 
that poor conduct was at the root of the 
financial crisis and more recent market 
scandals. Whilst the initial regulatory 
priority was promoting a more risk-
aware culture to support prudential 
regulation, the growing focus on 

conduct and customer protection 
extends the cultural lens into the 
murkier areas of ethics and integrity: 
what does “good” look like? 

For their part, bank boards have made 
serious efforts to set the right tone 
from the top. But high level intentions 
do not necessarily impact on the 
main cultural pillars of accountability, 
communication and incentives. It’s 
certainly questionable how far tone 
from the top influences the key 
decisions and interactions that shape 
the ‘moments that matter’ within the 
business, ranging from assessments of 
product suitability to why some people 
are selected for promotion and not 
others. By the measures of ‘are banks 
more trusted?’ and ‘are they at less 
risk of fines?’, the job is still far from 
done in established banks. And the gap 
between what’s said and what’s done 
will apply equally to the financial sector 
as a whole.

Brief window
Banks still have a brief window of 
opportunity to engage their workforce 
in cultural change. But if banks miss 
this window, regulators are signalling 
they will move to fill the void. The 
very personal accountability and tough 
penalties ushered in by the UK’s senior 
managers’ regime offer a taste of what 
lies ahead if banks don’t move quickly 
enough. And this may only be the 
beginning. 

Leaving regulators to shape culture 
won’t just be bad for banks; it could 

actually be counterproductive all 
round. If employees see cultural 
change as just more compliance, 
the response can become narrowly 
legalistic. Culture should be grasped as 
a driver for aligning behaviours with 
the overall bank’s risk strategy and 
appetite. 

Driving change
The big challenge is that culture, 
especially ethics and integrity, are 
difficult to operationalise and measure. 
Like an iceberg, much of what is most 
important lies below the surface, in a 
profusion of shared assumptions, which 
are communicated and reinforced 
through a series of subtle signals, many 
of them undocumented. 

Experience suggests that an effective 
approach is to identify and influence 
the traits and assumptions which shape 
behaviours in the moments that matter. 
Some of these behavioural drivers may 
need intervention and change, but 
many others are positive and should 
be actively reinforced. The risk culture 
can provide a bridge for addressing 
ethics and integrity. By measuring 
and targeting behaviours most in need 
of attention, banks can demonstrate 
real differences. 

Benefits go beyond simply satisfying 
regulators. Banks can strengthen 
reputation, retention and returns. They 
can also give employees more licence 
to capitalise on opportunities and 
embrace innovation, confident that 
they’re doing the right things. 

Pedro Machado 
Co-Lead Partner of Regulation & Risk, 
Advisory Financial Services, 
PwC Portugal

Failure to deepen cultural 
change leaves banks at risk 
of damaging intervention

Whilst activities of banks have evolved 
and become more regulated, their 
fundamental existence is still based 

on trust. Notwithstanding increased 
levels of regulation aimed to drive 
better outcomes from the sector, the 
post-crisis years have seen continued 
crises in trust and confidence. Culture 
is therefore an increasingly important 
theme for the financial sector globally 
and in the EU. 

Elements of EU public policy are and 
must continue to be supportive of 
good culture in the financial sector. For 
example, EU policies on transparency 
and market integrity help markets 
to work more transparently and 

effectively, and create the conditions 
for good culture to thrive.  Regulatory 
policy and supervision must also 
continue to ensure appropriate 
disincentives are in place to sanction 
poor conduct.

There is however no need for an 
overarching EU policy on culture. 
The re-establishment of a clear 
vision which can drive the success of 
individual banks must be the role of 
the Board and business leaders. Culture 
must be owned by all individuals that 
participate in the financial 

Susan Revell  
EMEA General Counsel, BNY Mellon

Culture – Supporting 
a global approach for 
global markets

>>>
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Paul Tang 
MEP, Committee on Economic and 
Monetary Affairs, European Parliament

Do the banks put your 
interest first? A real focus on 
customers is still miles away

Last year, president Juncker of the 
European Commission presented his 
proposals for a capital markets union 
(CMU). The proposed action plan is 
voluminous and full of good resolutions, 
but nevertheless it´s partial. It is 
paramount put economy back in service 
of the customer again, but here the 
action plan falls short. The EP can play 
an important role in this recalibration. 

The popular movie The Big Short 
unveiled how the interest of the bank 
and that of the customer went astray. 
Short-termism and maximisation of 
profit were rife, against a background 
of poor regulation. Of course, the 
context in the US and the EU were 
different. But the need for proper 
regulation and a healthy business 
culture were equal.
 
However, both notions are 
underdeveloped in the action plan. 
The word culture does not show in the 
action plan, and the plan is proposed 
detached from all action geared towards 
fixing banks, including the completion 

of the banking union. However, a 
recent European Parliament report on 
the CMU, asks for “banks, non-banks, 
national central banks and the ECB, to 
work towards a cultural change and a 
culture of compliance”. Furthermore, 
the EP is looking for ways to link the 
establishment of the CMU to the 
completion of the banking union.

What the Commission does put 
forward, is the intention to have a 
close look at the financial rules. This 
can be useful, but only with a clear end 
in view. The Commission should not 
cut back rules without any reason, but 
should do a genuine test if the rules are 
still serving the real economy.   

What is more, new investment models, 
like crowd funding and private placement 
offer great possibilities. It is this kind of 
models that give SME’s access to capital. 
Accordingly, the proposed revision of 
the European accounting rules is also 
helpful, because it reduces needless 
bureaucracy for SME’s.

The capital markets union should address 
this kind of opportunities. But most 
importantly, the financial sector should 
put the interest of the client first, whether 
it is a consumer or a small entrepreneur. 
Organizations that are truly customer-
oriented use their smartest brains as 
financial advisors for consumers and 
entrepreneurs -- not for high-frequency 
trading. In this way working for the 
financial sector will become honourable 
again, and that is good for both society 
and sector. 

Andrea Enria  
Chairperson, European Banking 
Authority (EBA)

The EBA’s work to improve 
conduct of financial 
institutions

Misconduct of financial institutions 
towards their customers causes 
significant consumer detriment, 

Misconduct of financial institutions 
towards their customers causes 
significant consumer detriment, 
and undermines market confidence, 
financial stability and the integrity of 
the financial system. Addressing the 
root causes of poor conduct is first and 
foremost the responsibility of banks’ 
Boards and management. But regulators 
can also play an important role.

In order to help addressing some of the 
causal drivers of misconduct leading 
to consumer detriment, the EBA 
has issued several legal instruments 
either within the banking sector or 
jointly with the other two European 
Supervisory Authorities for cross-
sectoral issues.

The EBA has focused its action 
on three different phases in the 
interaction between consumers and 
financial institutions: pre-contractual; 
contractual; and post-contractual.

For the pre-contractual phase, the 
EBA has established a framework 
for robust and responsible product 
design and distribution to consumers, 
by publishing Guidelines on product 
oversight and governance arrangements 
for manufacturers and distributors of 
retail banking products that will apply 
from January 2017. These Guidelines 
aim at ensuring that the banking sector 
considers the needs of its customers 
when designing products.

As one of the contractual measures, 
the EBA is consulting on draft 
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Consumers invest in capital markets only 
if they trust these markets and financial 
intermediaries operating there. One way 
to win back investor confidence after 
the crisis is to promote ethical behaviour 
of financial institutions. EU policy is a 
necessary and effective tool to set higher 
standards across Europe.  

In this context, MiFID 2 is a key piece 
of legislation which aims at improving 
business conduct of market operators. 
The strengthened EU market abuse rules 
further aim at enforcing integrity and 
transparency of financial markets, and thus 

contribute to regaining the confidence of 
consumers. It is then the task of supervisors 
to ensure that these rules are effectively 
applied and  enforced. 

MiFID 2 adopted a holistic approach to 
tackling past issues of business conduct, 
laying down the foundations for the 
development of an improved business 
culture in the area of securities markets. It 
reinforced the rules requiring investment 
firms to act in the best interest of their 
clients and curtailed the risk of distorting 
investment decisions over inducements 
paid or received by investment firms.
 
First, MiFID 2 imposed limitations on 
inducements paid by issuers to investment 
firms distributing securities to clients, 
thus creating the potential for conflicts 
of interest for investment firms. The new 
rules require independent investment 
advisers and portfolio managers to transfer 
all fees paid by a third party to the client 
who should be informed about all such 
payments.  In order to improve best 
execution and to improve the efficiency of 
market for research, the new framework 
also requires portfolio managers to put in 
place strict controls on research costs. 

Secondly, MiFID 2 forbid investment firms 
from remunerating employees in a way that 
conflicts with clients’ best interests. For 
example, investment firms are not allowed 
to provide incentives for recommending or 
selling a financial instrument when another 
product may be better suited for this client. 

Furthermore, in order to further reduce 
the risk of mis-selling, MiFID 2 required 
investment firms manufacturing securities 
to ensure that those products meet the 
needs of and are only distributed to the 
appropriately identified target market. 

Finally, MiFID 2 strengthened the role 
of senior management in determining a 
firm’s policies on how products may be 
sold to clients, as well as in the adoption 
of adequate internal controls. The new 
framework harmonises sanctions regime 
to ensure effective enforcement of 
compliance with the new rules. 

Consistent application and enforcement 
of these rules will be key to improving 
conduct of business and eliminating 
regulatory and supervisory arbitrage. In 
this regard, new MiFID 2 rules granted the 
European Supervisory Authority (ESMA) 
EU-wide product intervention powers 
to prohibit or restrict the marketing and 
distribution of investment products which 
pose serious threat to investor protection 
or market stability.

The strengthened rules for market 
abuse and sanctions should ensure 
that the national regulators and the 
European Supervisory Authorities have 
sufficient supervisory powers to facilitate 
investigations of possible cases of market 
abuse, in particular in a cross-border 
context. The investigatory powers have 
been complemented by a more stringent 
and effective set of sanctions that 
regulators could impose for the breaches of 
market integrity rules.

Against this backdrop, the new EU rules 
should clearly raise the bar for business 
conduct for securities market operators 
and enable investors to make well-
informed investment decisions to the 
benefits of the EU economy. 

elements such as governance, 
control frameworks, culture and 
systems; thematic and other multi-
firm reviews; and policy initiatives. 
For example, we have conducted 
thematic reviews focusing on conduct 
in best execution & payment for order 
flow; trader controls around financial 
benchmarks; flows of information in 
investment banks; and conflicts of 
interest in dark pools. 

The FCA plays a leading role in 
domestic and international initiatives 
to raise regulatory standards. We have 
introduced a supervisory regime for 8 
major UK-based financial benchmarks, 
including LIBOR, to improve 
market integrity following cases of 
manipulation. The administrators 
and submitters are now subject to 
the FCA’s standards of governance, 
controls, accountability, management of 

conflicts of interest and record keeping. 
Crucially, the recent Fair and Effective 
Markets Review highlighted that as 
wholesale markets span across the globe, 
international regulators must work 
together to raise standards and improve 
market integrity. The FCA is committed 
to working with other regulators and 
the industry alike to advance widely 
understood and practical standards of 
good market practice. 

Martin Merlin 
Director, Financial Markets, DG or Financial 
Stability, Financial Services and Capital 
Markets Union, European Commission

Improving business conduct 
in securities markets 

>>>
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The views expressed in this article are personal 
and may not,  under any circumstances, be 
interpreted as stating an official position of the 
European Commission.
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Guidelines aimed at providing 
a framework for financial institutions 
to implement remuneration policies 
and practices for sales staff that will, 
for instance, improve links between 
incentives and the fair treatment of 
consumers.

In the post-contractual phase, the EBA, 
jointly with ESMA, and in line with 
EIOPA, has published Guidelines for 
handling consumer complaints in the 
banking and securities sectors that 
apply from September 2014. As a result, 
EU consumers can rely on a single set 
of complaints handling arrangements 
should they believe they have a cause 
for complaint after the product was 
purchased.
 
I am confident our instruments may 
contribute to the improvement on 
conduct of financial institutions, also 
due to their high-level but concise 
and poignant nature, that make them 
easy to retain and apply by the staff of 
financial institutions whose conduct 
we want to change. 

Michael Rüdiger  
Chief Executive Officer, DekaBank 
Deutsche Girozentrale

The role of sustainable 
banking products in the 
financial sector

A significant part of responsible 
conduct in the financial sector is the 
way of product development and 
own investments. In this context the 
role of sustainability becomes more 
and more important for the interests 
of customers, shareholders and 
employees. It is the basis for superior-
quality products and services, ensures 
a robust risk profile and increases 
company value.

We are convinced that sustainable 
business will improve our economic 
performance in the long term. 
Therefore, Deka Group observes 

internationally recognised sustainability 
standards in its asset management 
product development, thus responding 
to the growing social and environmental 
requirements of institutional and 
private customers. We substantially 
increased our holdings of sustainable 
products from € 4.1bn to € 6.2bn within 
one year. 

Sustainability is also important for 
our own investments. Since mid-
2014, we have applied a sustainability 
filter for own investments in the 
Treasury banking book and are thus 
a pioneer amongst European banks 
of systemic importance. The filter 
for own investments operationalises 
exclusion criteria relating to the 
environment, armaments, human 
rights and corruption. This filter marks 
an important step towards a truly 
sustainable business policy.

Independent rating agencies 
evaluate Deka Group’s sustainability 
performance. Most assessments are 
carried out annually based on clearly 
defined standards that allow the 
sustainability performance of different 
companies to be compared with one 
another. The assessments of the 
rating agencies are a key performance 

indicator for us in the ongoing 
development of our sustainability 
activities.

Strategic sustainability positioning 
is for DekaBank’s business strategy 
even without EU policies a mandatory 
part. In our role as securities service 
provider for the German savings 
banks, we manage sustainably in 
economic, ecological and social terms, 
while considering the interests of our 
customers, employees and owners.  
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“Sustainability is also important for 
our own investments.”

-  M I C H A E L   R Ü D I G E R 
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Eurofi would like to thank very warmly
the lead sponsors of this event

Post comments
amsterdam2016.eurofi.net
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Jonathan Taylor 
Vice President, European Investment Bank (EIB)

Everywhere the climate is

Placing 67 wind turbines, each 90 metres tall, in the raging North Sea is tricky. 
Turning waste wood into electricity isn’t exactly child’s play, either. But try raising 
billions of euros to do these things from investors who typically don’t take big risks. 
Now that requires some innovative thinking. With the help of an equity stake from 
the European Investment Bank (EIB), Copenhagen Infrastructure Partners did just 
that. The Danish renewable energy infrastructure fund manager raised EUR 2 billion 
with a smart structure that brought in pension funds and other investors typically 
too conservative for the sector. The EIB used the guarantee provided by the European 
Fund for Strategic Investments (EFSI) to participate in the project. After all, with EFSI 
the EIB aims to draw private investors into areas where they might be reluctant to 
tread. We want them to be involved in climate action just as strongly as we are.

Climate is, by definition, everywhere. So it is with the EIB’s climate action work. 
Wherever you look in the EUR 84.5 billion operations we did last year alone, you 
find climate action—and we’re determined to do more. The Bank commits to 
climate action loans that amount to at least 25% of total lending. In 2015 the EIB 
lent a record EUR 20.6 billion for climate action (26.8% of all lending), in every 
one of the 28 EU member states, and in projects from Nicaragua to Nepal. We also 
committed to increase climate action lending to 35% of what we do in developing 
countries by 2020. These are ambitious targets. To meet them we invest in small 
projects and build massive frameworks for climate action.

Take the Global Energy Efficiency and Renewable Energy Fund (Geeref). The fund 
started with a big chunk of public money—EUR 112 million from Norway, Germany 
and the EU—which it used to entice EUR 110 million from private investors. It 
focuses on funds whose managers are often new or without much track record. 
These funds in turn invest in small and medium-sized projects across emerging 
markets. The result: for every euro Geeref puts into a Philippines hydro project or a 
geothermal power plant in Ethiopia, about EUR 50 ultimately is invested. It takes a 
lot of investment experience and attention to detail to do the work of Geeref—and 
an eye for future innovations.

Let’s call that the micro level. Now for the macro. The EIB started the market for 
Green Bonds in 2007 and has issued almost EUR 13 billion such bonds. The USD 
40 billion raised in 2015 in the Green Bond market has to be allocated to climate 
action and environmentally sustainable projects. The market’s challenge has been 
the measurement and reporting of impact. Different Green Bond issuers calculate 
different impact numbers for the same project. Investors have no certainty that 
the tonne of carbon dioxide they believed their money would keep from being 
emitted isn’t really a half tonne or even two tonnes. Last year the EIB coordinated 
a group of 11 international financial institutions which released guidelines for the 
harmonized reporting of the impact of projects associated with Green Bonds. 
Thanks to this working group, a first authoritative market reference for Green Bond 
impact reporting harmonization was put in place. The guidelines aim to enhance 
transparency and accountability in the Green Bond market allowing it to mature 
and catalyse more funding to climate action.

Whether it’s by building the foundations of a true global market for Green Bonds 
or by crowding investors into a Ugandan hydropower project, the EIB delivers 
practical results that help capital markets support UN climate change plans. 
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The Paris Agreement has clearly 
reaffirmed the determination of the 
196 UNFCCC participating parties to 
tackle climate change. It lays robust 
foundations to deliver the global 
coordination needed for a transition 
toward a low carbon and climate 
resilient economy. It provides a clear 
strategic orientation that should 

make it easier to engage in low carbon 
financing and was rightly identified 
as a key milestone by the financial 
sector and prompted a number of 
significant initiatives (green bonds, 
green infrastructure finance, portfolio 
decarbonisation, etc.) demonstrating 
a growing business appropriation of 
the issues.

It is important that climate related 
issues become ever more “mainstream”: 
the low carbon transition is one of the 
determining trends of our times. In the 
same way the COP21 built on previous 
decisions (for example, in Europe, 
the EU climate and energy package 
and its implementation), financial 
actors should learn from first movers’ 
initiatives to recognise opportunities 
and assess risks. Indirectly, financial 
policymakers have a catalytic role to 
play in this mainstreaming through 

signalling their views, raising 
questions, fostering new initiatives 
and contributing to the dissemination 
of innovations and knowledge. 

of climate risks. FSB Chairman 
Mark Carney identified three major 
risks: “physical risk” arising from the 
immediate effects of climate change 
such as flooding; “liability risk” as 
business is landed with responsibility 
for pollution and other environmental 
harm and potentially sued by investors; 
and “transition risk” as assets are 
in danger of become “stranded” by 
disruptive innovation or regulation. 
Enhanced disclosure - the theory 
goes - will enable the market to begin 
to price these risks more efficiently, 
enabling investors to move funds 
away from certain sectors of the 
economy and towards those which 
have a more sustainable future. While 
this is both necessary and important, 
there is another risk to be factored in: 
namely the private sector not grasping 
the opportunity this shift presents 
and thereby making the costs of the 
transition much higher.

To avoid this policymakers, need to take 
the following steps. First, we expect the 
FSB Disclosure Taskforce chaired by 
Michael Bloomberg to deliver clear and 
effective guidance on what needs to be 
disclosed to the market and in what 
form. Unleashing market forces in this 
way will help enormously.

Second, we need to examine the mix of 
sanctions and incentives to see if they 
are fit for purpose. The green bonds 
market is a case in point. ICMA¹s Green 
Bond Principles (³GBP²) help issuers 
and investors coalesce around certain 
market-led harmonisation - helping the 
market to grow and building confidence 
in the asset class. China has set out its 
own guidelines, based on the GBP, 
for its market to develop and given its 
size and importance, has the potential 
to become the world’s leading green 
bond market. What we need though 
is a thorough examination of what 
incentives may be needed to grow the 
market further. Green bonds can then 
truly move from niche to mainstream.

Third, we should continue with efforts 
by the European Financial Services 
Roundtable and the B20 to harmonise 
aspects of the infrastructure market in 

Europe and internationally. Since most 
of the investment to tackle climate 
change will be directed toward new 
infrastructure creating an observable 
and investable asset class is key. 
Commissioner Hill is to be applauded for 
his efforts under Capital Market Union 
to push forward with this. Without it, we 
won’t be able to deliver the Juncker Plan.

Lastly we should look for new 
incentives to encourage the finance 
to flow towards the new industries 
and technologies that can help us to 
tackle climate change. In addition to 
debt, green equity and lending will 
be needed from banks - like the UK’s 
Green Investment Bank - to deliver the 
transformation. How we risk weight 
assets should be re-examined in light 
of the new economic reality. The 
European Commission recognised the 
case for lending to SMEs by creating an 
“SME Supporting Factor” in the CRR 
to incentivise investment - or perhaps 
more accurately - to avoid disincentives. 
We now need a “Sustainability 
Supporting Factor” or similar to create 
the right incentives for lending to 
green business. If we get this policy 
framework right, the finance will flow. 
Get it wrong and the consequences 
could prove disastrous. 

Corso Bavagnoli 
Directeur du Service du Financement 
de l’Economie, Ministry of Economy 
and Finance, France

Consequences 
of the COP21 agreement 
for the financial sector 

“Since most of the investment 
to tackle climate change will be 
directed toward new infrastructure 
creating an observable and 
investable asset class is key”

-  S P E N C E R  L A K E 
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Climate change is a slow-moving 
process relative to many other public 
policy issues. But financial markets 
are forward-looking, so the financial 
stability impacts could be felt at any time 
– and indeed may already be playing out 
as some investors change their portfolios 
to reflect sustainability issues.

Central banks across the globe are tasked 
with promoting monetary and financial 
stability and are quite used to thinking 
about the lags between policy action 
and effect. The Bank of England’s work 
to date has focussed on the insurance 
industry, with publication in 2015 of the 
PRA’s report on ‘The Impact of Climate 
Change on the UK Insurance Sector’.

General insurance provides protection 
against damage and loss from a wide 
range of causes. These include not only 
the impact of extreme weather, such 
as storms and floods, but also liability 
risks, such as those from asbestos, where 
compensation can be sought a long time 
after the event. Life insurance policies 
are typically linked to mortality risks 
and long term savings, such as annuities 
and endowments, which can cover 
multiple decades. On these timescales, 
the challenges of climate change become 
very real and significant. 

The PRA’s report provides a template 
for analysing climate change risks to the 
financial sector.  It breaks them down 
into 3 main areas: 

i)  Physical Risks arising from actual 
changes in climate. These include 
increased losses arising from more 
extreme events and changes in 
correlations. They are clearly relevant 
to general insurers but could also have 
unanticipated effects on life insurers, 
such as impacting investments in 
property.

ii)  Transition Risks arising from the move 
towards a lower carbon economy. In 
particular, policy changes could lead 
to sharp changes in the relative value 
of some financial assets. This poses a 
bigger risk to those holding longer-
term assets such as the life insurers 
(and other asset managers).

iii)  Liability Risks which insurers may 
have underwritten and which could 
crystallise as those who suffer loss 
from climate change turn to the courts 
for compensation. Both corporate and 
public bodies may be challenged. The 
extent of insurers’ liabilities may not 
be easily evaluated where general 
protection has been written.

The PRA’s report is already being used 
to inform supervisory conversations in 
the UK and has been a path-breaking 
exercise for the involvement of central 
banks on climate change.  Alongside 
insurance, the Bank’s work now includes 
three further themes. First, mapping out 
the wider impact of climate change on its 
responsibilities. Second, contributing to 
the Financial Stability Board’s industry-
led task force on climate related financial 
disclosures. Third, co-chairing a G20 
Green Finance Study Group, alongside 
China, to analyse options for enhancing 
the ability of the financial system to 
mobilize private green investment. 
All of these initiatives are expected to 
make progress in 2016, building on the 
momentum of 2015. 

Paul Fisher 
Executive Director, Bank of England

The impact of climate 
change on the objectives 
of central banks 

The case for taking rapid action to 
tackle climate change has climbed 
political and business agendas. The 
COP21 Agreement creates both the 
incentive and the imperative to move 
to a low-carbon economy. Significantly 
for the financial sector, the role of 

private finance is widely recognised as 
key to this transition. Even in China, 
the private sector is expected to meet 
the great majority of the costs. The 
sums involved are huge: IEA estimates 
$48 trillion in energy investment alone. 
How to mobilise this and what role 
for regulation, are central questions to 
consider.

To answer we need to take account 
of changes in our own climate for 
business. First, it is becoming likely 
that financial institutions will need to 
“stress test” themselves against climate 
risks. The ESRB recommended this 
recently, and the FSB is already looking 
at the quality of the disclosure 

Spencer Lake 
Global Head of Capital Financing, 
Global Banking and Markets, HSBC

The new climate 
for doing business 
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Reporting of Climate- 
Related Risks
Standardisation in disclosure and 
reporting of climate-related risks will 
enable investors to better identify, price 
and manage risks, and encourage a shift in 
capital from high to low-carbon.  The EU 
could also shape the G20 approach in this 
area by aligning the EU’s Non-Financing 
Reporting Directive with the G20 Task 
Force on reporting of climate-related risks.

Green Securitisation 
Securitisation is critical for refinancing 
clean energy and transport infrastructure 
because it can recycle capital faster into 
new low-carbon investments, and allow 
a smooth transfer of risk from project 
sponsors to institutional investors. Scaling 
up green-asset backed securities will 
boost the rapidly maturing green bond 
market. CMU should support structures 
that enable warehousing, pooling and 
securitisation of low-carbon assets.

Credit Enhancement
The EIB’s Project Bonds Credit 
Enhancement facility is an example 
of how to raise credit ratings of 
project bonds and attract investors, 
although it targets energy/transport 
networks.  The Investment Plan for 
Europe should prioritise investment in 
renewable energy, energy efficiency, rail 
transport and electric vehicle charging 
infrastructure, and include a project 
bond facility that would provide a 
protective layer of subordinated debt 
for green project bonds.

Bank of America Merrill Lynch has 
insights from each of these areas in low-
carbon finance through our 10-year, 
$125 billion environmental business 
commitment, and looks forward 
to collaborating with institutional 
investors and EU partners to achieve a 
scale-up in financing and to help support 
a transition to a low-carbon economy. 

Frederic Samama    
Deputy Global Head of Institutional & 
Sovereign Clients, Amundi

Investing the green way: 
Where value, opportunity 
and a sustainable 
future meet

Environmentally friendly financial 
products, which were once limited 
to a niche market, are growing 
in popularity as initiatives are 
encouraging institutional investors 
to switch capital towards low-carbon 
activities, assets and technologies. A 
growing awareness of the potential 
impact on the value of these products 
has created a surge in popularity 
from institutional investors. They are 
also seeking to invest in companies 
and projects that can help to reduce 
climate change resulting in the rapid 
growth of low-carbon indices  and a 
heightened popularity of green bonds.

The Portfolio Decarbonization 
Coalition has recently been established 
by the UN. It seeks to promote 
investment in decarbonisation 
strategies, exploiting investment 
opportunities that mitigate the risks 
arising from climate change.

At the end of 2015, the PDC set 
out an initial target of $100bn in 

decarbonising investments across all 
asset classes. This target was surpassed 
reaching $600bn within the first 16 
months. Companies are also becoming 
incentivised to switch towards 
low-carbon activities as investors 
withdraw capital from carbon-
intensive companies towards areas 
of the economy that have increased 
carbon-efficiency.

Through the PDCs initiatives, 
countries have demonstrated to 
investors that the global economy 
is moving towards a low-carbon 
future. However, targeted regulation 
can provide additional momentum. 
The mandatory disclosure by asset 
managers of climate change-related 
risk exposures is an example that 
would be simple to implement. 
France is leading the way, with the 
recent legislation requiring this from 
institutional investors.

The PDC is seeking to engage new 
investors in 2016, working with 
governments and other stakeholders 
to support the adoption of low-carbon 
practice by institutional investors. 
Initiatives from organisations such 
as the UN and the G20 are providing 
further thrust to this growing trend.

Amundi is a founding member of the 
PDC and integrating environmental, 
social and corporate governance is 
a crucial part of our culture. We are 
therefore committed to accelerating 
the transition towards a low-carbon 
economy and will continue to develop 
innovative investment solutions. 

88 89

In France, article 173 of the 
Energy Transition Act follows this 
very approach: regulation is used to 
foster the appropriation of climate-
related issues (and more generally, 
ESG considerations) and provide a 
dissemination framework in the sector.

Regarding risks, it should be stressed 
that, rather than new unknown risks, 
climate-related risks are often well 
understood risks (e.g. risks arising 
from energy market gyrations, 
technology risks magnified by a long 
term perspective, etc.) that are linked 
through the unfolding of a late and 
abrupt transition. As such, the focus 
should be on understanding and 
assessing these risks rather than trying 
to develop new regulations. 

Michel Madelain  
President and Chief Operating Officer, 
Moody’s Investors Service

COP 21: Clear policy agenda 
and better disclosure needed 
to channel private investment

The Paris COP 21 agreement sent a 
strong signal about policymakers’ 
determination to counter climate 
change and build a greener economy. 

The ultimate success of this agenda 
now depends on how different parties’ 
commitments will be translated into 
specific actions. 

This is a tall order, as it is likely to require 
a partial rethink of the economic and 
business models for important parts 
of our economies, at a time of elevated 
concerns and focus on economic 

growth and financial stability.
Moody’s is analysing and mapping the 
effects of environmental risks and their 
impact on creditworthiness, assessing 
their materiality and time horizon. 
We broadly define environmental 
risks as the adverse effects of direct 
environmental hazards and regulatory 
and policy initiatives.

We found that in the shorter-to-
intermediate term, climate-change 
related regulations and policies are 
already material credit drivers or could 
be in three-to-five years, especially in 
some industries such as coal as well 
as unregulated utilities and power 
generation companies.

We identified 11 sectors, accounting for 
approximately $2 trillion of rated debt, 
where the credit implications of carbon 
regulations are material or could become 
so. For other potentially impacted sectors, 
the long projected time frames of the 
economic and business risks of climate 
change, and the longer runway available 
to respond, make this assessment more 
challenging. However, the long time 
span is also likely to mitigate the impact 
of risks to creditworthiness.

Clarity and consistency of the policy 
agenda post-COP 21 is critical to provide 
the private sector with a credible and 
clear operating framework to assess 
risks and channel investment. Uncertain 
or shifting political priorities are key 
criteria that investors will consider in 
their capital allocation decisions. 

Similarly, improved disclosure by 
market participants is needed to 
enhance the assessment of the financial 
implications for investors - a task the 
Financial Stability Board has most 
recently taken on board. If these 
conditions are met, there is no reason 
to believe that the financial system 
cannot support the transition to a 
greener economy. 

Abyd Karmali   
Managing Director, Climate Finance, 
Bank of America Merrill Lynch

Scaling up Low-Carbon 
Investment in Europe

COP 21 changes how the business and 
financial community need to address 
climate-related risks.  Post-Paris, the EU 
reaffirmed its commitment to scale up 
finance for investment in low-carbon 
and climate-resilient infrastructure. 
Its investment needs are around 
€200 billion/year until 2030, and EU 
policymakers could help improve 
the attractiveness of low-carbon 
investments to institutional investors. 
The following considerations could 
help spur investment to accelerate 
the transition to a low-carbon, new 
energy economy:  

VIEWS | The EUROFI Magazine | Amsterdam 2016 The Eurofi High Level Seminar | 20, 21 & 22 April 2016

>>>

Climate change and the financial sectorNEW TRENDS IN THE FINANCIAL SECTOR

“Improved disclosure by market 
participants is needed to enhance 
the assessment of the financial 
implications for investors.”

-  M I C H E L  M A D E L A I N 

“EU policymakers could help 
improve the attractiveness of 
low-carbon investments to 
institutional investors.”

-  A B Y D  K A R M A L I 
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Strengthening EU capital markets is necessary to diversify 
sources of financing and make them more resilient, at a 
moment when bank requirements have become stricter. 
The CMU initiative was launched in this perspective but 
many challenges still lie ahead, among which figure 
building sound securitization, enhancing equity markets 
and retail investment and addressing current liquidity 
issues. Further integrating EU capital markets and retail 
financial markets is another key objective for improving 
the competitiveness of the EU financial sector and better 
allocating risks and sources of funding across the EU.

Issues at stake
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interests of the remaining EU member countries. As 
the ECB has taken that role for the Banking Union, its 
relationship with EBA needs a careful review. By the 
same token, the Capital Markets Union needs a strong 
Pan-European body to oversee implementation of the 
action plan’s different phases and interface with third 
country regulators.

In such a complex institutional ecosystem, effective 
collaboration between constituent authorities becomes 
ever more essential: EU institutions need to collaborate 
with each other, with national competent authorities as 
well as with their third country counterparts. The aim must 
be to enhance clarity regarding both the desired timing 
and outcomes of reforms and to consistently as well as to 
transparently manage political, economic and regulatory 
transitions as smoothly as possible. 

In terms of thematic priorities, and given the persistent 
low growth environment, specific emphasis should be 
given to the effective implementation of structural reforms 
and ensuring an open international access to the EU 
single market.

First, with the benefits from accommodative monetary policy 
fading, the implementation of structural reforms becomes 
ever more urgent in order to generate sustainable growth 
in the EU. Too much time and opportunities have already 
passed. While oftentimes politically unpopular, structural 
reforms such as reducing labour market segmentation 
between permanent and temporary employees, eliminating 
hurdles to launching a business, liberalizing product markets 
even more and creating deeper capital markets would boost 
potential growth. EU institutional leadership is crucial here 
- the European Commission can be vested with more powers 
to address non-compliance with structural reforms and to 
foster collaboration both among specific authorities as well 
as member states, for example in terms of the exchange of 
best practices.

Secondly, the EU needs to establish a clearer and more 
predictable mechanism for its key trading partners to 
gain access to EU financial markets –a prerequisite for 
increasing investments into the EU and supporting the 
EU’s growth agenda. While there are efforts to improve 
the market access regime, it is not consistent across 
different areas of financial regulation. In the same vein, the 
Capital Markets Union should open up the EU to global 
capital markets and foster integration of its disparate set 
of national capital markets into the global market, and 
not only direct its attention to removing internal barriers 
to capital flows. As an example, a Simple, Transparent 
and Standardised (STS) securitization regime that is 
open to both EU and non-EU originated and sponsored 
securitizations meeting the relevant criteria is needed. 
Any restrictions on non-EU securitizations being eligible 
for STS status will undermine the objective of diversifying 
funding sources and unlocking capital in the EU, as the 
range of banks willing to originate securitisations of EU 
assets will be reduced. 

Axel A. Weber  
Chairman of the Board of Directors, 
UBS Group AG

Towards a globally 
integrated and institutionally 
strengthened Europe

To remain an attractive investment destination, the 
EU must show that it can deliver long-term sustainable 
growth. For this purpose, the EU will need to embrace a 
new, flexible operating model, one that fully reflects that 
the EU is integrating on different levels and at multiple 
speeds: deeper Eurozone integration, a new opt-out for 
the UK from an ever closer union, greater use of enhanced 
cooperation. A more ambitious growth objective does not 
require an “optimal”, fully integrated economic, monetary 
and / or fiscal union. In order to move forward, a certain 
pragmatism has to prevail as existing instruments can be 
refined to create a politically viable process, balancing the 
interests of insiders and outsiders of each of the various 
institutional sub-structures. In a variable geometry, strong 
leadership is needed to allow for a deeper integration for 
some, whilst striking a delicate balance among competing 

EU integration and growth challenges
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deposit guarantees - the single rulebook. The implementation 
of these rules is in the hands of the relevant national 
authorities. For the 19 euro area countries bank supervision 
and resolution is centralised, whereby the Single Supervisory 
Mechanism and the Single Resolution Board cooperate 
with the relevant national authorities. Other EU countries 
can join the banking union without having to give up their 
national currency. Here we come to the question of ensuring 
a level playing field across all member states: all financial 
institutions, regardless of where they are located, should be 
treated in the same way. It is clearly a challenge shared by the 
EU-28 rather than an issue between euro “ins” and “outs”.  

And there is still a lot of work to be done. On capital 
requirements alone, there are well over hundred national 
options and discretions. About a quarter of these were granted 
to member states, the rest to supervisory authorities. Some of 
them are transitional and will be phased out in years to come; 
others are being analysed to see whether and how a higher 
degree of convergence can be achieved. Naturally, these options 
and discretions have been granted for a reason. There are still a 
lot of specificities in individual countries regarding the structure 
and functioning of their financial systems. Harmonisation for 
harmonisation’s sake cannot be the objective; we are trying to 
strike the right balance between respecting national specificities 
and ensuring a well-functioning, resilient and integrated 
banking sector across the EU. It is a work in progress and cannot 
be achieved in one day, but it is clearly a priority.

The formulation and adoption of the current framework has 
been marked by the urgency stemming from an acute financial 
crisis. Although the framework was underpinned by impact 
assessments, its actual effect on the banks and the economy is 
not static and must be continuously monitored and analysed, 
especially in areas where there is a lack of historic data. While 
this is an ongoing process, the intention is not to overturn the 
framework so recently adopted, nor to constantly add more rules, 
but rather to establish whether any unintentional long-term 
negative effects have arisen and to correct them if necessary. The 
authorities must continue to implement the existing regulatory 
framework rigorously and consistently. Banks, on the other 
hand, will have to adapt their business models to the changed 
legal and institutional landscape and complete the process of 
cleaning up their balance sheets by reducing their (generally still 
excessive) levels of non-performing loans.  

The experience of recent years can also teach us a lesson: cross-
border flows flourish in good times, but in a crisis there is a 
tendency to turn inwards. For the first decade after the euro 
was introduced, cross-country capital flows in the EMU steadily 
increased. During the global financial crisis and the euro area 
sovereign debt crisis this gradual process of integration was 
substantially reversed, and the pricing of risk became much 
more dependent on the country of origin. Cross-border 
activities have started picking up again only since 2012, albeit 
at varying speeds in individual market segments and countries. 
Thus, the risk of fragmentation will remain unless we ensure a 
stable macroeconomic environment, and that is only possible 
with the right mix of sustainable, growth-enhancing fiscal 
policies, structural reforms and investment. 

Thomas Wieser 
Chairman of the Eurogroup Working Group 
and the Economic and Financial Committee, 
Council of the European Union

Coping with the challenge 
of fragmentation

Europe has been facing the urgency of adapting to a constantly 
changing environment for quite some time. In the past few 
years, new policy frameworks and institutions in the economic 
and financial area have been set up with unprecedented speed. 
On the other hand, the recent agreement on the so-called 
new settlement for the United Kingdom in the EU has openly 
acknowledged the obvious: even in the long run, not all EU 
members will join the Economic and Monetary Union (EMU), 
while they will remain active and indispensable members of the 
Single Market. Furthermore, continued integration in the euro 
area should not undermine the Single Market, and non-euro 
area countries should not impede a deeper EMU. 

Are these objectives contradictory? Not necessarily - the 
key is to find the right balance: the degree of diversity that 
still allows us to reap the benefits of the Single Market and 
the single currency. Take the banking union, for example. 
The EU-28 share the same rules on capital requirements 
for financial institutions, their recovery and resolution, and 
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Vittorio Grilli 
Chairman of the Corporate and Investment Bank, J.P. Morgan 

Capital Markets Union: 
Maintaining momentum

Six months on from the publication of the Capital Markets Union (CMU) Action 
Plan is a good moment to reflect on progress made and what still lies ahead.

Complementing Europe’s strong tradition of bank financing, a properly 
functioning CMU will unlock more investment from within the EU and help 
mobilise capital channelling it to all sectors of the economy, including SMEs, 
and infrastructure projects. It will also provide households with better options to 
meet their retirement goals.

In order to put in place the building blocks of this CMU by 2019, the European 
Commission has, rightly, distinguished between shorter and longer term goals.

In the short-term, the Commission has published constructive legislative 
proposals to revive the securitization markets, make it easier for firms to issue 
a prospectus, and facilitate insurers investing in infrastructure. We support 
these initiatives, which will help align savers and investors in Europe in a more 
efficient way.

In Italy, we sometimes say, “chi ben comincia è a metà dell’opera”, a good start is 
half the work. However, it is vital that EU policymakers keep up the momentum 
on these short term goals. The European Parliament and Member States should 
maintain the same level of urgency as the European Commission, while also 
giving due attention to quality of the legislation. The basic principles of the CMU, 
especially openness to third country access, should also not be forgotten in the 
rule-making process. 

While concentrating on short term goals, we must not lose sight of the bolder and 
more ambitious longer term goals of CMU. For example, the Commission does 
not shy away from harmonization of securities ownership rights and insolvency 
law, which have largely been the prerogative of individual Member States. 
The European Commission is keen to make it easier to distribute and market 
investment funds across borders, which is a praiseworthy goal that will lead to 
investors in Europe having greater choice among more competitive products 
while further enhancing the competitiveness of Europe’s funds industry on the 
global stage. 

I believe the European Commission is correct in taking time to consult with 
various stakeholders on how to best translate these plans into concrete policy 
actions. There will be many practical and legal challenges related to the 
completion of the single market in financial services and consultation should 
increase the overall quality (rather than the quantity) of financial services 
legislation. Policymakers should be ambitious towards addressing policy 
objectives in a targeted, focused manner, thus avoiding the long-term impact 
caused by imprecise rules.
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Roberto Gualtieri 
MEP and Chair of the Economic and Monetary Affairs Committee, 
European Parliament 

A Capital Markets Union for the whole EU

In that spirit, we welcomed and have responded to the European 
Commission’s call for evidence on the EU regulatory framework for financial 
services. We support much of the regulatory reform agenda to date. We believe 
that the financial system is now safer and more resilient, and that capital markets 
are more robust and transparent than ever before. However, we also feel that the 
significant volume of legislative change may have led to inconsistencies, gaps 
and unintended consequences, which could impact market liquidity, systemic 
resilience or hinder our ability to meet our clients’ needs and help the economy to 
grow. We would welcome a periodic review of the legislative agenda, which could 
regularly benchmark regulation against the objectives of growth and resilience.

While we urge policymakers to continue to be move forward with the CMU 
in a thoughtful and ambitious way, the responsibility falls equally on market 
participants to support the momentum. We are committed to continuing to 
advise policymakers on what we think works well and less well. It is only by 
working together – regulators, policymakers and practitioners – that we can turn 
a good start into an even better ending. 

>>> >>>
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Steven Maijoor  
Chair, European Securities and Markets Authority (ESMA)

CMU: working towards consistent 
supervisory outcomes

must also address market failures. From this point of view, the European 
Fund for Strategic Investments (EFSI) represents an essential tool that should be 
used in a proper way. 

An efficient CMU is not and should not be in contradiction with a robust 
regulatory framework that would prevent the occurrence of another financial 
crisis. However, we should assess the economic cumulative impact of this 
regulatory framework, especially monitoring on one hand the areas where there 
is overlapping and unintended consequences and, on the other hand, the possible 
regulatory loopholes related to shadow banking. 

The set of measures outlined by the Commission in its CMU Action Plan are a 
good starting point. The proposed actions include legislative proposals but also 
reviews and assessments addressing many areas in financial services regulation, 
taxation and insolvency law. The ECON Committee has already started its work 
on the legislative proposals which have reached the Parliament. More legislative 
proposals are expected later in 2016. The results of a cumulative assessment of 
the impact of the EU financial services regulation as requested by the Parliament 
could also guide the way forward in the CMU as well as in other areas of the 
financial market. 

It has to be reminded that effective and proportionate financial service regulation 
ensuring a level playing field, equal access for and fair competition among market 
participants in all euro and non-euro Member States is the indispensable basis 
for a single capital market to realise its full potential. Consistent and coherent 
implementation, supervision and enforcement of the rules are equally important 
not least for avoiding regulatory arbitrage and safeguarding financial stability.

A crucial factor for the ultimate success of the CMU is a widespread use of capital 
market solutions. Indispensable for this is trust in well-functioning financial 
markets and their institutions. Unfortunately, the recently increased market 
volatility has not contributed to strengthening this trust. Building up robust 
and justified confidence is a long-term project. Appropriate regulation including 
investor protection, in particular for retail investors, is key to incentivise them 
to channel their savings towards capital markets. Financial education of retail 
investors and SMEs looking for funding and providing adequate information 
about opportunities and risks is an important prerequisite to increase the 
acceptance of capital market instruments. 

The single market is the economic centrepiece of the European Union and a 
core achievement of its economic integration. The free movement of capital is 
the most recent of the four single market freedoms. Beyond question, the single 
market provides the bedrock for prosperity and economic growth in Europe. 

Bank financing is the most important funding source for companies in the EU, 
in particular for SMEs. Not surprisingly, the creation of a Banking Union aiming 
at restoring a stable, profitable and resilient banking sector was among the first 
measures taken to restore lending to the real economy. Alongside the completion 
of the Banking Union, the priority for achieving a true financial integration lies in 
the implementation of the Capital Markets Union (CMU) project.

One of the main priorities of the CMU is to improve the diversity of funding 
options in particular for SMEs. Throughout the Union, SMEs differ tremendously 
in business model, size, legal form and other characteristics. In addition, SMEs 
in different Member States are differently affected by a shortage of funding. But 
there are other reasons that make the CMU action plan a strategic component of 
the European strategy for growth and jobs. Better integrated capital markets with 
improved risk sharing resulting in more diversification of funding choices will be 
to the benefit of the whole European economy. The creation of a Capital Markets 
Union (CMU) for all 28 Member States is therefore a logical and necessary step 
into the direction of completing the Economic and Monetary Union. Moreover, it 
can encourage long-term investment, in particular in infrastructures, allowing an 
increase in the level of potential output of our economies. Finally, CMU 
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ESMA launched last year its Strategic Orientation for 2016-2020 which envisages 
a significant increase in the resources devoted to promoting supervisory 
convergence. Our aim is, over time, to increase the consistency of supervisory 
outcomes and to ensure that supervision is sound and effective across the 
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EU, without regulatory arbitrage or a race to the bottom between Member 
States. For the CMU, increased focus on supervisory convergence should improve 
predictability for firms, and help foster the conditions for investor confidence in 
capital markets.

The Strategic Orientation also signalled the need to adapt our approach to 
future convergence work. We will aim to provide more systematic support 
for convergence ex ante, using a wider range of tools to better tailor our 
activities to the needs of national authorities. For example, we will be looking 
to make more use of briefings for supervisory staff and networks for sharing 
experience on live cases to share expertise and enable like cases to be dealt 
with consistently in different jurisdictions. This approach will allow us to make 
ex post review more targeted and effective, because the ex-ante work would 
have given us a sound understanding of the supervisory challenges and how to 
address them. 

ESMA has also enhanced the governance around convergence work so as to 
enable us to identify priorities and ensure we deliver them. In February 2016 
ESMA published its first Supervisory Convergence Work Programme, setting out 
priorities and the work programme envisaged for 2016.

Our first priority for 2016 is to support the effective and convergent 
implementation and supervision of the new MiFID 2/MiFIR and market abuse 
(MAR) legislation, and to deliver the significant IT projects needed to support 
that.  In addition to the production of guidelines and Q&A to support the 
consistent application of the requirements, we will provide a range of training 
and workshops for national authorities. 

Our second priority is the supervision of OTC derivatives markets and in 
particular of CCPs. With the clearing obligation due to come into effect it will 
become even more important that CCPs do not compete on risk. We continue 
our work to improve the effectiveness of colleges and will carry out a peer review 
this year on margin methodologies and collateral acceptability and valuation.

Our third priority is initiating activities which, in addition to those above, 
support specific actions in the Commission’s Action Plan. We are undertaking 
a thematic study on home and host responsibilities under UCITS and AIFMD 
with a view to clarifying responsibilities and so enabling smoother operation 
of the passports for marketing and management. We will finalise a peer review 
on the authorisation of prospectuses and use the findings to promote increased 
convergence and to inform deliberations on new legislation.

We will not achieve everything in 2016, and planning for work in future years is 
already underway. In relation to CMU, we have identified several convergence 
themes which we will look to address in the period 2016-2020. These include 
looking at the authorisation process and potential barriers to or difficulties in 
the operation of the passport; targeted work is underway in both these areas. We 
will need to consider the effectiveness and consistency of enforcement across the 
EU, and of steps taken to deal with unauthorised activity. However, there will be 
challenges here arising from the fact that not all our national authorities have full 
responsibilities in these areas.

Finally, a successful CMU also requires in some cases a rapid response to market 
developments.  For example, it could be beneficial to suspend a trading or clearing 
requirement in response to unexpected market developments. It could therefore 
be useful to develop a mechanism which would enable ESMA, subject to strict 
accountability, to allow specific legislative requirements to be waived or adapted, 
where this could be done without jeopardising investors, market integrity or 
financial stability. 

>>> Michael Cole-Fontayn  
Chairman, EMEA, BNY Mellon 

CMU next steps – The cracking of the tough nuts

The Capital Markets Union project has already had one major success. 

The CMU project has attracted much interest from regulators and from the 
financial industry globally. And it has also – and over the longer term probably 
much more importantly – attracted very significant interest from the world of 
academia and of think tanks.

Over the past few recent months, several important studies have been published 
that highlight the enormous potential major benefits of a CMU, and that analyze 
the critical steps that need to be taken to realize this potential.

One of the most interesting aspects of these studies is the amount of attention 
that they pay to some forbidding subjects.

We are being told that work in areas such as accounting standards, insolvency 
procedures, securities law, and withholding tax procedures, is a necessary pre-
condition for a successful Capital Markets Union.

The analysis is convincing. Despite the apparent successes of the last 15 years, 
and several high-profile pieces of European legislation, such as MiFID, EMIR and 
the UCITS Directive, capital markets in Europe still show relatively low levels of 
integration, and do not function as an effective risk-sharing mechanism, as they 
do, for example, in the United States.

The conclusion is inescapable. There is an urgent need for more work on the 
core building blocks of financial markets, including their legal foundations, the 
availability and reliability of information, and sound and effective tax processes.

In the past, there has often been considerable scepticism as to the chances of 
success in these areas. Accounting standards, insolvency and securities law, and 
withholding tax procedures are notoriously tough nuts to crack.

Observers have often pointed out, for example, that reforming insolvency or 
securities law is a highly complex and difficult undertaking with knock-on effects 
in many areas of national law; and that member states have an interest in keeping 
inefficient withholding tax procedures, as they benefit both from a free float of as 
yet unreclaimed withholding tax, and from extra revenue as some categories of 
investor are unable to the reclaim the tax.

There is, however, good news.

First of all, the European Commission’s CMU Action Plan that was published on 
30 September 2015 states that the Commission is planning work in all of these 
areas (even though some of the details are as yet unclear).

Secondly, we have seen in the effervescence of documentation that the CMU 
project has provoked important papers from industry members, associations and 
other bodies, that provide relevant and helpful suggestions.
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Hans-Ole Jochumsen 
President, Nasdaq

Savers need to become investors in order for 
CMU to succeed

Nasdaq fully supports the EU’s vision for a capital markets union with the aim of 
releasing investments and creating an internal capital market. However, in order 
to achieve the set goals, a number of shortcomings in the proposed CMU Action 
Plan must be addressed. 

The action plan focuses more on improvements for major institutions than on 
the capital markets function in itself. This is unfortunate. Financial stability and 
sustainable growth in Europe are a top priority. 

The focus in the action plan should be on increased openness, so that the capital 
markets become more accessible to smaller companies, on stimulating long-term 
private investments in listed shares and the promotion of new technology. Such 
measures create growth and jobs. 

Simply put; We must turn savers into investors! 

Nasdaq recently published a whitepaper on the CMU. As a key player in the 
European and global financial markets, Nasdaq welcomes the opportunity to 
contribute its expertise and experience. 

We are seeing a wave of innovative companies being driven by the opportunities 
afforded by new technology. Despite this, Europe’s companies, including small 

One notable paper is the report published by AFME on 22 February 
2016, and entitled “Potential economic gains from reforming insolvency law in 
Europe”. The paper quantifies some highly impressive economic benefits such 
as an increase in GDP for some countries by 2%; it also sets out a practical list of 
measures that could be included in a narrow and focused Directive.

Another example is the set of clear and pragmatic suggestions on securities 
law that the Association of Global Custodians has given in its response to the 
European Commission’s Call for Evidence on the EU Regulatory Framework.

In a major report that was published on 3 February 2016, and that has the 
evocative title of “Europe’s Untapped Capital Market”, the Centre for European 
Policy Studies (CEPS) has set out 33 policy recommendations that cover a wide 
range of areas including insolvency and securities law, and withholding tax, and 
that also focus on accounting standards.

The conclusions are very clear.  The nuts may indeed be tough. But they need to be 
cracked if we are to make significant progress towards a Capital Markets Union, and 
if we are to achieve the important social and economic benefits of a CMU.

The success of the CMU project in inspiring global interest and debate has given 
us a set of practical proposals of how to start cracking. 

and medium-sized growth companies, are having difficulty taking advantage of 
these new opportunities as they are overly dependent on bank financing and lack 
sufficient access to venture capital. 

Through Nasdaq and other exchanges, savers are given the opportunity to channel 
funds into innovation and job creation. IPOs make it possible for companies to shift 
from private to public financing and allow venture capital to reuse funds to finance 
new companies. As well as access to financing, the visibility of the company is 
increased, which makes recruitment easier and, in the end, improves profit. 

A lack of harmonization of regulations within the EU and with other countries, 
along with unintended consequences of regulations, are problematic. Some rules 
have indeed been designed with the aim of improving the capital market. Yet 
others prevent or discourage institutional investors investing in shares, which 
chokes growth companies’ access to financing. 

Nasdaq therefore proposes a number of measures: amending the Solvency II 
directive, removing investment obstacles for insurance companies and pension 
funds, levelling the tax regimes for equity and debt financing, removing obstacles 
for cross-border investments both within and outside the EU, increasing the 
flexibility of local markets and eliminating the financial transaction tax. 

Another measure proposed in the whitepaper is the introduction of a new ”Long-
term Ownership” asset class. As an investment strategy, it would allow and incentivize 
institutions as well as individuals to reserve part of their capital to make long-term 
investments in smaller emerging and established companies. Today, institutions are 
restricted, for example, in purchasing shares in companies on the Nasdaq First North, 
which is contradictory to the CMU goals. With this proposal Nasdaq wishes to put 
the focus on allowing small and mid-size companies to grow, supported by long-term 
investments. The reasoning behind this is simple. Approximately 80 percent of the 
new jobs in the past ten-year period derive from SMEs. 

The way forward, in our view, is for the CMU Action Plan to encourage and 
incentivise the use of the disruptive technology, for instance blockchain, which 
helps removing informational and operational barriers to investing in Europe’s 
capital markets. Let me quote our own whitepaper: “From crowdfunding to 
smarter smartphones and the blockchain, changes are afoot that hold the 
potential to revolutionise the way we think about and interact with the world of 
finance as businesses, investors and consumers.” 

The European Union must promote an investment culture, so that individuals 
can make full use of the stock market. Nasdaq’s whitepaper on the Capital 
Markets Union provides our view on how such goals could be achieved, in order 
to get Europe back to sustainable growth. 

>>>

Along with the completion of the 
Banking Union and the Juncker Plan, 
the Capital Markets Union (CMU) is 
a key component of a financing and 
investment union, contributing to the 
more effective channeling of savings 
into investments. Following its launch 
last September, CMU set in train 
a promising, albeit partial, process 
towards such a Financial Union aimed 
at facilitating and diversifying the 
sources of funds for European 

Vincenzo La Via 
Director General of the Italian Treasury, 
Ministry of Economy and Finance, Italy

Capital Markets Union as part 
of a comprehensive Financial 
Union to spur investment



Last year, the EC issued its Action Plan 
for a Capital Markets Union (CMU). 
The rationale for this initiative is quite 
straightforward: the EU financing 
model relies heavily on the banking 
sector, and the ability of EU companies 
to fund their projects and activities 
largely depends from banks’ credit 
supply. This can be problematic when 
such a supply is constrained. Besides, 
traditional bank-finance, which is very 

efficient in a wide range of cases, is 
not necessarily best suited for specific 
funding needs, such as those stemming 
from high-growth young companies. 
Therefore, it is desirable to diversify 
our financing model so as to provide 
companies with a more mixed panel of 
funding supplies, which might better 
correspond to their specific needs: 
bank credit, corporate bonds, private 
placements, venture capital, insurer’s 
investments, etc.

It is through this business-financing 
oriented approach that we look at the 
first initiatives of the Action Plan. 

Relaunching securitization in the EU is 
of course the first significant building 
block of the CMU, which should 
allow a fluid flow of capital between 

financial investors, the banking system 
and funding needs. The quick 

business and infrastructure. 
Early progress on the first important 
and concrete steps has been remarkable: 
the Council reached agreement on 
measures to revive simple, transparent 
and standardized (STS) securitizations 
only two months after the Commission 
proposal and is progressing swiftly 
its negotiations on the revision of 
the Prospectus Directive; in addition, 
significant progress is being made in 
order to prepare the ground for further 
concrete measures. 

However, it would be pretentious to 
believe that progress made may, on its 

own, lead to greater investments in 
SMEs and infrastructure in the short 
run. Beside the unsatisfactory pace of 
the economic recovery, the most obvious 
reason for this is that early measures 
still have to be completely enacted 
into law. In addition, one ought to be 
aware that CMU should be considered 
as a “single undertaking” where no 
single initiative will be determinant 
but the implementation of a package 
of coherent measures will really make a 
difference in the financing of economic 
activity and investment in the EU. Thus, 
expectations should not be overplayed 
and the Commission has set 2019, at the 
end of its mandate, as the date when 
CMU effects can be truly assessed. 

Going forward, therefore, the EU 
must pursue with determination the 
wide array of measures set forth by the 
Commission and endorsed by Ecofin in 
its following Conclusions. Such efforts 
should go hand in hand with parallel 
action in order to address market failures 
and spur expectations towards greater 

growth, jobs and investments, as the 
CMU is a necessary but not sufficient 
condition to mobilize business financing. 

As such, even though it is difficult to 
pick individual priority measures, one 
can try to single out a few of them in 
order to enhance non-bank finance 
in a truly Single Market. Reviving STS 
securitizations is certainly one key short 
term priority, as it has the merits of 
combining the needs of bank financing 
as well as those of wider capital market 
financing. A swift enactment of the STS 
package is therefore to be welcome. In 
the long term, unjustified barriers to the 
Single Market need to be dismantled so 
that financial funds can flow to their best 
uses in the entire Union. If one had to 
cite one measure to this effect, removing 
tax barriers could be a candidate. 
However, given that dealing with tax 
matters will prove to be a challenge for 
very well-known reasons, establishing 
and implementing common principles 
for national insolvency regimes can be 
cited as one realistic, albeit ambitious 
and not easy, priority in the long term. 
Insolvency regimes affect expected yields 
because investors have to consider, and 
will increasingly consider under IFRS9, 
the possibility of negative outcomes: if 
national recovery procedures diverge 
excessively this will have an impact on the 
level playing field in the Single Market. 

Corso Bavagnoli 
Directeur du Service du Financement 
de l’Economie, Ministry of Economy 
and Finance, France 
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“And that the EC starts working with 
Member States on the prudential 
treatment of STS securitization on 
insurers’ balance sheets.”

-  C O R S O  B A V A G N O L I 

agreement reached within the 
Council is a welcome start; it is now 
urgent, for the sake of the development 
of the market, that the European 
Parliament makes quick progress on 
the adoption of the STS framework, 
and that the EC starts working with 
Member States on the prudential 
treatment of STS securitization on 
insurers’ balance sheets. 

The second important step is the 
review of the Prospectus Directive. 
We consider as particulary valuable 

the introduction, in the proposed 
regulation, of an option for a new 
Universal Registration Document 
(URD). The URD will - combined 
with the ex-post supervision granted 
to frequent issuers - allow issuers to 
easily benefit from market windows 
in a volatile context. This will ease 
companies’ access to capital markets.

Other initiatives are ongoing: we look 
forward to the conclusions of the call for 
evidence led by the EC earlier this year, 
or of the consultation on retail financial 
services, and more generally to the quick 
implementation of the Action Plan’s 
ambitions, including on insolvency law. 

All these steps will contribute to a 
successful CMU. But, in our view, they 
may also require a deep industrial 
transformation of the EU financial sector: 
in particular, increasing significantly 

- and on stable basis - the flow a market-
based finance provided to EU businesses 
implies to develop a rich and well-
performing ecosystem of European 
financial players, combining large actors 
with a critical mass and new players 
with a strong intensity of innovation. 
That raises several challenges, among 
which two need to be underlined. First, 
allowing the EU industry to compete 
on a fair basis with international peers – 
this is the reason why France’s response 
to the EC’s call for evidence highlighted 
the importance for the EU to establish 
well-balanced third-country regimes. 
Second, encouraging the emergence of 
new forms of financial intermediation 
in order to optimize the functioning of 
funding supply. With this regard, we 
look very carefully at the development 
of electronic trading platforms (e.g. for 
corporate bond markets) or distributed 
ledger technologies. 

Burkhard Balz  
MEP, EPP Coordinator in the Economic 
and Monetary Affairs Committee, 
European Parliament

Banking regulation under 
scrutiny: Evaluation of its 
implementation and impact

The present set of the banking regulation 
is still not effective and targeted enough. 
The reasons are twofold. Firstly, there 
is a lack of thorough implementation 
and consistent application of agreed 
rules. Secondly, the different layers 
of regulation and their accumulated 
impact have not yet been evaluated.

Deliberations on future add-ons in 
banking regulation imply that the 
present framework is fully implemented 
and thoroughly assessed. As far as the 
implementation is concerned there are 
still efforts necessary to ensure that all 
instruments which the co-legislators 
agreed upon within the framework of 
the Banking Union will be fully enforced 
in the Member States, such as a credible 
bail-in tool including a 8% minimum 
requirement for own funds and eligible 
liabilities. At the same time, after six 
years of regulating in response to the 
financial crisis, all the different and 
complex pieces of regulation require a 
thorough assessment on how they fit 
and work together. The review shall 
also contribute to building a coherent 
and holistic framework for a successful 
Capital Markets Union. The European 
Parliament called upon the Commission 
to present an impact study by the end of 
this year. The purpose of this exercise is 

not to deregulate, but to evaluate and to 
improve the consistency, effectiveness 
and proportionality of the present 
rulebook, including its independencies 
with the financing of the real economy. 
The Parliament encourages the 
Commission to consider measures of 
this purpose in the upcoming revision of 
CRDIV and CRR. 

The global competitiveness of the 
EU financial sector shall equally be 
addressed in the impact assessment. The 
definition of a TLAC requirement will be 
crucial in strengthening the resolvability 
of large global banks, but it should 
be set in a way that allows for equal 
competition between EU banks and 
their main global competitors. There 
is still a lot to do, on EU and on global 
level, to make the financial system more 
stable, and at the same time to ensure 
a consistent, practicable framework for 
banks to provide competitive financial 
services for the European economy. 

“CMU set in train a promising, 
albeit partial, process towards 
such a Financial Union.”

-  V I N C E N Z O  L A  V I A 

“The global competitiveness of the 
EU financial sector shall equally be 
addressed. ”

-  B U R K H A R D  B A L Z  



Dr. Levin Holle  
Director General for Financial Markets 
Policy, Federal Ministry of Finance, 
Germany

A step in the right direction

The Capital Markets Union action plan 
encompasses a bundle of promising 
approaches that can help developing 
and integrating European capital 
markets and at the same time foster the 
financing of companies and investment 
projects. Due to the diversity of 
businesses and their funding needs at 
different stages of their development, 
there is no single measure that alone 
can significantly improve the financing 
situation of European businesses. 
Therefore, it is right to initiate a process 
that covers a wide array of tools.

Against the background of the 
low interest rate environment we 
noticed that especially the German 
Schuldschein and corporate bonds 
developed quite successfully in 
Germany in the recent past. We 
therefore welcome the respective 
initiatives within the Capital Markets 
Union action plan and believe that they 
have also much potential for Europe.

In addition, to improve funding 
for the real economy, especially for 
SMEs, progress in bank financing 
is desirable. A simplified regime for 
small banks specifically adjusted 

to the needs of financing smaller 
enterprises at regional level by giving 
a broader scope to the principle of 
proportionality, i.e. “a small banking 
box”, could substantially support bank 
financing. The Commission’s legislative 
proposal regarding simple, transparent 
and standardized securitisation is an 
important step in the right direction. 
The securitisation proposal can 
help to introduce corporate debt 
to institutional investors beyond 
the banking sector, leverage banks’ 
competence in credit analysis and loan 
origination and free up banks’ capital 
for new loans by relieving the banks 
balances.

It is important not only to go after the 
low hanging fruit but also to strive for 
measures which go beyond. Therefore, 
for any measure under the umbrella 
of the Capital Markets Union to be 
successful, it will be crucial to have 
a thorough analysis of the economic 
situation and the legal context. 
Coherence and proportionality are key 
in this respect. 

Laurent 
Clamagirand   
Chief Investment Officer, AXA Group

CMU: from action 
plan to action

Ready,
Over the past 12 months, the CMU 
priorities and roadmap have been fine 
tuned to foster growth and job creation 
in Europe. This should be achieved 
thanks to the stimulation of the real 
economy via SME and Infrastructure 
funding.

For insurance companies, the ability 
to invest in credit paper including 
long term is key. Beyond the targeted 
societal impact of CMU, we remain 
very supportive of the initiative which 
should provide a strong pipeline of 
suitable investments.

Steady, 
Securitization, one of the two pillars of 
the CMU deployment, is progressing. 
In the current late stage of the credit 
cycle, an efficient standardization and 
transparency mechanism is needed 
more than ever. Extensive discussions 
on an STS are ongoing but the first 
outcomes are leading to a complex 
mechanism. This can make one wonder 
if the criteria pushed by the regulators 
are not over-engineered: who, in the 
end, will be able to structure such 
investment vehicles?

For insurers, the questions of the 
regulatory capital charge applied to 
this new securitization label and of its 
calibration are key.

Furthermore, infrastructure investments 
have been highlighted as a CMU priority 
in the Juncker Plan. Once more, the 
direction taken is the right one but we 
are of the view that governance around 
the plan – mainly with regards to project 
selection and investment in funds – 
needs to be strengthened so as to bring to 
the market viable projects more suitable 
to institutional investors’ appetite.
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“For insurers, the questions of the 
regulatory capital charge applied to 
this new securitization label and of 
its calibration are key.”

-  L A U R E N T  C L A M A G I R A N D  

The regulatory capital aspect is a 
cornerstone for the insurance sector. 
Even if we welcome the first step made 
in defining a specific infrastructure asset 
class with an adjusted capital charge, 
we are still concerned by the treatment 
of corporate infrastructures where we 
see risks arising from the restrictive 
nature of the retained definition, from 
potentially rigid criteria, and from a too 
high calibration proposal.

Wait!
In conclusion, the CMU definitely 
seems to be a promising avenue to 
support the European economy while 
providing insurance companies, among 
others, with appropriate investment 
opportunities. Nevertheless, the plan’s 
ignition may be too slow and bloated 
discussions could delay positive – and 
most needed – results.

Lastly, one of the key successes of the 
CMU deployment would be to allow a 
level playing field in the EU, allowing 
a much-needed enhancement of the 
European capital markets liquidity. 
Any postponement of this liquidity 
improvement should be viewed with 
concern and solved urgently given the 
current depressed levels of European 
investment flows. 
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securities and scarcer on other segments (e.g. on-the-run 
vs. off the run securities). Some recent and unpredictable 
episodes, such as the flash rally on US Treasuries on 14 
October 2014 or the Bund tantrum on 7 May 2015, have 
highlighted that even sovereign bonds, generally considered 
to be the most liquid, can experience large price swings and 
a fragile liquidity. 

At least three main drivers, some cyclical and others 
structural, explain these trends. First, a developing gap 
between supply and demand for liquidity services, as 
market-makers reduce their supply of immediacy services, 
while bond issuance and assets under management in 
open-ended funds are on the rise, increasing the risk that, 
in case of a shock, large-scale redemptions by investors 
would trigger fire-sales that the market would find 
hard to absorb. Second, the development of electronic 
trading, which is changing the structure of bond markets, 
traditionally centered on market makers and primary 
dealers through voice-based and bilateral relations. While 
it has contributed to reduce transaction costs by enhancing 
competition, it has also favored the emergence of new 
players, such as High Frequency Trading firms. These firms 
may create an illusion of market depth as they are very 
active in normal conditions but tend to withdraw their 
orders during periods of high volatility. Third, amongst 
unconventional monetary policies pursued by central 
banks, which have largely contributed to bringing liquidity 
back to satisfactory levels, asset purchases are reducing the 
float of bonds and thus need to be accompanied by efficient 
securities lending facilities. 

This new market structure and environment requires some 
re-thinking from the industry and continued vigilance 
and adaptation from policymakers. Market makers and 
asset managers should strive to better price and internalize 
liquidity risk, including by a wider use of liquidity stress 
testing. Standardization efforts should also be pursued 
in corporate bond markets, which are lagging behind. 
Through bank financial reform, authorities have created 
the conditions for more sustainable supply of immediacy 
services, by fostering more resilient market intermediaries. 
They should now proceed to enhance their tools for 
monitoring market liquidity conditions and for assessing 
how new liquidity providers and trading platforms 
are affecting the distribution of risks among market 
participants. It is also important that bond markets’ access 
and trading conditions provide a sufficiently rigorous risk 
framework for high frequency trading firms and electronic 
platforms, while supporting the diversity of market players 
and market intermediaries.  Finally, central banks should 
remain vigilant about the impact of their asset purchase 
policies on market liquidity, and mitigate this impact 
both ex-ante and ex-post to ensure a continuous and 
efficient functioning of the markets in which they conduct 
monetary policy. 

Denis Beau 
Director General of Financial Stability 
and Operations, Banque de France 

The changing nature of fixed 
income market liquidity

The financial crisis has profoundly reshaped bond markets 
which play a crucial role for monetary policy and financial 
stability. Recent signs point to greater fragility of market 
liquidity, including on benchmark sovereign bonds, 
in a context of persistent imbalance between supply 
and demand of market making services and the rise of 
algorithmic trading and automated execution strategies. 

The market for a financial asset is generally considered 
to be liquid when it allows the instrument to be bought 
or sold at any time, for significant amounts and without 
its price being noticeably or sustainably affected. While 
price indicators (typically bid-ask spreads) show that 
liquidity remains abundant, volume indicators point to a 
deterioration in the average liquidity available, reflected in 
an increased sensitivity of price changes to the quantities 
transacted. This is accompanied by liquidity bifurcation on 
sovereign and corporate bond markets, whereby liquidity 
tends to be concentrated on specific market segments or 
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In recent years, there have been a number of indicators 
which point to reduced liquidity in certain financial 
markets, including corporate bond markets. This reflects 
the fact that while the outstanding volume has increased 
significantly, transactions have not kept up. The result of 
this is that the turnover has been declining, transactions 
costs have been increasing, and price moves can be quite 
extreme even when only relatively small volumes are being 
transacted.

In the US, investment grade bonds outstanding have 
grown from $2.4 tn to $6.2 tn and high yield bonds from 
$0.7 tn to $1.8 tn between 2006 and 2015. Turnover in the 
secondary market fell from 94% to 65% and 164% to 112% 
respectively over the same period.

This is a new reality to which all financial market 
participants are going to have to adapt, and we cannot rely 
entirely on the market to make this happen by itself. This 
is because given the current highly compressed levels of 
interest rates as well as risk premia, it would be safe to say 
that liquidity risk is likely under-priced at the moment.
 
That is why it is very important that financial regulation 
set the right incentives, in particular for investment 
products which are widely sold to retail investors such as 
mutual investment funds. Here, the European regulations 
basically get it right with strong liquidity management 
requirements such as mandatory liquidity stress tests and 
use of so-called swing pricing, under which the adverse 
price impact of redemptions from mutual funds are borne 
by the redeeming parties rather than by the investors who 
remain in the fund. This would be a good approach for 
other regulatory authorities to emulate.

Beyond making sure that financial market participants 
are aware of liquidity risks and able to deal with them, 
there is also scope to improve market structure over 
the longer term in order to enhance the liquidity of 
corporate bond markets. There is a contrast with reforms 
to derivatives markets, where necessary changes to the 
market infrastructure were identified and addressed, while 
changes to bond market structure have not kept pace. In 
particular, policy makers have not acknowledged the need 
to supplement broker-dealer intermediated fixed income 
markets by encouraging broader market participation in 
structures such as all-to-all electronic trading venues. 

Philipp M. 
Hildebrand 
Vice Chairman, BlackRock

Corporate bond market liquidity
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Roman Turok-Heteš 
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Revival of European securitisation market

The financial crises unveiled the naked truth - European economy is heavily 
dependent on bank financing. 

This lead to a simple conclusion - We need to revive our European securitisation 
market as a matter of urgency. In doing so we seek to lower financing costs 
for small and medium enterprises (SMEs) and develop alternative funding & 
financing channels. 

Healthy securition market endorses our efforts to have a fully-fledged and 
functioning Capital Markets Union in place as soon as possible. New regulation 
framework should encourage issuance of as well as motivate investments.

In November 2015, the European Commission unveiled its simple, transparent 
and standardised securitisation (STS securitisation) proposal alongside 
amendments to Capital Requirements Regulation (CRR).  We now have a general 
approach and are waiting for engagement with the European Parliament. 

A new framework for the securitisation will contribute and help mobilise capital 
by enabling banks to reduce their balance sheet size and capital requirements. It 
will help reduce due diligence burdens, increase investors confidence, support 
infrastructure and long-term sustainable projects. We are looking here at 
fostering of institutional investments, reducing cost of funding and last but not 
least strengthening of well-diversified investor base. 

To address STS securitisation in the first wave is clearly our top priority. It is 
expected the European securitisation market could provide additional credit to 
the private sector of more than EUR 100 billion, if revived to pre-crisis average 
level of securitisation instruments´ issuance.  

STS securitisation framework is closely connected with prudential requirements 
in CRR. Requirements on due diligence, direct risk retention requirement 
on originator, risk allocation in tranching process, strengthened supervision 
and co-operation among supervisory authorities, accent on valuation of risks, 
will surely contribute to the pros of the new proposal on STS securitisation 
framework. And the mechanistic reliance on external ratings is reduced.
          
There will be two regimes – one for STS securitisations and one for non-STS 
securitisation. Much favourable capital requirements for institutional investors 
by investing in STS securitisation instruments can indeed help to revival of 
European securitisation market.

Specific risks of securitisation products are reduced in the current proposal of 
STS securitisation mainly by introduction of due diligence by investors before 
making investment in securitised instruments. Risk retention rules require 
the originators, sponsors and original lenders of securitised transactions to 
participate on the last tranche connected with the highest risk of default. Joint 
responsibility principle strenghtens the disclosure obligation to disclose all 
relevant information to investors and regulators.  The originator, the 
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Katherine Frey 
Managing Director - Structured Finance, 
Moody’s Investors Service

Making the European 
structured finance market 
work for the real economy

Over the past several years, a 
consensus has formed that an efficient 
securitization market is important to 
national and regional economic growth. 
However, other than in a few US 
asset classes, the global securitization 
market has struggled to recover in a 
sustainable and meaningful fashion 
since the financial crisis. In Europe, 

Alexander Batchvarov 
PhD, CFA, Head of International Structured Finance and Covered 
Bond Research, Bank of America Merrill Lynch Global Research

Non-neutrality is the root of excessive 
capital for securitisation

Regulatory capital calibration for securitisation exposures has followed a black-
box approach, where the inputs and outputs are known to market participants, 
but the transformation process in-between has left them with lots of unanswered 
questions.  In theory, securitisation does not change the credit risk of the 
securitised exposures, but rather redistributes it across the securitisation notes.  In 
practice, its capital calibration contains many instances of double counting of risks, 
leading to a significant increase in the EU capital requirements for securitisation. 

A specific securitisation related risk is the agency risk arising from the perceived 
misalignment of the interests of securitisation notes investors and securitisation 
exposures originators.  The academic literature quantifies this risk as a marginal 
increase in the probability of default of the securitised relative to the non-
securitised exposures.  The EU regulatory framework addresses it by establishing 
a mandatory minimum retention requirement.  

Another risk is associated with the use of models to determine securitisation 
tranches and the risk redistribution across them. Models are also used for the 
calibration of capital for individual exposures, for trading book and in the derivation 
of bank capital instruments, such as cocos, which also require a form of tranching.  
In those cases, model risk is addressed through an explicit charge.  In our view, a 
similar explicit charge should be used to address modelling risk in securitisation.

Securitisation calibration is subject to an additional adjustment of a maturity 
charge, which is already factored in the capital level for the exposures to be 
securitised. This leads to double counting of maturity risk, once in the underlying 
exposures and twice in their securitisation.  The regulatory capital calibration 
does not give EU securitisations a benefit for their floating rate notes, >>>
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sponsor and the issuer will be jointly responsible for notifying ESMA that 
a securitisation meets the requirements for the STS securitisation. Finally, there 
are administrative sanctions and remedial measures applied in case of failure to 
comply with provisions of STS securitisation framework.

Influence of new securitization regime on CMU goals will also depend on how 
it treats proportionality aspect. It seems to be an interesting tool for big and 
developed markets with history in trading with such instruments. Speaking on 
behalf of one of those small and extremely illiquid, I can only keep my fingers 
crossed for its success story.

There is no such thing as a risk-free world. Yes, we will have common set of rules 
for STS securitisation, but risks related to underlying assets will remain and be 
spread among institutional investors. Banks and insurers will have to monitor 
and manage their risk exposures, whereas the regulatory framework for insurers 
investing in securitisation instruments has not to be different. 

>>> hence low duration, and assigns such floating rate securitisations a 
duration equivalent to their legal final maturity, subject to a 5-year cap in CRR 
and to no cap in Solvency II, and to a 1-year floor in both.  

Last but not least, calibration of regulatory capital for securitisation under bank 
rules incorporates both expected and unexpected loss, while only the latter 
is used for non-securitised exposures. For insurance companies, the capital 
calibration incorporates a one-off liquidity event, which is overlooked in other 
types of exposures, and disregards securitised collateral benefits, which are taken 
into account for covered bonds and stand-alone residential mortgage portfolios.  

The result of this discrepancy in calibration approaches is a material surcharge 
in securitisation capital and discontinuity and cliffs in the capital charges for 
securitisation, covered bonds and their underlying exposures. 

The solution is simple to conceive and its delivery requires a modification of the 
calibration methods used to-date.  For bank capital calibration, the theoretically 
sound neutrality can be modified into ‘controlled non-neutrality’ through an explicit 
surcharge of, say, 0.2% on to the underlying exposure capital, which is then reallocated 
across tranches on the condition that the capital charge for senior mezzanine 
securitisation tranches should not exceed that for the underlying exposures. For 
insurance companies, the realignment of regulatory capital for securitisation and for 
the underlying exposures is a must.  Under both sets of calibration, for banks and for 
insurers, it is important to realign the capital treatment of securitisation, especially 
STS, with that of other investment instruments, such as corporate bonds, covered 
bonds, etc. Material capital requirement discrepancies across them have already led to 
a distortion in investment and funding decisions in recent years.  

We must emphasise, however, that addressing the capital calibration problem alone 
is a necessary, but not sufficient, condition to restore the EU securitisation market. 
Other EU regulatory requirements, such as disclosure, due diligence, penalties for non-
compliance, etc., should also be levelled across funding and investment instruments, 
especially for STS securitisations, covered bonds and whole loan portfolios, by 
eliminating the excessive and unnecessary burdens placed on securitisation. 

issuance remains significantly below 
historical levels. We note that there 
are impediments to recovery 
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Pablo Zalba 
Bidegain  
MEP, Vice-Chair of the Economics 
and Monetary Affairs Committee, 
European Parliament

Securitisation and the 
Capital Markets Union

The European Union is facing 
a challenging environment; the 
European Institutions have to deliver 
and work to promote investment 
in growth and jobs to reactivate the 
economy. The Capital Markets Union 
goes in this direction and we have to 
ensure the goal is achieved.

The Securitization Package, presented 
by the European Commission in 2015, 
is aimed at promoting a sustainable, 
deep, liquid and robust market for 
securitisation, this will help attract a 
more diversified and stable investor base 
to help channel funds to where they are 
most needed in the European economy.

This proposal is composed of two 
pillars: first the STS proposal which will 
apply to all securitisations and include 
the due diligence, transparency and 
risk retention rules to create Simple, 
Transparent and Standardised (STS) 
securitisation; secondly a proposal 
to amend the Capital Requirements 

Regulation (CRR) to make the capital 
treatment of securitisations for banks 
and investment firms more risk-
sensitive and able to reflect properly the 
specific features of STS securitisations.

With this proposal the European 
Institutions aim at helping to restore and 
further develop an important funding 
channel for the EU economy without 
jeopardising financial stability. The 
market for such products is primarily 
institutional (rather than retail) 
investors; the Commission’s proposal 
should also further enhance the role of 
non-bank long-term investors such as 
insurance companies or hedge funds. 

Mario Nava   
Director for Regulation and Prudential 
Supervision of Financial Institutions, 
DG for Financial Stability, Financial 
Services and Capital Markets Union, 
European Commission

Insurers and securitisation

Securitised assets can provide EU 
insurers with the diversified long-term 
investment opportunities that they 
need in the low yield environment. The 
revival of the European securitisation 
market is therefore essential, and was 
identified as a political priority for 

the Commission within the Capital 
Markets Union project. Learning the 
lessons from the financial crisis, the 
Commission’s proposal adopted in 
September 20151 identifies simple, 
transparent and standardised (STS) 
securitisation products. The approach 
of the Commission puts insurers at 
the centre of the securitisation market, 
along with banks and funds.

Under the Commission proposal, insurers 
would benefit from the same definitions, 
safeguards and STS qualification as other 
institutional investors. Due diligence, 
risk retention and transparency 
rules would be harmonised across 
sectors, replacing equivalent sectoral 
requirements. The Commission proposal 
would also introduce a single STS 
category for all investors, thus creating a 
harmonised securitisation product in the 
EU. This approach will provide insurers 
with a broader range of investment 
opportunities and bridges banks and 
capital markets. It would help them to 
select appropriate securitised assets 
and ultimately to take an active role in 
this additional funding channel for the 
wider economy.

The Commission also expressed its 
intention to update Solvency II, to 
take account of the new securitisation 
framework and to introduce new 
calibrations with improved risk-
sensitivity. Calibrations of senior 
tranches were already adapted in 
2014 and the new revisions will cover 
all tranches. To ensure consistency 
with other investments, the basic 
methodology will be based on EIOPA 
capital charges applicable to the 
underlying exposures of securitisation 
products. The model risk related to 
securitisation will be inspired by the 
advice given by EBA in July 2015 on STS 
products. This simple and proportionate 
approach will provide insurers with 
more suitable calibrations, allowing 
them to effectively strengthen their role 
as long-term investors in the EU. 
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both on the supply-side and the 
demand-side.

The slow recovery of the European 
economy and bank issuers’ deleveraging 
resulted in diminished lending activity, 
and thus a lower volume of receivables. 
Securitization remains uneconomic 
given the relatively available and 
affordable bank funding sources, 
including from central banks, senior 
unsecured and covered bond investors. 
Additionally, the adverse regulatory 
treatment of originators’ securitization 
has increased the all-in cost 
of issuance.

On the demand side, there are fewer 
real money investors in securitization, 
and those who remain struggle with 
relatively extensive and evolving 
regulatory requirements governing 
their investments. 

Historically, insurance companies 
bought a significant portion of 
European securitizations. However, 
this pool of investors faces a major 
impediment to the attractiveness of 
securitization. Under Solvency II the 
capital charges against securitization 
bonds in the European Union 
are now significantly higher than 
that of the comparable risk and 
maturity for covered and corporate 
bonds. We consider that aligning 
capital charges across fixed income 
investment alternatives is critical 
to secure a full rebound of the 
European securitization market, 
with increasing capital requirements 
properly reflecting the incremental 
risk. Improving the standardization 
of capital treatment versus other 
instruments would drive economics 
and attract a larger investor base, an 
important step forward.

Historical evidence supports our view. 
Highly rated European asset-backed 
securities and residential mortgage-
backed securities performed very 
well, particularly given the material 
economic downturn in Europe. 
Significantly, the rating performance 
was comparable to that of corporate 
debt, which is generally evidenced by 
our 12-month downgrade rate (1984–
2013) for global structured finance, 
which is in line with that of global 
corporates (16.6% vs. 15.1%). 

Bearing this in mind, we welcome the 
EU Commission’s efforts to create an 
overarching, cross-sector, comprehensive 
and consistent securitization framework. 
If implemented efficiently, it has the 
potential to pave the way for increased 
issuance, would channel non-bank 
funding to the real economy and transfer 
credit risk out of the banking sector. 
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Regulatory Strategy and Member of 
the Group Management Committee, 
Ministry of Finance, the Netherlands

Securitisation – 
The way forward

On 2 December 2015 the European 
Council agreed on a negotiating 

stance on the framework for simple, 
transparent and standardized (STS) 
securitization. The goal of this 
framework is to provide a common 
set of rules for sound and prudent 
securitisation. The Council agreement 
is a first, important step for the 
establishment of the STS-framework 
in Europe. For the revitalization of 
the securitisation market, however, a 
swift continuation of the legislative 
procedure is paramount. Next, the 
European Supervisory Authorities 
will develop technical standards to 
provide a consistent rulebook for the 
application of the STS-framework.

The STS-framework provides a 
solid footing for the recovery of the 
market, but we need to build on this 
by expanding the rules for sound and 
prudent securitisation to other parts 
of the securitisation market. There are 
two further steps to take: the treatment 
in Solvency II and the Liquidity 
Coverage Ratio (LCR).

Although insurers currently play a 
limited role in the securitisation market, 
securitisation provides important risk and 
portfolio diversification options. What 
may hold insurers back from investing 
in securitisations is uncertainty over the 
implementation of the STS-framework 
for insurers. Also, holding securitisations 
can at present be unreasonably costly 
compared to holding the unsecuritized 
loans. When expanding the STS-
framework to explicitly cover insurers 
through Solvency II, this uneven treatment 
should be re-evaluated.

In the LCR delegated act there is a 
strong imbalance in the treatment 
of securitisations (specifically RMBS) 
relative to covered bonds. This is not 
justified as both Basel and the EBA 
have found covered bonds often to be 
less liquid than RMBS. The imbalance 
has a strong impact on asset managers’ 
investment decisions and may lead to 
inefficient capital allocation.

Concluding: the STS-framework is an 
important first step. However, we are 
not yet in a situation where a sound and 
prudent securitisation market can wholly 
be established. We should therefore be 
taking additional steps to adopt the STS-
goals for Solvency II and the LCR. 
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“The STS-framework is an important 
first step.”

-  M I C H E L  H E I J D R A
 

1.  Proposal for a Regulation of the European 
Parliament and of the Council laying down 
common rules on securitisation and creating 
a European framework for simple, transparent 
and standardised securitisation and amending 
Directives 2009/65/EC, 2009/138/EC, 2011/61/
EU and Regulations (EC) No 1060/2009 and 
(EU) No 648/2012, COM(2015) 472 final.
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Now is the time to really invest in CMU 
as the ‘Promised Land’

CMU was sold as the ‘Promised Land’ with deeper and more integrated capital 
markets in Europe. It could not have come at a better time with a globalising 
economy and technological developments. Capital markets are currently witnessing a 
wave of disruption and innovation, driven by new technologies. From crowdfunding 
to smarter smartphones and FinTech, these are changes that will revolutionize the 
way we think about and interact with the world of finance as businesses, investors 
and consumers. This increased access and transparency through technology can help 
drive an equity culture but only if European regulation is there to support it. 

At the moment Europe’s businesses – especially SME growth companies – 
cannot fully exploit opportunities because they lack sufficient access to venture 
capital and the capital markets. Moreover, Europe’s investors cannot fully exploit 
opportunities because they lack easy and transparent access to equity investments 
and do not have an equity culture. The key issue here is a lack of convergence 
between Member States. 

For instance, looking at one of the most important pillars of CMU, the Prospectus 
Directive Review, we see that the Commission is delivering only on part of its 
promise. Although the EU Prospectus Regulation will convert rules and procedures 
for large public offerings, it does not apply convert for smaller companies 
such as high growth companies. As a result, we could end up with 28 different 
regimes depending on Member States appetite. This fragmentation hampers the 
functioning of a single capital market and the creating of an equity culture.

In order to get CMU right for investors and issuers we need to view it from a different 
perspective. What do they expect from a single EU capital market? Issuers expect the 
same rules and procedures for accessing capital markets, and they expect these to be 
proportionate for their size. Investors expect to be able to invest across the EU with 
the same transparency rules and protection. At the same time, we must make way 
with the zero-risk mentality in Europe. Regulators have protected investors so much 
that their access to equity markets is diminishing. With the right uniform information 
and protection investors must be trusted to make their own investment decisions. An 
equity culture cannot be dictated by regulation; it can only be facilitated. 

In general CMU should be aimed at incentivizing an equity-based culture and 
leveraging technology to remove remaining barriers to access for individual 
and institutional investors. Possible actions could include a level the playing 
field in the taxation of debt and equity financing and removing barriers to 
cross-border investment. 

For me it is clear. Without the convergence of rules and procedures and 
democratisation of investments there won’t be a European single market for 
capital that can ride the technology wave. The missing piece of the puzzle is the 
Member States. What vision did they have in mind when they voted in favour of 
CMU? My message to the Member States is, without an investment in CMU you 
won’t get a return. Now is the time to invest. 
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Since the onset of the financial crisis in 
2007, corporate financing in Europe has 
changed significantly. In a context of 
weak growth, non-financial companies 
have first lowered their financing needs. 
Their reliance on bank finance has 
also been reduced (except for SMEs), 

through increased use of the bond and - 
to a lesser extent - equity markets.
 
The diversification of funding 
sources has also been sustained by 
cyclical factors, most notably the low 
interest rate environment, as well as 
structural factors, such as the impact 
of regulations on the banks’ and 
insurance companies’ ability to finance 
the economy. The trend is nevertheless 
limited by investors’ greater caution 
as regards risk-taking in the wake of 
the financial crisis. In France, this is 
reflected by the decrease in households’ 
equity holdings from 12.3 % of main net 
outstanding financial investments in 
2007 to 10.3% in 2014. 

The lack of appetite for equity however, 
does not conceal an inadequate supply 
of equity and investment vehicles. On 
the contrary, many tools are or will soon 
be available through recently enacted 
reforms and on-going regulatory actions, 
namely under the CMU action plan. To 
name a few but key measures: MIFID 
II provisions that aim at improving 
price formation and transparency; the 
recently launched EuVECA funds, which 
can allow venture capital professionals 
to market their funds to investors across 
the EU through a voluntary EU-wide 
passport; the ELTIF label, which can 
be used to develop the distribution of 
various funds including private equity. 
Local initiatives also exist, such as the 
French-style “limited partnership” - 
“Société de Libre Partenariat” - a new 
category of funds benefiting 

Benoît de Juvigny 
Secretary General, Autorité des Marchés 
Financiers (AMF)

Revitalising equity financing 
- what drivers should we 
seek to work on: 
demand or supply? 
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All these initiatives will remain moot in the event of agreement on a 
European Financial Transaction Tax (EU FTT). The EU FTT would dramatically 
reduce the level of liquidity available to SMEs, which is already low. As a result, 
SMEs would be primary victims of this tax which would affect any type of stocks, 
irrespective of the size of the company. Given its impact on the financing of 
the real economy, European governments should consider whether such a tax 
is consistent with growth objectives in Europe, and practically compatible with 
the goals of the CMU. As a matter of fact, this tax raises immense problems 
in defining its perimeter, applies to a very mobile base, will not generate any 
proceeds for smaller countries and can trigger massive relocation of financing 
operations, destroying jobs within the Eurozone.

European actors of the financial industry have a responsibility and an opportunity 
to help Europe in a critical phase of its history to accelerate the building of an 
integrated Eurozone. Euronext, as the leading pan-European venue for financing 
the Eurozone’s real economy, will spare no effort in rising up to the challenge. 

Stéphane Boujnah 
Chief Executive Officer, Euronext N.V. 

What can EU regulation do to support 
financing by capital markets?

The Capital Markets Union (CMU) is a powerful vision for the future of the 
European Union. Europe is not only about finance. But finance can make or break 
Europe. The CMU will help make the European financial system stronger and 
more committed to address the financing needs of companies of all sizes. 

Its regulatory framework must allow companies to grow through different stages 
of development as part of a ‘funding escalator’ of financing options which are 
linked and mutually dependent. The framework will have to recognise all types 
of international and local companies and investors. The CMU must increase 
financing by capital markets in the EU while reflecting this very diversity of 
financing needs. Euronext, as a result of its history of exchange harmonisation, 
has responded to these challenges by establishing a pan-European exchange, 
driven by its local characteristics to serve the real economy. We are united in 
diversity. This balance should be a central consideration in the CMU agenda, in 
particular in the review of the Prospectus Directive. 

Euronext believes EU capital markets would benefit from a strengthened Single 
Rulebook. This can be done via a greater use of regulations, a development we 
welcome in the review of the Prospectus regime which should strive to establish a 
true level playing field. This is particularly the case when it comes to cross-border 
financing and investment opportunities, both at European and international 
levels. It is critical that the CMU makes progress towards greater harmonisation. 

At the same time, the CMU should not undermine the ability of exchanges to 
offer diversified options to companies accessing capital markets. When companies 
consider a listing, they must find solutions tailored to their conditions. Euronext 
offers listing both via its Regulated Market and via Alternext, a Multilateral 
Trading Facility. While listing on the Regulated Market requires compliance with 
a full set of disclosure requirements as well as adoption of IFRS, an admission to 
trading on Alternext provides tailored disclosure options and flexibility to opt 
for either local GAAP or IFRS. We broadly welcome the Commission’s proposal 
to lighten the burden on SMEs and midcaps, but believe all SMEs – regardless 
of their market of listing – should be able to avail themselves of proportionate 
disclosure.   

Allowing flexibility for issuers, taking into consideration initial and ongoing 
requirements and the investor base, should facilitate both cross-border and 
domestic capital raising. We support national exemption regimes in the 
Prospectus Regulation for capital raising below €10m as a means of encouraging 
local markets and recognising the domestic nature of the issuer demand and 
investor supply. Such national regimes should give flexibility to the exchange, 
issuers and investors to determine the appropriate levels of information 
disclosure for small and local capital raising. This would mirror the current 
practice in respect of private placement on our markets. >>>
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James L. Chew 
Global Head, Regulatory Policy, HSBC 
Holdings plc

Growth capital for Europe

Debt dominates business finance 
across all of Europe.   Funding is mainly 
provided by banks, few countries have 
developed public equity markets, and 
private equity and venture capital 
provision is patchy at best.  Firms have 
also been reluctant to accept outside 
ownership, preferring to keep control 
of a business within a tight circle. 

But companies in Europe need 
more equity to invest and take risks; 
developing new products, opening 
new markets, providing new services 
requires capital, and the debt finance 
which banks can offer is limited.  
Collateral is important when banks 
decide to make loans but companies 
have only so much security to offer, 
particularly in the growing European 
service sector where the assets are often 

intangible, in intellectual property, 
software, technology or brands. 

In the UK, five of the largest banks 
have tackled the gap in equity finance 
by establishing BGF (Business Growth 
Fund), a new institutional investor 
providing long-term equity to ambitious 
UK companies.  Operating independently 
of its shareholders but with their support, 
from eight offices across the UK, BGF 
has now invested more than £750m in 
over 110 firms, typically in tranches of 
between £2m and £10m.  

BGF is different from traditional private 
equity and attractive to companies. 
It only takes minority positions so 
entrepreneurs remain in charge.  It 
invests from its own balance sheet so it 
cannot force owners to sell.  And with 
a £2.5bn balance sheet, it can follow 
successful investments with more money 
and has often done so.  This is expanding 
the capital market in the UK and making 
a difference for companies and people.  
Businesses in which the BGF has invested 
have increased employees by over 3,500 
since receiving their funding.

This model can make growth capital 
more accessible across Europe if it has 
high level political and business support.  
It needs banks and other firms to come 
together to deliver the scale of impact 
which is crucial.  And even where 
countries have similar institutions 
already, more capacity is better.  We need 
to make it more likely that entrepreneurs 
will find a source of capital which suits 
them and their needs. 

Martin Merlin 
Director, Financial Markets, DG for 
Financial Stability, Financial Services 
and Capital Markets Union, European 
Commission

Capital Markets 
Union (CMU): 
Boosting the demand 
and the supply for 
corporate equity

One of the main challenges that European 
companies are facing to grow their 
business is the lack of equity financing. 
The most recent SAFE survey suggests 
that the number of firms raising equity 
is low and declining (from 1.7% in H2 
2014 to 1.4% in H2 2015). The preference 
of company owners for debt over equity 
– to avoid dilution of shareholding – is 
understandable on one level. However, 
it is short-sighted as equity can serve 
companies as an important loss absorber 
in difficult times. 

123

The Eurofi High Level Seminar | 20, 21 & 22 April 2016

122

VIEWS | The EUROFI Magazine | Amsterdam 2016

both from management 
flexibility and tax attractiveness, to 
better meet the needs of international 
institutional clients. 

All these tools only need to be 
promoted so that they are used by 
investors in the objective of long term 
investment and thus, the financing of 
the economy and growth. Hence, it is 

not so much on supply that we need to 
act but on demand. For institutional 
investors, this means that due care be 
paid to the prudential requirements, 
accounting standards and specific 
requirements in terms of investment 
policy that are applicable to them so 
that these constraints are compatible 
with the objective of encouraging the 
financing of long term projects, SMEs 
and innovation. For retail investors, 
we need to re-introduce a culture of 
“measured and proportionate risk”, 
including by developing financial 
education. Access to high quality 
advice, without additional fees, are 
necessary to encourage equities and 

long term products investments. 
Improving and simplifying information 
provided to retail investors is also 
clearly a priority, while taking into 
account the specificities of corporates 
of small and intermediate size. Finally, 
there would be merit in strengthening 
a single market in pension provision 
bearing in mind that this requires 
addressing substantial differences in 
national tax and retirement regimes. 
More broadly, taxation is a key driver 
to channeling savings to the financing 
of the economy and Member States 
should seek to ensure their national 
tax systems are properly aligned with 
this  objective. 

The answer is “yes”.  As with so much 
in modern life, technology offers 
transformative possibilities to improve, 
make more efficient and open up new 
opportunities for the way companies 
go about financing themselves.  This 

is certainly the case with small and 
medium size enterprises (SMEs), which 
many commentators argue generally 
lack the scale to utilise existing forms of 
finance – particularly traditional forms 
of equity finance.  But in the same 
way that someone selling consumer 
goods can now do so cheaply via 
online auction sites, without spending 
thousands on business premises, 
so-called ‘FinTech’ provides potential 
answers to address similar problems of 
scalability. 

And answers are welcome.  While 
banks, and perhaps debt financing will 
always be an important component 
of new, small and growing businesses’ 
operations, effective equity financing 
could provide a real boost to SMEs 
during their growth phase, provided 
the economics of arranging it make 
sense.  

So what ‘FinTech’ exists in this space?  
Well, most significant are investment-
based crowd-funding platforms, of 
which there are around 22 in the UK 
with an investment focus, as opposed 
to a debt focus.  These firms utilise 
websites and mobile apps, and in 2015 
raised about £245m for SMEs.  We 
expect this figure to continue to grow.  
And as it grows, so does the potential 
for regulatory (conduct, prudential 
and sector stability) issues as seen in 
more established parts of the industry.   
There is a balance to be struck 
here though between regulation to 

protect both investors and SMEs, and 
imposing burdens that significantly 
discourage such firms from operating 
and providing useful services.  For this 
reason, the FCA has developed what we 
think is a balanced and proportionate 
regulatory regime. 

Other ‘FinTech’ innovations likely 
already exist or are being dreamt up as 
we speak.  Blockchain, ‘cloud services’ 
and new mobile apps offer huge promise.  
This is what makes the sector exciting 
at this time, and we’ll be considering 
new models and supporting new ideas 
through the FCA Innovation Hub when 
and where we can.

But we believe there is more that can 
be done with existing players and forms 
of equity financing too, and perhaps 
regulatory change can support this.  A 
key example would be the changes we are 
encouraging to be made to EU prospectus 
rules as part of the Capital Markets 
Union programme.  Existing rules are 
very much aimed at the largest corporate 
issuers, and the costs and burdens of 
compliance can dis-incentivise 

David Lawton 
Director of Markets Policy & 
International, Financial Conduct 
Authority (FCA)

Can FinTech solutions help 
to further develop SME 
equity financing?
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“Encouraging innovation and 
ensuring regulation is proportionate 
are both important and necessary to 
support SMEs.”

-  D A V I D   L A W T O N 

SMEs from pursuing listing.  Our 
view is that issuers and investors could 
benefit from a dedicated regime targeted 
at smaller companies that recognises the 
different nature of SMEs.  For this reason, 
we are supporting and working closely 

with the UK Government and European 
partners to share ideas on prospectuses 
and possible amendments to regulation.

I’m sure you’ll agree that encouraging 
innovation and ensuring regulation 

is proportionate are both important 
and necessary to support SMEs, which 
are the large businesses of the future.  
I look forward to debating further 
ideas with attendees at this Eurofi 
conference. 

“It is not so much on supply that we 
need to act but on demand.”

-  B E N O Î T  D E  J U V I G N Y 

“Companies in Europe need more 
equity to invest and take risks.”

-  J A M E S  L .  C H E W  
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At the heart of the CMU project is 
the objective of broadening access to 
finance for innovative companies that 
tend to be less profitable in the short 
term and are natural beneficiaries of 
equity finance. However, volumes of 
business angel activity and venture 
capital (VC) investment remain low in 
many EU jurisdictions. The European 
Commission (EC) is taking forward a 
comprehensive package of legislative 
and non-legislative measures to scale 
up the supply of VC financing in 
Europe, including the creation of a VC 
fund-of-funds supported by the EU 
budget and the review of regulation 
on European Venture Capital and 
European Social Entrepreneurship 
funds. Looking at large SMEs, the EC is 
concerned that the proportion of small 
IPOs has dropped in the aftermath 
of the crisis. To help fast-growing 
companies go public, the EC wants to 
make a success of the “SME growth 
market” concept that will be given 
form by MiFID 2. It will therefore work 
with the established SME-oriented 
Multilateral Trading Facilities (MTF) to 
“grow” this regulatory franchise across 
the EU. The proposal for a Prospectus 
Regulation will also make it cheaper 
for issuers of all sizes to access equity 
financing while simplifying secondary 
issuances for firms which are already 
quoted. 

On the supply side, the EC is seeking 
to widen the pool of equity investors. 
The Solvency II Delegated Regulation 
grants equities traded on MTFs and 
equities held through European Long 
Term Investment Funds the same 
capital charge as equities traded on 
regulated markets. In the tax area, the 
EC aims to address the preferential 
treatment of debt over equity in its 
proposal for a Directive on a Common 
Consolidated Corporate Tax Base in 
late 2016. This will make it easier to 
attract equity investors and reinforce 
companies’ capital structure. In 
addition, as tax measures can stimulate 
equity investment, in particular for 
innovative companies and start-ups, 
the EC will study the existing national 
tax incentives for VC and business 
angels and disseminate best practices. 

In conclusion, one of the litmus tests 
of CMU in the long run is whether it 

succeeds in shifting the EU economy 
towards a better balance between debt 
and equity finance. 

Paras Anand 
Head of European Equities, Fidelity 
Investment Management

Equity 2.0

The equity culture in Europe has for a 
long time lagged behind the US. While 
there are some well- rehearsed reasons 
for this there are other aspects worth 
considering if we are to be successful in 
what I will refer to as “Equity 2.0”.
 
Before addressing how a more pervasive 
equity culture can be developed, it 
is worth reflecting on the progress 
already made. The adoption of the 
single currency was accompanied by a 
harmonisation in accounting standards 
and, by European companies becoming 
broader in terms of diversity. Inevitably 
as the extent of equity financing grew 
in the corporate sector and the money 
management industry continued to 
professionalise, companies began to 

be run increasingly in the interests of 
shareholders.

This journey has taken us to what could 
be described as Equity 1.0.
While the journey from Equity 1.0 to 
Equity 2.0 appears at this point to be an 
uphill struggle, I would like to highlight 
one area which will help. This would 
be a more active promotion of the long 
term attraction of dividends.
 
Historically, European companies have 
had a mixed attitude to the distribution 
of their cashflows. However this has 
shifted significantly over the last 15 
years and the headline yield on the 
broader European market has now 
risen to a meaningful level.  However, 
pay-out ratios remain low relative to 
other markets and the tendency to 
pay single distributions rather than 
quarterly distributions, tempers the 
appeal to savers generally.
 
In an environment where rates on bank 
savings and bonds are low in absolute 
terms, the dividend yield on equity can 
act as an effective way to draw equity 
investment into the mainstream of 
savings. Considered in this way, the 
asset management industry can play its 
part by emphasising the material role 
of dividends and engaging company 
managements on the choices for 
capital distribution. Focussing on such 
income-orientated strategies could 
bridge the gap that exists between 
equity and fixed income investors. 
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Wolf Klinz 
Chairman, Financial Future 

Reducing fragmentation in Europe´s 
fund market

The financial services industry has been fragmented and renationalised to a 
large extent after the financial crisis 2007/2008. In contrast, the cross-border 
development of the European fund industry has been quite successful over the last 
years.  The UCITS directives have been instrumental in this respect, but also the 
launch of the Alternative Investment Fund Managers Directive. UCITS has become 
a very strong brand known and distributed not only in Europe, but all over the 
world, notably in Asia and Latin America. The introduction of the UCITS passport 
has also been a major success, not diminishing the role of Luxembourg and Dublin 
as traditional fund centers, but facilitating the European wide distribution of funds.

Despite this positive development of the fund industry there is no reason for 
complacency. The fund industry is also still fragmented in many ways and the 
potential of a true single European fund market has not yet been fully exploited. 
There are several reasons for this: either the rules for the fund industry differ or 
they are applied differently.

1.  Registration of products differs from country to country. All member states 
agree that retail investors should be protected as much as possible. That means 
that not all products should be allowed. The national supervisors are responsible 
for assessing a fund product and eventually banning it, if they consider it 
harmful. In doing so, they do not violate the European fund passport, but simply 
preserve the trust of retail investors in the products offered. (Belgium has for 
instance implemented a four year moratorium for some structured products 
and registered them anly when in a joint effort of regulators and industry the 
complexity of the products had been reduced significantly).

2.  Tax ist still the sole responsibilty of the member states. Therefore it is no surprise 
that tax treatment of funds may differ within the EU. The question is only whether 
there is deliberate tax arbitrage to the detriment  of foreign funds. Does the tax 
treatment of pooled investment funds artificially favour domestic funds serving 
national investors? If so, does that inhibit the optimal pooling of capital in Europe? 
Tax is an „extraordinarily sensitive“ area and little action can be expected shortly.

3.  Fees of the competent national authorities differ from country to country. This 
should not come as a surprise, since the costs of regulation differ in many ways 
(salaries, rents, depth of administration etc.). There is no evidence that charged 
fees are used as protectionist tool. Nor does the different fee structure/level 
hinder the cross-bordetr distribution of funds. 

4.  The marketing activities are still subject to different regimes across Europe. 
The KYC (know your customer) checks differ. This means higher complexity 
for fund distributors and investors. On the other hand, the KIID (key investor 
information document) is a very strong and convincing example  of successful 
supervisory convergence.

 
The differences mentioned do not really threaten the further development of the 
European fund industry. Some differences may disappear as time goes by and as 
the culture of supervisors/ regulators becomes more and more similar. 
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The impact of options and 
discretions should be minimized by 
strengthen regulatory convergence 
and finding a common approach to 
the implementation of regulation 
particularly national marketing 
rules for funds and requirements on 
substance applicable to fund managers. 

b)  Strengthening the process for 
supervisory convergence through 
more peer reviews to identify best 
practices on horizontal topics such 
as the governance of licensed entities 
and their compliance function and risk 
management function.  Encouraging   
the application of best practices in 
the field of supervision, while leaving 
space for the further development 
of better supervisory practices at 

national level.  This will result in 
keeping the debate on best practices 
alive and therefore open to further 
development. This process of debate 
increases and strengthens mutual 
understanding and trust between 
financial supervisors.

 c)  Mutual trust between supervisors 
will remain weak as long as financial 
supervisors are perceived by their 
peers as pursuing national agenda, 
Therefore, it is logical to propose 
that the independence of financial 
supervisors at national level should 
be strengthened through European 
regulation for this purpose. This 
development should go as far as 
initiating a process of convergence 
of the institutional architecture and 

governance of national supervision. 
This is important for supervisors to 
better understand each other’s system 
and as a result trust each other more. 

Finally, a higher degree of mutual trust 
between financial supervisors would 
promote further the application of the 
mechanisms for the strengthening of 
supervisory cooperation in Europe, such 
as delegation of supervision and the 
application of colleges of supervisors, 
which address issues of fragmentation 
of supervision, in instances where 
multiple regulators are involved in the 
supervision of a cross border structure. 
This is also important for a more effective 
internal market passport in the field of 
financial  services. 

“Bring forward a true Single Market 
that applies not just to the selling 
of funds, but also to marketing of 
these financial products as well.”

-  M A S S I M O  G R E C O 
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The financial crisis and the failure of 
companies operating on a cross-border 
basis have created a sense of mutual distrust 
between financial supervisors in the EU.  
As a result, supervisors have been more 
inclined to raise barriers to cross border 
business. This situation has, in certain 
instances, been taken to the extreme 
where financial supervisors have been 
tilting at windmills to find reasons to put a 
passporting process to a halt. This state of 
affairs has in effect been stalling the further 
development of the internal market. 

Strengthening mutual trust between 
financial supervisors in the EU is the key 

to eliminate the existing barriers to cross-
border business and thereby creating a 
more robust internal market passport. 
Strengthening mutual trust between 
financial supervisors is also the key to 
solve the supervisory fragmentation 
conundrum, which creates unnecessary 
risks within the financial system as a 
result of the insufficient cooperation 
and coordination between financial 
supervisors in the EU. 
To achieve a proper mutual trust 
objective, the following is completed:

a)  The EU single rulebook for financial 
services must be completed. 

Joe V. Bannister 
Chairman, Board of governors, 
Malta Financial Services Authority
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Other differences (eg. in the tax area) may stay. The level of fragmentation 
of the industry is not high enough to justify immediate further regulatory action. 
The amount of regulation over the past years has been enormous and a break 
right now seems justified. 

PRIPs and MiFID II will have a major impact on the fund industry: inducements, core 
responsibilities and liabilities of distributors and new information requirements. All 
these effects should be properly assessed before considering new regulatory measures. 
Sufficient time should also be given to the thorough analysis of new technologies and 
distribution channels such as the internet, mobile devices and robo-advice. 
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Christopher Buttigieg 
Director, Securities and Markets Unit, 
Malta Financial Services Authority

Achieving an effective internal market passport: A proposal 
for mutual supervisory trust

Massimo Greco 
Managing Director, Global Investment 
Management, J.P. Morgan AM

A Capital Markets Union 
should complete the Single 
Market for funds

UCITS are a great success story of EU 
legislation.  The UCITS regulatory 
framework (and increasingly the 
AIFMD) has harnessed many of the 
benefits of the EU Single Market.  Both 
the safeguards and the EU passport 

introduced by UCITS make these type 
of products a trusted and popular and 
portable brand in Europe and abroad.  
However, the EU Single Market for 
investment funds is incomplete; the 
passport only applies to the selling of 
funds and not to marketing.  While 

the passport allows managers to vend 
products across the EU, rules for 
marketing investment funds are still set 
largely at the national level.  Thus we 
often see impediments to distributing 
funds across the EU in a seamless way.  

These barriers disadvantage not just 
fund managers who find it difficult and 
costly to access certain markets, but 
more importantly, investors lose out on 
investment options.  Marketing barriers 
set at the national level are also hurting 
the competitiveness of the EU market 
as a whole.  National silos in Europe 
are hindering the scalability of funds in 
Europe which can lose efficiency vis-à-
vis large funds in other jurisdictions. For 
example, the United States has roughly 
11,000 mutual funds with an average size 

of EUR 1.5bn. Europe by contrast has a 
far greater number of funds, 30,000, 
but remarkably smaller in size with an 
average fund size at less than EUR 300m.

There are a number of individual 
impediments to marketing and 
registering funds that EU policymakers 
could seek to address.  These include, 
but are not limited to:

•  Member State requirements for 
additional marketing materials

•  Timeframes for admitting these 
marketing materials

•  Additional prospectus/ KIID 
requirements at Member State level 

•  Onerous or diverging KIID filing 
requirements

•  Local paying agent requirements
•  Prohibitive regulatory fees for 

marketing

While we hope policymakers look at this 
whole host of issues, we feel strongly that 
the EU should aspire to do something 
bigger: bring forward a true Single Market 
that applies not just to the selling of funds, 
but also to marketing of these financial 
products as well.  Ultimately this will 
mean allowing a single point of entry 
for authorizing of marketing materials 
and registration of investment funds in 
one Member State.  We look forward to 
working with legislators to develop these 
important initiatives in the context of the 
Capital Markets Union. 
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Neena Gill  
MEP, Committee on Economic and 
Monetary Affairs, European Parliament

Tackling fragmentation in 
the investment fund sector

Although the whole concept of the free 
circulation of capital in the EU is already 
there since the Treaty of Rome, it is 
interesting that the concept of the capital 
market union has been on the forefront 

of the Juncker commission programme, 
clearly recognising we are not there.

The proposal by the EC since September 
2015 has been confined looking at the 
prospectus regulation and securitisation. 
But the real problem is that these 
proposals do not tackle the fragmentation 
in the investment fund sector. Unless the 
EU proposals has more ambition and 
tackle national fragmentation, which 
is down to variable implementation at 
national level and gold plating.
 
The fragmentation is particularly acute 
in the investment fund sector.
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That the European Commission 
intends to engage in a consultation on 
barriers to the cross-border distribution 
of investment funds is a clear indication 
that there are significant barriers 
holding back the development of a 
European single market for funds. 
There are currently 53,686 funds in 

Europe compared to 32,805 in the US1.  
One of the potential benefits of CMU 
is to reduce the barriers to EU-wide 
marketing of investment funds and 
the economic cost associated with this 
number of funds.

Retail investors will remain more 
familiar with funds closer to home, 
while linguistic and cultural proximity 
also play a role in the national bias of 
distribution agreements. But several 
issues more specific to investment 
funds and more amenable to regulatory 
convergence are also at play.  In 
particular the fees charged by host 
authorities in respect of passporting 
notifications can be a barrier to 
marketing of funds across the Union. 
 
Furthermore, in the case of UCITS, 
host authorities impose additional 
marketing and disclosure requirements, 
in the prospectuses and periodic 
reports, on the basis of article 91 of the 
directive singling out “laws, regulations 
and administrative provisions which 
do not fall within the field governed by 
this Directive and which are specifically 
relevant to the arrangements made 
for the marketing of units of UCITS”.   
Moreover, the requirement for local 
facilities agents now looks quite 
outdated and less justifiable in terms of 
cost, in light of advances in technology 
and payment systems.  Where a concern 
regarding marketing is identified, this is 
best addressed through a harmonised 
approach at EU level rather than 
through local rules.  

In the case of AIFs, cross-border 
marketing is a relatively new concept.  
Nevertheless, as flagged by ESMA, 
two recurring themes emerge in 
relation to the marketing of AIFs – the 
definitions in AIFMD of marketing and 
of professional investors.  It is common 
practice for promoters of certain funds, 
particularly private equity funds, to test 
investor interest before committing 
to establish the fund structure or 
committing to engage in formal 
marketing in a particular Member State.   
Testing may include the circulation of 
a draft offering document.  National 
competent authorities do not have a 
consistent approach to these documents 
as some regard this as marketing, while 
others do not.  A consistent approach, 
either mandated by regulation or agreed 
among national competent authorities, 
would facilitate the development of pan-
European AIFs.  

AIFMD contains a definition of 
“professional investor” for the 
purpose of delineating which funds 
are AIFs capable of being passported.  
However many jurisdictions use a 
broader definition of “professional” in 
a marketing context.  In other words 
AIFMD has not led Member States 
to revise their national regimes.  The 
AIFMD definition should be reviewed 
to take into account of this lack of 
consensus on whether the current 
definition is the right one.   

Cyril Roux 
Deputy Governor (Financial 
Regulation), Central Bank of Ireland

Regulatory action can 
facilitate a Pan-European 
market for funds
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1.  From data published by EFAMA for Q3 2015

Largely due to differing national 
taxation regimes. Stakeholders often 
cite the following concerns:

a.  The disparity among domestic 
withholding tax regimes across 
Member States and corresponding 
tax recovery procedures;

b.  The preferential tax treatment for 
domestic funds;

c.  The application of double-tax 
treaty benefits, which turn out to 
be problematic for funds in certain 
jurisdictions;

 
Implementation of this would address 
the pass porting problem from one 
member state to another.
 
To understand the challenges of the EU 
investment sector a quick comparison 
with the USA is necessary.

In the EU there are around there 
are around 33,000 funds in the EU 
compared to the 8000 similar funds 
found in the USA. Furthermore, the 
average European mutual fund is valued 
at only EUR 222 million, this is one-
seventh of the size of a typical US fund  
E 1.6 billion). Consequently, the total 
expense ratio, or the cost of managing 
the funds, is about 50% higher in Europe 
than in the US — 1.5% as compared to 
1%. This is half a % more than in the USA 
which gives a significant difference in 
return for the investors.

Of course the European commission 
is fully aware of the problem. The 
CMU Action Plan acknowledges that 
eliminating barriers would incentivise 
fund managers, increase cross-border 
marketing and reduce costs for investors. 
The plan also promotes best practice 
in relation to addressing tax barriers 
and developing a code of conduct on 
withholding tax relief procedures.

These are welcome steps but greater 
ambition is needed if we are to bridge 
the gap with the USA capital market. 
Our shared objective is that the future 
Facebooks or anyone else could raise 
capital cheaply and easily in the EU 
and that is what we are trying to do 
with the prospectus regulation. At 
the same time, we need to address 
the insolvency rules too if we want to 
achieve this ambition.

The CMU will remain just a theoretical 
concept and fail to deliver the ambition 
it aspires to unless the issue of national 
fragmentation is addressed in a 
meaningful way.

Laurence 
Caron-Habib   
Head of Public Affairs, BNP Paribas 
Securities Services

Should the European 
single rulebook for asset 
management be further 
streamlined?

There is no doubt that the asset 
management rulebook in the EU has 
evolved dramatically over the past few 
years. The consecutive revisions of the 
UCITS directive and the recent adoption 
of the AIFM directive have truly 
increased the level of harmonization 
in the regulation and supervision of 
the investment management activities 
across the EU. Better investor protection 
and passporting of management 
activities have been the key drivers for 
these legislative initiatives. The success 
of the UCITS brand, in the EU as well 
as well beyond its borders, is the best 
testimony of the excellent results borne 
by the regulatory progress. 

Apart from UCITS and AIFMD 
specifically, numerous other 
regulations (such as EMIR, MiFID 2/
MiFIR, the SFT Regulation and the 
PRIIPs regulation) and their practical 
implementation will further streamline 
the way the asset managers operate, 
design their products, and market 
them to the clients. The expected 
benefits to the investors should be 
in increased transparency, easier 
comparison between products, and 
more confidence in the asset safety.

Despite these harmonization efforts 
differences persist in the practical 
implementation. Clearly, there is still 
room for divergent interpretations and 
some competent authorities insist on 
maintaining specific local requirements in 
place. Another reason for fragmentation 
is overlapping or inconsistent 
requirements under different legal texts. 
All this results in duplication of work 
and excessive compliance burdens and 
in practical result inhibits cross-border 
distribution and increases the costs for 
the end investor.

This said, the priority for today should 
be a smart implementation of the 
recently adopted regulations, and 
certainly not adding new layers of 
regulatory initiatives. Industry can 
hardly afford to be confronted with 
regulatory measures that are unfeasible, 
inconsistent with the business reality, 
or result in unintended consequences. 
This is particularly important in 
the context where firms will be 
facing the need to undertake drastic 
adaptation of their business models 
in terms of the distribution channels, 
product governance and product mix. 
New trends, such as digitalization, 
blockchain technologies, and data 
management should also be kept in 
mind as potential game changers with 
significant disruptive potential.

Service providers have constantly 
adapted themselves to these 
evolutions and anticipated how they 
can assist their clients in a moving 
and fragmented environment. They 
notably bring added-value in providing 
both local and global expertise. They 
will continue doing this with the 
intention to help their clients face the 
implementation challenges ahead. 

>>>
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Koos Timmermans
Vice-Chief Executive Officer, ING Bank

Moving towards cross border 
retail financial services

ING offers retail banking in multiple EU countries. Today we do this through 
local presence, we are keen to introduce true cross-border financial services in the 
future. As we have experienced with our ING Direct model, easy processes, clear 
conditions, real customer centricity, local marketing and client servicing lead to a 
high degree of customer satisfaction and are therefore key when providing retail 
services. These principles also apply in a cross-border context.  
 
Against this background ING supports objectives of the EC Green Paper: to create 
a more diversified approach in retail financial services that will allow more choice 
and competition. In order to achieve this the digital component is very important, 
from both a demand and a supply side. 
 
On the demand side, we see that customers are increasingly moving and 
interacting with us in a digital - at times even a digital-only - way and will 
decrease costs to the benefit of the customer. As such, being able to offer financial 
products and services in a digital way has become the new baseline. However, it 
should also to be noted that whereas we see a strong customer demand for digital 
services, we have not yet seen great demand from customers for cross-border 
services.  
 
On the supply side, we see that physical requirements actually prohibit the 
ease of offering financial products and services cross-border. On boarding and 
contracting customers require physical presence and physical customer-provider 
interaction. Therefore enabling a European digital onboarding of customers by 
removing physical signature requirements would be instrumental to improve 
efficiency and ease to purchase financial services to new customers. 
 
Apart from the above, many differences in local requirements regarding customer 
due diligence, consumer protection, tax legislation and data protection exist. 
This makes a centralized product approach difficult. Alignment in these areas is 
of course a crucial ingredient to make retail financial services work effectively 
cross-border.
 
Although not explicitly linked to the provision of cross-border retail financial 
services in the EC Green Paper, we view that a European Deposits Guarantee 
Scheme (EDIS) is very important in this context. After all, this would ease 
depositors’ anxiety in times of stress, which is even more important when 
operating in a cross-border environment.
 
Finally, being able to pool balance sheets would for ING facilitate a true European 
strategy, with more flexibility to attract customer deposits and to provide 
customer loans and other services at the best conditions for our customers and in 
those locations where we see best fit.  
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European retail customers are different 
in culture, knowledge and behaviour and, 
hence, they have diverse demands and 
needs. Based on Santander’s experience 
across Europe, retail banking needs a 

strong local perspective to understand 
customers’ needs and provide the best 
solutions to them. 

There are still many barriers to overcome 
for a single European retail market to be 
effective. In addition to cultural barriers, 
there are economic barriers, driven by 
efficiency and the economies of scale 
needed to target a specific segment of 
customers, and also regulatory obstacles 
that prevent banks from providing 
services on a cross-border basis. 

Focusing on the latter, first, although 
Banking Union has contributed to 
improve integration, free movement of 
deposits is not yet complete. Deposit 
guarantee schemes remain national, 
and deposit ring fencing still takes place, 
particularly in times of turbulence. 
This is important, as deposits are 
normally the starting point of a banking 
relationship. 

In addition, differences in national 
approaches for customer identification, 
anti-money laundering requirements, 
marketing, distribution, consumer 
protection or redress procedures create 
significant barriers that explain why 
the European framework remains 
fragmented and greatly limits cross 
border supply and demand of retail 
financial products and services. 

We believe that ensuring free movement 
of deposits -for which a single European 
deposit guarantee scheme is needed-, 
and unravelling these regulatory barriers 

should be the next steps in pursuing a 
single market for retail financial services. 

Digital developments could also provide a 
clear opportunity in this process. Digital 
tools will help to provide better customer 
experience and enhance banking 
relationships. However, digitalisation 
will not be the answer to all the barriers 
mentioned. On the contrary, digital 
services are most affected by these barriers 
too, and they even require additional 
legal adjustments in order to be able to 
provide so-called distant services through 
electronic identification or signature. 

Regulation of retail financial services 
should be developed in a more 
harmonised manner in Europe, and 
solutions should be put in place to allow 
distant banking services. 

John Dye 
Executive Vice President, General 
Counsel and Secretary, Western Union

A common electronic ID 
– Gateway to the Digital 
Single Market

The European Commission is rightly 
emphasising the Single Market for 
Retail Financial Services. If the 

business opportunities for service 
providers and innovative digital start-
ups. Thus far, fewer than 3 per cent of 
consumers have purchased credit cards, 
current accounts or a mortgage from 
another EU state. Only 5 per cent have 
bought consumer loans abroad. If you look 
at the spread of fees, loan rates or insurance 
premiums you can clearly identify the 
positive effects of policy action aiming at 
increasing the cross-border provision of 
retail financial services. With credit card 
fees coming at 114 Euro per year in Slovakia 
but at zero cost in the UK, or annual car 
loan rates amounting to 13 per cent in 
Greece but only 2 in Belgium, or mortgage 
rates rising to 8,5 per cent in Hungary but 

only to 1,8 per cent in Finland, consumers 
have every reason to search EU-wide. 
But they will only do so when they 
know what is on offer and have 
transparent and complete information 
in a language they understand, and the 
confidence that the product they want 
to choose is safe. 

At the same time, enhancing the single 
market for retail financial services would 
most likely foster the development of new, 
innovative solutions and technologies 
and provide new business opportunities. 
However, this also means that we need 
more efforts in developing the necessary 
broadband infrastructure both mobile 

and fixed. The initiative should also be 
seen in the context of the reform of the 
legal framework for data protection 
that is currently under way. We seek to 
push for the right balance between data 
protection and the opportunity for use of 
big data by the private sector.  

When it comes to the digital revolution, 
Europe has already missed out in the 
development of social networks and 
the sharing economy. As policy-makers 
we need to push for the right legal 
framework that enables our companies 
to be innovative and competitive and 
our consumers to fully take part in the 
benefits of digitalisation.  

>>>

Alejandra Kindelán 
Oteyza 
Head of research and public policy, 
Banco Santander

Single market for retail 
customers: what is needed 
for it to become a reality? 
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The Single Market for retail financial 
services markets does not yet exist. Retail 
financial services markets appear to lag 
behind other markets where the obstacles 
to cross-border trade have been removed 
(e.g. airline market). It remains difficult for 
consumers to access or transfer certain 
financial products cross-border. A better 
integrated Single Market for retail financial 
and insurance products would bring greater 
product choice, better value for money 
and lower prices for consumers. It could 
also mean more opportunities for firms to 
market their products, without physical 
establishment in another Member State, 
and therefore on a larger scale at lower cost.

Several important consumer protection 
initiatives have been adopted by the 

Commission over the past five years to 
restore consumers’ trust in retail financial 
services. Pre-contractual information and 
transparency requirements have been 
strengthened across the three sectors 
(banking, insurance, and securities) 
and conduct and advice rules have 
been reinforced. Rules on cross-selling 
of products and commissions were 
introduced and product access has also 
been facilitated (e.g. basic bank account). 
Implementation and enforcement 
of a number of European directives 
(on mortgage credit, on markets in 
financial instruments, payment account 
and payment services and insurance 
mediation) is currently underway in the 
Member States.

In order to address the outstanding 
problems, the European Commission 
launched a broad public consultation 
in December 2015 – a Green Paper on 
retail financial services. Its aim is to, on 
the one hand, help consumers access the 
best deals across the EU and, on the other 
hand, help providers sell their products 
in other Member States. In addition, in 
the context of the digital transformation 
of financial services, the Commission 
is keen to look at ways how to meet 
challenges and opportunities of online 
technology, including ways to support 
innovative companies (so called fintechs). 

The objective of the consultation is to find 
out what barriers prevent consumers and 
firms from purchasing or offering directly 
financial services cross-border and how 
best to tackle them, including with the 
help of digitalisation and innovation.

The consultation is the first step of our 
strategy to make EU retail markets work 
better for consumers and providers of 
financial services. Following an analysis of 
the responses, the Commission is likely to 
propose an Action Plan aiming to achieve 
a better integrated market for retail 
financial services in the EU. 

Mario Nava 
Director for Regulation and Prudential 
Supervision of Financial Institutions, DG 
for Financial Stability, Financial Services 
and Capital Markets Union, European 
Commission

Retail finance strategy 
for Europe

The area of retail financial markets is a 
typical example of where the EU single 
market exists only on paper and EU policy-
makers have to pro-actively engage in 

putting an end to cross-border obstacles 
and generating a true EU single market for 
retail financial services. 
 
The single market of around 500 million 
citizens is the world’s largest and among 
the biggest achievements of European 
integration. In many other sectors it has 

been shown that enhancing the single 
market increases competition and thus 
the range offered to consumers at lower 
prices. Lower product fragmentation is 
also expected to contribute to our goal of 
achieving financial stability. I therefore 
welcome the initiative by the European 
Commission to present the Green Paper 
and launch a consultation process. 
 
The market for retail financial services is 
performing weakly, with huge differences 
in prices and interest rates across EU 
member states, low levels of product 
switching and high entry and exit barriers. 
The differences in credit rates leads to the 
assumption that this is not only reflecting 
different credit risks, but that the single 
market does not function. Advancing the 
single market would increase consumers’ 
choice of products that might be more 
suitable to their needs, it would decrease 
prices and enhance cross-border 

Michael Theurer 
MEP, Committees for Economic and 
Monetary Affairs and Budget Control 
and Co-Rapporteur for Taxe, European 
Parliament

The EU single retail financial 
market requires strong 
political leadership 
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EU is to appeal to its citizens, 
individuals and businesses will need 
to experience the benefits of a cross-
border market place in their daily lives.

Western Union has been at the 
forefront of providing smooth, safe and 
efficient payment services globally for 
more than 150 years.  One could argue 
that for our company the Single Market 
is already a reality. So why are we still 
talking about this subject?

The Commission recently launched 
its Green Paper on Retail Financial 
Services. This consultation is closely 
linked to the Commission’s wider 
aspiration of completing the Digital 
Single Market. The rise of online and 
mobile technologies, combined with 
changing consumer behaviours is 
making it easier for citizens to buy 
and sell goods and services across 
borders. In many instances it is no 
longer obvious where the parties to a 
transaction reside. Digitalisation is a 
big if not the most significant enabler 
of the Single Market.

What does this mean for the payments 
sector? It is essential that consumers 
and businesses have access to more and 
different payment options. This will 
stimulate competition to the benefit of 
consumers and businesses.

Increased competition means that 
there needs to be interoperability 
between payment solutions. Electronic 
identification is a good example. 
Payments services are only as effective 

as their ability to prevent fraud, 
fight money laundering and root out 
terrorism financing and other criminal 
activity. 

Western Union would like to see the EU 
develop the technology and common 
standards for e-identification. We 
welcome the existing EU legislation 
on e-signatures as a first step. The 
EU should go further and develop a 
common framework for e-identification 
available in all EU Member States 
that is open to different technological 
solutions and does not create a bias for 
one payment solution over another, 
such as for example once-off or non-
bank account based payments.  
  

Florence Lustman  
Chief Financial Officer, 
La Banque Postale

Domestic banks will 
capitalize on their assets to 
face EU single retail market

In a EU single market of retail financial 
services, domestic banks will still benefit 
from what they believe to be major 
assets on their market: the knowledge 
of national legislation and tax system, of 
the cultural specificities that influence 
the design of products, the physical 
proximity with the customers, and, last 
but not least, the mastery of the local 
language. Those elements establish the 
necessary trust, prerequisite for any 
banking relationship.

A single market could create for them 
the opportunity to better assist their 
customers for their trans-border 
activities. However, a limited number of 
customers are concerned.

Beyond this opportunity for an 
additional service for a specific customer 
segment, the opportunity for a domestic 
bank to sell outside its home member 
state without being actually based there 
seems to be quite limited. Most banking 
products are indeed rather complex, in 

their design as well as in the way they 
have to be sold to the customer, as 
shown in the 3 following examples.

For a home loan, the risk analysis has 
to be based on a comprehensive set of 
country-specific data, and on precise 
information about local property loan 
guarantee system, among other things. 
Without those elements, risk analysis 
will not be relevant, which might put 
customers and banks at risk. The same 
applies to insurance products (whether 
car, home, or health) for risk analysis as 
well as for litigation management.

For savings products, the domestic 
bank should have a deep knowledge of 
other member states’ fiscal framework, 
inheritance law and customer protection 
rules to fully respect its duty to advise.

Those 3 examples show the existence of 
high barriers to entry in other member 
states, questioning new entrants’ ability 
to offer lower prices than local players.

On the other side, a single market 
could become a threat if there were 
no level-playing field between all 
competitors, whether banks or other 
market participants, when they offer the 
same services, that therefore induce the 
same risks. 

In this regard, compliance with a 
certain number of legislations in force is 
particularly critical, such as Anti-Money 
Laundering, KYC and prudential. 
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Paul Koster 
Chairman, European Investors 

Attracting retail investors to capital markets: 
more than a matter of regulation

These are challenging times for retail investors. In a time where individuals are 
expected to take more responsibility for their own financial security, interest rates 
are at historic lows, growth rates are just above zero, and a corporate bond market 
bubble lurks. Add to this the unpredictability of stock markets due to stagnating 
economic growth in emerging markets. What appears is a rather gloomy picture. 

On a more positive note, there are ample companies, notably SMEs, with 
significant growth potential. These would be an attractive addition to the 
portfolio of retail investors. However, capital markets seem to be unable to 
connect retail investors that seek investment opportunities that generate above-
benchmark return with companies that are in desperate need for finance to 
fulfil their growth potential.  Markets appear to have turned more and more 
into trading platforms primarily providing liquidity to large multinational 
companies. Their traditional role- financing small, local companies – has faded 
into the background. 

 There are various reasons for this. First of all, listing is extremely costly 
nowadays, not least because of transparency requirements (e.g. prospectus). Often 
private companies are also anxious to lose control and enter into the “hassle” of 
having to deal with a deconcentrated group of shareholders whose rights have 
been expanded over the years. Banks on their part are reluctant to assist relatively 
small and illiquid companies in the listing process. 

But there is, at the same time, also a clear lack of confidence among retail 
investors. Since the financial crisis the appetite for investment in individual 
companies has declined, aggravated by the frequent debacles at listed companies 
(e.g. Volkswagen). It is no wonder then, that many retail investors do not feel 
comfortable investing in companies on which relatively little market information 
is available and which are not recommended or brought to their attention by 
brokers, financial advisers, analysts and the media who focus almost exclusively 
on blue chips.

Without doubt the potential of retail investors to stimulate the real economy 
is not exploited sufficiently. And this potential is huge. Not only because of the 
size. Retail investors are, contrary to popular belief, not inherently risk-averse or 
short-term oriented. A perfect fit with companies that are in their early stages of 
development and need long-term financing. 

The CMU is an initiative European Investors fully supports and I hope it will have 
the envisaged effect: to better connect savings and growth. Notable is the revision 
of the prospectus. While being a burden for issuers, the prospectus’ usefulness is 
limited at the moment. What it has become, is a liability management tool. For 
example, the prospectus drawn up by ABN AMRO consisted of 700 pages. The 
risk-factors section comprised 56 pages of generic risks that could just as well be 
in the prospectus of any other bank in Europe. The revision of the prospectus 
regime could potentially kill two birds with one stone: alleviate the burden for 
issuers and, at the same time, increase the usefulness of the prospectus. However, 
there is a limit to what can be achieved by tweaking the EU regulatory 

VIEWS | The EUROFI Magazine | Amsterdam 2016

Paul Koster
EUROPEAN INVESTORS

Martin Merlin
EUROPEAN COMMISSION

Verena Ross
EUROPEAN SECURITIES AND MARKETS AUTHORITY

Dr. Karl-Peter Schackmann-Fallis
DEUTSCHER SPARKASSEN- UND GIROVERBAND

Jorge Yzaguirre
BOLSAS Y MERCADOS ESPAÑOLES

Tony Stenning
BLACKROCK

Costas Botopoulos
BANK OF GREECE

Attracting retail investors to EU capital markets

Contributors

139 

140 

141 

142 

142 

143 

143



Protecting the retail investor lies at the 
heart of the work of ESMA. In fact, one 
of our key objectives is ‘to have the needs 
of financial consumers better served and 
to reinforce their rights as investors while 
acknowledging their responsibilities’.

In terms of protection, the retail 
investor is better off than a couple 

of years ago. Important new pieces 
of regulations are on the brink of 
being implemented, such as PRIIPS 
and MIFIR/MIFID II and these are 
expected to bring about key benefits 
for retail investors. They will benefit 
from increased transparency around 
products and costs; comparison among 
products will be easier and therefore 
competition should be enhanced. 
Firms’ governance and organisational 
arrangements, as well as conduct of 
business rules, will be strengthened, 
which should positively impact 
investors’ trust in the quality of services 
received, both in their home State 
and across borders. Rules on product 
governance should help give investors 
access to products that are adequate to 
their specific needs.

Another notable achievement in 
the securities markets is the UCITS 
framework. UCITS enjoy great success 
among retail investors, EU-wide. There 
are more than 29,000 UCITS funds in 
the EU which represent over €8 trillion 
of assets under management.

Despite these successes we cannot 
afford to rest on our laurels: consumer 
trust is fragile. An efficient and robust 
framework for investor protection is 
one of the prerequisites for increasing 
the participation of retail investors in 
the capital markets. Therefore, both 
policymakers and regulators need to 
step up in ensuring that the current 
framework still meets the needs of 
the investor.

It will be important to raise consumer 
awareness about the different retail 
products available throughout the 
EU. The European Commission 
proposal for the review of the 
Prospectus Directive for instance may 
further improve investors’ access to 
information by empowering ESMA to 
provide a single, free and searchable 
online access point to approved 
prospectuses and therefore investment 
opportunities. Core to retail investors’ 
confidence is giving them access to 
efficient redress procedures in cases 
of mis-selling or other problems, 
including on a cross-border basis.   

Finally, as digitalisation and innovation 
are reshaping retail financial services, 
one of the new challenges lies in 
monitoring these market developments 
and taking action, where appropriate. 
New technologies, such as automated 
advice, can be beneficial for investors, 
provided the appropriate conduct 
standards are maintained. With 
EBA and EIOPA we are analysing 
the adequacy of sectoral regulatory 
frameworks and identifying any 
regulatory and/or supervisory measures 
which may need to be taken, if any. 

In an ever evolving financial market, 
we as regulators have to stay close to 
potential changes in the way financial 
institutions interact with consumers 
to continue to ensure retail investors 
are appropriately protected. Only 
with adequate protection can trust be 
rebuild and maintained. 

to strengthen supervisory 
convergence across the European Union.

CMU does not aim to push all individuals 
to the capital markets. It rather aims 
at making available more and better 
investment opportunities to those 
wishing to invest into capital markets. 
The Action Plan on building a CMU 
contains a series of actions in this respect. 
By way of example, the EC will evaluate 
the case for a policy framework to 
establish a market for European personal 
pensions. In particular, it will examine 
the range of national experiences across 
the European Union to see how we can 

create the conditions for these markets 
to flourish. To increase competition and 
improve the efficiency of the cross-border 
distribution of investment funds, the EC 
will seek to strengthen the European 
passport by looking at key barriers to 
cross border distribution. Removing 
these barriers would allow investment 
funds to benefit from higher economies 
of scale with a positive impact on cost 
and return for retail investors. The EC 
will also assess the regulatory framework 
for retail investment, looking particularly 
at improving access to suitable products 
on cost-effective and fair terms, notably 
against the backdrop of increasing 

availability of online financial services. 
Another example is to examine if we 
can make cross border investments 
easier by simplifying the system to 
reclaim withholding tax when these 
are subject to double taxation. Finally, 
the proposed revision of the Prospectus 
Directive has as one of its key objectives 
the improvement of prospectuses 
for investors by introducing a retail 
investor-friendly “key information” - 
type summary. 

Verena Ross 
Executive Director, European Securities 
and Markets Authority (ESMA)

Building trust among 
retail investors 
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Encouraging and enabling Europeans to 
save more effectively is an overarching 
priority of the Capital Markets Union 
(CMU) project. Retail investors lack trust 
in financial markets and intermediaries. 
This is highlighted by the June 2014 
Consumer Markets Scoreboard which 
ranks Investment Products, Private 
pensions and Securities as the worst 

performing services market. A large part 
of European savings are held in bank 
accounts at relatively short maturities. 
Individuals are less directly involved in 
capital markets than in the past. Direct 
share ownership of European households 
has dropped from 28% in 1975 to 10-11% 
since 2007 and the proportion of retail 
investors among all shareholders is less 
than half the level it was in the 1970s. 
This situation is sub-optimal for savers 
with declining banking deposit rates 
and the risk of an insufficient retirement 
income due to demographic aging.

Trust is the bedrock of the financial 
system. It needs to be won back after 
the financial crisis and the turmoil 
we have experienced. While restoring 
the trust of retail investors in capital 
markets is primarily the responsibility 
of the finance industry, legislators can 
play their part in setting the framework 
in which people are protected and 
able to choose financial products that 
are right for them. Recently adopted 
EU legislation will bring significant 
improvement in the investor protection 
rules, notably in terms of increased 
transparency, stronger product 
intervention powers, strengthened 
inducement rules and concept of 
independent financial advice. The 
priority of the European Commission 
(EC) now is to guarantee that these 
measures are adequately implemented 
and enforced across the European 
Union. In addition to strengthening the 
regulatory framework, the EC works 
closely with the European Securities 
Market Authority (ESMA) to develop 
and implement a strategy 

Martin Merlin 
Director, Financial Markets, DG for 
Financial Stability, Financial Services 
and Capital Markets Union, 
European Commission

Linking retail investors and 
capital markets 
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framework. In the end, we rely on the market to find ways to put savings 
to productive use. 
As an example, imagine a fund (with a size of for instance €2 billion) taking a 
sub-49% control in a number of private companies, those that need finance but 
are not yet ready for a listing. The manager of the fund creates an ecosystem of 
specialized advisers that, at a reduced rate, help these companies to prepare for all 
the obligations that they will face in case of a future listing. In the meantime, the 
owners of the companies maintain full control and do not have the interact with 
the fund’s individual shareholders. The fund itself is listed on the exchange and 
sold to retail investors who can freely trade the fund’s units on the market. 

These kind of innovative market solutions could help to attract retail investors as 
well as high-growth companies to capital markets and enable private individuals 
to get decent returns in these gloomy and challenging times. 

>>>
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The views expressed in this article are personal 
and may not,  under any circumstances, be 
interpreted as stating an official position of the 
European Commission.
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Dr. Karl-Peter 
Schackmann-Fallis  
Executive Member of the Board, 
Deutscher Sparkassen- und 
Giroverband (DSGV) 

The importance of 
investment advice for 
developing demand 
of retail investors

The current low interest rate 
environment makes investment 
planning for retail investors an 
essential issue. But how can this be 
done in a well-balanced manner? 
Term deposits and savings accounts 
are not even able compensate the 
inflation rate and might even show 
negative rates in the future. According 
to the monthly review of the German 
Bundesbank, deposits and cash have 
increased to 2,054.0 bn € in 2015, 
whereas investments in bonds has 
plummeted from 200.1 bn € to 144.0 bn 
€. Investments in shares and funds also 
remain at an unsatisfactory low level. 
And this, although German corporates 
are attractive to capital market 
investors. Diversification between 
different asset classes is one of the 
main issues for retail clients – making 
investment advice an essential factor 
before taking investment decisions. 
This is even more important for 

investors of smaller amounts given the 
importance to them of taking the right 
decisions. Consequently, the European 
legislators allowed provision-based 
advice alongside fee-based advice. 

Both forms of advice must be possible 
and it is of fundamental importance 
that the European Commission 
considers these aspects when 
developing the relevant criteria in 
Level II legislation. On one side, the 
prospectus regulation will facilitate 
the issuance of securities enlarges 
investment opportunities, but also 
the level of risk an investor can take. 
The European legislator must avoid 
that banks stop investment advice in 
view of complex investor-protection 
rules. This would be to the detriment 
of retail clients needing exactly such 
advice. Negative examples in this 
context are the absence of an opt-out 
mechanism in the suitability report 
under MiFID-II for investments in 
securities and the obligation for banks 
to record securities orders placed by 
phone instead of a written protocol 
after the call. 

Jorge Yzaguirre   
Markets Director, Bolsas y Mercados 
Españoles (BME)

The Importance of Retail 
Investors in the Market Price 
Formation Process

The price formation process for financial 
assets in order-driven electronic 
markets improves substantially when 
buy/sell orders from retail investors are 
entered into the order books alongside 
orders from institutional investors.

The fact that different types of 
investors interact and participate in 
the order books highlights the need 
for equal treatment when accessing 
the prices available on the order book. 
Order books shall operate on a price 
priority basis. When orders are placed 
at the same price, determination shall 

be based on time of entry, with earlier 
orders receiving priority.

Retail investors play a role in providing 
stability and liquidity to the order book 
and to the price formation process, but 
need protection. In this regard, we must 
ensure that information is disclosed in 
such a manner that it becomes equally 
available to all investors, so that they 
are able to modify or cancel their orders 
before execution.

Technology enables people from 
almost anywhere in the world to access 
information. Just as prospectuses are 
designed to defend retail investors from 
asymmetric information, markets must 
provide protection to retail investors by 
granting them time to read and analyse 
any new information arriving to the 
market. 

All this new information has to be 
adapted to the market’s ultra-low 
latency performance. In this respect, 
instruments may be suspended 
or auctioned as a result of new 
information, with the aim of providing 
retail investors with the opportunity to 
update their orders accordingly.

Therefore, it is of crucial importance 
that all types of investors have equal 
access to information on corporate 
actions and to real time data to ensure 
they all play by the same rules. 
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Tony Stenning
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BlackRock

Technology and supporting 
retail investment 

The barriers, both real and perceived, 
facing would-be investors are significant. 
While MiFID and RDR improve the 
quality of financial advice, it is more 
expensive to access. Many people 
find traditional advisers intimidating, 
struggle to understand financial jargon, 
or are put off by the on-boarding process.

It is far easier to take out substantial 
unsecured credit online than to invest 
in the most basic products. People 
find the volume of information they 
have to provide intimidating. Many 
prospective clients are lost during this 
process. The introduction of a “digital 
investment passport” would simplify 
access to investment advice. 

Firms can use technology to engage 
better with customers and encourage 

the wider population to move from cash 
savings to investing in markets. Advisers 
need to think how to use technology 
to communicate better with clients to 
address consumer biases. Aggregation of 
holdings enabled by a digital ID would 
allow investors to view their exposures as 
a whole. So when markets move investors 
can make informed decisions on whether 
to act or hold onto their investment. 

We believe that there will be increasing 
growth in digital platforms and advice 
for savers either from new entrants or as 
a result of greater use of technology by 
existing providers. These platforms are 
rarely entirely automated as consumers 
are reluctant to move to a full digital 
model; rather they prefer the backup 
of a human adviser via telephone or 
online support to validate their choices. 

Consumers will only benefit from 
technological innovations if products 
are relevant to them. Distributors and 
product providers are drawing lessons 
from behavioural finance to design simple 
products that explain the benefits of 
investment to consumers who may only 
have experience of bank deposits. We 
also need consistency of language from 
industry, regulators, and government 
backed entities to break the cycle of low 
engagement, poor financial capability and 
resiliency. Future legislation and regulatory 
guidance in this area should assess the 
complexity of consumer behaviour to 
avoid unintended outcomes. 

Costas Botopoulos   
Counsel of the Governor of the Bank 
of Greece for European Issues, Ex-
President of the Greek Capital Market 
Commission and Member of the Boards 
of ESMA and IOSCO, Bank of Greece

Key investment incentives in 
the current environment

The current European financial 
environment should but cannot 
be considered as post-crisis. Many 
things have been done in the financial 

markets since 2009: wider and tighter 
regulation, which bolstered legal 
safety and consumer protection but 
also increased administrative burden 
for firms and venues; deep structural 
changes in the capital markets, 
mainly through the “Greek cycle” 
(MIFIR/MIFID, MAR/MAD, EMIR/
CSDR, UCITS 4, all enacted in 2014); 
changes in the regulatory culture, with 
a focus on supervisory convergence 
and international cooperation. At the 
same time, new causes for concern 
have emerged: overreliance on central 
bank initiatives; emerging market 
difficulties; persisting uncertainties 
in the Eurozone: a commodities 
slump; opacity gaining momentum in 
certain areas.

To face all those challenges Europe 
is moving towards a “softer”, more 
market-friendly and investment-
oriented approach, best illustrated by 
the completion of the Banking Union 
and the emergence of Capital Markets 
Union. In both areas incentives for 
businesses and retail investors to move 
more freely and with possibilities of 
diversification towards the capital 
markets is of outmost importance. 
The process is well under way and it 
is extremely encouraging that the two 
“elephants in the room” (insolvency 
and taxation) are tackled together 
with the simplification of procedures 
and the boosting of the attractiveness 
of the European capital markets as 
a whole.        

“It is far easier to take out 
substantial unsecured credit 
online than to invest.”

-  T O N Y  S T E N N I N G  
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Improving the resilience of the financial sector has been a 
major objective since the 2008 crisis. Banks have achieved 
an unprecedented increase of their capital and liquidity 
ratios and the Banking Union is strengthening supervision 
and resolution in the Euro area. OTC derivatives reforms 
are being implemented and discussions are underway to 
solve inconsistences across regions. New challenges are 
now appearing with a further wave of regulation at the 
global and EU levels aiming to mitigate the systemic risks 
associated with non-banking activities (insurance, market 
based finance and CCPs).

Issues at stake
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require firms to take steps now to become more resolvable 
and to address impediments to orderly resolution.
 
For circumstances in which resolution in bankruptcy 
threatens financial stability, the Orderly Liquidation 
Authority provides an essential backstop whereby the 
FDIC would be appointed receiver of the failed firm. This 
framework helps to ensure that financial markets and the 
broader economy can weather the failure of a SIFI without 
cost to taxpayers; that shareholders and creditors bear 
losses; that culpable management is held accountable; and 
that such a firm can be wound down and liquidated in an 
orderly way.

While we have been working to improve the resolvability 
of large, complex financial firms domestically, we have 
also been working internationally as these firms typically 
operate in global markets.   One major step forward was 
the resolution stay protocol by ISDA, which provides 
for cross-border application of temporary stays to the 
termination of derivatives contracts under special 
resolution regimes and the U.S. Bankruptcy Code.  This 
globally coordinated move served as a foundation for 
further progress with ISDA’s announcement in November 
2015, of an expanded version of the protocol to capture a 
“wider universe of financial contracts.”  Adherence to the 
protocol by the major global financial firms, including all 
of the U.S. firms, and implementation through rulemaking 
by major jurisdictions should reduce the legal uncertainty 
from termination of derivatives contracts and securities 
financing in a cross-border resolution. From the U.S. 
view, these efforts should improve resolution under both 
bankruptcy and the Orderly Liquidation Authority by 
helping to address certain cross-border uncertainty and 
contagion risks in both regimes.

Another example of progress at the international level 
is the adoption of the Total Loss Absorbing Capacity 
Principles and Term Sheet by the FSB.  Sufficient loss-
absorbing capacity, particularly long-term debt, provides 
the resources—from private creditors— necessary for 
the continuity of critical operations enabling the orderly 
resolution of a firm without cost to taxpayers.  These 
principles should help foster greater cross-border 
consistency on this important issue.

The establishment in the EU Banking Union of the Single 
Resolution Board, together with the European Central 
Bank leading the Single Supervisory Mechanism, has added 
a major new piece to the international infrastructure for 
cross-border resolution. The FDIC has worked closely 
with these authorities, and with authorities from all major 
financial jurisdictions, including the United Kingdom, 
Germany, France, and elsewhere in the European Union, 
as well as Switzerland, and Japan.  This cooperation is 
essential to identifying issues and to addressing cross-
border resolution obstacles.  Deepening our cross-
border relationships with key foreign jurisdictions 
remains an ongoing priority for the FDIC's work on 
systemic resolution. 

Martin J. Gruenberg 
Chairman, Federal Deposit Insurance Corporation

Resolution of SIFIs: 
Progress from the FDIC 
perspective

Looking back, it is clear that prior to the crisis, policymakers 
around the world, including in the United States, lacked 
the necessary authorities to manage the orderly failure of a 
systemically important financial institution (SIFI) and, as a 
result, were forced to choose between taxpayer bailouts and 
systemic disruption.

In the United States, the Dodd-Frank Act, enacted in 2010, 
established a framework to address these critical gaps in 
authority, with bankruptcy as the statutory first option and 
a special public resolution regime, the Orderly Liquidation 
Authority, as a backstop for circumstances when failure in 
bankruptcy would likely be disorderly and therefore could 
threaten financial stability.

To improve resolvability in bankruptcy, the Dodd-Frank 
Act requires certain firms to file resolution plans explaining 
how they can be wound down without systemic disruption. 
This requirement provides a mechanism for authorities to 
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area were evaluated for the first time with a common 
methodology.  Furthermore, the SSM has now agreed on a 
single application of the options and national discretions 
in banking regulation. These had also been a source of 
regulatory fragmentation.

The SSM is built on the good cooperation between ECB 
and national supervisors, such as DNB. European banking 
supervision is decentralized in nature as the majority of 
the staff are employed by the national supervisors. Within 
the SSM we are working together effectively, for instance 
in working groups, onsite inspections and the joint 
supervisory teams. 

The SSM is incorporating best practices from different 
supervisors. To give an example: our supervisory experience 
at De Nederlandsche Bank with governance, behavior and 
culture is finding more and more resonance in the European 
supervisory framework. At the same time experiences 
of other NCAs with a focus on data reporting are now 
incorporated also at DNB.  Together, we have thus created 
a supervisory approach that is both effective and powerful. 
We are getting the best of both worlds and this is one reason 
why SSM supervision constitutes a major step forward in 
the supervision of banks.   

As a successful single supervisor for large banks in 
Europe, the SSM also contributes to reducing the link 
between sovereigns and banks. Firstly, because the SSM 
is independent from any single government or financial 
system. Supervision is done, for instance, by mixed-
nationality joint supervisory teams. In this regard, the 
Comprehensive Assessment in 2014 also was an important 
milestone in assessing the SSM banks from an independent 
viewpoint and based on a common yardstick. And the 
results were reassuring: the majority of the banks are 
adequately capitalized. Last year the SSM performed a 
new Comprehensive Assessment for the large Greek banks 
as the solvency and liquidity situation of the banks had 
deteriorated significantly due to the political uncertainty. 
Also here the SSM proved the added value of having a 
supervisor with an independent European perspective. 
Furthermore, a successful SSM is an essential step towards 
a successful banking union, which is necessary to further 
disentangle sovereigns and banks. The SSM now works 
closely together with the Single Resolution Mechanism 
which has taken over the resolution tasks for significant and 
cross-border banks in the banking union. 

To conclude, despite challenges and hurdles, European 
supervision of our largest banks by the SSM is now 
functioning successfully.  There is still much work ahead, 
but given what we have accomplished so far in such a short 
time frame we are on the right path. 

Jan Sijbrand 
Director of Supervision, De Nederlandsche Bank

The SSM: building on a successful 
first one and a half years

In recent years, several measures have been taken to 
strengthen the banking sector in the euro area and restore 
trust in this cornerstone of the economy. One of the most 
ambitious of these was the establishment of the Single 
Supervisory Mechanism, or SSM. In the relatively short 
amount of time that has passed, the SSM has changed 
the supervisory landscape significantly. Supervision has 
taken a European dimension, and this has affected the way 
supervisors as well as banks operate.

With the SSM we have made vast progress in harmonizing 
the way we supervise our banks. The goal of the SSM 
is strong, high quality and consistent supervision.  
The fragmented national supervision of large – often 
internationally active – institutions needed improvement. 
We come from a situation where there were large deviations 
in supervisory approaches in different countries. For 
instance, the approaches for the Supervisory Review 
and Evaluation Process (SREP) –  for banks differed 
widely. In 2015 the 123 largest banking groups in the euro 
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Stefan Walter 
Director General, DG Microprudential Supervision I, 
European Central Bank (ECB)

The Single Supervisory Mechanism (SSM): 
Towards a true Banking Union

The SSM was born of the 2012 financial crisis in Europe as the first pillar of Banking 
Union – the most significant decision towards deeper European financial integration 
since the introduction of the euro in 1999. The SSM is a major step towards a level 
playing-field in banking supervision in the Eurozone, substantially scaling back 
the fragmentation in supervisory practices and thus promoting an integrated 
banking market. It benchmarks itself towards international best practices, acts in an 
independent manner and is subject to highest standards of democratic accountability. 

The SSM is a globally leading supervisor: It directly supervises 129 banking 
groups, covering € 22.5 trillion assets. In addition, the SSM indirectly supervises 
around 3500 institutions through its 19 member National Competent Authorities 
(NCAs). The Joint Supervisory Teams (JSTs), comprising ECB and NCA staff, 
are the cornerstone of SSM supervision. The SSM approach is intrusive, risk 
and judgement based, forward-looking, and action-oriented. It is applied in a 
consistent but proportionate manner. It combines a deep understanding of the 
business models, governance, and risk profiles of entities within the context of 
a system-wide perspective on financial sector risks. The increased opportunities 
for benchmarking and peer comparison at the Eurozone level promote multiple 
perspectives on risks, leading to more effective, forward looking supervision. 
 
Since its inception, the SSM can already point to a number of important supervisory 
achievements.  The Comprehensive Assessment (CA) acted as a basis to assess the 
capital adequacy and asset quality of the Eurozone banking sector. It also focused on the 
identification of and provisioning for non-performing loans, using for the first time a 
common definition across the Eurozone. As a step towards a more harmonised regulatory 
and supervisory framework, the SSM has agreed on a consistent interpretation of some 
120 national options and discretions within certain European provisions, covering the 
treatment of capital adequacy, large exposures, and liquidity, among others.  In 2015 the 
SSM introduced a common approach to the so called Supervisory Review and Evaluation 
Process (SREP), which is now performed for every institution in the Eurozone based on 
a common methodology, resulting in consistency in how supervisors assess capital and 
liquidity across the 19 Eurozone member countries. As a result, the sector is much more 
resilient, with higher and better quality capital and more robust liquidity profiles. 

Looking to the future, the SSM is particularly focused on the soundness of the 
banking sector’s business models and profitability in an environment where banks 
face economic, financial, competitive, and regulatory headwinds. Weak profitability 
and pressure on business models might push some banks into a hazardous search 
for yield, especially in the context of cheap and ample funding. Supervisors and 
banks therefore need to be vigilant that business models evolve in a manner that is 
sustainable over the long run. This drives the focus on sound governance and risk 
management practices within a clearly articulated risk appetite framework. In this 
regard, the SSM also assessing the degree to which banks have the tools to manage 
their business risks in an appropriate manner, including through internal stress 
tests and reliable Internal Capital and Liquidity Adequacy Assessment Processes 
(ICAAP and ILAAP). Finally, banks need to have in place sound risk data 
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Jozef Makúch 
Governor, National Bank of Slovakia

What the SSM’s introduction has meant for 
countries in which the banking sector is 
dominated by subsidiaries of foreign banks

As the first pillar of the EU’s banking union, the Single Supervisory Mechanism 
(SSM) is certainly one of the most significant post-crisis reforms of the European 
banking system. It pertains to all national banking sectors in the euro area, not 
only those that received state aid during the financial crisis. Slovakia is among 
those euro area countries whose banking sector was relatively unscathed by the 
crisis and has what may be termed a typical ‘host-country’ structure. 

The Slovak banking sector
A total of 13 banks and 14 branches of foreign banks currently operate in Slovakia, 
and their aggregate assets amount to €68 billion. More than 90% of the Slovak 
banking sector is owned by foreign investors.
 
The three largest Slovak banks are categorised as ‘significant’ and are therefore 
subject to direct supervision by the ECB though the SSM. A further three banks 
are indirectly treated as ‘significant’ by virtue of their parent institution being so 
categorised. These six banks – accounting for almost 70% of the total assets in 
the Slovak banking sector – are subsidiaries of foreign banks established in SSM-
participating countries. This ownership structure is a legacy of the restructuring 
and subsequent privatisation of Slovak banks that took place in the late 1990s.

The benefits and challenges of the SSM  
One of the most notable benefits of the SSM has been the establishment of Joint 
Supervisory Teams (JSTs) responsible for day-to-day monitoring and analysis of 
significant banks. The JSTs examine all areas of activity within their supervisory remit 
and produce annual assessments of the significant banks to which they are assigned.   

The SSM’s introduction has helped ensure that national competent authorities 
(NCAs) responsible for supervising bank subsidiaries are informed about the overall 
situation in parent groups. In the case of Národná Banka Slovenska, the NCA in 
Slovakia, involvement in JSTs has added a new dimension to its supervisory >>> >>>
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activities. As NCA staff learn more about the situation in banking groups, 
they are in a better position to understand and analyse local subsidiaries.

Joint decisions on capital and liquidity tend to take account of local banks in terms of 
their position within a banking group. As far as SSM banks are concerned, these joint 
decisions are not simply a summary of decisions on all legal entities in the banking 
group, but rather have regard to the complexity and structure of the whole group. 

The understanding of the risks to which banks and banking groups are exposed 
has been greatly improved by the implementation of a uniform methodology for 
determining the risk profiles of banks and by other areas of gradual harmonisation.  

All these benefits of the SSM also entail challenges, especially for smaller countries. For 
example, quality requirements for supervisory staff members are increasing. Supervision 
now requires familiarity with different national laws and ability in foreign languages.   

Process harmonisation is fundamental to the efficient functioning of the SSM.  
As regards the SSM in relation to the Slovak banking sector, it is important to 
establish rules for the supervision of subsidiaries and branches of foreign banks.

Conclusion
The SSM is the first and most important pillar of the banking union. The union 
will not be fully operational until the completion of its other two pillars: the 
Single Resolution Mechanism and a uniform deposit insurance scheme. The 
particularities of banking sectors in ‘host countries’ will need to be taken into 
account also in the establishment and implementation of the second and third 
pillars. Let me conclude by expressing my firm conviction that the banking union 
will bring substantial benefits in the long term, not only for the euro area banking 
system as a whole, but also for the individual euro area countries.
 

aggregation and reporting frameworks to ensure that Boards and senior 
managements can judge whether business decisions entail risk levels in line with 
the institution’s stated risk appetite.  

The SSM’s annual Supervisory Evaluation Plans (SEPs) flow from these system-
wide priorities. Tailored to the risk-profile of every institution, the SEP articulates 
an array of supervisory activities ranging from thematic reviews, institution 
specific deep-dives, on-site inspections, and off-site monitoring. Through all 
these tools and in the context of a more harmonised banking market, SSM 
supervision endeavours to promote the soundness of credit institutions and 
therefore the resilience of the financial system as a whole.

>>> >>>

Vitas Vasiliauskas  
Chairman of the Board, Bank of Lithuania

The SSM: how to unlock the full potential 
of a revolutionary idea?

The revolutionary idea of single euro area banking supervision is still young and 
the full potential of this idea has yet to be unlocked, but the SSM is on the right 
path to ensure effective, transparent and high quality banking supervision. The 
SSM is still gaining momentum, but everyone has already begun to observe the 
benefits of this institutional arrangement. 

At the beginning of the SSM, euro zone countries saw an unprecedented (in terms 
of scope, size and coordination efforts) exercise of Comprehensive Assessment, 
consisting of a thorough assessment of banks’ assets and stress testing following a 
single methodology. Of course, as in every exercise, especially such a large and complex 
one, there are lessons to be learned, but considering the challenging timetable it was a 
very successful first step towards euro zone bank comparability and the application of 
single supervisory standards. This exercise has also set a new benchmark in supervisory 
transparency and comparability of euro area banks.
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>>> governance is now stronger, with 
a better coordination of policies. A sound 
long-term outlook for public finances is a 
prerequisite for stability. A sovereign crisis 
management system has been established. 
Euro area banks are subject to the Single 
Supervisory Mechanism, backed by a 
common supervisory framework informed 
by best practices. The Single Resolution 
Mechanism and the new European 
rules on bank recovery and resolution 
are now fully in place. Uniform rules, a 
single resolution authority and common 
resources to fund resolution should 
contribute to avoid fragmentation and 
decouple a bank’s assessment from the 
strength of its sovereign.

However, evidence from the markets 
seems to suggest that the sovereign-
banks link has not completely come to 
an end. In this regard, the credibility of 
resolution arrangements and a complete 
Banking Union are key ingredients to 
promote full financial integration in 
the euro area. To this end, further steps 
are needed.

First, to convince investors on the 
adequacy of the resolution arrangements 
in the Eurozone and to complement 
the Single Resolution Fund, a common 
European backstop needs to be rapidly 
designed and implemented. This could 
be done through a credit line from 
the European Stability Mechanism 
to the SRF, as indicated by the Five 
Presidents Report.

Second, a common deposit guarantee 
scheme is needed to preserve confidence 
in the banking sector, reduce the risks of 
runs and further support level playing 
field, thus increasing the resilience of 
the whole euro area. The Commission’s 
proposal on a European Deposit 
Insurance System is a welcome step in 
this direction.

Third, we need to reflect on the 
capability of the new resolution 
framework to  ensure that banks can 
fail without adverse consequences on 
financial stability in any circumstances. 
A review of  the European bail-in 

approach to ensure consistency with 
the TLAC framework for G-SIBs should 
be considered to make the tool more 
credible and feasible. By June 2018 the 
Commission is expected to present a 
legislative proposal to review the BRRD; 
it would be appropriate to take advantage 
of this opportunity, building on the 
experience of application of the directive. 
Furthermore, the EU framework 
does not provide for effective tools to 
safeguard financial stability when the 
application of the resolution rules would 
exacerbate rather than alleviate systemic 
risk; a balance should be found between 
the need to minimise moral hazard and 
protect the taxpayer on the one hand, 
and the need to avoid instability in the 
banking sector on the other. 

Finally, in order to break the vicious 
circle between sovereign and bank risk 
once and for all, the stabilising potential 
of the ESM’s direct bank recapitalisation 
instrument should be fully exploited; 
a review of the conditions for its use 
should be considered. 

The subsequent benefits brought by the SSM include the SSM Supervisory 
Manual, the Supervisory Review and Evaluation Process of 2015, as well as the joint 
decisions on capital and liquidity. All these were great examples of developing and 
setting harmonised, high-quality supervisory standards towards banks. At the end of the 
value chain, this is a clear benefit for banks themselves as well as their customers, as the 
standardisation ensures uniform expectations, and results in a level playing field in terms 
of supervisory requirements, thereby less discretionary (domestic) barriers and more 
competition within the single market. Thus, the SSM reduces market segmentation. 

Furthermore, the SSM is taking an active stance in standardising the application 
of European Union banking law, i.e. it is aiming for the consistent exercise of 
options and discretions across euro area member countries. That is another 
major step towards creating a level playing field and harmonising the supervisory 
practices in the euro area. We at Lietuvos bankas believe that this initiative could 
be extended to other — non-euro area — countries of the EU, thereby removing 
the persistent supervisory differences beyond the SSM.

The experience of the Baltic States in the SSM is rather unique due to the structure of 
their banking markets. All 3 significant institutions in Lithuania, the direct supervision 
of which was assumed by the ECB, are subsidiaries of Nordic banking groups located 
outside of the SSM. This resulted in an additional layer of communication as all 
supervisory standards and expectations now have to be aligned between Lietuvos 
bankas, the ECB (host) and the consolidating (home) supervisors in Sweden and 
Norway. As the host supervisor, the ECB has thus become a full-fledged member of the 
supervisory colleges, continuing and contributing to the previous productive experience 
of Lietuvos bankas in cooperation with respective Swedish and Norwegian authorities. 
Given that two Swedish banks that have significant subsidiaries in Lithuania also 
have their significant subsidiaries in Latvia and Estonia and the ECB is also the direct 
supervisor of these, there is a new dimension to the “home–host” cooperation as the 
ECB currently embodies what, before, used to be 3 different supervisors. Such a new 
framework should be beneficial in terms of resulting in a more coordinated Pan-Baltic 
supervisory effort under a well-established institutional trademark.

The start of the SSM was impressive and the “SSM standard” is becoming a 
benchmark in banking supervision, although it remains to be seen whether it will 
become a role model European institutional arrangement, which will help ensure 
Europe’s competitiveness and effectiveness on a global scale and fair conditions 
for competition in the internal market.

Luigi Federico 
Signorini 
Deputy Governor and Member of the 
Governing Board, Bank of Italy

The new EU framework for 
financial stability: where do 
we stand? 

>>>

Alban Aucoin 
Head of Group Public Affairs, 
Crédit Agricole S.A

European supervision 
vs National supervision: 
the glass is half full 

“There is room for progress.” 

-  A L B A N  A U C O I N
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The transition towards a European 
supervisory authority can be 
characterised by three main evolutions:

The strengthening of the euro zone 
stability by promoting consistent 
supervisory practices across the 
banking union. Benchmarking 
supervisory practices, where banks are 
compared to each other based on the best 
practices from the nineteen euro zone 
countries, is a way through. Although 
this is a positive development, it should 
be applied cautiously as bank business 
models and local markets are different 
while diversity is also a source of stability 
since it allows for risk diversification. 

The supervisory structure now lies 
on both centralised and decentralised 
processes. While prudential supervision 
has been given to the SSM, the other 
supervisory areas (compliance, AML, 
payment, etc.) have been left to the 
National Competent Authorities. This 
means that banks need to address 
two distinct authorities, each with 
their own mandates, objectives and 
procedures, and interpretation of the 

Single Rulebook. This sometimes raises 
issues of coordination and coherence.

A more intrusive supervisory 
approach resulting from a broader 
and stricter regulatory framework. 
The SSM attends banks’ Board 
meetings. In general banks have been 
facing more intense, more frequent 
and more detailed supervisory 
requests, for instance on risk appetite 
and governance, on conduct risk, etc. 
This increases the responsibility of the 
SSM and its accountability towards 
depositors, creditors and shareholders 
in case of a bank failure or resolution.

Overall, the launch of the SSM has been 
successful but it is still in a start-up 
phase. There is room for progress and 
the SSM should address the operational 
challenges identified by banks to 
avoid their transformation into more 
structural issues. >>>

Substantial progress has been made in 
addressing the sovereign-bank nexus. 
The EU fiscal and economic 



Sylvie Matherat 
Chief Regulatory Officer and Member of 
the Management Board, Deutsche Bank AG

SSM: playing a crucial 
role in facilitating the free 
movement of capital

The free movement of capital is a 
fundamental building block of the 
European single market. The ability to 
invest across national borders benefits 
us all. It gives savers a greater range of 
investment options; companies a bigger 
pool of investors to buy their shares 
and bonds; and banks a deep and liquid 
market from which to source funding, 
better enabling them to fulfil their role of 
financing the real economy.

However, this free movement came under 
threat during the financial crisis. The 
funding market froze. Within the EU, 
regulation became fragmented, prioritising 
uncertain local instability over certain 
threats to group viability, making it harder 
for banks to manage financial resources 
efficiently. While understandable from a 
national perspective, this undermined the 
benefits of the free movement of capital 
and - within the euro-area–effective 
conduct of monetary policy. 

So far, good progress has been made 
in addressing this. The Capital 
Requirements Regulation (CRR) 
recognises the importance of free-
flowing liquidity within the EU, in 
particular, for banks which efficiently 
manage liquidity in a centralised 
manner. However, the ongoing viability 
of this model relies on host authorities 
having confidence that their concerns 
will be taken into account.

Addressing this was one of the core 
aims behind the set-up of the single 
supervisory mechanism (SSM): to 
ensure the concerns of domestic 
stability are effectively balanced with 
euro-area stability. The foundation of 
the single market was underpinned by 
installing group-wide supervision, which 
permeates beyond national borders. 

However, the SSM should go further 
and eliminate remaining national 
discretion and options which undermine 
its role with unnecessary ring-fencing 
measures. This can be achieved through 
regulatory harmonisation or greater 
supervisory coordination. Either way, 
these outstanding uncertainties must be 
addressed. Only then can we honestly 
say that the SSM has created a truly 
European market. 

Aurelio Maccario  
Head of Group Regulatory Affairs, 
UniCredit

SSM: benefits and 
challenges for cross border 
banking groups

The transition to the new supervisory 
framework has been a challenge for 
both banks and supervisors. The SSM is 
key in promoting homogeneity of views 
between “home” and “host” supervisors, 
hence the balance sheets of cross-
border banking groups are expected to 
become progressively more fungible.

In its first year of activity the SSM has 
achieved significant goals in terms 
of level playing field. In this context 
initiatives to reduce options and national 
discretions have been welcomed as well 
as ECB preference for a single 

Progress is also needed as regards 
the benefits of the free flow of capital and 
liquidity within cross-border banking 
groups. Despite the establishment of 
the SSM, banks are still facing local 
requirements (solvency, liquidity) from 
host authorities within the banking 
union where the SSM is theoretically 
both the home and the host supervisor. 

For example, an NSFR based on cross-
country liquidity sub-groups within 
the SSM, as envisaged by EBA, could be 
considered as a cause of restriction to the 

free movement of liquidity within the 
SSM in contradiction with the banking 
union spirit. Although the legislation may 
provide waivers for solo requirements, 
it is increasingly difficult to be granted a 
waiver at local level as shown in the recent 
SSM consultation on national options and 
discretions (e.g. legal opinion requirements). 

As far as own funds requirements are 
concerned, local requirements within the 
Banking Union go against the centralised 
capital management of cross-border 
banking groups and efficient allocation 

of resources. A case in point is the future 
Minimum Requirement for own funds 
and Eligible Liabilities (MREL) that may 
be imposed at entity level even for groups 
which qualify for resolution tools applied 
at the consolidated level (Single Point of 
Entry resolution strategy).

We believe the SSM should be 
considered as one competent authority 
and banking union as one jurisdiction 
where capital and liquidity can be 
allocated where they are most needed 
within a cross-border banking group.
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recovery plan within cross 
border banking groups. There is still 
progress to be made to achieve the full 
benefit of the single supervisor with 
regards to the fungibility of liquidity 
and free flow of capital. Main areas of 
concern for banks refer to ring-fencing, 
differences in tax regimes, diverging 
insolvency frameworks. To this extent, 
national laws and discretions prevent 
cross border institutions from providing 
liquidity to other members of the 
same group in an unrestricted way. 
This results in a sub optimal allocation 
of resources, inefficiency, costs, and 
creates the impossibility to freely direct 
resources where they could best be 
employed in terms of needs and returns.

The main causes of these barriers 
generally relate to lack of 
harmonization at EU level due to 
fragmented legislation, different 
national interpretations of EU rules, 
national discretions and an uneven 
playing field for banks. The SSM will 
certainly foster – when not directly 
responsible – such an harmonization.

The SSM role of coordinator and point 
of synthesis of the National Authorities, 
is of major importance for cross-border 
banking groups thanks to its power 
to promote a holistic and coordinated 
approach in areas, such as capital 
planning, liquidity management, recovery 
plan. This posture is a major game changer 
for large cross-border banking groups as 
it enhances the pivotal role of holding 
companies and simplifies the relations 
with local supervisory authorities. 

>>>

>>>

>>>

“The SSM should eliminate national 
discretion and options which 
undermine its role.” 

-  S Y LV I E  M AT H E R AT 

Eurofi would like to thank 
very warmly

the regional partner 
of this seminar
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José Manuel 
González-Páramo 
Board Member, Banco Bilbao Vizcaya Argentaria (BBVA)

TLAC and MREL features need to be neutral 
for different business models

A central premise of the new regulatory framework is that future bank recovery 
and resolution will be supported by shareholders and private creditors through the 
bail-in tool. In order to make this new paradigm credible, banks must at all times 
have enough liabilities to absorb losses. That is, European banks need to comply 
ex-ante with a minimum requirement of eligible liabilities and own funds (MREL), 
TLAC being its international version. However, there is currently a lot of confusion 
concerning the way they will work in practice.

Concerning MREL, authorities will set banks’ target level very soon. However, at 
this point, this new requirement’s definitive configuration is still uncertain. More 
clarity, or more time, is needed for financial entities to start adapting their capital 
planning and issuing new loss absorbing instruments.

Despite sharing the same objective, MREL has significant differences with 
TLAC. The compatibility in Europe of both ratios is a crucial element to ensure 
consistency and guarantee a level playing field. To this end, regulation should 
ensure that all business models are feasible. Hence, TLAC and MREL features need 
to be neutral for different business models, avoiding artificial changes in the nature 
of the entities or their resolution strategy -Multiple Point of Entry (MPE) vs Single 
Point of Entry (SPE) -.

TLAC and MREL imply huge issuance needs. The question of the investors’ base is 
crucial. The bulk of these instruments will be purchased by institutional investors 
with a good knowledge of their risks. Authorities want to discourage banks to invest 
in these products to avoid contagion. But, under certain conditions, they should allow 
banks to hold TLAC/MREL instruments for market making purposes.

Another crucial aspect is the debate on debt subordination. Although not all the 
jurisdictions need to have exactly the same hierarchy scheme, a certain minimum 
level of harmonization is necessary. In Europe, and especially in the Eurozone, the 
need for harmonization is much higher. The Eurozone is in the process of becoming 
a single jurisdiction, which implies that there should be no significant differences 
in subordination, in order to give institutions and investors certainty, clarity and 
predictability about the treatment of the instruments they have invested in, to 
maintain the attractiveness and competitiveness of European markets and to ensure 
a level playing field.

To conclude, more clarity on these topics is of the essence. Banks need to start 
issuing considerable amounts of TLAC/MREL instruments and investors require 
a clear understanding of these products and under what conditions they will 
assume losses. 
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Olivier Jaudoin 
Resolution Director, Autorité de 
Contrôle Prudentiel et de Résolution

Coordination between EU 
home/ host authorities 
during the resolution 
planning stage

The financial crisis demonstrated that 
the systemic effects of banking failures 
were not limited to national boundaries 
and that States were not almighty in 
supporting distressed institutions. This 
global perspective was clearly spelled 
out in the FSB Key Attributes at the 
international level and in the BRRD at 
the European level. 

Banking recovery and resolution 
is first a matter of preparedness 
where authorities must cooperate at 
international level in the case of cross-
border groups. In the wake of the 
FSB crisis management groups, the 
BRRD created the resolution colleges 
in the same spirit of fora dedicated 
to the preparation and, if need be, 
implementation of resolution actions. 
Where the resolution of institutions 
which are part of a group is at stake, the 
group-level resolution authority shall 
closely coordinate with the resolution 
authorities of the subsidiaries. Similarly, 
for an institution not part of a group but 
with cross-border activities, the national 

resolution authorities of the jurisdictions 
in which any significant branches are 
located shall be consulted by the home 
resolution authority. Therefore, home 
and host authorities must share relevant 
information and interplay in order to 
take into consideration all components 
of the group or institution and make 
effective joint decisions.

This means it is only in exceptional 
scenarios where authorities cannot 
make a joint decision - e.g. on the 
content of the draft plan - that local 
resolution plans are possible. However, 
the likelihood of such a situation is 
low for it would mean the lack of a 
GLRA resolution plan or the failure 
of the European Banking Authority 
in reaching an agreement between 
home and host authorities through its 
mediation powers. 

Lastly, the Single Resolution 
Mechanism (SRM) was designed to 
overcome home/host resolution issues 
within the Eurozone as the Single 
Resolution Board (SRB) is directly 
responsible for entities directly 
supervised by the European Central 
Bank and cross-border groups. 

The implementation of BRRD and SRM 
should lead to consistent and reliable 
resolution plans. That said, given 
the recent nature of the framework, 
remaining disagreements cannot 
entirely disappear despite the solid 
ground it provides in favour of cross-
border cooperation. 

Rupert Mingay
Group Treasurer, 
Standard Chartered Bank

Does mutual confidence 
between regulators need 
legal backing?

Effective resolution of a cross-border 
firm hinges on a high degree of trust 
between regulators before, during 

and after resolution. However, in 
practice, mutual confidence needs to 
be supplemented by legally binding 
arrangements. 

The Financial Stability Board’s (FSB) 
Key Attribute 7 outlines the legal 
framework conditions for cross-
border cooperation, and its Principles 
for Cross-border Effectiveness of 
Resolution Actions set further 
expectations on statutory approaches 
for giving effect to foreign resolution 
measures. While the objective of 
statutory frameworks is admirable, 
many countries do not yet have 
a full resolution regime in place 
and of those that do, there are 
questions over whether they contain 
reliable measures for recognising or 
supporting the resolution actions 
of a foreign authority. The FSB 
principles acknowledge that statutory 
frameworks are not an immediate 
solution and state that contractual 
measures can provide the necessary 
legal backing in the interim. Resolution 
frameworks requiring banks to 
implement contractual solutions have 
been developing in parallel with the 
FSB work and, in the case of Article 55 
of the Bank Recovery and Resolution 
Directive (which requires EU banks 
to include a recognition of bail-in 
clause in a wide range of non-EU law 
governed contracts), problems have 
been encountered both with its scope, 
which is far broader than envisaged by 
the FSB principles, and by clients and 
regulators in the countries it impacts 
being unfamiliar with its aims. So 
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while contractual solutions have a role 
to play, they must be proportionate 
and coordinated.

Crisis Management Groups and 
cross-border cooperation agreements 
(which may or may not be legally 
binding) can also aid cooperation, but 
host authorities outside the Crisis 
Management Group may also have 
a role to play in ensuring a successful 
resolution and should not be forgotten.

It is often said that cross-border banks 
are global in life and national in death. 
Both mutual confidence between 
regulators and the legal backing of 
statutory frameworks are crucial to 
ensuring this is not true. 

Mark Venus
Head of Recovery and Resolution 
Planning, BNP Paribas

Minting new coinage: TLAC 
& MREL in the Eurozone

TLAC and MREL have been described 
as ‘two sides of the same coin’, both 
pursuing the same aim of ensuring 
that banks have sufficient appropriate 
liabilities to make resolution, through 
loss absorption and recapitalisation, 
ie ‘bail-in’, a viable proposition. This 
is a key element in completing the 

elimination of ‘too big to fail’ and its 
associated bail-outs, and if today the 
TLAC side of the coin is relatively well 
defined, the MREL side suffers from a 
lack of clarity stemming from three 
main sources.

What metals? As with many coins, 
TLAC/MREL are an alloy, of two 
different substances for two different 
purposes, capital for loss absorbency, 
debt for conversion to new capital. 
Debt and capital are different, appeal 
to different investors, and carry 
differing risk/reward equations. The 
differentiation of these two elements 
within MREL needs to be clearly 
affirmed, and any temptation to 
legislate for MREL through capital-
related requirements may encourage 
confusion.

What face value? The same coin cannot 
have two values, and the value of TLAC 
has been calibrated in international 
discussion at FSB level. It should be 
made clear in all EU jurisdictions, 
and in particular in the Eurozone, 
that there is no mileage in reopening 
debates on calibration that have already 
taken place.

A common currency? TLAC was 
designed for GSIB’s, and it is clear that 
this needs to be the starting point for 
MREL implementation. But MREL 
was intended for all banks, and we may 
need a range of MREL coins of differing 
sizes for differing types of banks, 
GSIB’s, DSIB’s, smaller banks that will 
be resolved, and the smallest banks that 
will be liquidated. Yet each of these four 
categories must carry some MREL coins 
in its pocket, for resolution of smaller 
banks in the Eurozone in late 2015 and 
earlier have shown that GSIB’s with the 
deepest pockets are not necessarily the 
biggest MREL spenders!

The sooner the specifications of MREL 
for the Eurozone have been clarified, 
the better. This absence of clarity has 
weighed heavily on the European bank 
debt markets in the first months of 
2016, and will continue to do so until 
Eurozone banks and their investors 
alike understand how this new currency 
will work. 

Participate in the polls
amsterdam2016.eurofi.net
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Ewald Nowotny 
Governor, Oesterreichische Nationalbank

EDIS as a two tier Reinsurance system could 
provide an additional backstop

Based on the five Presidents Report the European Commission proposed in 
November 2015 an innovative three stage approach for a fully-fledged European 
Deposit Guarantee Scheme (EDIS) from 2024 onwards together with the 
implementation of risk reducing measures. The call for deeper integration by 
strengthening the third pillar is a coherent step towards completing the banking 
union. However, the initiative comes at a time when Member States are still in the 
process of transposing or just have transposed the new Deposit Guarantee Scheme 
Directive (DGSD) into national law. By requiring the establishment of ex-ante 
financed systems and a shortening of the payout period the DGSD comprises key 
aspects to increase depositor confidence and to minimize procyclical effects. 

In addition to its three-step approach – (i) re-insurance (ii) co-insurance and (iii) 
full insurance – EDIS provides for appropriate safeguards to ensure an effective 
implementation of the DGSD and was accompanied by a general communication 
that emphasizes the need for further measures to reduce remaining financial 
stability risks in the Banking Union. To break the bank-sovereign link both elements 
- the establishment of EDIS and risk reduction - need to proceed in parallel. Thus 
the level of integration and the transition from one EDIS-phase to the other should 
depend on the progress made in the area of risk reduction. In order to foster trust 
in the deposit guarantee system, we have to make sure that the risks in the banking 
system in combination with the corresponding crisis management tools are in line 
with the target level of the deposit guarantee fund. 

The third EDIS phase of full insurance means full integration and risk sharing. 
The existing “polluter pays principle” would be set aside since the affected national 
deposit guarantee scheme (DGS) would not remain the first line of defense. As a 
precondition to depart from this principle it should be required that risks within 
the national banking sectors are aligned. To achieve this risk reducing measures, in 
particular harmonization of national options and discretions under the CRR/CRD, 
the BRRD and of national deposit guarantee schemes and convergence in insolvency 
laws should be implemented. 

A true reinsurance approach could be a sustainable interim solution until the 
preconditions have been fulfilled. As a compromise it would be thinkable to establish 
EDIS as a two-tier re-insurance system with a sequencing financing structure that 
reduces moral hazard risk at the national level by depleting national funds first. 
The affected national DGS would have to use its available ex-ante financial means 
and to collect ex-post contributions up to the limit foreseen in the DGSD before 
having access to the European re-insurance system. This system would then cover 
remaining liquidity needs for which the financial means of the primarily affected 
national DGS are insufficient and any excess loss that may arise. This would increase 
the level of depositor confidence in a bank and ensure timely payout thereby offering 
protection against large local shocks which could overburden national DGS. The 
European re-insurance system could be designed to achieve cost-neutrality and does 
not need to build up its own financial means. 

The Single Resolution Board (SRB) could act as administrator of such an interim 
solution. In a shortfall case it would calculate the contributions needed from all 
other national DGS and request an ad hoc transfer. Depending on the 
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The financial crisis taught us two things. 
It showed us how vulnerable and exposed 
our economies heavily dependent on 
bank financing are, unveiled banking 
sector’s risks and exposures at the times 
of crises. European banks, the backbone 
of the European Union’s economies, 
took a sudden hit and gave governments 
a painful hangover – showing how 
European countries are exposed at the 
times of financial calamities.

In the morning came the reaction, designed 
to cope with the aftermath. We decided to 
build the Banking Union, an unprecedented 
step aimed to shield and prevent us from 
any possible future disaster.

Lots of energy and vast amount of work 
went into efforts to renew financial 

markets’ stability. Steps and decisions 
taken brought us the Banking Union 
that has become a financial anchor for 
countries participating in the project, 
and in the end not just them.

We have created Single Supervisory 
Mechanism (SSM), complemented with 
Single Resolution Mechanism and the 
third sibling, European Deposit Insurance 
Scheme (EDIS), has been just around the 
corner. EDIS is a natural continuation 
of this integration. It is as important as 
siblings are – it is the last piece of the 
puzzle needed to finalise and achieve 
a fully-fledged banking union, seeking 
to establish stable and sound financial 
markets and bolster the European 
economy. The SSM’s single rulebook, 
common rules for the recovery and 
resolution, the Single Resolution Board, a 
joint resolution fund and harmonisation 
of the deposit guarantee schemes help us 
address risks within the banking industry.

The banking union seeks convergence, 
better transparency and predictability of 
the banking industry in Europe. It tries to 
alter the paradigm of the incentives for 
the market participants. It is, however, 
far from being accomplished. 

Despite the mentioned changes, 
European markets still remain 
significantly fragmented. Lots of 
legislative work needs to be done to reach 
convergence among all participants 
in order to utilise benefits offered by 
the European single market, including 
completion of the banking union where 
EDIS plays a pivotal role.

Quality, not speed, is of the utmost 
importance here, but I’m not saying the 
pace is irrelevant. We cannot afford to 
rush and miss a step when designing 
EDIS. Premature push and rushing into 
things could backfire. We need to be 
patient in addressing gaps, obstacles 

accompanying our progress towards 
implementation and application of 
EDIS. It has to be right, it has to be done 
thoroughly and systematically. I am 
confident the banking union, if designed 
properly, will weather any future turmoil. 
We need to go step by step, create stable 
and well-prepared architecture. 

Most importantly, all of this needs to 
respect and echo understanding of 
European values. 

I see the way forward with EDIS in finding 
of the compromise between different 
views. What we need is a proper and 
sound analysis of the environment. Hold 
an open discussion on what more can be 
done to make the system more stable. In 
doing so, we will, in time, achieve our 
ultimate goal – by the completion of our 
banking union, including EDIS, to reach 
credible and stable financial markets. 

Nicolas Duhamel  
Head of Public Affairs, Groupe BPCE

Full implementation of 
national DGSs prior to any 
European co-insurance 
scheme

Towards the Banking Union completion, 
the Euro zone has been developing 
new measures to protect the depositors 
(DGS/Deposit Guarantee Scheme; EDIS/
European Deposit Insurance Scheme; 
DIF/Deposit Insurance Fund) and the 
real economy (SFR/Single Resolution 
Fund) from banks’ insolvency.

Banking Resolution and Recovery 
Directive (BRRD) have not even been fully 
transposed and implemented yet. We 
simply have not yet seen the proof of the 
pudding. We need to address this before it 
would be opportune to further mutualise 
risks in the European banking sector. 

As the EU is a sui generis construction, 
responsibilities will always need to 
be taken at both the national and the 
European levels. Moral hazard will 
need to be addressed. Risk reduction is 
a responsibility of the sector, national 
authorities and the European level. It 

will take a joint effort of concrete risk 
reduction measures in order to take 
steps towards an EU DGS. Without 
this joint effort, EDIS risks being built 
on quicksand. With it, it can make our 
banking union stronger. 

Roman Turok-Heteš 
Director General, Financial Market 
Section, Ministry of Finance of the 
Slovak Republic

EDIS – last piece of the 
puzzle in the Banking Union
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In response to the financial crisis, the 
European Union set up a Single Rulebook: 
a set of rules for all banks operating in 
the Union. On the foundations of this 
Single Rulebook, the Banking Union was 
built. The Single Supervisory Mechanism 
(SSM) was the first pillar, followed by 
a Single Resolution Mechanism (SRM) 
with a Single Resolution Fund (SRF). 
The guarantee of EU citizens’ deposits 
took more shape on the basis of a review 
of the (national) Deposit Guarantee 
Scheme Directive (DGSD). This created 
a situation in which the supervisory and 
resolution pillars of the Banking Union 
were to a large extent transferred to 
the EU-level, whereas the guarantee of 
deposits remains mostly a national affair, 
albeit within a Europan framework. 

At the end of 2015, the European 
Commission presented a European 
Deposit Insurance Scheme (EDIS). EDIS 

is envisaged to develop in three stages: 1) 
a reinsurance phase lasting three years 
during which a national DGS would 
be able to access EDIS funds only after 
exhausting the resources it should have 
built up, with additional funds available 
through EDIS only up to a certain level. 
In practice, this would entail primarily 
liquidity support; 2) A co-insurance 
phase under which EDIS would become 
a progressively mutualised system and 
a national DGS would be able to access 
EDIS funds prior to exhausting their 
own in order that EDIS contribute a 
share of the costs beginning at 20% and 
increasing over a four year period; 3) 
until the launch of a full-insurance phase 
under which EDIS would fully insure 
deposits for the Eurozone and for other 
Member States who decide to join the 
Banking Union as well.

Looking at the development of the EU’s 
Banking Union from a purely academic 
point of view, a three-pillar structure 
with all three components organised at 
the EU level makes perfect sense. For the 
European Parliament, the place where 
you live in the Union should not play in 
role in how safe your savings are. This 
desire is one of the key driving forces 
behind the creation of an EU-level DGS.  
Academically, one could also presume 
that a European DGS would anchor trust 
in a sector in dire need of it. However, we 
are not in the luxury position of looking 
at this from solely an academic point 
of view. Relations between Member 
States are characterised by a lack of trust. 
Furthermore, we see a great dispersion 
of risk lingering among the Union’s 
Member States. We see it, for example, 
in the amount of non-performing loans 
and in the strong exposure to sovereign 
debt. Moreover, we have not yet seen any 
proof that the mechanisms we have put in 
place for failing banks are working. And 
important Banking Union legislation, 
such as the DGSD and the 

Esther de Lange 
MEP, Committee on Economic and 
Monetary Affairs, European Parliament

Towards an EU DGS?
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intended total cost bearing capacity of the European re-insurance system, 
a transfer limit could be foreseen. Compared to the first step of the EDIS approach 
within the two-tier re-insurance system funding would remain national and only the 
payouts are centrally organized without a fixed cap. 

Looking ahead every European system of deposit insurance independently of the 
target level and the agreed design would benefit from an additional European 
backstop to strengthen depositor confidence even in times of systemic crisis. 

>>> >>>

RESILIENCE OF THE EU FINANCIAL SECTOR IN THE GLOBAL CONTEXT Towards an EU Deposit Insurance Scheme (EDIS)?
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of banks’ sovereigns’ exposures. 
The implementation of both the EDIS 
proposal and the risk-reduction measures 
should be promoted in parallel. 

Dr. Karl-Peter 
Schackmann-Fallis
Executive Member of the Board, 
Deutscher Sparkassen- und 
Giroverband (DSGV)

Credible deposit protection 
requires reliable EU policy

The EU Deposit Guarantee Scheme 
Directive (DGSD), which was to be 
transposed into national law by 3rd July 
2015, has legally enshrined the rights of 
depositors to EUR 100,000 in all member 
states of the European Union as well as 
strict quality standards within the various 
systems. By far not all Member States have 
implemented the DGSD, whereas other 
countries – such as Germany – have, in 
addition to deposit guarantee schemes, 
extensive institutional protection 
systems in place that ensure the solvency 
and liquidity of the whole institution 
and consequently of its depositors. 
These systems were fitted with adequate 
financial reserves accumulated during 
decades. Presenting a legislative proposal 
on an issue that goes to the core of 
relations between banks and their clients 
before the relevant Directive is even fully 

implemented in all Member States, and 
this without a member state consultation 
or an impact assessment, raises questions 
about the legitimacy and governance 
structures in Europe. To say the least: it 
makes market participants wonder where 
the urgency of the project comes from, 
given that a review under the DGSD 
was due in 2019 anyway. Furthermore, 
the construction of EDIS provides 
strong incentives for national deposit 
guarantee schemes not to strive for full 
implementation. Uncontrolled moral 
hazard has been a key trigger to severe 
banking crises and should not be allowed 
again. The responsibility of countries, 
banks and their protection systems 
should be strengthened, not weakened. 
Risk reducing measures should be taken. 
Only by sharing risks in a European 
system the risks will not reduce as an 
effect. The EDIS proposal would create 
cross-border liability obligations without 
offering adequate possibilities of (risk) 
control and would represent a further 
step on the road towards an uncontrolled 
transfer union. 

José Manuel 
González-Páramo
Board Member, Banco Bilbao Vizcaya 
Argentaria (BBVA)

EDIS is the long awaited 
third pillar that completes 
the banking union.

It will enhance the banking system’s 
resilience to future crises, reinforcing 
financial stability, and restoring a level 
playing field by limiting competitive 
disadvantages related to banks’ country 
of settlement.

The recent regulatory reform 
contemplates a number of risk 
reduction measures. The revision of 
sovereign exposure treatments may 
be considered as just one of them, and 
is not particularly related to the EDIS 
discussion. Hence, it is essential to keep 
these lines of work decoupled.

The treatment of sovereign exposures 
is a mid-to-long term initiative that 
should be carefully analyzed given its 
paramount complexity. Any change 
in it, would mean a paradigm shift 
with far-reaching consequences to 
the present framework (i.e., practical 
problems of not having risk-free assets, 
scarcity of high-quality collateral, pro-
cyclical effects, etc.)

The Basel Committee is currently 
working on the prudential treatment of 
sovereign exposure. A document with 
potential policy options is expected by 
mid-2016. Any decision at the European 
level should follow the recommendation 
by the Basel Committee. The EU agenda 
should not rush to conclusions ahead 
of international developments on this 
issue. Otherwise, if these measures are 
not globally implemented, there will 
be an unleveled playing field between 
European banks and the rest of the 
world. When Europe has attempted to 
move ahead of global discussions the 
results have not been good, as -vividly 
illustrated by the Deauville agreement 
and the Private Sector Involvement 
debate in 2010 and 2011, respectively.

To conclude, EDIS is an essential step 
towards the completion of the banking 
union. It should be steadily executed 
to complement previous efforts on the 
implementation of the SSM and the 
SRM. On the other hand, sovereign 
exposures treatment is only one of the 
risk reduction measures under analysis, 
whose proper implementation is a 
complex long term issue. Tying both at 
the same time, would only unnecessarily 
complicate both discussions.
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DGS directive provides for the 
constitution of national guarantee 
funds, meant to protect individuals 
against the loss of their deposits: 
implementation varies across 
jurisdictions, French banks have 
reached 60% of the 2024 target level.

With EDIS, the Commission expects to 
achieve further financial integration, 
in particular protect the depositors 
against large local shocks and reduce 
the link between banks and their home 
sovereign. 

It pledged not to put further burden 
on the banks that contributed to 
their national funds, nor to ask any 
jurisdictions to substitute for other 
insufficiently funded DGS. In order 
to be cost-neutral for banks, the DIF 
should be contributed progressively 
by transfer from the national funds. 
Similarly, mutualisation of risk and 
access to the DIF should be granted 
when the Members States have 
complied with DGS requirements. 

The Commission also stated the 
necessary segregation between SRF 
and DIF.

We therefore expect to differentiate the 
seekers for resolution or liquidation 
support. Indeed the authorities might 
be more prone to resolve than to 
liquidate systemic banks that face global 
crises: large diversified banks are very 
unlikely to draw on DGS. Conversely 
small banks or banks located in States 
with poor confidence in the sovereign 
might rather be candidate to: small 
deposit banks might draw on DGS and 
DIF, but seldom on SRF.

Consequently we advocate for 
contribution criteria that reflect the 
inherent nature of the funds. We believe 
that the full implementation of DGS shall 
be a prerequisite before any co-insurance 
through EDIS. We also urge for further 
harmonization of national funds 
regarding pay-out conditions, equivalent 
level of financing amongst the different 
national funds, preliminary examination 
of the banks’ asset quality.

In order to achieve cost neutrality, 
we propose to capitalise on the DGS 
infrastructure and organise the 
mutualisation mechanism at the 
jurisdiction rather than at the bank level.

Lastly, as in the case of the resolution 
fund, we believe that the structure 
of the liabilities and the leverage 
between bail-in-able instruments and 
guaranteed deposits is a good indicator 
of contribution requirement: the 
higher the leverage, the less need for 
guarantee. 

Patrick Pearson
Head of Resolution and Crisis 
Management Unit, DG for Financial 
Stability, Financial Services and Capital 
Markets Union, European Commission

The Commission´s proposal 
on a European Deposit 
Insurance Scheme

The European Union has improved 
the functioning of Deposit Guarantee 
Schemes (DGS) since the crisis, but 
a more integrated system is still 
necessary, as it would enable a greater 
diversification of risk that would benefit 
the stability of all countries and better 
support depositor confidence. As a 
consequence, the Commission proposed 
on 24th November 2016 a regulation to 
establish a European Deposit Insurance 
Scheme (EDIS) as the third pillar of a 
Banking Union, alongside arrangements 
for banking supervision and resolution. 

EDIS will provide a much higher level 
of protection for each participant bank 
than any single national scheme since it 
will be financed by all banks across the 
Eurozone. Moreover, it would support 
financial stability by further reducing 
the link between banks and their 
national sovereigns. 

EDIS would progressively evolve into a 
fully mutualised scheme in three successive 
stages by 2024. During the reinsurance 
phase (2017-2020), the national DGSs 
would have to be exhausted first before 
EDIS could be used. EDIS would only 
provide an additional source of funding 
to that of the national schemes, thereby 
only weakening the link between banks 
and their sovereign to a limited extent. For 
this reason, the reinsurance phase would 
be followed by a progressive mutualisation 
of deposit insurance cover during the 
co-insurance phase (2020-2024). To avoid 
moral hazard, the EDIS proposal contains 
various safeguards. For instance, in the 
first two phases the national scheme has 
to comply with the obligations of the 
DGS Directive, in particular with regard 
to the required annual target levels, before 
receiving any extra support by EDIS. The 
full insurance of depositors would fall 
under EDIS from 2024 onwards.

It is important to note that the EDIS 
proposal is part of wider package 
of risk reduction and risk sharing 
measures that are also designed to break 
the bank-sovereign link. The EDIS 
proposal is therefore accompanied by a 
Communication, which discuss further 
possible measures such as a common fiscal 
backstop, further elimination of national 
options and discretions under relevant 
legislations and consideration of the 
appropriate prudential treatment 
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Philippe Bordenave
Chief Operating Officer, BNP Paribas

What are the consequences 
of lasting close to zero interest 
rates for banks and their customers?

In recent years the ECB has been forced to adopt an increasingly expansionary 
policy using conventional and unconventional tools. The ensuing low interest 
rate environment is clearly challenging for banks and has huge implications for 
bank customers. Several factors have been quoted to explain this evolution: the 
lasting effects of the Great Recession, the sovereign crisis, a less supportive global 
environment, etc. Importantly, the reduced effectiveness of monetary policy is 
mostly explained by an ever tighter regulatory environment which weighs on the 
ability of banks to play their key role in the monetary transmission process. Given 
the high pressure on European banks, more so than their American peers (RoE 
of 7.3% and 9.6% at S1 2015 respectively), a pause in regulatory changes would be 
welcome in order to sustain the economic recovery of the Eurozone, which, as is 
well known, is a predominantly bank-funded economy. 

Impact on banks’ customers 
Low interest rates penalize savers while they favour borrowers.  Savers might 
shift towards non-remunerated deposits (sight-deposit) as their opportunity cost 
decreases, at the expense of remunerated savings. They could also pursue higher 
expected returns by taking more investment risk. On the other hand, some savers 
might actually increase their savings rate in order to meet their future liabilities, 
so on balance the net impact on the volume of households’ savings is uncertain. 
Corporates with excess cash may feel the strain of the current rate environment even 
more strongly. Borrowers are the big beneficiaries of low rates as it reduces their 
financial burden. However, when borrowing costs have reached a certain floor it 
will be harder for banks to entirely pass on the decline in interest rates to borrowers 
because they have to be mindful of their cost-to-income ratio as well as of the risk 
they are taking. This may entice corporates to rely more on market-based financing.

The reaction of households, whether they are savers or borrowers, also depends 
on the evolution of their labour income: subdued or no wage growth and weak 
economic growth could make them feel uncertain about their job. One would 
expect this would make them reluctant to invest in riskier asset classes whereas 
as borrowers, it would make them less reactive to a decline in interest rates. 
A similar reasoning can be applied to companies where profit growth and its 
volatility will influence how they react to low interest rates. In addition, the 
negative deposit rate policy of the ECB, to the extent that it leads to negative 
interest rates on large corporate deposits, can influence companies in various 
ways: via their financial revenues, via their dividend policy, via decisions in terms 
of balance sheet structure (share buybacks).

Impact on banks 
The ongoing decline in interest rates and the significant flattening of the yield 
curve weigh on profits of retail banks that traditionally benefit from 
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maturity transformation activities. Interest margins are narrowing 
because on the asset side maturing loans at higher rates are replaced by new loans 
at lower rates, all the more as low interest rates boost renegotiation of interest 
rates, even on the non-maturing backbook (in particular on mortgage loans in 
many European countries). This reduces progressively the average rate on the 
outstanding loan book. On the liability side, banks can lower interest rates on 
interest bearing deposits but only to a certain extent as interest rates generally 
have a zero floor.

The margin pressure from low interest rates forces retail networks to cut costs and 
to charge for services. Banks in general will need to optimise their business portfolio 
from a capital and liquidity requirement perspective. In this respect securitisation 
and an ‘originate to distribute’ approach will become increasingly important 
although the road towards a full-fledged Capital Markets Union will be long.

It should be emphasized that the impact of low rates on banks varies widely 
according to the underlying business model. The low interest rate environment 
is more favourable for consumer lending, investment banks and fixed 
income activities. 

To conclude, although the Eurozone is slowly growing, the economic 
environment remains challenging. Monetary policy has been and remains the key 
instrument to foster growth but this has necessitated an ever less conventional 
policy, with a considerable impact on banks and their customers. Going forward, 
this makes it all the more important that the effectiveness of monetary policy is 
not further hampered by additional tightening of banking regulation. 

>>>
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William Coen 
Secretary General, Basel Committee on Banking Supervision (BCBS)

The Basel Committee’s post-crisis regulatory 
framework: its evolution and impact

The Basel Committee has made substantial progress towards finalising its post-crisis 
reforms. These reforms include significantly higher requirements for the quality and 
level of capital, while better capturing the full scope of risks that banks face. 

G20 leaders have endorsed this ambitious and comprehensive strengthening of 
international bank regulatory standards. Various G20 summits have reaffirmed 
leaders' commitment to the strengthened regulatory framework as it helps ensure 
that the banking system can contribute to strong, sustainable and balanced growth.

The Committee’s reforms complement a range of other post-crisis measures. These 
include improving the resolvability of financial firms, enhancing the resilience of 
financial market infrastructures and transforming shadow banking into resilient market-
based finance. Together, these measures have enhanced financial stability.  
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In the following, I briefly review the evolution of the Committee’s 
regulatory framework and the impact of its post-crisis reforms on banks and the 
wider economy. 

The Committee’s post-crisis regulatory framework comprises multiple metrics. 
Compared with the pre-crisis framework – which relied only on the risk-
weighted capital ratio – the revised framework now includes a leverage ratio, 
large exposure limits, a Liquidity Coverage Ratio, a Net Stable Funding Ratio 
as well as a minimum standard for “Total Loss Absorbing Capacity” (TLAC) for 
global systemically important banks. In addition, although not part of the Pillar 1 
(minimum capital requirements) framework, supervisory stress testing has played 
an increasingly important role in a number of jurisdictions and has in some cases 
proven to be the binding regulatory constraint for banks. 

The shift to multiple metrics and a greater reliance on stress testing reflects 
the importance of an eclectic regulatory framework based on a range of 
complementary measures and supervisory judgment. Such an approach is 
more robust to arbitrage and erosion over time, as each measure offsets the 
shortcomings and adverse incentives of the others. For example, the leverage 
ratio provides an absolute cap on leverage but, by itself, could incentivise banks 
to increase their holdings of high risk assets. The risk-weighted framework 
compensates for this as it constrains a bank that materially increases its risk 
profile without commensurate capital.

In assessing the impact of post-crisis reforms, it is important to take a medium-
term perspective. The Basel III reforms are expected to have a transitional impact; 
they were introduced to tackle the major fault lines highlighted by the financial 
crisis. But in the medium-term, a banking system that is resilient will be able to 
support the real economy and contribute positively to growth. This is ultimately 
the key outcome for society. 

From a bottom-up perspective, banks have made impressive progress towards 
meeting the Basel III requirements. The Committee’s latest monitoring exercise 
shows that all large internationally-active banks meet the risk-weighted Common 
Equity Tier 1 requirements (both minimum and buffer requirements). And 
importantly, this has been achieved primarily by an increase in capital resources 
(either organically or by issuing equity). For the largest internationally-active 
banks, Tier 1 capital has increased by over 60% since 2011. This is in stark contrast 
to predictions made by some stakeholders of the perverse deleveraging impact 
that Basel III would cause. In fact, total bank assets have increased by around 20% 
during this time period. 

From a top-down perspective, the Committee’s assessment of the long-term 
economic impact of stronger capital and liquidity requirements, recently 
refreshed to incorporate the impact of TLAC, suggests that the net benefits 
of such requirements remain positive for a broad range of capital ratios. This 
analysis is supported by a wide range of academic and stakeholder studies, which 
show that more resilient banks are better able to maintain the provision of key 
financial services through the credit cycle. 

The Committee is well on track to finalise the remaining core elements of the 
global bank regulatory reform agenda. As it does, it will continue to be guided 
by three overarching principles: (i) a firm commitment to enhancing global 
financial stability; (ii) an extensive consultation process with a wide range of 
stakeholders; and (iii) a comprehensive and rigorous assessment of the impact of 
its reforms.

Going forward, the Committee will continue to assess the coherence, interactions 
and impact of its post-crisis reforms. 

>>>>>>
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Much has been achieved already in 
regulatory reforms in the banking sector, 
however significant uncertainty remains. 
The current Basel discussions represent 
another major overhaul of regulatory 
capital across multiple dimensions. The 
challenges to banks seeking to implement 
these changes, will be considerable. And 
for banks like ING, that are very advanced 
in applying IRB models, the impact can be 
material without any changes to the risk 
profile. Thereby the impact would override 
the capital requirements stemming 
from internal models which are not only 
approved, but have been actively promoted 
by the supervisor. 

In particular, the introduction of input and 
output floors is something we are not keen 
on. We do not recognize the added value 

Wilfred Nagel
Chief Risk Officer and Member of the 
Executive Board, ING Group 

More reflection on reflection 
of low risks needed
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The imbalance between liquidity supply and demand creates a worrying 
weakness especially with monetary policy normalization ahead, however for the 
coming years, these difficulties should remain limited because of the expected 
slow macroeconomic environment in the euro area where the demand for 
financing itself is likely to remain constrained by prolonged sluggish growth. 

Lorenzo Bini Smaghi 
Chairman, Société Générale

Time to recognize the impacts 
of the post-crisis regulatory overhaul
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The clamp down on banking activities in the wake of the financial crisis was a 
necessary response to an immediate threat. Time is ripe to recognize the impacts 
of the post-crisis regulatory overhaul on the funding capacity of European banks 
as demonstrated by the parallel initiatives of the European Commission (call for 
evidence) and Parliament (own initiative report).

With Basel III still to be fully implemented and further measures to come, improperly 
referred to as “Basel IV”, the adjustment of the euro area financing channels is still in 
motion with (i) continued constraints on liquidity providing activities, and (ii) threats 
on bank lending capacities in the event of better growth perspectives.

De facto, liquidity providing activities are challenged by the various regulatory 
reforms, which to name a few include:

•  CRD4/CRR (i) the requirement to raise the quality and level of capital to cover 
RWAs, (ii) the capital charge for variations in counterparty risk and (iii) the 
leverage ratio, that encourages banks to withdraw from activities that are low-
risk but generate little income and now consume too much capital,

• Review of the Trading Book (FRTB) is set to increase capital requirements,
•  LCR forces banks to tie up large amounts of instruments on their balance sheet, 

diverting resources away from liquidity providing activities, while NSFR is 
expected to penalize repo and derivatives activities.

Several other texts could further impact liquidity providing activities such as 
financial tax rules (FTT) or structural reform of banks (BSR).  

Remarkably, the latest update of the IMF’s Global Financial Stability Report 
underlined the systemic nature of liquidity risk on financial markets, estimating 
that the costs to investors of a liquidity crisis could exceed EUR 100 billion

In Europe where banks withhold a greater share of risks in their balance sheets 
the new prudential environment has led to significant adjustments to their 
liabilities (capital increases, earnings retention, lengthening of debt maturity, 
increase of deposit rates...) and assets (reduction of long-term loans or activities 
that do not provide deposits, reducing the risk on the balance sheet by using the 
model “origination and distribution” and securitization...).

To avoid penalizing the long-term financing of the economy and of SME’s 
requires several adjustments in the non-banking sector too:

•  need to increase savings invested on a long term horizon so that the reduction 
in bank lending does not translate into a decrease in productive long-term 
investment;

•  need to improve direct access to investors (in substitution of bank loans) for 
borrowers who do not (or with difficulty) have the ability to issue directly in the 
markets.

These changes will necessarily take time and could lead in the meantime to 
financing difficulties for some corporations. 

>>>
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of another backstop to the risk-weighted 
process, the leverage ratio already serves 
this purpose. Global regulators should 
stick with the leverage ratio as a safeguard 
to banks’ asset-risk models rather 
than imposing so-called capital floors. 
Capital floors fail to encourage prudent 
underwriting standards, potentially 
leading to some undesired incentives 
towards risk taking.

Furthermore, it would be a mistake not 
to take institution’s characteristics or 
structural country features into account 
in supervision. Regarding the first, it is 
important that regulators recognize the 
risk profile of a bank instead of focusing on 
the liability side in isolation. Concentration 
risks should be actively reviewed as history 
has shown that these can be fatal to both 
large and small financial institutions.  On 
the issue of structural country features, 
the proposed approach does not take into 
account local market variations, which 
are important in particular for small- and 
medium-sized businesses and housing 
markets. 

Regarding mortgages, we should not look 
for extreme standardisation in Europe, but 
allow for economically relevant and proven 
country specifics (savings, government 
guarantees, insolvency law) to be included 
in the modelling. Concerning the Dutch 
mortgages, we hope that regulators will 
recognise that this is indeed a low risk 
activity for banks, as illustrated by historic 
loss figures. Numerous investigations, 
including the ECB’s Asset Quality Review, 
have confirmed the low-risk nature of our 
business model. We are further confident 
that ongoing ECB reviews as part of 
their the Single Supervisory Mechanism, 
including new on-site inspections, will lead 
to similar conclusions. If that is indeed the 
case, supervisors and regulators should 
be brave enough to support their own 
conclusions.

Last but not least, it is important that the 
proposals of the Basel committee 



The capital framework for banks and 
the banking system as whole has evolved 
significantly since the creation of the 
Basel Committee on Banking Supervision 
some 42 years ago.

A financial system previously dominated 
by banks with large banking books 
undertaking core lending activities has 
evolved into an advanced financial system 
with a sophisticated range of financial 
instruments.  This evolution in the 
financial system has powered the growth 
and globalization of the world economy, 
created new saving and investing options, 
and enabled companies to effectively 
manage the varied risks that they face.

As the banking system has evolved, so 
too have the capital rules to ensure that 
risks within the system are adequately 
capitalized. 

As one would expect, this has led to 
important changes over the years and 
naturally the framework will continue to 
evolve. But as the framework does evolve, 
it will be important not to lose sight of 
three key principles that are essential to 
an effective capital framework.

First, banks need to have adequate levels of 
capital to effectively manage the risks that 
they face and for banks themselves not to 
pose risk to the wider financial system.

Second, a close link needs to be 
maintained between risk and the 
allocation of capital.

Third, the capital framework should be 
underpinned by an effective supervisory 

framework which ensures rigorous risk 
management, and leads to consistent 
outcomes in risk weights not only across 
products but also across jurisdictions.

As we look forward, we are at a point 
where we run the risk of breaking the 
link between capital and risk and the 
central role of supervision – instead of 
standardized measures – as the key driver 
of consistency in risk weights is being lost.  

A risk-sensitive capital framework is 
essential to ensure appropriate incentives 
are permeated throughout firms. It 
also plays an important role in driving 
economic growth and helps to minimize 
the misallocation of resources. Requiring 
all banks to use the same simple, 
standardized models will encourage a 
mechanistic reliance on those models, 
which may result in herd behavior during 
periods of market stress as banks take the 
same actions to meet regulatory capital 
requirements. Moreover, there is a risk 
that too much capital relative to the risk 
being undertaken becomes trapped within 
the banking sector, stifling vital activities 
and hampering economic growth.

As we look forward, we need to maintain 
risk sensitivity in the prudential rules 
and rigorous and consistent supervisory 
oversight to ensure that risks are 
being effectively managed and the 
financial system is serving to help grow 
the economy. 

Faryar Shirzad 
Managing Director, Global Co-Head 
-Office of Government Affairs, The 
Goldman Sachs Group, Inc.

Maintaining consistent 
supervision and risk-
sensitivity at the core of the 
Basel framework
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are not discussed in isolation 
and that some stability and clarity with 
respect to regulations is accomplished. 
Lately we have seen intense discussions 

around Pillar II and requirements, capital 
buffers and consequences for restrictions 
on coupon and dividend pay. In our view 
imposing significant buffer requirements, 

which are sensitive to risk-weighted 
asset developments, as well as making 
fundamental changes to risk weights, 
should not coincide.  

RESILIENCE OF THE EU FINANCIAL SECTOR IN THE GLOBAL CONTEXT
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Forthcoming challenges to banking regulation

Sylvie Goulard 
MEP, ALDE Coordinator in the Economic 
and Monetary Affairs Committee, 
European Parliament

Single market and 
an EU common position: 
for the benefit of all

Commission and EBA illustrate, 
for example the voting system enshrined 
in Regulation (EU) No 1022/2013 of the 
European Parliament and of the Council 
of 22 October 2013 amending Regulation 
(EU) No 1093/2010 establishing a 
European Supervisory Authority 

(European Banking Authority). The new 
article 44 of the regulation freezes the 
fragmentation rather than contributing 
to preventing it. To design a mechanism 
to prevent the euro zone from behaving 
like a block is sound. But the idea that it 
will always behave as a united despot is 
more emotional than rational.

The place given to the “SMEs Supporting 
Factor” (tool to boost lending to SMEs), 
to trade finance or market making is 
a choice for elected decision makers. 
Of course, they should make their 
choices based on sound information 
and knowledge. The Financial Stability 
Board and the Basel Committee, for 
example, have been asked to provide 
inputs to enable decision makers to 
make a well informed choice. Ultimately, 
it is up to the decision makers, at the 
European level EU Ministers and MEPs, 
both accountable to their voters, to agree 
on a mix of regulation and supervision. 
In this context, it is worth restating that 
the issue of European influence at the 

global level is key. Despite this the EU 
still lacks a clear, strategic vision.  The 
global, EU and national levels are all 
intertwined. A sound global framework 
allows for sound regulation at home. It 
is as simple as that. The overly inward 
looking perspective of the EU (refugee 
crisis, up-coming elections, referendums 
concerning membership to the EU) 
means it has not yet conceived any 
policy to make its voice heard. There are 
currently lots of EU voices around the 
table at the IMF, FSB and so on; but they 
contribute more to background noise 
then a strong, visible position. 

A more audible EU at the global level 
will directly contribute to ensuring 
a sound legal framework in the EU. 
Such a framework would benefit all 
Europeans (clients and the financial 
industry as a whole) and allow more, 
desperately needed, growth. A strong 
EU has global benefits. Let’s work to 
be credible and generate growth for 
citizens all over the world. 

The reference to a united EU prudential 
framework seems rather awkward 
after the deal of the Heads of State or 
Government on the new settlement for 
UK in the EU. Since 1957, the common 
goal of all EU members has been to 
create a Single Market in order to 
boost growth and provide stability. A 
broad and even playing field assures a 
better allocation of credits and greater 
diversification of client bases and risks. 
Concerns grow about whether this 

will still be the case in the future. To 
recognise some diversity in prudential 
treatment across the EU may make 
sense because it allows the reality 
to be better taken into account. The 
goal should not be a ‘one size fits all’ 
regulation and supervision. However 
fair competition requires a single 
rule book and a single methodology, 
it also requires trust amongst all the 
Member States. Sadly, this is currently 
lacking, as the difficulties of the 

Luis M. Linde 
Governor, Banco de España 

Banking rules and business 
in the post-crisis world

Banks perform a key role as financial 
intermediaries in the economy. Their 
critical functions were put at risk 
during the financial crisis. To address 
the roots of the crisis prudential 
regulation has been reviewed in depth 
and tightened accordingly. The new 
regulatory framework focuses not only 
on the situation of individual banks 
but also adopts a systemic perspective, 
seeking to mitigate the vulnerabilities 
of the banking system as a whole. 

In the prudential regulation area, the 
new capital framework, namely Basel 
III, has reinforced the regulatory capital 
structure of banks by requiring more and 
better-quality capital. In addition, Basel 
III has introduced new requirements such 
as those on liquidity and leverage. Overall, 
the new framework has been designed 
to tackle the major shortcomings 
highlighted by the financial crisis. Many 
of these new rules have already been 
implemented in many jurisdictions. 
The solvency situation of banks is today 
sounder than a few years ago. 

On the resolution front, additional 
requirements will be implemented 

to ensure that banks have sufficient 
resources to cover losses and meet 
their recapitalization needs under 
a gone concern procedure. In this 
regard the FSB standard for “total loss-
absorbing capacity” (TLAC), which will 
apply to Global Systemic International 
Banks, and the European minimum 
requirement for own funds and eligible 
liabilities (MREL), which already 
applies to all European banks, aim at 
ensuring an orderly resolution of banks 
that will preserve financial stability and 
not require taxpayers’ money. 

Financial stability is a pre-requisite 
for sustainable economic growth; 
banks need to be solvent and robust 
in order to be able to perform their 
main economic functions; the design 
and implementation of the European 
regulation on resolution and bail-in 
should play a key role aiming at 
reinforcing the confidence and 
functioning of the financial system.

Recent developments in bank equity 
prices and in the valuation of other 
bank financing instruments have been 
adverse for European banks. 
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To some extent, they reflect 
uncertainties from market participants 
with regard to some elements of the 
regulation on resolution, as these might 

be viewed as excessively stringent or 
rigid, in particular vis-à-vis other non-
European jurisdictions. These market 
concerns give room for reflection by 

authorities who are really interested in 
and committed to the good functioning 
of the European financial sector. 
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Risk based pillar 1 capital requirements are 
fundamental to sound risk management 
and incentive structures. Risk weights 
have to be continuously assessed and 
compared. They should be adjusted if any 
systematic bias is identified. There are 
many virtues also of asset quality reviews, 
stress testing, Pillar 2 requirements 
and greater transparency (Pillar 3 
requirements). These can supplement 
pillar 1 regulation, but should not act as a 
substitute for the most reliable calibration 
of risk weights.

The EU-wide stress tests were initiated 
against the background of a lack of 
confidence in financial markets. Whereas 
the success of earlier stress tests has been 
disputed, the latest stress test and the 
Asset Quality Review in 2014 were more 
effective at restoring market confidence 

and reducing uncertainty. Improvements 
were not only related to the design of 
stress scenarios but also to the enhanced 
disclosure of individual bank exposures 
accompanying the results of the 
stress  tests.

On Pillar 2, the development of common 
EU guidelines on the Supervisory Review 
and Evaluation Process may pave the way 
for better harmonisation of supervisory 
approaches within Europe. However, in 
most jurisdictions banks are not obliged to 
disclose their Pillar 2 capital requirement. 

Risk weights will never be able to address 
every single risk or uncertainty in the 
financial system. In this regard, stress 
testing and Pillar 2 are helpful supplements 
to Pillar 1. But they cannot replace the 
virtues of appropriate risk weighting, 
which remain at the core of credible 
banking regulation. That would distort 
incentives and reduce comparability and 
transparency.

Consequently, it is important that 
supervisors continue to challenge the 
calculations and models used by banks 
and that regulators continue to develop 
and refine the framework of Pillar 1. The 
challenge is to enhance consistency of the 
methods used at the same time allowing 
for variability in the outcome of models 
reflecting differences in actual risks. This 
is the essence of a truly risk-based capital 
framework. 

Chris Allen 
Global Head of Regulatory Policy    
Barclays PLC

Balancing de-risking and growth

In order to promote a vibrant EU financial 
services environment to drive growth and 

to attract global investors, it is important 
to ensure that the individual services 
provided by banks and investment firms 
to support a diversified EU financial 
services market continue to be viable on 
a standalone basis, from an operational 
and return on equity perspective, but also 
that the availability of services to clients 
continues to be attractive, both in terms 
of cost and utility.
 
At the same time, a legitimate need to 
de-leverage and “de-risk” parts of the 
financial services sector has led to the 
introduction of rules revising the quality 
and quantum of required capital, stable 
funding, liquidity and, above all, leverage. 
This has prompted many banks to reduce 
fixed income inventory and balance sheet 
but, in many cases, this has also led to 
reduced flexibility of those bank balance 
sheets and the also the resilience of 
liquidity provision. Reduced availability of 
repo, driven by leverage rules, NSFR and 
revised Basel III assessment of RWA has 
increased cost and scarcity of a significant 
inventory financing tool which has 
impacted the capacity for effective risk 
transmission in the financial system and 
amplified the impact of market shocks 
observed over the last eighteen months.
 
The need to balance aims to reduce “bank 
risk” while facilitating an environment 
of investment, growth and market 
transparency is not straightforward. G20 
commitments to mandate the clearing of 
derivatives have coincided with prudential 
rules which penalize the clearing of client 
balances and disincentivise banks from 
exposing their balance sheets in support 
of client clearing. Transparency objectives 
underpinning elements of regulation such 
as MiFIR, if not calibrated well, further 
risk liquidity erosion in an environment 
looking to foster capital market growth. 
In addition, ongoing challenges relating to 
the coherence of cross border regulation 
continue to incentivise geographical silos of 
locally established and capitalized entities 
which can drive the inefficient deployment 
of capital, a reduced diversification 

Per Callesen 
Governor, Member of the Board of 
Governors, Danmarks Nationalbank

Virtues of supplementary 
approaches, but build on 
risk weighting

Eurofi would like to thank very warmly 
the sponsors & partner of this event for their support
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of assets and customer choice and, 
ultimately, increased cost.

Many of these effects are intended. 
However that does not alter the 

imperative of taking a step back to 
assess the aggregate impact of some of 
these macro-structural and prudential 
changes. In addition, the scale and 
ambition of change introduced after the 
financial crisis has inevitably led to some 
unintended consequences which include 
duplication and undue complexity. For 
example, the inclusion of securitization 
vehicles in the scope of EMIR risks 
undermining attempts to revitalize that 
market, the complexity of the CSDR 
buy-in regime, the impracticability of 
the evidential burden relating to hedging 
under the Short Selling Regulation and 
a decrease in customer choice likely to 
flow from the Mortgage Credit Directive 
all provide microcosmic but telling 
examples of increasingly constrained 
market conditions.

Furthermore, the complexity, duplication 
and inconsistency of approach to 

reporting (under EMIR, SFTR, MiFIR 
and REMIT) or asset protection and 
disclosure requirements under MiFIDII, 
CSDR, EMIR, AIFMD and SFTR, create 
significant compliance complexity but 
also confusion for clients and underline 
the need for constant vigilance as to the 
coherence of regulatory changes both 
contemplated and in flight.

There has been much progress made 
in revising the regulatory framework 
of both banks and wider financial 
market stakeholders and very many 
aspects of the associated changes are to 
be welcomed. However, as regulators 
finalise rules such as those relating 
to TLAC and MREL, the value of 
promoting a safe and resilient financial 
system but one which has the structural 
capacity to support the formation of 
credit and the effective transfer of 
capital should be borne in mind. 
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Sylvie Goulard 
MEP, ALDE Coordinator in the Economic and Monetary Affairs 
Committee, European Parliament 

Global convergence for insurance - 
fair and with the citizens’ support

Regulatory and supervisory cooperation at the global level is necessary and 
important. It is for bodies such as the Financial Stability Board or the IAIS 
(International Association of Insurance Supervisors) to provide an input to 
elected decision-makers in order to enable them to make a well informed choice 
when defining the degree of supervision or when drafting the rules. 

Yet, this approach to systemic risk has quite a few puzzling aspects to it. When 
working on the setting up of the European Systemic Risk Board (ESRB) a few 
years ago, the most common view was that systemic risk was by nature evolving 
and we should at any cost avoid “freezing its definition”, otherwise it would 
quickly become outdated. Now, at the global level, there is a trend which is to list 
systemic players (bank and insurance, but not asset management). Let us assume 
that such an approach is the most appropriate - one prerequisite would be to 
avoid focusing solely on big players and, by this, potentially allowing for lots of 
smaller risks of a destabilising nature through their aggregation; it has been done 
in the banking sector because the regulatory and supervisory practices are quite 
similar across the globe. But what about insurance? The EU has chosen to go 
down the road of a risk-based system. The EU has agreed, even though sometimes 
the process has been painful, on Solvency 2 and Omnibus 2 and already on some 
of their delegated acts. But what about other jurisdictions? Not all of them have 
made the same choices. To agree on a few broad principles may prove useful 
but any attempt to go more into detail at this stage could be counterproductive. 
The regulatory and supervisory practices are so diverse across the globe, with a 
strong centralised supervisor in the EU and fragmented supervision in the US 
for example, that it could lead to a distortion of competition. The economic 
landscape in which the European insurance companies evolve is also quite 
different from those of other jurisdictions: the relations between banks, asset 
managers and development banks are different in nature and, for example, in 
some Member States insurance companies act as pension providers. In addition 
to that, key elements have, so far, been missing during the reflexion: the 
differential tax treatment or the impact of local social and legal rules, for example. 

Studies commissioned for the European Parliament in the framework of my 
report on the EU’s role in international economic fora have, among other things, 
shown that the standards are too often a bit too “central bank” inspired or do not 
give enough room for consultation with the sectors involved.

It is worth working for more principles-based convergence. Yet, the 
recommendations formulated by the global standards setting bodies should allow 
taking into account legitimate differences of the various economic models across 
the globe which do not hamper financial stability. The rules and their origin 
have to be legitimate, fair and understandable to both the stakeholders and the 
citizens. Such rules may provide a feeling of financial stability but if they fail to be 
felt as legitimate then they may create resentment and instability. 

VIEWS | The EUROFI Magazine | Amsterdam 2016

Sylvie Goulard
EUROPEAN PARLIAMENT

Victoria Saporta
THE INTERNATIONAL ASSOCIATION OF INSURANCE SUPERVISORS

Graham Cox
METLIFE

Nina Arquint
SWISS RE

Sandrine Lemery
AUTORITÉ DE CONTRÔLE PRUDENTIEL ET DE RÉSOLUTION

Christian Thimann
AXA GROUP 

Alberto Corinti
ITALIAN INSURANCE SUPERVISORY AUTHORITY

Systemic risks in the insurance sector

Contributors

179 

180 

181 

182 

183 

183 

184 



Systemic risks in the insurance sector 181

The Eurofi High Level Seminar | 20, 21 & 22 April 2016

In September 2015, MetLife penned an 
article for Eurofi Magazine entitled “The 
Road Not Taken” that highlighted the 
benefits of an activities-based approach 
to designation of global systemically 
important insurers (G-SIIs).  That road 
still remains untraveled and recently 
proposed amendments to the IAIS 
G-SII assessment methodology do not 

address the fundamental problems that 
result in unsubstantiated designations. 

MetLife maintains its view that an 
activities-focused designation, coupled 
with industry-wide supervisory 
measures, is the best way to address 
potential systemic exposure. 
However, in the spirit of constructive 
engagement, MetLife partnered with 
Oliver Wyman in a thorough review 
of the G-SII assessment methodology 
and developed a response to the 
International Association of Insurance 
Supervisors’ (IAIS) November 2015 
public consultation. 

The result is an approach that separates 
analysis of impact of failure 

Graham Cox 
Executive Vice President, Global Risk 
Management, MetLife

A better path forward

for purpose for the various insurance business models (primary insurers, 
reinsurers and financial guarantors). 

Key proposals put forward for consultation include the introduction of an 
additional assessment phase allowing for additional analysis of insurers to better 
understand the heterogeneous nature of their business models and products.  
Furthermore, the IAIS has proposed to introduce absolute reference values for 
selected indicators within the methodology in order to reflect changes in the 
overall systemic risk posed by the global insurance industry.

Consultation process

Both the G-SII Methodology and NTNI review proposals were put out for public 
consultation in November 2015 and stakeholders were invited to provide feedback by 
the end of January 2016. The IAIS received a total of 35 and 28 responses for the G-SII 
and NTNI consultations respectively. A stakeholder event in January was attended 
by 114 individuals. The feedback received forms a key input in the finalisation of the 
methodology and NTNI review, and the IAIS will provide detailed explanations on 
how it resolved and addressed stakeholder comments and suggestions.  

Next steps and conclusion

The IAIS is in the process of finalising both reviews. The data exercise that informs 
the G-SII assessment will be launched in April 2016, with 50 firms expected to 
participate and the FSB will decide on the 2016 G-SII list in November based on the 
IAIS’s recommendations.  At that stage of the journey, the IAIS would have crossed 
a key milestone in its contribution to global financial stability. 

Victoria Saporta 
Chair of the Executive Committee, The International Association 
of Insurance Supervisors (IAIS)

Global systemically important insurers

This is an important year for the IAIS in its role as global standard setter 
contributing to financial stability in the insurance sector. At the end of this year, 
the FSB will designate the 2016 G-SIIs based on the IAIS’s revised methodology. 
This article sets out some background, a brief status report and some next steps.

Background 

Since the financial crisis, supervisors across sectors, coordinated by the FSB, 
have worked diligently to address risks to the global financial system. In July 2013 
the IAIS developed an initial assessment methodology, endorsed by the FSB, to 
identify insurance-dominated financial conglomerates whose distress or disorderly 
failure, because of their size, complexity and interconnectedness, would cause 
significant disruption to the global financial system and economic activity.  It 
also published a list of 9 initial G-SIIs, and committed to review the methodology 
every three years.  Designation as a G-SII has important consequences for firms, 
including requirements for recovery and resolution planning, enhanced-group 
wide supervision and the holding of Higher Loss Absorbency (HLA) capital from 
2019 onwards.

The notion of non-traditional non-insurance (NTNI) activities and products forms 
an integral aspect of the designation methodology as well as in setting the level of 
the HLA capital charge (and the Basic Capital Requirement on which the HLA is 
based).  Industry has sought clarification on the three principles introduced in 2013 
to guide the determination of NTNI products. This is the reason why in 2015 the 
IAIS launched a review into the NTNI concept and its application.  Simultaneously, 
the IAIS started a review of the methodology as a whole. A key component of both 
reviews was a public consultation in November 2015.

NTNI Consultation 

The IAIS stated that most insurance products or activities are unlikely to create 
or contribute to systemic risk.  Nevertheless, a subset of insurance products can 
create substantial and correlated exposure to the market or leave the insurance 
vulnerable to “run-like” liquidity risk.  These vulnerabilities, in turn, can transmit 
to the rest of the financial system in the event of an insurer’s failure.

The NTNI consultation document introduces a framework that aims to help 
supervisors identify this subset of “non-traditional” features. The framework sets 
out two different channels through which vulnerabilities introduced by specific 
product features could transmit to the rest of the system in the event of an 
insurer’s failure: asset liquidation and an exposure channel.  

G-SII Methodology Consultation

The objective of the G-SII Methodology review is to improve the methodology 
building on three years of experience in using it while ensuring it is fit >>>
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Sandrine Lemery 
First Deputy Secretary General, Autorité 
de Contrôle Prudentiel et de Résolution

Impact of regulation on the 
SIFIs strategies to manage 
systemic risk

After 2008, the necessity to develop 
regulations specifically aimed at the 
Global systemic financial institutions 
led to a framework to identify lists of 
SIFIs and to adopt policy measures 
targeted to the SIFIs, including capital 
measures.

The aim of this framework is to prevent 
/ reduce the risk of the systemic impact 

of a potential failure of a SIFI on the 
global financial system.

Group supervision, enhanced supervision, 
recovery plans, liquidity plans, resolution 
plans, and the setting up of Crisis 
Management Groups have a powerful role 
to play in sharing the awareness of the 
systemic risks between the SIFIs and the 
supervisors.

As important as this dialogue between 
SIFI and supervisors, the information 
resulting from these measures allows 
the management and the shareholders’ 
representatives (boards) to plan the 
actions to manage their systemic risks:

•  On the one hand a SIFI might decide 
to review its business model in order 
to reduce or eliminate its systemic 
risk, and at some point disappear 
from the list of systemic institutions.

•  On the other hand, a SIFI might 
consider that its systemic activities are 
an integral part of its business model, 
and manage systemic risks means 
complying with the regulation, but 
not substantially change its business 
model.

•  The actual strategy of most SIFIs 
is probably to be found in between 
these two extremes: “shake-up” the 
business model or “business as usual”: 
SIFIs might want to arbitrage and 
review activities that are not the most 
profitable but are a significant source 
of systemic risk: in some cases, they 
might reduce their activities in these 
areas or stop them altogether.

The least that one can expect as an impact 
from the systemic policy framework 
is that on the longer term most of the 
largest players will “de-risk” from the 
activities that are the least profitable but 
with the most systemic impact.

In the current financial environment, 
the intensity, the rhythm and the global 
impact of this trend is not predictable 
yet, but one can see that several SIFIs 
go public about their policy to manage 
systemic risk. 

Christian Thimann  
Member of the Executive Committee, 
Head of Strategy, Sustainability and 
Public Affairs, AXA Group 

New risks, old framework?

The more time passes since the 2008 
crisis and new risks emerge, the more 
the FSB framework for systemic risk 
in insurance seems outdated. Focusing 
on nine out of the world¹s more than 
10,000 insurance companies seems 
missing the issue, especially as even 
the largest of the nine companies has a 
global market share of no more than 3%. 
 
Larger insurance companies warrant 
closer supervisory attention because 
they handle a larger amount of risks 
and savings, but they also have larger 
amounts of capital. Moreover, 

If there would be sufficient 
transparency around the G-SII 
designation methodology, the concerns 
(including those regarding reinsurance) 
could be openly and transparently 
discussed and resolved. When the first 
designations of insurers occurred in 2013, 
IAIS kept secrecy around the method, 
allegedly to protect the designated 
companies. So far, this has not changed, 
and the IAIS continues to keep both the 
public and companies in ignorance on 
the calibration, as well as the relative and 
absolute weight of indicators. 

The IAIS must provide:

1)  Full public transparency on all 
(currently 19) indicators. They should 
disclose

 a.  the weight (IAIS: reference value) 
applied in the 2015 and 2016 
assessment;

 b.  the level on which each indicator 
signifies “systemic risk” according 
to IAIS;

 c.  the distribution of each indicator 
for the companies assessed; and

 d.  the threshold for the final score to 
propose a company for designation 
to FSB.

2)  Transparency on its score in all 
indicators for the assessed company.

The IAIS sometimes seems to hide 
behind the insurance industry when 
searching arguments to counter 
transparency.  However, the IAIS serves 
the public. Public pressure should put 
an end to the IAIS’ collusion. 

>>>
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from analysis of probability of 
failure. It also gives companies credit for 
good risk management practices that 
are objectively recognized as reducing 
systemic impact. The proposal also calls 
for absolute (not relative) scoring and 
added transparency so that firms would 
know why they were designated. In 
addition, the proposal states that firms 
should be provided with steps they 
could take to pursue de-designation.

MetLife’s proposal: 
•  Adjusts the quantitative criteria in 

the G-SII assessment methodology to 
align with systemic risk transmission 
channels using an impact of failure 
analysis. 

•  Incorporates into the quantitative 
analysis product and balance sheet 
risk management tools that can 
eliminate or reduce systemic impact 
and that can be measured on an 
objective, numerical basis; this would 

reward firms with good practices 
while providing incentives for others 
to improve.

•  Calls for confidential release to G-SIIs 
of scores and the “cut off” calculation 
that defines firms as systemically 
important.

•  Supports a qualitative analysis to 
supplement quantitative outcomes, 
including a vulnerability analysis to 
further consider exposures highlighted 
by the assessment process.

MetLife’s proposal would also remedy 
the flawed concept of NTNI.  As the 
IAIS proxy for systemic risk and focus 

for additional capital, NTNI has long 
been a key issue. Specifically, the 2013 
NTNI proposal mixed products and 
risk management activities, confused 
vulnerability and impact of failure 
analysis. It was also biased against US 
products. 

The 2015 revised framework introduces 
an analytical approach to the definition 
of NTNI, but continues to confuse 
probability of failure and impact of 
failure analysis. MetLife’s proposal 
links NTNI indicators to systemic risk 
transmission channels in a revised 
interconnectedness category and 
new asset liquidation category. This 
proposal eliminates the need for a 
separate NTNI category and cures the 
above-described problems. 

For these reasons, MetLife suggests its 
proposal lays a solid foundation for a 
better path forward. 

Since 2013, the Financial Stability Board 
(FSB), supported technically by the 
International Association of Insurance 
Supervisors (IAIS), designates insurers 
as Global Systemically Important 
Insurers (G-SII). This is part of the G20 
initiative to end “Too-big-to-fail”. 

In insurance, pursuing banking 
activities had been the veritable source 
of systemic risk.  IAIS has therefore 
copied the size-driven institutional 
banking methodology and modified 
it halfheartedly to increase the focus 
on activities and to decrease the focus 
on size. However, in insurance, size 
should actually be acclaimed – not 
condemned – as it is the prerequisite to 

enable resilient insurers and reinsurers 
to absorb risk, including systemic risk.

Early on, when developing the 
methodology to assess systemic risk, 
regulators (FINMA: Assessing the 
potential for systemic risks in the 
insurance sector, June 2010, IAIS: 
Reinsurance and Financial Stability, 19 
July 2012) have analyzed if reinsurance 
activities can be a source or amplifier of 
systemic risk. This is not the case: 

1)  Reinsurance makes use of 
transparent directed risk transfer 
(opposed to in transparent networks, 
as in banking); 

2)  Reinsurance fully backs liabilities 
by technical provisions (opposed to 
leveraging); and

3)  Reinsurance cessions rates are on 
average 12% - too small to be globally 
risky. 

Prudential regulation ensures 1-3) for 
reinsurers. Therefore, the answer to the 
title question is “No – at least not globally, 
if provided by a supervised reinsurer”.

Systemic risk can occur if there 
is institutional or geographical 
concentration risk in the reinsurance 
covers.  However, this risk is local, not 
global – otherwise the global cession 
rates must be higher.  Surprisingly, 
IAIS has proposed to introduce these 
aspects in their 2016 revised global 
designation methodology. However, the 
proposed “supplementary reinsurance 
assessment” is entirely unjustified for 
the G-SII methodology, which should 
assess global systemic importance.  Of 
course, concentration risk assessment 
is needed, but it is ordinary prudential 
supervision.    

Nina Arquint 
Head Group Qualitative Risk 
Management, Swiss Re

Isn’t reinsurance 
systemically risky? 
A call for reason and 
transparency
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“MetLife suggests its proposal 
lays a solid foundation for  
better path forward.”

- GRAHAM COX 
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metrics to measure risks and 
to assess solvency is key to detect 
global threats and to allow supervisors 
to cooperate effectively in a global 
environment.

Moreover, regulatory arbitrage 
could weaken financial stability, via 
cross border as well as cross sector 
effects. Banking regulation has been 
significantly strengthened over the past 
years and will be further strengthened. 
A stronger and more harmonized 
regulation in the insurance sector 
would help to avoid risks being 
transferred from one jurisdiction to 
another as well as from one sector to 
another.

Finally, it is quite apparent that the 
current capital measures for G-SIIs, 
based on BCR and HLA, imply certain 
limitations due to their unavoidable 
lack of risk sensitiveness. This 
could lead to undesired incentives 
and inconsistencies with local 
requirements. Basing the design and 
calibration of HLA on a more risk 
sensitive measure, such as the ICS, 
would increase the effectiveness and 
consistency of the whole framework 
and ensure a level playing field in the 
treatment of systemically important 
insurers. 
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the nine companies designated 
as systemic have all naturally 
provided special risk management 
plans, focusing on how to deal with 
interconnectedness, systemic risk 
transmission channels, and possible 
market and liquidity risks. 
 
In turn, the current FSB framework is 
implicitly and politically sanctioning 
size as a source of systemic risk. But size 
in insurance has a specific function. It 
allows diversification and therefore 
more capacity for larger companies to 
deal with larger risks. Global climate 
risk, population ageing, cyber risk 
and other risks can be more easily be 
absorbed on larger and more diversified 
balance sheets. 
 
Equally, the “non-traditional” 
terminology as a proxy for activities 
which may potentially give rise to 
systemic risk is over-simplistic. It may 
refer to very “traditional” activities/
products which address fundamental 
policyholders’ needs, with a variety of 
characteristics specific to the insurance 
business model, and which have never 
caused any threat to financial stability 
even at the worst peak of financial 
crisis. It would as well be misleading 
to link complexity, and innovation 
in insurance product design, to 
systemicity.
 
Incidentally, large companies all hold 
(much) more capital than demanded by 
their existing prudential frameworks. 
The notion therefore that from an 
international regulatory perspective, 

they would have to hold even more 
such capital has so far not received any 
prudential foundation. 
 
This is especially the case for Europe, 
where Solvency II voted by European 
lawmakers has now been started and is 
recognized as one of the world¹s most 
advanced prudential frameworks for 
insurance. On the basis of stressing 
companies¹ balance sheets, it covers 
market risks, credit risks, counterparty 
risks, foreign exchange risks, risks of 
longevity, lapses and mortality and 
many other risks. The question “Which 
risks does the FSB want to cover and 
that Solvency II does not consider?” has 
therefore not yet received an answer. 
 
One answer might be in turn that 
there is a risk that all regulators 
see ¬ and still today do not control 
fully: the sustained, very low interest 
rates for long-term savings and their 
implications for the insurance industry, 
pension funds, the corporate sector as 
well as private households. 
 

It does affect the insurance sector as 
a whole but the significant challenge 
it creates goes far beyond. Long-term 
saving based on safe assets is more 
difficult if central banks buy these 
assets, which consequently become 
short in supply for the private sector. 
More broadly, with such low interest 
rates and returns on savings ¬ which 
lead to situations where the future has 
the same price as the present, there is 
no reward for giving up consumption 
today for consumption in the future. 
This is an implicit incentive to increase 
debt levels which would eventually 
weaken further private and public debt 
sustainability.

These new essential questions should 
suffice to be included in the upcoming 
regulatory sessions. 

Alberto Corinti   
Member of the Board of Directors, 
Italian Insurance Supervisory Authority 
(IVASS)

The ICS as a key macro 
prudential tool

Since the FSB announced the first 
list of G-SIIs in 2013, the IAIS has 
published a number of systemic risk 
policy measures, including capital 
measures, such as the BCR and the 
HLA. At the same time, the IAIS has 
undertaken a longer term project to 
develop the Insurance Capital Standard 
(ICS), a global standard to be included 
in the Common Framework for 
internationally active insurance groups.

The ICS is designed to be the capital 
standard for the supervision of 
individual groups, but it will also be key 
to enhance global financial stability.

First of all, globally comparable and risk 
sensitive capital requirements would 
help to promptly detect macro-trends 
and risk concentration that could 
threaten financial stability. Indeed, 
different ways to measures risks and 
calibrate capital requirements, even 
if they are effective within a single 
region, produce an inherently flawed 
assessment of financial stability at a 
global level. Using the same 
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“The question «which risks does the 
FSB want to cover and that Solvency 
II does not consider?» has therefore 
not yet received an answer.”

- CHRISTIAN THIMANN 

Systemic risks in the insurance sector

“The ICS is designed to be the 
capital standard for the supervision 
of individual groups, but it will also 
be key to enhance global financial 
stability.”

- A L B E R T O  C O R I N T I 
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Patrick Pearson 
Head of Resolution and Crisis Management Unit, DG for 
Financial Stability, Financial Services and Capital Markets Union, 
European Commission

Recovery and resolution of CCPs – 
the global and EU agendas in step

Since the financial crisis, the G20 and EU have been working on ways to manage 
the failure of systemic financial institutions while protecting taxpayers and 
financial stability. With recovery and resolution regimes for banks now in 
place, the focus has recently shifted to other institutions, most notably central 
counterparties (CCPs). 

The business models of CCPs differ from those of banks. It is also generally 
understood that the likelihood of a CCP encountering severe distress or of 
failing is lower. Still, CCPs act as key bulwarks for global financial stability and 
many serve customers across borders. With the start of mandatory clearing of 
standardised over-the-counter derivatives under EMIR, the risk concentration 
in CCPs is set to increase. As the implications for global financial stability 
increase, there is growing recognition that recovery and resolution frameworks 
aimed at mitigating these risks should be as internationally consistent 
as possible. 

Global standards were adopted in this area by the Financial Stability Board 
(FSB) and by the Committee on Payment and Market Infrastructures and the 
International Organisation of Securities Commissions (CPMI-IOSCO) in October 
2014. These set out comprehensive requirements and options for managing the 
distress or failure of CCPs, fully reflecting where they differ from banks. 

However, considering the potential global implications of a CCP failure, further 
international work is currently underway to refine and consolidate the standards 
for CCP resilience, recovery planning, and resolvability. The G20 is to take stock 
of this work at its summit in September this year. 

The focus is on ensuring the viability of CCPs and on ensuring that recovery 
and resolution options are operational and effective against various risks and 
scenarios. As a result, CCPs in all of the main global financial centres should 
be subject to comparable standards to prevent their failure as far as possible. 
Authorities in these jurisdictions will also have a better, more consistent and 
shared understanding of how the resolution of CCPs could be carried out in an 
effective and non-discriminatory way. 

An important aspect of the work looks at the resources required to fund CCP 
recovery and resolution effectively from private sources. This will help deliver 
greater international clarity on how best to allocate costs and obtain funds 
additional to those in CCPs’ existing default waterfalls, established under EMIR 
in the EU. This is instrumental to ensure that resolution succeeds in maintaining 
the continuity of CCPs’ critical services in a way which spreads costs in 
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We have come a long way since the 
global financial crisis – banks are 
now more resilient than in the past.   
However, more work is still needed to 
ensure CCPs have sufficient financial 
safeguards to minimize the threat of 
the new “too big to fail”.  CCPs play 
a crucial role in reducing systemic 
risk by facilitating the netting of 
exposure and the mutualisation of 
tail risk among many participants, the 
volume of transactions going through 
these institutions has increased 
significantly and will continue to do 
so with mandatory clearing rules in 

place.   Thus, should a CCP fail, we 
want the failure to be managed to limit 
market contagion, avoid pro-cyclicality 
and ensure the continuity of critical 
financial market functions.

This will be achieved in a number of 
ways:  One, ensuring CCPs have robust 
resilience measures in place such as 
clearing member default coverage 
– we believe this should be funded 
and appropriately sized through a 
transparent and regulatory-driven 
stress framework.  Member liability 
must be capped, on a consistent 
basis, across default fund assessments 
and replenishments, reducing the 
uncertainty in estimating the “true” cap.  
Governance and waterfall structures 
must align incentives and only products 
that can be risk managed and are 
suitable must be introduced for clearing.

Second, while Recovery tools aim 
to ensure continuity of CCPs, some 
of the tools could be potentially 
destabilizing and significantly 
exacerbate market distress; therefore, 
careful consideration needs to be given 
to systemic stability and provisions 
made to compensate impacted 
participants before CCPs utilize them 
– supervisory oversight here is critical.  
We need to think carefully about cash 
calls on clearing members which can 
be pro-cyclical, variation margin gains 
haircutting (VMGH) on participants 
which can further destabilize markets 
and, partial tear-up which should be 
done at fair market value, and not at 
last settlement price – which can be 
stale information.

Third, to the extent that Resiliency 
measures are insufficient and 
Recovery tools prove to be ineffective, 
systemically-important CCPs must 
be subject to Resolution plans to 
ensure continuity of critical services, 
while ensuring shareholders, 
management and creditors suffer the 
full consequences of a failure such 
that costs are not borne by taxpayers.  
In this context, a counter-cyclical 
resolution fund is needed as a part of 
any resolution plan of systemically 
important CCPs. Size and source of 
resources should be determined in a 
manner that balances risk mitigation 
benefits with broader impact to the 
market, undermining the objective of 
mandatory clearing. 
 
Haircutting of initial margin is not a 
suitable option – it is pro-cyclical, will 
reduce liquidity as participants shift to 
securities collateral, and creates a rush 
to exit. Finally, access to central bank 
liquidity in emergency circumstances 
is absolutely critical to ensure financial 
stability.

The global nature of CCPs and 
products cleared makes a globally, 
consistent and workable CCP 
regulatory framework imperative. 
Cross-border cooperation is absolutely 
critical. To this end, we support both 
CPMI-IOSO’s and FSB’s efforts to 
review existing Resiliency/Recovery 
standards and develop Resolution 
guidance respectively.  We look 
forward to continuing to works with 
policymakers on these important 
initiatives for the market. 

it begs a question as to what 
additional loss absorbency the 
resolution of a CCP could unlock that 
recovery cannot unlock already. CCPs 
have different liability structures from 
banks. Therefore, the assessment of the 
absorbency of these structures and the 
appropriateness of additional forms of 
loss absorbing capacity is more likely to 
be different from banks than it is to be 
the same. Attempting to resolve a CCP 
after the end of the waterfall, when 
there are no resources left, is not an 
attractive proposition to a resolver. And 

for losses other than member default, 
the resources are far from deep.

This is a key question being addressed 
by the FSB and other international 
standard setting bodies under the 
CCP work plan. I will not prejudge 
the debate here. But it is vital that the 
incentives of the key players in CCPs – 
the owners and the clearing members 
– are not misaligned in recovery and 
resolution. Clearing members typically 
provide the resources for loss allocation 
arrangements. If losses in resolution 

then fall on a complete different set 
of creditors, does that really support 
recovery?

Equally, clearing members cannot be 
expected to be a bottomless well of 
financial support for the CCP, with 
existing owners left clean and dry 
forever. Shareholders bear first losses 
in insolvency and bank resolution. 
Bailed in creditors typical receive some 
ownership in the resolved entity. We 
must consider how to make this work 
for CCPs as well.  

Marnie Rosenberg 
Executive Director, Clearinghouse Risk, 
Strategy & Advisory, J.P. Morgan

How to relax again – much 
needed R, R&R for CCPs 
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We should all by now know some of 
the key benefits of resolution, including 
delivering continuity of critical 
economic functions without reliance 
on support from taxpayers. But another 
key benefit is incentivising recovery; 
knowing that a credible and feasible 
alternative to insolvency (or public 
bailouts) exists can motivate private 
sector actions to avert a financial 
firm’s  failure.

CCPs already have recovery mechanisms 
to deal with the default of one or more 
clearing members. The well established 
default management processes, with 
margin and default funds up to a cover 
1 or cover 2 standard, performed well in 
the last crisis. Beyond these prefunded 
resources, some CCPs have further loss 
allocation arrangements, in line with 
CPMI-IOSCO guidance on recovery.

But these deeper waterfall arrangements 
are untested. They may not succeed 
in all circumstances, and can result in 
undesirable outcomes such as full tear 
up of contracts in systemic services. That 
does not sit well with the G20’s support 
for central clearing of standardised OTC 
derivatives. You do not want to drown 
at the bottom of the waterfall.  Absent 
resolution, the fall back is the taxpayer.

For banks, at the point of resolution 
creditors are bailed in to recapitalise 
the firm, and this replicates what 
would have happened in a court-based 
restructuring or insolvency.

Applying this to CCPs is not 
straightforward. Given the deep 
prefunded and unfunded resources 
that are potentially available, 

Andrew Gracie 
Executive Director, 
Resolution Bank of England

Resources and incentives 
in CCP resolution 

>>>
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an equitable and transparent way and minimises spill-overs to the real 
economy. Consistent international approaches will help ensure appropriate and 
broadly similar arrangements across key jurisdictions and maintain a competitive 
level playing-field for CCPs and their users globally. 

The future EU regime will look to build on this work. However, thanks to 
the single market and the regulatory framework under EMIR, including its 
equivalence provisions, the EU already benefits from considerable experience in 
cross-border cooperation regarding CCPs. With the comprehensive framework 
of the Bank Recovery and Resolution Directive (BRRD), we also have a legal 
template for cross-border crisis management. The future framework for CCP 
recovery and resolution can build on these accomplishments. Taking into 
account international progress on some of these key outstanding questions, the 
Commission expects to table a proposal later in the year. 

>>>
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“It is vital that the incentives 
of the key players in CCPs are 
not misaligned in recovery and 
resolution.”

-  A N D R E W   G R A C I E 



International efforts to develop effective 
recovery and resolution frameworks for 
central counterparties (“CCPs”) are in 
high gear. Last year, the chairs of the FSB 

Standing Committee on Supervisory 
and Regulatory Cooperation, the 
FSB Resolution Steering Group (“FSB 
ReSG”), CPMI, IOSCO, and the Basel 
Committee on Banking Supervision 
launched a CCP Workplan” to coordinate 
international policy work.  The CCP 
Workplan identified three priorities 
for CCPs: resilience, recovery planning 
and resolvability.  These international 
standard setting bodies have established 
work streams to address these priorities. 
The CPMI-IOSCO Implementation 
Monitoring Standing Group is assessing 
implementation of the PFMI by 10 CCPs 
focusing on risk management, including 
recovery plans.  Assessment results will 
be published in mid-2016.

The CPMI-IOSCO Policy Standing 
Group, co-chaired by the CFTC, is 
engaged in a stock-taking exercise on 
CCP recovery and resilience, and is 
developing more granular guidance.  
The exercise is, inter alia, reviewing 
existing recovery mechanisms (such as 
default waterfalls) and loss allocation 
tools (such as assessment powers, 
gains based haircutting, and partial or 
full tear-up of contracts, etc.) across 
CCPs.  CPMI-IOSCO aims to publish a 
consultative document with proposed 
guidance by mid-2016.  

The ReSG, in close cooperation with 
CPMI-IOSCO, leads work on CCP 
resolution. The ReSG in 2015 formed a 

new Cross-border Crisis Management 
Group for FMIs (“fmiCBCM”), to focus 
on resolution strategies and plans as 
well as cross-border implementation of 
resolution actions.  

The CFTC engages actively in 
international CCP work streams, and 
is focusing on recovery and resolution 
planning for US CCPs.  The CFTC 
generally requires CCPs to have recovery 
plans to cover any uncovered credit loss, 
liquidity shortfall, capital inadequacy, or 
business, operational or other structural 
weakness, to maintain continuing 
operation of its services.  The CFTC 
is actively engaged with CCPs as they 
further develop and refine their plans.

The CFTC hosted a 2015 public 
roundtable to gather views from 
stakeholders on key CCP recovery and 
wind-down issues.  The CFTC continues 
to work with other US regulatory 
authorities, including the FDIC 
and Federal Reserve Board, on CCP 
resolution planning, and joint resolution 
planning exercises have begun. 

work of financial policymakers 
to develop standards and guidance for 
CCP resiliency, recovery and resolution. 
These efforts – led by the Financial 
Stability Board (FSB), the International 
Organization of Securities Commissions 
(IOSCO), and the Bank for International 
Settlement’s Committee on Payments 
and Market Infrastructure (CPMI) – 
are intended to prevent a distressed or 
failing CCP from becoming a threat 
to the integrity and viability of the 
global financial system. However, a top 
challenge is how to achieve consistent 
global oversight of CCPs while still 
allowing them to work with their myriad 
stakeholders to tailor their recovery and 
resolution plans to match the individual 
risk profiles they face. 

The development of a common 
standards and guidance is critical, but 
given the diversity of financial markets 
and products that these infrastructures 
serve it is essential that policymakers 
allow for flexibility in the development 
of recovery and resolution plans while 
also taking into account differences 
in CCP governance, ownership and 
operating models. For example, to 
ensure adequate resiliency in the 
face of extreme market conditions, 
DTCC supports the establishment 
of a stress testing framework for 
CCPs and welcomes the opportunity 
to engage with policymakers in 
its development. However, the 
substantial differences among CCPs 
may render fully standardized testing 

less useful than more customized 
stress tests that are targeted toward 
the scenarios most likely to stress a 
particular CCP. Regulators and CCPs 
should continue to assess the degree 
to which standardized testing scripts 
may provide valuable information, but 
should not maximize standardization 
at the expense of genuine usefulness. 

In other words, frameworks for CCP 
resiliency, recovery and resolution 
planning cannot be one-size-fits-
all. With the FSB and CPMI-IOSCO 
expected to issue their final guidance 
by the end of 2016, it is essential that 
policymakers continue to engage with 
the industry to find the appropriate 
balance in the oversight of CCPs. 

Jeffrey M. Bandman 
Acting Director, Division of Clearing & 
Risk, U.S. Commodity Futures Trading 
Commission

CCP Recovery and 
Resolution: International 
and U.S. developments 

“The CFTC engages actively in 
international CCP work streams, 
and is focusing on recovery and 
resolution planning for US CCPs”

-  J E F F R E Y  M .  B A N D M A N 
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Recovery and Resolution planning and 
implementation for the largest global 
CCPs will have to be coordinated at 

an international level. We can either 
do it now, calmly, in advance, or in the 
throes of a crisis without the proper 
tools or legal framework.

Recovery tools are now broadly agreed 
upon while differences beyond the 
point of non-viability into Resolution 
are still under heated discussion. The 
tools may be the same or similar but 
decisions need to be made over who 
operates them, at what point, and 
under which conditions.

Many of the tools for recovery will pass 
into resolution – refills of the default 
fund, use of skin in the game, margin 
haircutting, are all tools that could be 
used by a resolution authority instead 
of the CCP itself. 

Within the EU, agreement over powers 
of supervisory colleges and crisis 
management groups will be crucial. 
I believe their real usefulness will be 
whether they incorporate the supervisors 
of multiple types of market participants 
and truly work for wider financial stability. 

I suspect discussion between Member 
States will focus on other priorities. 
However, the agreement reached 
between the Bank of England and 
the ECB over access to central bank 
liquidity as well as the deal agreed 
by David Cameron early this year on 
protections for the UK in the area of 
financial services should ensure that 
this discussion starts on a positive basis.

Once the framework has been agreed 
between global regulators at the FSB 
and CPSS IOSCO many tools may 
not require new legal frameworks to 
implement. In order to ensure legal 
certainty and to tailor these tools to 
the specific circumstances of different 
organizational structures and different 
asset classes within CCPs, the best way 
to implement them may be through 
CCP’s rule books.

While a clear Resolution authority will 
need to be designated, as the US Dodd 
Frank Acts does, many other provisions 
will not require new legislative 
frameworks in some jurisdictions. 

We already have strong international 
consensus stemming from the G20 
Pittsburgh agreement on central 
clearing of derivatives, reinforced by the 
IOSCO Principles for Financial Market 
Infrastructure and now, finally coming 
together into detailed agreements such 
as the one between the EU and US on 
CCP equivalence.

Any EU framework will not work in 
isolation. The largest clearing members of 
the largest CCPs are global and common 
to one another. Should a CCP fail there 
will need to be global cooperation 
between supervisors of clearing members 
and CCPs, as well as their clients. This will 
also extend to supervisors of other CCPs 
as the interconnectedness of the global 
derivatives markets mean decisions taken 
in one jurisdiction will impact others. 

Dr Kay Swinburne 
MEP, Rapporteur – Recovery and 
Resolution of CCPs, ECR Coordinator 
Economic and Monetary Affairs 
Committee, European Parliament

Recovery and Resolution 
of CCPs  - A globally 
coordinated response to 
avoid a global failure

In the wake of the 2008 financial crisis, 
policymakers established a key goal of 
enhancing the resiliency and supervision 
of systemically important entities, such as 
central counterparties (CCPs), to improve 

the stability of the global financial system. 
While CCPs play a critical role by reducing 
counterparty risk and limiting contagion, 
the increasingly interconnected nature 
of financial markets and the growing 
reliance on central clearing makes it 
more important than ever before that 
clearinghouses are adequately equipped 
to manage this complex and evolving 
landscape, including mitigating the risk 
that they themselves may create. 

Effectively mitigating this risk requires 
a globally coordinated and considerate 
approach. As the owner of the world’s 
largest securities CCPs, DTCC is 
encouraged by the ongoing 

Larry Thompson 
Vice Chairman & General Counsel, 
The Depository Trust & Clearing 
Corporation (DTCC)

Flexibility key to CCP resiliency, 
recovery and resolution
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Emerico Antonio 
Zautzik  
Director General for Markets and 
Payment Systems, Banca d’Italia

Are CCPs too peculiar to 
resolve?

There are some distinctive features 
of CCPs, when compared to banks, 
that may affect their recovery and 
resolution strategies. The banking 
market is competitive, while the market 
for CCP services is highly concentrated: 
the transfer of activities to another 
entity, feasible for banks, would thus 
be extremely challenging in the case of 
CCPs. The capital structure of a bank 
is deeply different from that of a CCP: 
the latter does not issue instruments 
subject to bail-in provisions.  

The focus for CCPs should be strong 
resilience and effective recovery so as to 
prevent resolution as much as possible. 
Resilience can be strengthened by 
involving participants and the CCP itself. 
As for participants, higher margins and 

higher default fund contributions could 
spread the cost of preventing resolution 
in proportion to the risks brought to 
the CCP. For the CCP, dedicated own 
resources to cover losses should be 
required at the global level, and should 
also be disclosed to users, allowing them 
to know whose skin is in the game.
 
Recovery arrangements, tailored 
to the characteristics of the CCP, 
should be defined by the CCP in close 
cooperation with its participants. 
Recovery plans should be approved 
by, and implemented under the close 
scrutiny of, supervisory authorities, in 
cooperation with resolution authorities 
to ensure consistency with resolution 
strategies.

Given the cross-border – or even global 
- relevance of most CCPs, the FSB 
work plan is important to achieve a 
common understanding by supervisors, 
CCPs and participants on what the 
expectations in terms of resilience, 
recovery and resolution are. A clear 
picture of interdependencies created 
via central clearing is also crucial 
here. No recovery or resolution plan 
can be credible without taking into 
consideration the nodes of systemic 
risk concentration and propagation. 
The outcome of the FSB study will be 
crucial for designing effective recovery 
and resolution strategies for CCPs. 
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“The focus for CCPs should be 
strong resilience and effective 
recovery.”

-  E M E R I C O  A N T O N I O  Z A U T Z I K  
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Gaston Gelos 
Division Chief, Global Financial Stability Analysis Division, 
International Monetary Fund (IMF) 

Asset management, market liquidity, 
and financial stability

In recent years, credit intermediation has been shifting from the banking to the 
nonbank sector, including the asset management industry. Tighter regulations on 
banks, rising compliance costs, and continued bank balance sheet deleveraging 
following the global financial crisis have contributed to this shift. In advanced 
economies, the asset management industry has been playing an increasingly 
important role in the financial system, especially through increased credit 
intermediation by bond funds. The larger role of the asset management industry 
in intermediation has many benefits from a financial stability point of view. But it 
also entails risks, some of which we are only beginning to understand better.

In the IMF’s April 2015 Global Financial Stability Report, we pointed to incentive 
problems induced by the delegation of day-to-day portfolio management, which 
can encourage destabilizing behavior (such as herding) and amplify shocks. 
Moreover, we examined how easy redemption options and the presence of a 
“first-mover” advantage can create risks of runs, and the resulting price dynamics 
can spread to other parts of the financial system through funding markets, and 
balance-sheet- and collateral channels.

In our October Report, we took a closer look at two issues: the relationship 
between the open-end mutual funds and market liquidity, and the role of hidden 
leverage among mutual funds. 

Many people have been worried about market liquidity. In our analysis, we found 
that although the levels of market liquidity are not low, liquidity has become 
more fragile, partly due to changes in market structure, and the growth of a 
more homogeneous buy side. Empirically, larger holdings by mutual funds, in 
particular, open-end mutual funds, are associated with more severe liquidity 
declines during stress periods. When bonds were more heavily held by mutual 
funds before the financial crisis or the 2013 taper tantrum, liquidity (imputed 
round-trip costs) tended to decline more during the event. This underscores 
the need to find ways to reduce both liquidity mismatches and the first-mover 
advantage at mutual funds.

On hidden leverage, although regulations in Europe and the U.S. foresee limits 
on cash borrowing by mutual funds, leverage levels that can be achieved through 
derivatives are large. And current regulations only require bond mutual funds to 
disclose a limited amount of information about derivatives. At the same time, the 
assets of large bond mutual funds that use derivatives have increased significantly 
in recent years, and many have embedded leverage exceeding 100 percent of 
their asset value. This hidden leverage creates the potential for cross-asset 
contagion. Therefore, implementing enhanced and globally consistent reporting 
standards would be important to facilitate a proper analysis of risks across the 
financial sector. 
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Frédéric Bompaire 
Head of Public Affairs, Finance and 
Strategy, Amundi

Liquidity risk in AM should 
neither be overlooked nor 
overestimated

Risk management is at the heart of 
the asset management: we all know 
that there is no free lunch and return 

implies risk. The objective of a fund 
manager is clearly to offer the best 
return for a given level of risk or, 
conversely, to limit risk for a given 
level of expected return. In both cases 
it is a matter of finding the best risk/
return couple. The regulation has for 
long now identified risk management 
as a specific activity which must be 
conducted independently from the 
portfolio management team within an 
asset management company. 

Liquidity risk is among the major risks 
that asset managers face. Liquidity is 
offered to unit’s holders who 
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Neena Gill  
MEP, Committee on Economic and 
Monetary Affairs, European Parliament

What are the issues 
remaining to be addressed 
regarding the proposed 
MMF regulation? 

In April 2015, the European Parliament 
adopted my report on the MMF 
regulation with a large majority. Since 
then the Council have failed to reach 
a common position on this dossier or 
have had any meaningful discussion 
on this dossier, recalling that it was 
originally launched by the European 

Commission in September 2013. This 
is an unacceptable delay. However 
the Dutch Presidency taking over 
the helm has indicated that they will 
endeavour to find a common position, 
as Minister Dijsselbloem confirmed 
this commitment on 18 February  2016. 
I welcome this as it is high time to 
conclude this file. Given that the Iosco 
peer review of September 2015 on the 
implementation of MMF regulation 
shows that reforms in the EU are still 
outstanding contrary to the US. What 
should be of a real concern to the 
Council is that all experts point to the 
potential risks of these types to the 
financial markets of funds particularly 
in today’s low interest rate climate.
 
What is so complex about this dossier 
that the Council is struggling to find an 
agreement?
 
There are two opposing opinions 
amongst some of the  member states. 
Firstly those who believe that constant 
net asset value (cnav) funds needs to be 
phased out completely, as they consider 
them as highly systemically risky, and 
that it could be one of the causes of the 
next financial crisis. Secondly, those 
who believe that the variable net asset 
value funds (VNAV) is the only one that 
should exist. This is not accepted by 
the cnav supporters who want a light 
regulatory framework that is sufficient 
to tackle this.
 
As rapporteur on this dossier in the 
European Parliament, I have been 

consistent in recognising that MMFs 
have an important role to play in 
providing short term funding for 
bank and non-financial institutions, 
and that they assist private and public 
institutions to manage their short 
term  cash.
 
It is important that we have a regulatory 
framework that allows MMFs to fulfil 
these roles. At the same time we need 
to be mindful that these funds pose 
a systemic risk and that this risk is, 
managed in an appropriate way.
 
To achieve this objective, the parliament 
position is we should introduce 
stress tests, strengthen the liquidity, 
the diversification rules, increase 
transparency rules on the underlining 
investments, and put an end to any form 
of sponsor support. The major departure 
of the European Parliament proposal 
of the European commission is that it 
introduces three new types of CNAV 
MMF: the public debt MMF, the retail 
MMF, and the introduction of a low 
volatility net asset value MMF (LVNAV) 
that is subject to  a sunset clause.

The Parliament compromise is a 
balanced one addressing the concerns 
of the key sectorial players and is a good 
starting point for discussion with the 
council.  Unconfirmed reports suggest 
that there are some reservations on the 
sunset clause in the Council and some 
other minor points, but until we see 
a text of the Council we cannot move 
forward and finding a compromise. 

can redeem immediately when 
the fund will have to gain liquidity 
through sales on the market, what 
may require some time and, hence, 
temporarily modify the liquidity 
profile of the fund. AIFMD introduced 
a special mention of liquidity risk, 
requiring it to be monitored. The 
proposed MMF regulation includes 
provisions aiming at avoiding the risk 
of run that prompts “fire sales” and 
capital losses for investors. 

But liquidity risk is not unmanageable. 
First, mutual funds allow for a 
compensation between in and out-flows 
at each subscription date. Second, unit 
holders are totally aware that the liquidity 
of the underlying assets may vary and 
that it will reflect in the NAV of the fund; 
as a consequence, a sound valuation 
policy is key to liquidity management. 
Third, there are several tools that enable 
management of liquidity risk: IOSCO 
listed 25 different ones of which 7 most 
popular mechanisms. They are swing 
pricing, redemption fees, anti-dilution 
levy, redemption gates, redemption 
in kind, side pockets and suspension 
of redemptions. Among those, most 
helpful is the possibility to gate excessive 
redemptions and we think it could, to be 
more efficient, be coupled with a decision 
to adapt the periodicity of redemption 
dates. The supervisory role of National 
Competent Authorities when one of 
those tools is activated is most important 
to ensure full investor protection. 

Dennis Gepp  
Senior Vice President, Managing 
Director and Chief Investment Officer, 
Cash, Federated Investors (UK) LLP

The European Parliament:  
market makers

In April 2015 the European Parliament 
approved an approach for European 
Money Market Fund reform.  In doing 
so, the EP put on its market-making 
hat and attempted to design new 
investment products for European 

Investors.  With time to evaluate the 
unfortunate result of the U.S. MMF 
reform, the end result of EP’s creativity 
could be a successful model for global 
MMF regulation for years to come – 
subject to a few adjustments.

The EP had the foresight to know 
that applying capital to an investment 
product which is already 100% 
capitalised is not appropriate and would 
place European Investors and Markets 
at a global disadvantage by eliminating 
a short-term investment vehicle 
which provides almost 600 billion 
Euros in short term financing.  The 
EP recognised that a viable alternative 
would need to be found.  To address 
these issues the EP designed a “Low-
Volatility MMF.”  While described as a 
constant product, in reality the EP has 
delivered a Variable MMF alternative, 
which, in normal market conditions 
can provide European Investors with a 
stable return, yet should satisfy global 
regulators by varying in price when 
markets move outside the norm.  

The EP further enhanced the safety 
and stability of all European Money 
Market funds by prohibiting the use of 
Sponsor Support in most instances and 
thereby eliminating both the systemic 
risk of contagion to the banking system 

and any risk that investors could 
consider MMFs to be “guaranteed” 
investment  products.

To have a chance to succeed the 
“LVNAV MMF” must not be subject to a 
Sunset Provision and the Government 
CNAV MMF must not discriminate 
against non-EU countries nor EU 
member states whose currency is not 
the Euro. Market displacement in the 
US may serve as a guiding light, with 
European policy makers having an 
opportunity to prevent the unintended 
consequences that have severely 
disrupted and increased the cost of 
financing in the  U.S.

All stakeholders will benefit from the 
retention and strengthening of a sound 
and stable base of short term funding. 
A robust European MMF system which 
provides investors sound alternatives in 
VNAV, LVNAV and Government CNAV 
can provide that stability for years 
to come. 
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“Successful model for global MMF 
regulation for years to come – 
subject to a few adjustments.” 

-  D E N N I S  G E P P
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J. Christopher Giancarlo 
Commissioner, U.S. Commodity Futures Trading Commission (CFTC)

Coordinated regulatory reform needed 
to avoid market balkanization

The following remarks reflect my own views and not necessarily the views of 
the CFTC. In the post-crisis era of weak economic growth, the international 
community of financial regulators must coordinate their efforts to enhance the 
safety, durability and vibrancy of global marketplaces for swaps and derivatives. 

The CFTC has a long history of working collaboratively with foreign regulators to 
facilitate cross-border business. One prominent example is the 1996 “no-action” 
process created by the CFTC to permit direct access by U.S. customers to foreign 
boards of trade (FBOTs).  In 2011, pursuant to authority granted by the Dodd-
Frank Act, the CFTC adopted rules providing for the registration of FBOTs with 
the CFTC based on substituted compliance with a foreign regulatory regime. 
As with the previous no-action process, in determining the comparability of a 
foreign regulatory regime under the rules, the CFTC does not engage in a “line-
by-line” examination of a foreign regulator’s approach to supervising the FBOT 
it regulates. Rather, it conducts a principles-based review to determine whether a 
foreign regime supports and enforces regulatory oversight of the FBOT.  

Unfortunately, over the past few years, the CFTC has departed from such principles-
based comparability determinations when it comes to cross-border swaps activity. In 
2013, the CFTC published its “Interpretive Guidance and Policy Statement” (Guidance) 
in which it described how it intended to apply U.S. law to non-U.S. entities. Although 
the Guidance permits substituted compliance in certain circumstances, the manner 
in which the CFTC has implemented its substituted compliance determinations 
under the Guidance has been, in my view, unduly restrictive. In essence, the Guidance 
asserted that every single swap a U.S. Person enters into, no matter where it is 
transacted, has a direct and significant connection with activities in, and effect on, 
commerce of the United States that requires imposing CFTC transaction rules.  

After issuing the Guidance, the CFTC received requests from six non-U.S. 
jurisdictions with U.S.-registered swap dealers asking for comparability assessments. 
The Commission stated that it would make its determinations on a “requirement-
by-requirement” basis, rather than considering the foreign regulatory framework 
and characterized its approach as “outcome-based.” Under this approach, the foreign 
jurisdiction’s requirements need not be identical to the CFTC’s as long as they 
achieve the regulatory outcome sought to be achieved by the CFTC.

In practice, however, the CFTC conducted a granular rule-by-rule comparison of 
each CFTC regulatory requirement and each foreign regulatory requirement. The 
conclusions derived from this process resulted in a patchwork of determinations 
in which substituted compliance was found appropriate for some rules, but 
not for others. Former CFTC Commissioner Scott O’Malia observed that this 
methodology was contrary to understandings reached by the OTC Derivatives 
Regulators Group that a flexible, outcomes-based approach should form the basis 
of assessments regarding substituted compliance. I wholeheartedly agree.

The recent equivalence agreement between the U.S. and Europe for central 
counterparty clearing was delayed and made more complex because both 
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Although many efforts have been 
undertaken in the past, the global 
regulatory framework is still a 
patchwork with a variety of regulatory 

approaches based on cultural and social 
differences. No one can be blamed 
for that, it is simply a legacy of the 
past. The fundamental question is not 
whether these different approaches will 
completely disappear (they will probably 
never) but how to manage them to the 
extent that regulation and supervision 
work effectively for international 
financial markets. Recognizing that a 
global regulatory framework with one set 
of rules and an overarching supervisor 
is not realistic, continuous efforts to 
improve international coordination 
between regulatory authorities is a pre-
requisite for success, fostering economic 
growth and stability.  

Gerben Everts 
Member of the Executive Board, Authority 
for the Financial Markets, the Netherlands

Capital market regulation; 
continuous need for 
international coordination

>>>

This makes it more challenging to standardize, access, share and aggregate 
data on a global scale. This combination of a lack of consistency in reporting regimes 
combined with ongoing data quality will act as barriers to achieving the G20 vision 
of prudential regulators having the ability to easily share exposure information on a 
global basis, especially during periods of stress in the financial markets.

As the operator of the world’s only truly global repository with unprecedented 
depth of coverage in all major jurisdictions, DTCC is uniquely positioned to identify 
opportunities where regulators can harmonize fields and adopt standards. A result of 
this analysis we proposed to the CPMI-IOSCO data harmonization working group a 
list of 30 fields that we believe should be aligned globally to enable effective systemic 
risk oversight. We are pleased to see progress made through the recent international 
efforts to establish consistent standards and to standardize identifiers.  

However, to truly realize the goal of global data harmonization, a data access and 
governance framework is urgently needed. This will help ensure that data standards 
are maintained and updated as markets and regulatory requirements evolve, while 
also providing a formal structure for the appropriate sharing of, and access to, data 
across jurisdictions for systemic risk oversight.

Once guidance on data standards is agreed upon and a governance framework is 
established, a challenging but critical final step is for policymakers to ensure that 
these efforts are adhered to and implemented globally.

Ideally, we believe a single standard-setting authority is needed to monitor the 
adoption of standards in domestic rulemaking and to ensure compliance. This 
proven process has been successfully adopted by the Basel Committee and 
CPMI on monitoring the implementation of the Principles for Financial Market 
Infrastructures—and we urge that it be extended in scope to allow for the consistent 
adoption of global data standards and the corresponding governance framework.

Given the global nature of derivatives markets, global coordination is essential. Much 
of the work that remains stems from the fact that, without consistent adoption at the 
domestic rulemaking level, many of the obstacles complicating efforts to achieve cross-
border data harmonization for market transparency purposes will remain unaddressed. 

G20 leaders can support these efforts by continuing to address legal barriers to data 
access and mandating that jurisdictions adopt and adhere to these principles within 
a specific timeframe. 
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Turning Data into Information for monitoring 
financial stability

Nearly seven years after G20 leaders committed to making the global derivatives 
markets safer and more transparent, significant progress has been made, but much 
work also remains to achieve the goals.  

Among the tools for the supervision of global market participants prompted by 
the G20, trade repositories emerged as a means to provide transparency into 
this previously opaque marketplace through the collection and maintenance of 
derivatives data.
 
Since 2008, regulators and the industry have made significant strides in addressing 
the data gap that existed during the financial crisis. Trade reporting regimes are now 
in place across all major derivatives jurisdictions globally and authorities have access 
to more data than ever before, which is critical to domestic market surveillance and 
the identification of counterparty risk. According to the Financial Stability Board 
(FSB), there are now 28 trade repositories authorized and operating, collecting 
derivatives transaction reports. 

Although trade repositories are now receiving and reporting data to officials and the 
public, key questions remain regarding the usefulness of the data is and whether the 
regulatory reporting of it by trade repositories is achieving the G20 mandate.

The FSB noted late last year that although the majority of its member jurisdictions 
have introduced trade reporting obligations, the usefulness of reported data is being 
limited by data quality issues, including its formatting, completeness and accuracy. 
Despite the G20’s common commitment to trade reporting, the derivative reporting 
regimes that emerged following the financial crisis differed significantly along national 
lines, which created inconsistent sets of reporting requirements globally. For example, 
due to the current wide range of reporting fields required by regulators globally, 
DTCC supports reporting for a total of nearly 3,000 data elements globally. 
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the European Commission (EC) and CFTC essentially held each other’s 
regulatory text up to the ceiling light to determine if the words and font sizes 
were identical. This line-by-line rule analysis is contrary to the OTC Derivatives 
Regulators Group approach, which states that a flexible, outcomes-based 
approach, based on a broad category-by-category analysis, should form the basis 
of equivalence or substituted compliance.   

With respect to future regulations borne out of the financial crisis, the EC and 
CFTC must work together to implement an equivalence and substituted compliance 
process based on common principles in order to increase regulatory harmonization 
and reduce market balkanization. Failure to cooperate will only prolong the “new 
mediocre” of sluggish economic growth, diminished global trade and stagnant living 
standards that have become the sad legacy of the post-crisis era.  
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Global coordination of capital market regulations and data requirements



A lot of resources are currently being 
invested at the European and national 
level in improving our market and 
transaction data. The aim of improving 
financial stability through better 
monitoring and understanding of 
market related risks is very laudable. 
However, we should not underestimate 
the challenges of building a thorough 
understanding of a complex set of 
interlinked markets through a mapping 
of individual transactions. Keeping this 
in mind there is a clear need for parallel 
work to improve our understanding 
of market risks through simpler and 
more focused channels. And perhaps to 
rethink the size of our steps next time 
we think big.

Experience from the financial crisis 
shows the importance of maintaining 
a solid understanding of the way 
derivatives shift risk between financial 
agents. As in other areas of risk 
assessment the prerequisite is good and 
reliable data.

New reporting requirements for 
derivatives were introduced in 2012 in 
the European Market Infrastructure 

Regulation (EMIR) and its underlying 
technical standards. These inter alia 
specify a total of up to 140 different 
data points to be reported for every 
transaction. Approached from 
the molecular level of individual 
transactions this is probably necessary 
given the inherent complexity of 
instruments etc. But aggregating these 
individual data to a meaningful data set 
constitutes a huge challenge. 

Like many other supervisory 
authorities, we at the Danish FSA have 
had some initial experience with the 
data in relation to an analysis of the 
use of derivatives in our largest banks. 
Sadly, the EMIR data proved impossible 
to use and we had to ask the relevant 
banks to report entirely new data for 
the purpose of this specific analysis.

The reason for this is twofold. First 
of all, the EMIR never framed the 
format for data received by the Trade 
Repositories. The use of several 
different formats prevents regulators 
from combining data in an effective 
manner. Second, the quality of the data 
from the Trade Repositories 

should be underlined that 
an indispensable precondition for 
an effective supervision of financial 
markets is access to comprehensive data 
on market activities and the health of 
market players. The right information, 
based on good quality data, is key. 
Making high-quality information 
available and usable has to be a joint 
responsibility of the private and public 
sector. Legislators and regulators need 
to be conscious of the costs that data 
reporting requirements impose on 
the industry. At the same time market 
players need to provide good quality 
data to ensure that the public sector 
can use it effectively to support its 
financial stability, orderly markets and 
consumer protection objectives. 

To enhance efficiency and effectiveness 
of reporting and the use of data, we 
have made some progress globally, with 
the setup of the Legal Entity Identifier 
as a notable contribution. However, 
there is much more to do to expand 

common data standards at a global 
level.  At the EU level, ESMA puts a lot 
of effort into keeping data requirements 
under MiFID/MiFIR, EMIR and SFTR 
as consistent as possible and thus cost-
efficient for regulators and market 
participants alike. 

The regulatory work on the post-crisis 
reform is not over yet. Regulators 
around the globe will need to 
constantly assess all opportunities and 
risks related to markets developments, 
in order to decide whether a new 

framework is necessary. Any decisions 
in that area should be ideally made 
jointly at a global level in order to 
prevent regulatory arbitrage and avoid 
unintended consequences.

In parallel, global regulators have 
started assessing cross-border aspects 
of standards developed in different 
parts of the world and how to learn 
better from each other’s experiences. 
The IOSCO Report on Cross-Border 
Cooperation published in September 
2015, to which ESMA and ESMA’s 
members significantly contributed, 
provides for a comprehensive stock-take 
in the area of capital markets regulation. 
Among others, this report concludes 
that standards agreed globally should 
be more granular as that would allow 
for a smoother and more consistent 
implementation in various jurisdictions. 
An ambitious approach I admit, 
but definitely worth consideration 
by regulators for their current and 
upcoming work. 

Jesper Berg 
Director General, Finanstilsynet - 
Financial Supervision Authority, Denmark

Reaching for the moon 
but keeping both feet 
on the ground

“Regulators around the globe 
will need to constantly assess all 
opportunities and risks related to 
markets developments, in order to 
decide whether a new framework 
is necessary.”

-  V E R E N A  R O S S 
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A key area in which international 
coordination is strongly required 
relates to market entrance. The various 
mechanisms to allow market parties 
from third countries to enter our 
domestic markets still differ a lot around 
the world. It is evident that trust and 
confidence in alternative regulatory and 
supervisory frameworks is a ‘conditio 
sine qua non’ for the well-functioning 
of financial markets and adequate 
oversight. Common ground should be 
sought on the notion of equivalence 
and the willingness to accept alternative 
routes to verify compliance, derived from 
common principles. A tendency towards 
line-by-line analysis should be avoided, 
often resulting in endless discussions and 
not adding to the equivalence we need. 

It is also important to recognize 
local initiatives that have proven to 
function in particular markets and 
could work as a catalyst in other parts 
of the world. Global organizations 
like the FSB, BCBS, IOSCO and IAIS 
are important as initiators of change 
encouraging coordination. However, 
one should bear in mind that the actual 
coordination has to be understood and 
done on the ground, at the level of the 
national authorities, by the experts that 
understand the differences in market 
fundamentals and existing regulatory 
frameworks and how to overcome 
them. The recent agreement on CCP 
equivalence between the EC and the 
CFTC is a good example of that.

Another development is the increasing 
interaction between market and 
prudential regulators. In the aftermath 
of the financial crisis, there has been 
a regulatory trend towards a more 
macro-prudential perspective and a 
wide acknowledgement that market/
conduct regulators have an important 
role to play in ensuring financial 
stability.  In recent periods, facing 
the complexity of financial markets, 
some have claimed that even further 
integration of prudential and market/
conduct regulators is needed for 
financial markets to work properly. 
They argue that a ‘market prudential’ 
regulatory approach could be the 

panacea for challenges in all financial 
markets, including capital markets. 
While this triggers some interesting 
thoughts about how to find the right 
balance between more co-ordination 
and some integration, it is of utmost 
importance that both prudential 
and market/conduct regulators 
continue to play their own role with 
their distinctive responsibilities and 
most effective toolboxes to ensure 
adequate regulation and supervision of 
financial  markets.

At the European level it is important 
to remain unified and to see that our 
supervisory convergence program is 
successfully implemented. Leading 
by example is the best way to ensure 
that specificities of European financial 
markets are taking into account at the 
global level. At the same time, Europe 
should stay flexible to adopt regulatory 
approaches that have proven to work 
well in other regions of the world.

It is important that continuous 
support is given to the three European 
Supervisory Agencies to continue their 
convergence activities and their active 
engagement with third countries. 
This should result in strengthening 
the European voice while at the same 
time striving to ensure contributing 
to a global level playing field and 
further improving the much wanted 
and certainly needed international 
coordination. 

We all know how severely the 
crisis of 2007-2010 has hit the 
financial markets. Having to find the 
appropriate regulatory response to 
the financial crisis has meant that 

proper coordination at a global level 
has been and remains essential. 
Financial markets are internationally 
interconnected and so must be the 
approach taken by regulators. 

I believe that the global regulatory 
community, led by the principles agreed 
in the G20 and the FSB processes, while 
by no means perfect, have achieved 
a lot in terms of better coordination 
of standard-setting, both on the bank 
prudential side as well as in the area of 
capital markets. 

Now moving to the implementing 
phase of much of this overhauled 
regulatory framework, it 

Verena Ross 
Executive Director, European Securities 
and Markets Authority (ESMA)

Global capital markets - 
what is needed in terms of 
regulation?
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to Damascus” moment, taking 
us beyond repairing faults exposed 
during the crisis towards a forward-
looking identification of emerging 
systemic risks. Has the initiative lived 
up to its promise? Or are we at risk of a 
“road to perdition”? 

The volume of new information on 
systemic risk collected is impressive. 
GSIBs provide significant quantities of 
data to the BIS via their regulators. Large 
data volumes on financial instruments 
and activities – derivatives, Structured 
Products, fund activities, and securities 
financing transactions – are collected 
by a multiplicity of regulators. 

But the labor intensive and inconsistent 
processes used to produce much of this 
data are creating risk that the G-20 
effort will not live up to its potential. 
As we move to the next stage of the 
FSB initiative – such as DGI-2 – data 
quality and consistency need to be a 
top priority.

There is good news here – the groundwork 
is being laid for data consistency, starting 
with the Legal Entity Identifier, which is 
already being used in 195 countries for 
over 415,000 entities. And CPMI and 
IOSCO have shown great initiative in 
seeking consensus on a Unique Product 
Identifier and Unique Transaction 
Identifier for derivatives reporting. 
The promise of blockchain technology 
may create the ability to distribute data 
market activity, widely, consistently and 
instantaneously.

Getting the most out of these initiatives, 
which are running concurrently but at 
different speeds and through different 
regulatory bodies, requires increased 
coordination between government, 
industry and standard-setters to avoid 
overwhelming market participants 
with well-intentioned but inconsistent 
demands.

The ultimate prize is worth it if we can 
cut through the thicket: maybe not 
quite a “road to Damascus” conversion, 
but the promise of lower costs, 
increased transparency, and a fuller 
understanding of emerging systemic 
risks will benefit us all. 
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is still poor. If a position 
has been reported by two different 
counterparties, it is often not possible 
to match the two reporting’s. This 
decreases the reliability of the data.

Of course we are still early in the 
process of aggregating and working 
with the new data and some of our 
problems might be related to this. 
Several actions have been taken in 

particular by the European Securities 
and Markets Authority (ESMA) to 
improve compatibility and quality 
of data. But still we think this 
experience has shown us not to set 
our expectations too high with regard 
to the analysis that can be performed 
based on the new transaction data. 
Even when we look ahead and take 
expected quality improvements 
into account. Accordingly, we will 

need to improve our understanding 
of key risks through more focused 
work where we ask banks to report 
aggregated data tailored to the task 
at hand.

Furthermore, we think there is a more 
general learning from this experience. 
That is to consider a more gradual 
approach next time we reach for 
the moon. 

RESILIENCE OF THE EU FINANCIAL SECTOR IN THE GLOBAL CONTEXT

Cora van 
Nieuwenhuizen 
MEP, Committee on Economic and 
Monetary Affairs, European Parliament

A new EU approach to global 
rule-making coordination

The financial crisis has sparked a global 
financial-regulatory avalanche. Despite 
the need for coordination in an ever-
integrated financial world, and despite 
the statement by G20 leaders in 2009 
about the importance of implementing 
‘…global standards consistently in a way 
that ensures a level playing field and 
avoids fragmentation of markets…’, 
global regulatory work has been unable 
to prevent inconsistencies in legislation 
between different jurisdictions.

Some of the inconsistencies are 
structural and to some degree necessary: 
national (or European) political processes 
are indispensable but inherently messy.  

Yet many inconsistencies and spillovers 
can be avoided. The EU, as one of the 
largest financial centers in the world has 
a special role to play. This is especially 
true following the launch of its Capital 
Markets Union initiative, which should 
not just remove intra-EU barriers, but 
also bring in outside investors. 

In particular, the EU should adhere 
to 4 basic principles, which will help 
ensure its rules are more aligned with 
international regulatory developments:

1.  Greater involvement by (global) 
regulators and other jurisdictions in 
the EU legislative process to focus 
attention on third-country issues. 

2.  Comprehensive new regulations 
should be put in place only 
after international work has 
been completed and after clear 
transposition commitments have 
been received from other jurisdictions. 
The delay in the introduction of CCP 
resolution legislation is a welcome 
development.

3. Where global implementation is 
limited but EU-legislation is deemed 
necessary, individual recognition on 
the basis of international principles 
must be an option, as it is in the new 
Benchmarks Regulation. 

4.  Gold plating of international 
standards must be minimized, for 
instance by making use of regulations 
instead of directives, or by pushing 
for more granular global standards. 
Gold plating should especially be 
opposed by EU-institutions that 

were present during international 
negotiations. 

New technological innovations will 
increasingly make national borders and 
regulations obsolete. Global approaches 
and cooperation are needed more than 
ever; and the EU must take the lead.

Stefan Gavell  
Global Head of Regulatory, Industry 
and Government Affairs, State Street 
Corporation

The road to data Damascus 
(or perdition)

The 2009 G-20 Data Gaps Initiative 
(DGI-1) was a post-crisis “road 

Global coordination of capital market regulations and data requirements

>>> >>>

Download the Eurofi Seminar App

amsterdam2016.eurofi.net



207

The Eurofi High Level Seminar | 20, 21 & 22 April 2016

substitute for these structural reforms, because it does not 
affect the fundamentals of the economy. 

Although structural reforms are the responsibility of each 
Member State, EU institutional leadership is necessary 
to monitor and encourage these national measures and 
also ensure that their outcomes are consistent. Indeed, 
sufficient consistency of economic and fiscal policies 
is essential for the long term viability of the Eurozone. 
Moreover when acceptable fiscal discipline and a sufficient 
level of economic convergence have been reached in all 
parts of the Union (comparable levels of public spending 
compared to national GDP, similar corporate margin 
ratios, job market flexibility, etc.), it will be politically 
easier to envisage certain elements of inter-state transfers, 
which are indispensable for achieving the full benefits of 
the EMU and for strengthening the European project as 
a whole. 

In this perspective, the EU authorities could for instance 
be more involved in the definition and the monitoring of 
structural policies with Member States and vested with 
more powers to address the possible non-compliance with 
the structural objectives defined. The Five Presidents’ 
report proposes some solutions in terms of institutions 
and processes notably for economic convergence but these 
do not seem sufficient to have a real impact in the short 
term because they have no binding effect in the first stage. 
Providing a fiscal incentive for Member States that really 
embark on credible reforms but have not yet fully achieved 
the expected results could also be considered, as it may be 
an appropriate means of encouraging the commitment 
of Member States to such policies and helping them to 
maintain sufficient momentum in their reforms.

This way forward however implies that the members 
of the Eurozone and EU must act in a collective and 
decisive way in order to make the Union work rather than 
defending individually their national prerogatives and 
positions within the Union. 

Making the EU project 
more credible

The European Union has undertaken some remarkable 
projects over the last few years such as the Banking 
Union, the Single Supervisory Mechanism, the European 
Stability Mechanism, the Juncker Plan and the Capital 
Market Union. The former reforms have improved the 
resilience of the EU financial sector. The latter ones have 
the potential to diversify the funding of EU companies, 
notably by strengthening EU capital markets, and also to 
support longer term investment.

However what is needed for the EU and the Eurozone 
today, beyond these positive developments, is to make 
the European project more credible in its capacity to 
support growth in all parts of the Union and to improve 
the everyday life of citizens. This is a key priority for 
rebuilding trust between Member States and between 
citizens and the EU. 

Two elements are essential in this perspective: addressing 
the disincentives which currently hinder investment 
in Europe, in order to increase the efficiency and 
competitiveness of EU economies, and achieving a greater 
consistency of fiscal and economic policies, particularly in 
the Eurozone.

Relaunching investment requires addressing some fiscal 
obstacles (e.g. debt-equity tax bias) and some regulatory 
issues (e.g. calibrating appropriately the prudential 
requirements of institutional investors in Solvency II). 
The main issue however is to tackle the structural factors 
that hinder investment: poor profit margins of businesses, 
labour market rigidities, barriers against doing business 
and entering the market etc. This has been done in some 
Member States, at least partially, but not in all. Monetary 
policy has effects on interest rates but cannot be a 

Final comments

Final comments

Jean-Marie Andrès, Didier Cahen and Marc Truchet, EUROFI
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About EUROFI
The European Think Tank dedicated to Financial Services

•  A not-for-profit organization chaired by David Wright
•  A platform for exchanges between the financial services industry and the public authorities addressing issues 

related to the evolution of financial regulation and supervision and the economic and monetary context 
impacting the EU financial sector

MAIN ACTIVITIES

The main objectives of Eurofi are to help industry and public 
decision-makers reach a common understanding of possible 
evolutions required in the regulation and supervision of 
financial services and to open the way to legislative or 
industry-driven solutions that may enhance the safety and 
effectiveness of the EU financial sector and its contribution 
to economic growth.

Eurofi acts in a general interest perspective, facilitating 
exchanges of views between diverse financial industry 
players and the public authorities. These exchanges are 
prepared by objective fact finding and issue analyses.
Eurofi has two main types of activities conducted by Didier 
Cahen, Secretary General of Eurofi, Jean-Marie Andrès and 
Marc Truchet, Senior Fellows:

Events and meetings:
•  Eurofi organizes annually two major international 

events (the High Level Seminar in March / April and the 
Financial Forum in September) gathering industry leaders 
and EU and non-EU public decision makers for discussions 
on the major on-going regulatory projects in the financial 
area and the role of the financial sector in fostering growth 
as well as informal networking. 

•  These events are regularly organised in association with the 
EU Presidencies in parallel with informal ECOFIN councils 
and in some cases with the G20 Presidencies. They are 
organised with the support of Virginie Denis and her team.

•  Additional workshops involving the members of Eurofi 
are set up to exchange views on regulatory issues. Bilateral 
meetings are also regularly organised with representatives 
of the public authorities and other stakeholders (e.g. end-
users, experts) to fine-tune assessments and proposals. 

Research and documentation:
Assessments and proposals taking into account economic, 
risk and end-user impacts are prepared with the support 
of cross-sectoral working groups comprising members 
of  Eurofi.

Topics addressed include prospective and on-going 
regulatory proposals at the EU and global levels, industry 
trends as well as the impacts for the financial sector of the 
economic challenges the EU is facing.

•  Measures and instruments needed to ensure an 
appropriate financing of the EU economy: assessment 
of the economic challenges to be addressed in the EU 
impacting the financial sector and of the impact of on-going 
monetary actions, measures to support bank financing 
(securitisation) and further diversify the financing of SMEs 
and infrastructure projects, proposals for developing a long 
term investment perspective, measures to stimulate EU 
bond and equity markets…

•  Prospects of further EU integration: implementation of 
the Banking Union, priorities for implementing a Capital 
Markets Union, possible evolution towards a fiscal union 
and further economic integration in the Eurozone, 
evolution of the EU regulatory and supervisory authorities 
(ESRB, ESAs).

•  Optimizing the EU financial services internal market: 
conditions for enabling a sustainable SEPA business case, 
review of the IORP directive, regulation of CRAs, prospects 
of further banking integration…

•  Evolutions of the prudential and regulatory framework 
of banks and insurance companies: fine-tuning and 
implementation of banking and insurance prudential 
frameworks (liquidity provisions, RWA evaluations, 
Solvency II), recovery and resolution of banks and non-
banks, digital financial services...

•  Capital markets and investment products regulations: 
Capital Markets Union, regulation of securities, derivatives 
and commodities markets and infrastructures, recovery 
and resolution of CCPs, cybersecurity, SFT and collateral 
requirements, asset management regulations, investor 
protection regulation (PRIPs, MiFID, IMD…), regulation of 
shadow banking

•  Financial regulation at the global level: feasibility of bank 
crisis management at the global level, coordination of 
capital markets regulations at the global level, systemicity 
of non-banks non-insurers…

MAIN TOPICS CURRENTLY ADDRESSED
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