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About EUROFI
The European Think Tank dedicated to Financial Services

�  A not-for-profit organization chaired by Jacques de Larosière
�  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

The membership of Eurofi comprises many leading global and European financial institutions from different sectors of the industry (banking, insurance, 

market infrastructures, asset management, credit rating agencies…).

EUROFI MEMBERS
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The EU has been facing over the last few years the 

most serious and disruptive financial crisis since 

1929 with major economic and social consequences. 

In addition the sovereign debt crisis affecting sev-

eral Eurozone countries revealed weaknesses in the 

economic and fiscal governance of the region and of 

some of its member states.

Many actions have been decided and put in place to prevent and manage future crises, 

increase the resilience of the financial system and improve the economic governance of the 

EU and Eurozone. The Quantitative Easing programme initiated by the ECB – a new expe-

rience for the Eurozone – is helping to maintain interest rates at a record low. In addition 

several initiatives have been launched to improve the financing of the EU economy and 

stimulate economic growth (Juncker Plan, Banking Union, Capital Markets Union).

At this stage however, the EU economy is still underperforming and the European financial 

services market remains largely fragmented. Moreover the Greek crisis has shown that the 

architecture of the Economic and Monetary Union remains a fragile construction.

How to foster economic growth in a sustainable way and what level of integration is desir-

able and achievable going forward are key questions that the EU and the Eurozone need 

to address in the coming months at a moment when the European project is probably  

reaching a moment of truth.

2016 may indeed be a turning point for the future of the EU and the Eurozone.

For the first time the questions of the modalities and consequences of the exit of a Euro-

zone member have been raised with Greece and some uncertainty remains. At the same 

time the UK is pondering over its place in the EU. In addition the high levels of indebted-

ness and budgetary deficit of several member states are continuing to test the cohesion 

of the Eurozone.

The coming months will also be crucial for the success of several major projects launched 

by the new EU Commission such as the Juncker Plan and the CMU, which notably aims at 

diversifying the sources of financing of the EU economy and further integrating EU capi-

tal markets. The hurdles that may deter institutional and retail investors from participat-

ing fully in the capital markets are a key issue in this regard. 2016 will also be a defining 

moment for the implementation of the key prudential measures developed by the previous 

Commission (CRD IV, Solvency II), some of which are due to be recalibrated in order to mit-

igate negative impacts on the funding of the economy, and for the implementation of the 

capital market regulations derived from the G20 commitments.

The Eurofi Financial Forum organized this year in Luxembourg in association with the Lux-

embourg Presidency of the EU Council is an opportunity for many key representatives of 

the public authorities and of the financial industry to discuss openly these issues, essen-

tial for the future of the EU and the Eurozone. Most of the speakers taking part in this 

meeting have accepted to contribute their views to this magazine – which has a renewed 

layout - providing a comprehensive overview of current thoughts on these issues. We 

thank them very warmly for their valuable contributions and trust that you will read them 

with great interest.

Editorial

Jean-Marie ANDRÈS

Senior Fellow

Didier CAHEN

Secretary General

Marc TRUCHET

Senior Fellow

EU and Eurozone growth and integration 

challenges:  the moment of truth?
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The Eurozone is a currency area between 

heterogeneous countries with a low level of 

federalism. Countries with very different per 

capita incomes co-exist in such a monetary 

union. But this is only possible if the low 

income countries accept that their standard 

of living increases only at the pace of their 

productivity gains. A faster catch-up leads 

to an unsustainable loss of competitiveness 

and external deficits.

A monetary Union is not workable with-

out fiscal discipline. All the countries in the 

euro area must have sustainable growth 

(without excessive indebtedness, without 

bubbles) at an acceptable pace. Given the 

small size of the EU budget, the correction 

in divergences in competitiveness in a mon-

etary union can only be achieved through 

the “internal devaluation” meaning through 

cuts in labour costs and real wages pro-

vided the country has sectors that are large 

enough to benefit from this improvement 

of competitiveness and has a limited level 

Jacques de Larosière

President, EUROFI

To be viable, the Eurozone needs budgets 

kept under control, collective supervision 

of competitiveness and as a last resort 

some limited transfers

”

“

Making the euro area viable
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of public indebtedness. The Baltic countries, Ire-

land, Spain, Portugal experiences were successful in 

this respect.

 

But ongoing fiscal adjustment and discipline have 

their limits. They may boost exports for a while, 

but often lead to a fall in domestic demand, which 

contributes towards bringing down nominal GDP 

and pushing up debt ratios and further depress-

ing demand, which is costly in terms of activity and 

employment. That is why European assistance to 

support local private investment and protect public 

capital expenditure would be relevant in the coun-

tries affected by macroeconomic imbalances and 

which are making the essential structural adjust-

ments needed to restore their competitiveness. 

This should entail an increase in the size of the EU’s 

budget with larger and better invested structural 

funds or an increase in the size of the Juncker Plan 

for the financing of investments in countries under-

going adjustment reforms.

Despite EU reforms of fiscal and economic surveil-

lance (six pack, two pack, Treaty on Stability, Coordi-

nation and Governance, Macroeconomic Imbalance 

Procedure, significant discrepancies can still be 

observed in the Eurozone:

In France, the percentage ratio of public expenditure 

to GDP (57%) in 2014 is significantly higher than the 

German, Spanish figures of less than 45%. The level 

of public debt compared to GDP is still increasing 

in most euro countries (except in Germany, Ireland, 

and Belgium). Total employment is close to 75% of 

working age population in Germany while it is 64% in 

France, and 55% in Spain and Italy. Unit labour costs 

are very divergent (on a 100 basis in 2000, Germany 

=115, Italy=140, France & Spain =130). The profit oper-

ating margins (measured by Ebitda as a percentage 

of value added) are also divergent: France is less than 

30%, Germany = 43%, Euro zone average = 37%. The 

flexibility of the labour market is very diverse in the 

euro zone although this is the key of resumption of 

employment.

I would suggest, on the basis of the above analysis, 

that the conditions for a more harmonious and via-

ble monetary union in Europe should be conceived 

on the following lines:

First fiscal discipline must become a tangible real-

ity in all parts of the Union. No responsible state will 

or should ever accept financing current public defi-

cits generated by other Eurozone members that do 

not follow the rules of the Union. That would never 

work politically. So all countries must reach balanced 

budgets within a realistic – but relatively short (2 to 

3 years) timetable. Recommended measures must 

give priority to cost reductions versus tax increases 

in order not to harm economic growth. The European 

Institutions must also ensure that common rules are 

thoroughly and evenly applied. 

Structural measures toward increasing growth 

potential should be encouraged and monitored. 

There is no other way than structural measures to 

sustainably raise output and productivity growth 

and to shake off debt addition. Countries with the 

highest unemployment rates are indeed the ones 

where labour market regulation is the most rigid. 

Lower oil prices and lasting low interest rates pro-

vide a unique opportunity for implementing such 

reforms and should not be wasted.

Eurozone regular discussions and monitoring exer-

cises should cover not only fiscal performance, but 

also macroeconomic policies, as well as competitive-

ness issues, encompassing competition rules, busi-

ness operating margins, labour market flexibility 

reforms (work time flexibility, unemployment bene-

fits, ability to let social partners negotiate salaries in 

businesses in line with the economic climate, etc.).

In sum, to be viable, Eurozone needs:

• Budgets kept under control

•  Collective supervision of competitiveness; this would 

bring more balance in the working of the system

•  As a last resort, some limited transfers, which 

would be relied upon in cases of asymetric external 

schocks (independant from discretionary policies).

This model implies both the political will to move 

toward integration, and a high degree of acceptance 

of structural reforms and trust among members of 

the Union (trust that has been severely damaged). It 

implies that members of a monetary union must act 

together to make it work, and not behave as passive 

individual bystanders hoping that things will turn 

out fine. 
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VIEWS OF THE LUXEMBOURG EU COUNCIL

Pierre Gramegna

Minister of Finance,  

Luxembourg
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Maintaining financial stability and 

budgetary prudence; boosting growth 

through productive investments; and 

enhancing our global competitiveness 

through structural reforms.  

These are the pillars on which Europe’s 

recovery will be built

”

“
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It is both a privilege and a great responsibility to be 

at the helm of the Ecofin Council at such challeng-

ing times.

The EU’s recovery is still weak, and too reliant on 

temporary factors like low oil prices, quantitative 

easing and a favourable exchange rate. Too many 

people cannot find work. Too many businesses can-

not attract the investment they need to grow and 

remain competitive. And too many questions remain 

open in the field of company taxation. 

The Ecofin Council remains firmly committed to the 

three-pronged growth strategy laid out in the coun-

try specific recommendations. Maintaining financial 

stability and budgetary prudence; boosting growth 

through productive investments; and enhancing our 

global competitiveness through structural reforms. 

These are the pillars on which Europe’s recovery will 

be built. In this context, the Luxembourg Presidency 

is working towards a quick implementation of the 

“Juncker Plan” and a swift approval of the upcoming 

delegated act on the scoreboard. 

With regard to economic governance, the Luxem-

bourg Presidency will facilitate discussions to achieve 

a common position on SGP flexibility in the Council. 

Technical work is ongoing following the Commission’s 

Communication on this point.  

The Five Presidents report on completing the EMU 

has laid out the groundwork for a stronger economic 

governance in the European Union. The report’s two 

staged approach has been met with a broad con-

sensus. Work will now be undertaken to determine 

how to follow up on the report’s recommendations, 

starting with the quick wins and low hanging fruits. 

Our objective must be to better integrate the four 

pillars, namely Banking Union, Fiscal Union, Eco-

nomic Union and Political Union.

Alongside the Banking Union, we have identified 

the Capital Markets Union (CMU) as a key priority of 

our Presidency. Europe’s financial sector is too frag-

mented, particularly since the crisis. We also need to 

diversify the sources of funding for businesses. This 

will enable them to grow – and in so doing make our 

financial sector less vulnerable to systemic risk.  

In this context, I believe that there is a clear need for 

a sustainable high quality securitization market in 

the EU. Also, the revision of the Prospectus regime 

to make it easier for companies to raise capital can 

only be a good thing. We will aim to make rapid pro-

gress in both these areas when the Commission has 

come forward with its proposals. 

Beyond CMU, the Luxembourg Presidency will aim 

to strengthen the regulation of financial services 

by advancing negotiations on the remaining legis-

lative proposals. I am thinking in particular of the 

Benchmarks regulation and the Insurance Medi-

ation directive.  I am also looking forward to con-

structive negotiations on Bank Structural Reform, 

following the adoption of the Council position at the 

June ECOFIN.  

Among our priorities, I should also mention the 

COP21 negotiations. Indeed, the ECOFIN is taking 

responsibility for the financial aspects of the EU 

position for this landmark conference. We owe it to 

our children to remain ambitious as we work to com-

bat and mitigate the impacts of climate change.  

Last, but not least, taxation policy is one of those 

areas where I am the most ambitious. On trans-

parency, Luxembourg will do everything to quickly 

reach an agreement on the proposal on automatic 

exchange of information on tax rulings. With this in 

mind, work on the international anti-BEPS aspects 

of the proposal for a directive on the common con-

solidated corporate tax base will be taken forward 

under our Presidency, as well as the discussions on 

the Interest and Royalties directive.

Under my presidency, the ECOFIN Council will also 

give careful consideration to the Commission’s Action 

Plan on Corporate Taxation. While progress is neces-

sary, we remain mindful of the need to protect the 

integrity of the single market: the free movement 

of capital and the freedom of businesses to set up 

where they see fit shall not be put into jeopardy. 

The Luxembourg Presidency:  
above and beyond taxation 
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Reviving EU growth:  
structural reforms and the financial sector   
Economic growth in Europe has been weak 

for so long that we can no longer expect 

help from short-term fiscal or monetary 

stimulus.  Stronger growth requires struc-

tural reforms designed to boost labour, cap-

ital and productivity in the medium term.  

The decline in euro area potential growth 

is partially due to a lower labour contribu-

tion, since population ageing slows growth 

in labour input, and participation rates 

and hours worked remain below US levels.  

Household incentives to supply labour can 

be improved by reforms to personal tax-

ation, social security contributions, pub-

lic pensions and early retirement schemes.  

Appropriate reforms to education, on-the-

job training and skills for the unemployed 

are also important to raise employment.

The financial crisis triggered a dramatic col-

lapse in investment expenditure, which fell 

nearly 20% from peak to trough and remains 

nearly 15% below its 2007 level.  Part of the 

problem was the accumulation of exces-

sive debt in the build-up to the crisis.  This 

left many firms with a debt overhang, lim-

iting their appetite to take on more debt to 

finance investment in an uncertain environ-

ment.  In addition, new regulatory require-

ments also lead many banks to deleverage.  

Some banks restricted new lending, waiting 

for their volume of loans to fall as they reach 

maturity.  In some parts of the euro area, this 

reduced access to bank finance for firms with 

an appetite to expand their investment.  The 

result has been what is called by some a “bal-

ance sheet recession” in which banks, firms 

and governments attempt to reduce their 

debt despite low nominal and real growth.

However, this situation is not unprece-

dented, since financial crises tend to be fol-

lowed by weak and protracted recoveries.  

Deleveraging is not necessarily an obstacle 

to economic growth when financial crises 

were preceded by a boom in bank lending to 

the private sector.  Evidence suggests that 

“credit less recoveries” are fairly common.  

Even in traditional business cycles, bank 

lending to firms tends to lag economic activ-

ity during the recovery.  In the initial phase 

of the upswing, risk-averse banks will favour 

loans to households with property as collat-

eral, firms will rely more on internal sources 

to finance new investment, and larger firms 

will prefer to issue corporate bonds to benefit 

from favourable market conditions.

The financial crisis exacerbated a long decline 

in euro area productivity growth.  Between 

2000 and 2014, productivity grew by 10.7% in 

the US, but only by 1.4% in the euro area.  Firms 

in the euro area appear to be less innovative 

or at least slower to take up new technology.  

This may reflect lower R&D expenditure, in 

both private and public sectors, with the euro 

area unlikely to match US R&D expenditure of 

3% of GDP, despite this being a EU2020 tar-

get.  Low growth in euro area productivity may 

also reflect weak competition in protected 

sectors, with new firms facing barriers to 

entry.  Structural reforms to improve the ease 

of doing business could focus on simplifying 

the administrative burden involved in creat-

ing a new firm or in growing a firm beyond 

arbitrary thresholds which trigger increases in 

compliance costs.  ESCB research found that 

most euro area firms could improve productiv-

ity by adopting best practices already existing 

in their sector.  International comparisons also 

suggest that there is such “low hanging fruit” 

for many euro area countries, meaning scope 

for catch-up improvement in productivity by 

adopting more efficient processes already 

implemented in other countries.

The current accommodative monetary policy 

provides a window of opportunity for structural 

reform.  Favourable financing conditions will 

offset possible short-term adjustment costs 

and will bring forward the longer-term bene-

fits of reform.  Finally, completing the Banking 

Union and launching the Capital Markets Union 

are important reforms to provide stronger and 

more diversified sources of finance for invest-

ment and growth in Europe. 

Gaston Reinesch – Governor,  

Banque Centrale du Luxembourg

…accommodative

monetary policy provides a window  

of opportunity for structural reform

“

”

VIEWS OF THE LUXEMBOURG EU COUNCIL



«Financial supervision going wrong» sup-

poses that something goes wrong in the 

financial sector which the supervisors of 

that sector should have spotted in advance 

and prevented. This has happened in the 

past and will happen in the future because 

no supervisor is perfect and can get it right 

every time. Moreover, as a rule, you will 

never hear about those things which would 

have gone wrong if supervisors had not pre-

vented them.

Was the financial crisis which originated 

in the US in 2007 and to which apparently 

nobody seems able to call an end, a case of 

supervisory failure? Its causes were much 

more complex, including mainly funda-

mental failures in the assessment of risk, 

favored by ample liquidity and rapid credit 

expansion fueled by low interest rates and 

financial innovation. When the risks which 

had been ignored, became reality, the crisis 

quickly spun out of control, with panic set-

ting in. It spread throughout the global sys-

tem, shutting down some of 

its essential parts.

Part of the blame for the cri-

sis may well be put at the 

regulators’ door.

As the de Larosière report - 

commissioned to draw les-

sons from the crisis - pointed 

out, regulators and super-

visors shared in the failure to assess risks 

properly and they clearly overestimated the 

strength and capacities of financial firms. 

Once the crisis struck, insufficient super-

visory and regulatory resources, a lack of 

understanding for the macro-systemic con-

nections and below-par coordination among 

regulators made the situation worse.

Much has been achieved since then towards 

the elimination of those shortcomings, 

in particular in Europe. Tinkering with the 

institutional set-up at national level has 

more often than not been a distraction 

from solving the real problems, but in the 

EU, and even more so in the euro area, a 

new financial supervisory system, complete 

with a full Banking Union, has been set up 

within a very short timeframe. This should 

ultimately provide the regulatory authori-

ties with a much better view over the whole 

financial sector in Europe and its intercon-

nections as well as with greatly improved 

resources for early intervention to prevent 

things from going wrong.

Other lessons learned have addressed the 

insufficiencies in the areas of governance, 

risk management and financial strength of 

financial firms. Some of the many new reg-

ulations are supposed to restrict activities 

which were, wrongly or rightly, perceived 

as having contributed to the crisis, such as 

securitisations, rating agencies, derivatives, 

hedge funds, excessive remunerations for 

taking risks.

Notwithstanding all the reforms made in 

the wake of the crisis, regulators are not 

allowed to rest. To regulate means of course 

to issue and to enforce authoritative rules. 

Looking at regulation from that angle, a 

more principles- and risk-based approach 

to financial regulation and supervision may 

well be warranted, lest we either lose our 

way in the tangle of details and end up once 

more ticking boxes, or miss out on whole 

areas into which we are pushing financial 

firms. In that sense, financial markets may 

be one step ahead of regulators, because 

regulators drive them in front of them.

But regulation also implies a guiding and 

shaping role, a permanent corrective and 

moderating intervention to keep things on 

track and to ensure a smooth clockwork-like 

functioning of the financial system. The reg-

ulator is no longer a reactive controller and 

supervisor. He has to adapt to circumstances 

and to take on a much more hands-on, pro-

active and preventative stance as new chal-

lenges arise. This will be one of the topics to 

be addressed by the Eurofi conference dur-

ing the Luxembourg presidency. 
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How to avoid financial 
supervision going wrong? 

Jean Guill - Director General,  

Commission de Surveillance du Secteur 

Financier (CSSF),  

Luxembourg

The regulator is no longer a reactive  

controller and supervisor. He has to adapt to 

circumstances and to take on a much more 

hands-on, proactive and preventative stance 

as new challenges arise

“

”
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The creation of a common currency area 

was a quantum leap in the economic inte-

gration of the European Union. Given the 

high degree of economic and financial inter-

linkages in the euro area it was clear from 

the beginning that the shared currency 

makes economic policy coordination and 

greater economic cohesion and convergence 

indispensable.

In the beginning, this was reflected by the 

convergence criteria and the design of the 

Stability and Growth Pact (SGP). Diver-

gence in economic developments, accompa-

nied by a loss of competitiveness in some 

Member States, and the onset of the finan-

cial and economic crisis made the need for 

a re-enforced economic governance press-

ing. The subsequent improvement, which 

was implemented in the midst of the crisis, 

of the fiscal and macroeconomic surveil-

lance and the creation of additional instru-

ments for financial assistance had been 

major achievements. The European Semes-

ter has become in the pivotal instrument for 

economic policy coordination and economic 

convergence. 

Despite the undeniable progress made in the institutional design, it is 

evident that further, even more fundamental, steps have to be taken 

in order to ensure a proper functioning of the euro area. A shared cur-

rency necessitates in certain policy areas also “shared sovereignty”. 

The European Parliament has outlined its ideas in detail in a recently 

adopted resolution1 on the economic governance review. Over-

all guiding principles for an improved governance framework are 

increased transparency, a reduction in complexity and more demo-

cratic accountability at national and EU level. Equally important is 

ensuring strong ownership by all stakeholders at Member States’ 

level, including national parliaments, local authorities, social part-

ners and citizens. The options to be explored to undertake such fur-

ther strengthening also include the creation of a euro area fiscal 

capacity, based on specific own-resources in the framework of the EU 

budget. This instrument could assist Member States in implement-

ing structural reforms contributing to further economic convergence.

The ‘Five President Report’2  outlines a two-

stage approach in order to achieve enhanced 

economic convergence and social cohesion. 

In the short run, similar resilient economic 

structures in the euro area have to be cre-

ated via improved economic governance. 

Implementing steps have to be based on 

the Community method. Ownership on 

Member State level could be increased via 

the creation of national “Competitiveness 

Authorities” tracking performance and poli-

cies in the field of competitiveness.

 

A stronger Macroeconomic Imbalance Procedure 

(MIP) aiming at re-balancing economic policies 

is also envisaged. In the medium term, a more 

formalised and binding convergence process is 

proposed, legally enshrined in EU legislation.

But the improvement of the economic governance framework can 

only be one aspect. The European Union is currently enlarging its 

toolbox in order to achieve and, equally important, to maintain sus-

tainable economic convergence. The most prominent example is the 

Investment Plan launched by the Commission which includes the 

European Fund for Strategic Investments (EFSI) and the creation of 

a Capital Market Union aiming at completing the single market for 

capital. Also other policies, like the Cohesion Policy, with its major 

instrument, the European Structural and Investment Funds (ESIF), 

contribute to more economic and social cohesion.

To conclude, an effective, simple and transparent economic govern-

ance framework can make major contributions to real economic con-

vergence and cohesion in the euro area. 

1.  Texts adopted, P8_TA(2015)0238;
2.  Completing Europe’s Economic and Monetary Union; http://ec.europa.eu/priorities/

economic-monetary-union/docs/5-presidents-report_en.pdf.
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Investing in a more cohesive Europe  
One of the great achievements of the Euro-

pean Union has been the economic con-

vergence of Member States, with the GDP 

per capital of newer members and less 

advanced regions slowly but steadily catch-

ing up with those in the lead.

Unfortunately, the global economic cri-

sis brought this process to a halt. Regional 

income convergence was reversed in 2009 

and continues to stagnate. Regional var-

iation in employment rates rose dramati-

cally. This reversal of convergence has been 

driven, in particular, by the deep recession 

in some Euro area States. It is putting under 

threat the social and political cohesion of 

the EU, creating tensions that are under-

mining popular support for the European 

project across the Union. 

Restoring growth with convergence is in the 

interest of all Member States. It requires a 

balanced approach that combines structural 

reforms, fiscal responsibility and investment, 

the three economic policy priorities of the EU. 

As the Bank of the EU, we are supporting the 

investment part of this agenda.

Whether in physical infrastructure, R&D, small 

and medium-sized enterprises or the educa-

tion sector, our investments in lower income 

Member States and regions serve to raise pro-

ductivity and competitiveness, laying the foun-

dations for long-term growth and convergence 

in a way that improves economic opportunities 

for all Member States. It is not a coincidence 

that the EIB’s exposure per capita is greatest in 

Member States with lower per capita income.

To complement regulatory and institutional 

integration, we also need to target investment 

at creating the conditions for greater physical 

European integration and the completion of 

the single market. This includes investment 

in strategic infrastructure links such as broad-

band, transport and energy networks that are 

essential to making a single market for goods, 

services, energy and labour a reality.

This will reduce costs and enhance produc-

tivity and competitiveness for all Member 

States, while driving the integration of lower 

income regions. This investment agenda 

also includes supporting capital market 

development in countries where the supply 

of equity and other forms of market-based 

finance is a critical constraint on the growth 

of young-innovative firms. In this way, the 

EIB Group’s support for developing venture 

capital and SME securitisation markets is 

ultimately supporting the implementation 

of a working Capital Markets Union.

What is holding back investment today? 

In the context of abundant liquidity, it is 

risk-bearing capacity that poses a critical 

constraint on investment, particularly in 

the most crisis hit countries of the EU. Lim-

ited fiscal space is restricting the ability of 

governments to play their traditional role 

as promoters of public investment in merit 

goods such as infrastructure, R&D and edu-

cation. Likewise, many national banking 

sectors remain over-leveraged with a high 

exposure to stressed assets that isunder-

mining their ability to finance riskier invest-

ment, particularly by SMEs andmidcaps.

The newly established European Fund for 

Strategic Investment (EFSI), implemented 

by the EIB as part of the Investment Plan 

for Europe, is complementing the EIB’s core 

activities by enhancing our ability to take on 

more risk, relieving risk-bearing constraints 

and achieving a high catalytic effect in term 

of mobilising private investment. Under the 

Investment Plan, the EIB is also hosting a new 

European Investment Advisory Hub to help 

overcome bottlenecks in project planning and 

preparation. This is another important con-

straint on strategic investment that particu-

larly affects newer 

Member States.

Combined with struc-

tural reforms and fis-

cal responsibility, the 

implementation of this 

investment agenda is 

a critical element for putting the EU back on a 

path of convergence and ever greater cohesion. 

The process of economic convergence is at the 

heart of the European project and there is no 

alternative to reviving it. 

Werner Hoyer - President,  

European Investment Bank (EIB)

We must match reform with investment to 

revive the process of convergence
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Synergies arising from 
monetary policy and 
structural reforms  

Monetary policy has been instrumental in addressing the chal-

lenges posed by the crisis in the euro area. The monetary response 

has entailed both conventional and unconventional measures. 

Among the latter, the expansion at the beginning of 2015 of an 

ongoing Asset Purchase Programme in order to include sovereign 

bonds as eligible assets marked a significant step forward.

 

Private and public asset pur-

chases are aimed at addressing 

the risks of de-anchoring inflation 

expectations from levels close to 

price stability after a prolonged 

period in which current inflation 

has been well below target. Mon-

etary policy stimulus is being pro-

vided by reductions in interest 

rates, which are located in the zero bound or even in negative ter-

ritory for the deposit facility; forward guidance to set expectations 

for a prolongation of the current stance; and last but not least, asset 

purchases and the expansion of central banks’ balance sheets. This 

stimulus has worked through three different transmission mecha-

nisms, namely the interest rate channel, the credit channel and the 

exchange rate channel. The measures have also contributed to man-

aging inflation expectations and to supporting the economic recov-

ery in the euro area.

However, the aforementioned beneficial effects on activity can be no 

excuse for avoiding implementing the structural reforms needed for 

growth to be sustainable. Structural reforms remove barriers, allow-

ing an efficient reallocation of resources, fostering productivity and 

increasing potential growth. As a consequence, they increase the 

resilience of the economies when confronted with adverse shocks. 

Under the heading of structural reforms I would like to highlight 

those aimed at improving the functioning of labour, product and ser-

vices markets, not forgetting the importance of improving the qual-

ity of education and the capacity of European economies to leverage 

Information Technology.

The current, highly accommodative monetary stance provides an oppor-

tunity for harnessing the synergies that can arise when an expansion-

ary monetary policy and structural reforms are simultaneously applied. 

Their benefits may be felt not only in the medium and long term, but 

also in the short run. Spain’s experience illustrates this. 

Spain has become one of the fastest growing economies in the euro 

area after having undergone a double-dip recession running from 2008 

to mid-2013. In 2014, GDP growth increased to 1.4% and is expected to 

average over 3% for this year and to maintain a robust pace in 2016. 

In Spain, decisive actions were taken to restore competitiveness, to 

reform the financial sector and to put public finances on a sound track. 

Spain provides an example of posi-

tive interaction between structural 

reforms and accommodative mon-

etary policy; the effects began to be 

felt in late 2013, after the reforms 

launched in 2012-2013 undoubtedly 

helped relieve stress on the finan-

cial markets by contributing to 

improving confidence. 

In sum, monetary policy is already playing its part in the recovery of the 

euro area. National governments and European authorities must also 

play their role, setting the conditions conducive to sustainable growth. 

To this end there is no alternative to implementing and facilitating the 

appropriate reforms where needed. Simply sitting on easy financing 

conditions without any change would translate into a missed opportu-

nity to increase the resilience of the European economy and to improve 

the welfare of European citizens. 
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The euro area has come a long way. At the 

height of the crisis, Ireland, Portugal, Spain, 

Greece and Cyprus needed loans from the 

European Financial Stability Facility (EFSF) 

or the European Stability Mechanism (ESM) 

for a total volume of €232.6 billion. Thanks 

to determined reform implementation, Ire-

land, Portugal, and Spain have successfully 

completed their programmes. Today Ireland 

and Spain are the fastest-growing countries 

in Europe. Cyprus is also on a good path. The 

same cannot be said of Greece. The coun-

try was clearly progressing until autumn 

2014. But the extent of its economic prob-

lems, administrative weaknesses, and the 

early 2015 political decision to stop and even 

reverse reforms have made Greece a special 

case in the euro area.

The euro area owes its robustness today to 

programme country reforms and enhanced 

euro area financial governance. The euro 

area has, for example, tightened its rules 

and broadened its economic policy coor-

dination. It has embarked on a Banking 

Union, reinforced the European banking 

system, and adopted an appro-

priate monetary policy. It has 

also established the EFSF and 

ESM, the euro area’s crisis res-

olution mechanisms. All these 

measures have improved the 

programme countries’ compet-

itiveness, reduced the room for 

political interference in the euro area’s eco-

nomic governance, and strengthened finan-

cial stability. The European Central Bank’s 

(ECB) monetary policy decisions have main-

tained trust in the euro. And the EFSF’s and 

ESM’s rescue loans to the five euro area pro-

gramme countries – around three times the 

amount the International Monetary Fund 

(IMF) disbursed worldwide in the same 

time span since 2010 – have guaranteed the 

integrity of the currency union.

The question is whether these decisions will 

shield the euro area from a repetition of a sim-

ilar crisis in the future. Many observers have 

doubts, but my answer is a qualified yes. The 

independence of Eurostat, for example, will pre-

vent a country from entering the currency union 

on the basis of false statistical data, as Greece 

did in 2001. The tougher euro area economic 

policy framework forces countries to follow the 

rules they have agreed to. The existence of the 

new European supervisor brings a level-playing 

field to the supervision of Europe’s systemic 

banks. With Outright Monetary Transactions 

(OMT) and Quantitative Easing (QE), the ECB 

now has appropriate tools to tackle and resolve 

extreme crises. With the ESM, the euro area has 

a lender of last resort for sovereigns, a role that 

the ECB cannot play according to its mandate.

Nevertheless, further steps are needed to 

increase the robustness and minimise the vul-

nerabilities of the currency union. For example, 

the rules of the Stability and Growth Pact have 

become so complicated that even specialists 

find them difficult to understand. The Pact 

illustrates the limits of a rules-based approach 

in a currency union of otherwise sovereign 

states: the rules have become too complex to 

be effective. Common rules should give way to 

joint institutions like, for example, a euro area 

treasury. Such a move would imply a signifi-

cant transfer of sovereignty requiring demo-

cratic legitimacy. One approach to achieve this 

might be to create a special chamber of the 

European Parliament composed of deputies 

solely from euro area Member States.

The Five Presidents’ Report from 

this summer provides a roadmap to 

further integration that would make 

the monetary union more sustain-

able. Completing Banking Union 

with a European Deposit Insurance 

Scheme and creating a real Capital 

Market Union are important ele-

ments that would contribute significantly to 

risk sharing. There should be a euro area budg-

etary capacity to counter asymmetric economic 

shocks without either permanent fiscal trans-

fers or further debt mutualisation. A reinforced 

Eurogroup Presidency or even a full-time Pres-

ident and an integration of the intergovern-

mental bodies like the ESM into the EU Treaty 

framework are further building blocks for a 

more robust, durable, and economically cohe-

sive currency union.  

Further steps needed to increase the 
robustness and minimise the vulnerabilities 
of the currency union  
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The recent economic and 

financial crisis has revealed 

weaknesses and imbalances 

in the EU and euro area as a 

whole, as well as in individ-

ual Member States. Although 

economic growth finally 

started to pick up last year, 

we are likely to face hesitant 

recovery, low inflation, mod-

est output and investment 

growth for quite some time. 

There is little disagreement 

about how these challenges 

can be addressed in a sus-

tainable way: by restructuring 

our economies and improving 

their competitiveness. How-

ever, it is all but clear how to 

get there.

Does Europe have a coherent strategy to deal with the present situation? In the past few years 

we have strengthened and improved coordination of our economic policies. Instruments, such as 

the Macroeconomic Imbalance Procedure in the context of the European Semester, serve to detect 

early both internal and external imbalances and recommend policy actions to correct them. The 

Five Presidents’ Report on completing the EMU published in June outlines suggestions for stream-

lining the current framework and enhancing its effectiveness. It also recommends going further, for 

example by setting-up a euro area system of Competitiveness Authorities.

The Eurogroup has regularly been holding thematic discussions on growth and jobs. Last year, it 

designed a set of principles to shift the tax burden away from labour. This year, the discussion will 

continue to establish whether a common benchmark in this area can be agreed upon. Other top-

ics will also be on the agenda, such as further liberalisation of services markets and improving the 

quality of public finances.

Is this sufficient? Poor implementation of country-specific recommendations in the context of the 

European Semester and lack of national ownership have often been criticised. While the Council of 

the EU may impose pecuniary sanctions on Member States failing to comply with these recommen-

dations, economic policy remains the competence of Member States. The Eurogroup is an informal 

meeting; it does not impose binding decisions on its members. Its thematic discussions can raise 

awareness among Ministers and provide a forum for exchange of best practices to help them promote 

these issues in their own countries. 

While we must continue to improve the EU policy coordination framework, its implementation 

remains in the hands of Member States. Calls for “Brussels to do something” all too often obscure 

the fact that the problem is inactivity on the part of national politics. 

EU economic policy coordination: 
the ball is in the court of national 
policymakers  

Towards an 
effective 
economic policy 
framework 
in Europe  

In view of prevailing political realities, the 

intention of new economic policy initiatives 

should not be to establish a full-fledged fis-

cal union, but to make the monetary union 

more resilient to crisis. In addition to the 

disciplinary effects that financial markets 

exert on fiscal policy, a stronger enforcement 

mechanism for sanctions is needed for Euro-

zone members exceeding structural deficits. 

The 2012 fiscal compact, enshrining defi-

cit and debt limits into the constitutions of 

Eurozone Member States, is a step in the 

right direction to strengthen compliance and 

stability orientation. Countries still differ in 

their fiscal and debt positions, but we need 

to get back onto a converging path. 

However, responsible fiscal management, 

while a necessary condition, by itself does 

not generate future growth. It is ultimately 
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structural reform and policies aimed at 

attracting (international) investment that 

are the main driving forces behind long 

term sustainable economic growth. The 

EU already has a robust structural reform 

agenda, but mere progress monitoring 

through either the Annual Growth Survey or 

the European Semester of Economic Policy 

Coordination is not enough. 

More authority for key structural reform 

projects needs to be vested at the EU 

level, in my view, in order to make imple-

mentation as comprehensive as possible. 

Ideally, fiscal sustainability and structural 

reforms are mutually reinforcing, not least 

through effective leveraging of the private 

sector. In order to support the private sec-

tor in playing its part, efficient regula-

tion and competition policy enforcement 

should equally be treated as priorities. 

In the same vein, it would be helpful to 

equip the European Commission with 

more powers to address non-compliance 

with structural reforms – while the Com-

mission also must show more resolve 

in exercising these powers in the face of 

national resistance. An invigorated deter-

rent mechanism, together with strength-

ened policy coordination at EU level, could 

give a strong impetus to Member States 

to implement agreed reforms. 

By channelling financial flows to productive 

use, the financial sector can help to stimu-

late growth. Consideration should therefore 

be given to the cumulative impact of finan-

cial sector regulation, which can have unin-

tended consequences and should strike a 

good balance between strengthening resil-

ience and fostering international competi-

tiveness in financial services. In this context, 

Capital Markets Union (CMU) is a good, inclu-

sive project, aiming to remove cross-border 

barriers and fostering a coherent European 

capital market. In terms of its institutional 

design, my clear view is that a single new and 

committed EU-level institution should be 

firmly in charge of driving the CMU agenda, 

with a more ambitious timeline, in order 

to make it a real success and to realize its 

extraordinary potential. 

The quest for more 
integration in the eurozone  

The road to handle the crisis in the eurozone 

has been slow and bumpy, based on many 

different tools: the reduction of macroe-

conomic imbalances, reforms and adjust-

ment in various countries, EU institutional 

changes (more prominently the Banking 

Union) and support from the ECB. Among all 

these, the role of the central bank has been 

particularly important, initially through 

liquidity assistance, then through verbal 

support (forward guidance and “whatever 

it takes”) and more recently through the 

Quantitative Easing. But the ECB has mul-

tiplied its roles and will need to focus more 

narrowly on its objective of inflation control. 

It cannot be permanently the central pillar 

of the crisis fighting in Europe. 

This role played by the ECB could be taken 

up by other EU authorities through a dual 

strategy: a continued effort of structural 

reforms to reinforce potential growth and 

the enhancement of the institutional 

setup through further integration.

Structural reforms are 

the basis for long-term 

growth. Some peripheral 

countries have focused 

on those reforms over the 

past four years, but more 

has to be done (also in 

core countries) to make 

labour and product mar-

kets more flexible and 

improve the resilience 

to future shocks. This is 

not only the role of single 

governments: the room 

for coordination and sur-

veillance at EU level is 

large and will be rein-

forced if we follow the 

path for more integra-

tion. The Five Presidents 

report is a good basis for 

discussion.

This report defines the roadmap towards a 

genuine economic and monetary union. EU 

leaders have opted for a strategy that rep-

resents a middle-ground between ambi-

tion and pragmatism, as it combines the 

completion of the banking union before 

2017 with a more timid impulse to the fis-

cal, economic and political unions. The 

reform of the Treaty has been postponed 

to the second stage of the process. The 

Greek crisis has been the first test to the 

new institutional architecture. Low mar-

ket contagion shows that the eurozone is 

now much better prepared than back in 

2012. However, a bolder approach to reform 

the governance of the eurozone is required 

to increase the prosperity in the region 

and break the sovereign-bank doom loop. 

The Greek crisis is a good reminder that 

faster progress is needed. The way for-

ward should be more integration and new 

transfers of sovereignty to supranational 

authorities.   
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It has become clear that Europe’s politi-

cal objective - the preservation of peace, 

democracy, prosperity and security on our 

continent - can only be achieved if Mem-

ber States work together. The European 

approach for this purpose has always been 

economic integration: starting with the coal 

and steel community, followed by the inter-

nal market and then the introduction of 

the Euro. Without this political motivation, 

far-reaching decisions would not have been 

taken during the European debt crisis - espe-

cially not at this speed. The Euro is and will 

remain a logical consequence of the internal 

market, which has become an essential fac-

tor of economic wealth in Europe.

The situation in Greece has illustrated that 

fiscal imbalances of a single Member State 

have an impact on the entire Eurozone. 

Therefore, economic policy has to be more 

European. Firstly, economic policy coor-

dination in the Eurozone is not satisfac-

tory, as reasonable reform proposals by the 

European Commission are often 

not fully or just partly imple-

mented by Member States. Sec-

ondly, greater economic policy 

reforms in the Member States 

should be discussed and decided 

in the Eurogroup, and then closely 

monitored. Consequently, the 

Eurozone needs, under full dem-

ocratic and legal control, a per-

manent Eurogroup President 

equipped with executive powers 

that match those of the EU Com-

missioner for Competition. 

The crisis has exposed the weak 

points of the current set up. 

Without stronger integration of 

budgetary and economic poli-

cies the Eurozone will not achieve 

consistent stability. If we want to 

make Europe more crisis-proof 

and focus on growth, we have 

to set the course now. This is why political 

courage and a long-term vision are needed 

today: we have to address false statements 

by populist movements and explain to citi-

zens why it is worthwhile to continue pursu-

ing the European project. 

The downside is clear. If we do not man-

age to convey the deeper meaning of the 

unification process of our continent to the 

majority of citizens in Europe, then the 

European Union risks losing its democratic 

legitimacy. Besides the creation of institu-

tional conditions, we particularly need to 

launch a significant programme of media-

tion and education to spread the message. 

Yet this cannot be a task solely done by pol-

iticians, but also by those who bear respon-

sibility in the economy and all other areas 

of society. 

A new Eurozone for more 
stability and growth

Implementing the 

right policy mix to 

boost job -rich growth 

and rebuild trust 

The dramatic fall in investment and the 

deterioration of unemployed human cap-

ital represent the heaviest legacies of the 

crisis. Now, the main challenge is to foster 

a job-rich sustained growth and rebuild the 

trust between institutions and citizens. The 

launch by the Commission of a multiannual 

investment plan is an important step in the 

right direction; if implemented with ambi-

tion it could have a major impact and give 

new momentum to the European discourse.
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Fostering investment, ensuring fiscal sus-

tainability and the implementation of eco-

nomically and socially sustainable structural 

reforms are major economic policy priorities 

in the European Union. Significant economic 

and fiscal spill-over effects in the euro area 

provide the main rationale for economic pol-

icy coordination and underline also the need 

that all Member States should implement 

these economic policy priorities. 

However, the high complexity of the eco-

nomic governance framework, lack of trans-

parency and a lack of ownership have 

contributed to a mixed implementation 

record of structural reform measures. Re-en-

forcing credible commitment and proper 

accountability at national level but also at 

European level is therefore key. 

This issue is also addressed in the review of 

the economic governance framework. The 

European Parliament has expressed its views 

in its June 2015 resolution1 on this topic and 

additional ideas have been developed by the 

so-called ‘Five President Report’.

Some “streamlining” of the existing economic 

governance are improvements already under-

taken. Further measures should focus on 

the identification of priority areas for struc-

tural reforms while at the same time provid-

ing enough possibilities for Member States 

to still take their own political decisions tai-

lored to their specific situation. A stronger 

accountability exercise with more systemic 

use of periodic reporting and peer-review 

could further improve the delivery on com-

mitments. The Eurogroup, as recommended 

in the Five Presidents Report, could play a 

coordinating role. 

Appropriate tools to incentivise and to sup-

port Member States in the implementation 

of structural measures are equally important. 

The build-in flexibility in the SGP, as outlined 

in the Commission Communication on flexibil-

ity2, provides an additional element to facili-

tating and encouraging the implementation 

of structural reforms. The various elements of 

the Investment Plan as well as the creation of 

a real single market for capital (Capital Mar-

kets Union) could further support this aim. 

A fiscal capacity based on own-resources 

within the framework of the EU budget 

could further be used to incentivise the 

delivery of structural reforms by Member 

States. 
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The resources generated by the Plan should 

address market failures in the financing of 

European public goods and be allocated in con-

nection with the EU 2020 objectives and the 

completion of the Single market. Investments 

in knowledge-intensive initiatives as research, 

innovation, high-level education, are key for 

productivity and growth potential especially 

in mature economies as the EU. The maximi-

zation of the leverage requires additionality 

and attractive financing conditions. The EIB 

should play its role effectively, as well as Mem-

ber States: Italian Cassa Depositi e Prestiti was 

among the first actors to engage in this pro-

ject, with a 8 bn contribution to the EFSI.

In terms of reforms, EMU resilience would 

benefit much from a stronger coordination of 

our national efforts: country specific struc-

tural reforms should be adopted within a 

systemic frame, ensuring their overall coher-

ence, evaluating their impact on the func-

tioning of the euro area, their spillovers and 

budgetary implications.

For what concerns policy priorities, the com-

pletion of the Single market has always been 

the core of European integration. Domes-

tic resistance, defense of national interests, 

institutional barriers and bottlenecks still pre-

vent it from fully deploying its benefits. Fur-

ther progress is needed in crucial sectors such 

as product markets, energy, transport, civil 

justice, intellectual property, digital economy.

Finally, Europe should be up to the task 

and elaborate a far reaching project aimed 

at facilitating adjustments taking place in 

labour markets. A common insurance mech-

anism would contribute building a consist-

ent aggregate policy stance at euro level, 

preserving automatic stabilizers in case of 

future crises and committing member states 

to a shared long term vision. 



Europe should restate its vows and return 
to the founders’ brick-by-brick approach
A recovery is finally gaining ground 

throughout much of Europe. But 

the last five years have been deeply 

bruising; the European Union is at its 

most unpopular in its history, while 

“Brexit” and “Grexit” have become 

common parlance, and potential 

near-term realities. Investors, like 

other observers, are left wondering 

whether this phase is another tempo-

rary setback from which Europe will 

emerge stronger, or a turning point 

that will see the European integration 

project stall and even go into reverse. 

What is required to avoid the latter is 

doable, but it should not be seen as a 

historic destiny that will happen inev-

itably. The most realistic way to suc-

ceed is to set aside grandiose plans 

and return to the humble approach of 

Europe’s “founding fathers”, 

namely concrete, unglamor-

ous steps that deliver lasting 

prosperity and thereby slowly 

rebuild legitimacy, sidestep-

ping unproductive debates 

over loss of sovereignty.

Since its founding in 1958, 

the European Community – 

now Union – has been a cra-

dle of prosperity and stability 

for its members. So much so that it has attracted 22 more countries 

than the initial 6 signatories.  But the common policies underpinning 

the Union were flawed, as the crisis eventually revealed: Victory was 

declared prematurely on completing the single market. Flawed rules 

and enforcement allowed fiscal policy to be too loose in most countries 

for most of the euro-era decade. Broader economic surveillance failed: 

productivity levels were allowed to diverge; external imbalances grew 

unnoticed and unchecked; banks took on excessive risks. Insufficient 

attention was paid to financial stability, and the recycling of core coun-

tries’ surpluses led to extremely loose financial conditions that com-

pounded fiscal excesses in the periphery. Finally, when the crisis hit, 

crisis management mechanisms were found entirely lacking. 

Unimaginable progress has been made since the crisis in fixing these 

flaws.  Yet, what has been achieved so far is unlikely to be enough for 

the Union to prosper in a sustainable 

way. This is because Europe’s funda-

mentals are much worse than before 

the crisis – debt and unemployment 

are much higher, financial integra-

tion is lower, and there is considera-

ble austerity fatigue, as well as what 

in the wake of July’s near Grexit must 

sadly be called solidarity fatigue.

Moreover, the institutional set-up 

remains flawed. Crisis management 

instruments are now well-devel-

oped, albeit far from perfect, with 

serious work remaining to be done 

to deal with banking crises. As the 

Greek crisis has shown, banking sys-

tems that continue to rely predom-

inantly on domestic institutions 

and domestic safety nets (deposit 

insurance and resolution 

funds) is a recipe for inad-

vertent euro break-up. Tools 

to prevent accumulation 

of further imbalances need 

a serious further rethink, 

notably fiscal rules, which 

remain too complex and 

likely to operate in un-eco-

nomic ways. Even more 

critically, instruments to 

deliver broad-based, steady 

growth, are almost entirely lacking. More centralization of structural 

reforms is needed to bring about meaningful gains in productivity 

growth and hence living standards. And more shock-absorbers need to 

operate at the Union level. Capital Markets Union would be an impor-

tant step but limited fiscal steps would be highly desirable as well.

All these gaps can be filled without taking giant steps towards greater 

political union or the mutualization of liabilities in the near term. The 

time for these might come. But what is needed now is first a recom-

mitment to the notion that Europe has something at stake collectively, 

namely nothing less than its place in the world, and that acting in con-

cert, Europe can and will be much more than the sum of its parts; and 

second, a high level agreement on the key pillars of the growth model 

to pursue. Beyond that, simple, tireless focus on the pragmatic steps 

needed to fix these policy gaps will set the EU on a sustainable path. 
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Unimaginable progress has been made since  

the crisis in fixing these flaws.  Yet, what has been 

achieved so far is unlikely to be enough for  

the Union to prosper in a sustainable way

“

”

Philipp Hildebrand - Vice Chairman,  

Corporate Executive, BlackRock
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EU is a unique integration model which has 

managed to secure high living standards for 

its citizens for over 50 years. But the recent 

financial crisis has revealed some fundamen-

tal weaknesses, which need to be addressed 

in order to maintain Europe’s success.

As a result of the crisis, EU is facing serious 

economic and social challenges.  The lack of 

confidence is accompanied with insufficient 

investments, prolonged period of low growth 

and high levels of unemployment. Causes of 

this situation are manifold. For one, unsus-

tainable fiscal policies and structural weak-

nesses in Member States played a serious 

role in the origin of Europe’s crisis.  During the 

last years, EU Member States have focused 

primarily on addressing fiscal issues. Today, 

the attention is rightly turning towards 

structural reforms boosting Europe’s lost 

competitiveness. 

The Europe’s only 

choice is to modern-

ize its economy. Today 

manufacturing is 

one of the economic 

engines, as it accounts 

for more than 15% 

of value added. The 

future Europe needs 

high value-added sectors, such as informa-

tion and communications technology, clean 

tech industries and pharmaceuticals. This 

could be the main driver for future long term 

investment and growth. As new digital tech-

nologies transform EU economy and soci-

ety, the demand for global talents will also 

strengthen.

Yet, modernization of the EU economy cannot 

take place without proper institutional archi-

tecture that would strengthen the resilience 

of the eurozone and EU as a whole. What I 

have in mind is the incomplete design of the 

Economic and Monetary Union, which from 

the start lacked proper fiscal mechanisms to 

cushion the economic shocks and ensure mac-

roeconomic stability across the region.

The recent crisis originated in national struc-

tural and fiscal weaknesses but the durability 

of the crisis was caused by the lack of fiscal 

instruments to address the economic shock 

from the 2008 financial crisis. What Europe 

needs is a stable and credible mechanism to 

administer temporary fiscal transfers to vari-

ous parts of the eurozone on the basis of eco-

nomic fluctuations in Member States.  Such 

instruments could take the form unemploy-

ment insurance scheme, which could finance 

the cyclical part of unemployment in Mem-

ber States or the common investment pro-

gramme, which could boost the economic 

activity in times of negative aggregate growth.

Both the national policies and the institu-

tional reform of the euro area are far-reach-

ing, politically sensitive, and difficult to 

implement. I hope that new signs of eco-

nomic recovery in the EU will not lower the 

appetite of national politicians to continue 

with necessary structural reforms. The envi-

ronment for implementing further reforms 

is better today than several years ago. All 

the conditions are in place for governments 

to address our long-term challenges and I 

believe that as always, Europe will rise above 

its national differences and do what is right.

The decline in the value of the Euro, the sharp 

fall in energy prices and the ECB’s program 

of quantitative easing has sparked optimism 

about the prospect for recovery in Europe. 

The historically low interest rates, from which 

governments and companies have benefited 

since 2014, should encourage a rising wave of 

business investment across the region. 

The good news is the huge increase of FDI 

inflows into Europe in 2014. We can hope 

that with the implementation of Commis-

sion President Junker’s investment plan, EU 

should be able to mobilise €315 billion new 

foreign and domestic investment over the 

next three years. 

Confidence in a solid and resilient Europe 
is key for investors  
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Peter Kažimír - Deputy Prime Minister 

and Minister of Finance, Slovak Republic

Yet, modernization of the EU economy cannot take place without proper institutional  

architecture that would strengthen the resilience of the eurozone and EU as a whole.  

What I have in mind is the incomplete design of the Economic and Monetary Union, which 

from the start lacked proper fiscal mechanisms to cushion the economic shocks and ensure 

macroeconomic stability across the region.

“



Making Europe  
the N°1 destination  
for investments 
The European Union suffers from severe underinvestment. While specific numbers regarding 

the size of the investment gap vary, the overall finding is clear and alarming alike. 

The policy answer to this problem must be twofold: firstly, the regulatory environment for 

intra-EU investments must be made much more attractive. The key element for this issue can 

be the Capital Markets Union project aiming specifically at removing barriers for intra-Euro-

pean capital flows. Sec-ondly, the European Union must become better at attracting foreign 

direct investments (FDI). 

While developing countries as well as other developed countries have strongly rebounded in 

terms of FDI inflows, European FDI inflows remain significantly below their 2007 peak. This 

hints at some se-vere problems regarding Europe’s attractiveness as a place to do business. 

What can be done to im-prove this situation?

One of the key constraints that is holding investments into Europe back is the ongoing debate 

about the future of the Economic and Monetary Union and most of all about the single cur-

rency. Therefore, it is key to quickly and decisively tackle the challenges the Eurozone is facing 

to restore credibility and re-assure financial markets as well as potential foreign investors. To 

attract foreign capital, investors need to be convinced that the set of rules the Eurozone has 

given itself is applied thoroughly and without political considerations. In practical terms this 

means no more meddling with the stability and growth pact 

and strict conditionality when it comes to helping any Member 

States that have gotten into trouble. 

The next step after restoring stability and thus credibility must 

be to restore competitiveness. Only if the European economy 

is competitive it will be perceived to be a good place to do busi-

ness. For many Member States this means implementing a set of crucial and painful reforms 

– for example with regards to labour markets and pensions. 

The steps outlined could constitute the framework for a European Union that is stable, com-

petitive and thus an attractive place to invest in. 
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the Committee for Economic 
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European Parliament
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The steps outlined could  constitute the framework for  

a European Union that is stable, competitive and thus  

an attractive place to invest in 

“

”
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FIRST ACHIEVEMENTS OF THE JUNCKER PLAN AND FORTHCOMING CHALLENGES

Boosting investment in sound projects

The European Fund for Strategic 

Investment (EFSI) was adopted in 

June by the European Parliament 

and the Council as one element of 

the Investment Plan for Europe pro-

posed by the European Commission. 

The intention is that EFSI which will 

be managed by the EIB Group will be 

fully operational in autumn. 

EFSI is aimed at mobilising addi-

tional investment of at least EUR 

315bn over the next three years in 

EU Member States. By providing 

risk financing capacity it can trans-

late available liquidity into funding 

for innovative and viable projects, 

including projects with a higher risk 

profile than ordinary EIB activities. 

A wide variety of instruments will 

be available, including loans, guar-

antees and equity-type products.

It is important that private invest-

ment is crowded in and not crowded 

out. The focus has to be on sound 

and viable projects that provide 

specific value added. This intelli-

gent and market-oriented approach 

is capable to achieve a higher lev-

erage than direct support by gov-

ernment funded grants – without 

adding to public debt. EFSI is 

backed by an EU guarantee of EUR 

16bn and an additional EUR 5bn 

from EIB’s own resources. In addi-

tion national promotional banks 

like CaC, KfW and others will deliver 

a strong contribution to the pro-

gramme based on their close con-

nections to local projects.

The initiative has a strong focus on 

enhancing access to finance and 

improving financing conditions for 

small and medium-sized enter-

prises (SME) all over Europe. The 

SME Window of EFSI is expected 

to unlock EUR 75 billion of invest-

ment by benefitting around 185,000 

SMEs and small mid-caps. SMEs 

are of key importance to realise 

Europe’s full economic potential. 

They account for 99% of businesses 

in the EU and employ two thirds of 

the working population. Regarding 

the financing of this vital element 

of our economy some progress has 

been achieved already at national 

and at EU level. 

In order to boost investment and 

economic growth in a sustainable 

way we need more than additional 

financing. It is imperative that all 

elements of the Investment Plan 

are implemented, in particular the 

removal of barriers to investment. 

Only the implementation of neces-

sary structural reforms will enable 

Member States to create an envi-

ronment where investment can 

show the returns needed. 

Dr. Levin Holle 
Director General,  

Financial Markets Policy, 

Federal Ministry of Finance, 

Germany

The Juncker Plan represents a change in the eco-

nomic policy of the EU. Alongside with the two 

Communications on Flexibility and on State 

Aid Modernization the general framework has 

been partially revised. New principles have been 

introduced. Such principles are not shaking the 

foundations of the economic constitution of 

the Union – they are, however, seeds of poten-

tial future transformations. The present change 

is needed both to promote a stronger EU Single 

Market and to reduce the competitiveness gap 

of the European economy at the global level. 

But which are – in the essence – these new 

principles?

The first is the principle of fiscal flexibility – the 

“investment clause“,  for the first time, contains 

some timid “flavors” of the “Golden Rule” – in 

particular, contributions of MS to the regional 

or thematic Platforms, be exempted by the 

Growth and Stability Pact. The second is the 

principle of additivity (“filling market failures or 

sub-optimal investment situations”).  The third 

is the principle of “good aid” – defined as  “the 

decision on State aid on well-defined market 

failures and on objectives of general interest”.  

The fourth is the “complementarity to the mar-

ket” of National Promotional Banks – and the 

recognition of their institutional role as pillars 

of the EFSI alongside with the EIB. 

 

Juncker guarantees, for example, if granted with 

competitive procedures, should be compliant 

with State Aid rules. The goal is in fact to help 

in leveling the playing field at the global level, 

in order to allow European SMEs, PFI and PPP 

projects to compete in the global market. The 

European State Aid discipline has been origi-

nally designed to favor fair competition by leve-

ling the playing field in the single market; the 

fair competition should have ensured efficiency, 

innovation, growth and a healthy “creative 

destruction”. Consequently, to forbid State Aid 

granted to reduce competitive handicaps con-

tradicts the original rationale on which State 

Aid discipline was first introduced. However, 

in the new global scenario, the same ration-

ale should now apply also to EU interventions, 

which aim is to reduce the competitive handicap 

that European firms still have. It is a hole in the 

dam which makes a positive change preserving  

- however - the whole European institutional 

building – that rests on a solid foundation. 

New principles for a stronger Europe 
in the global economy 

Franco Bassanini – President,  

Long-Term Investors’ Club (LTIC)
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European national promotional banks 
and the European Fund for Strategic Investments: 
the French example 

Since the announcement of the European investment Plan, the main 

European National Promotional Banks and Institutions (NPBIs) - among 

which the Caisse des Dépôts Group - have been proactive in order to con-

tribute to the successful deployment of the European Plan aiming to fos-

ter private financing and reach the €315 billion of total investment.

Even if we are still at the very beginning of the process, the large number 

of identified projects already confirms the relevance of the Commission 

initiative for boosting the investment in the European Union.

Its success relies on the involvement of the European Parliament which 

has extensive powers to deal with the EFSI and which feeds the general 

reflection on the long term investment concept through its dedicated 

intergroup the Caisse des Dépôts was calling. It will also rely on a close 

co-operation between NBPIs and the European Investment Bank Group 

(EIB) as it is implemented in France, since the bilateral agreement signed 

by Caisse des Dépôts Group and EIB in June 2013. 

Following their intention to invest together up to €32 billion in support 

of the EFSI, the main NPBIs, in a common statement with EIB issued in 

May, have committed to expand their activities, with the guarantee by 

the EFSI. They would increase their investments in ABS Transactions, act-

ing as anchor investors (“investisseurs avisés”). They would also provide 

technical assistance and improve access to funding via Global Loans and 

guarantees, invest in Venture Capital Fund of Funds. Finally, they would 

develop existing facilities, such as the 2020 European Fund for Energy, 

Climate Change and Infrastructure (“Marguerite Fund”), in order to boost 

project finance or public-private partnerships for eligible infrastructures, 

including social infrastructure (housing thermal rehabilitation, …).

CDC’s priorities include debt and equity funding of small and medi-

um-sized infrastructures projects, credit lines for municipalities’ invest-

ments, and large infrastructures projects facing sub-optimal investment 

situations.  

In France, CDC Group (including Bpifrance) has set up a dedicated pro-

cess, in order to channel the projects collected by its regional network and 

eligible to the EFSI. A specific procedure is under review with EIB, aiming 

at promoting a fast and smooth due diligence of the projects, in order 

to present them to the EFSI investment committee as soon as it will 

be operational. The projects to be 

selected will mainly deal with the 

local, environmental and digital 

switchover. Most of these projects 

will rely on investment platforms 

associating private partners and 

financing medium and small size 

projects. Such plateforms are cru-

cial for the success of the Plan. 

Ahead of the implementation of 

the EFSI Regulation, the EIB has 

begun to provide a guarantee for 

eligible projects. Eight projects 

have been approved, including a 

guarantee agreement with Bpi-

france. This facility aims at accel-

erating loans to innovative SMEs 

and Mid-Caps, through the Innov-

Fin initiative of Horizon 2020 Pro-

gramme. It will amount to €420M 

over the next two years.

Within 3 years after its implementation, the EFSI will be assessed by the 

European Commission in order to decide among its renewal, resolution, 

or more probably its revision. If successful, Member States might con-

sider going further by investing directly in a more autonomous frame-

work, going a further step towards the establishment of a European 

network of NPBIs. these institutions are gradually being recognized as 

efficient actors for the distribution of EU financial instruments.

For the CDC Group, the Juncker Plan is on a critical path for the setting 

up of a European network of national and multilateral public financial 

entities. The stake is to harmonize interventions in accordance with UE, 

national and local priorities. EFSI will be a crucial process to make a com-

mon step in this direction, aiming to promote long term investment at a 

larger scale. 

FIRST ACHIEVEMENTS OF THE JUNCKER PLAN AND FORTHCOMING CHALLENGES

Odile Renaud-Basso   
Deputy Chief Executive  

Officer and Director of  

Savings Funds,  

Caisse des Dépôts Groupe



29

The Greek drama shows -in a marginal case- how 

a monetary union with very different levels of eco-

nomic and institutional development, increases 

the heterogeneity and the structural differences 

between the components of that union, instead 

of leading naturally to a convergence.

The recent experience of the eurozone shows that 

monetary integration provokes an economic spe-

cialization in non-sophisticated activities and 

often a loss of their manufacturing industries for 

the smallest or the weakest, or those who have 

not set up an attractive tax system.

Outside Europe we can see that - like in Argen-

tina – in countries deprived from the facility of 

an external devaluation in a first phase - a mere 

policy of budgetary discipline and of limitation of the labour costs are not suffi-

cient to ensure a long-term growth, even if on the short term they bring honoura-

ble results. We can ascertain the positive results of this type of policy conducted 

by Spain, Ireland, Portugal … The Eurozone has realized that it is not enough to 

lead to a convergence of the economies. The dynamics of divergence would go 

on, through the depressing spiralling effects of this « internal devaluation » on 

the purchasing power, the private consumption, and the depression of the pub-

lic resources.

That is why the Eurozone has already launched significant reforms to foster 

growth, like the Banking Union and the Capital Market Union, and the Juncker 

plan, etc. vigorously supported by an active monetary policy aiming at reducing 

the interest rates.

We need to be more ambitious, with a kind of lasting compensation policy to help 

the weakest to overcome natural effects of the monetary union, and avoid a polit-

ical and social rejection of Europe, sooner or later.

In as much as the Eurozone treaties exclude transfer policies channelled mas-

sively through the European budget, its form could be a considerable enlargement 

in scope and means of the newly created European Fund for Strategic Invest-

ment –financial arm of the Juncker Plan. This should imply a concerted long-term 

industrial, energy and infrastructure strategy, consistent with national ones and 

giving a strong role to the European Parliament (or its members from the Euro-

zone) and the national Parliaments.

This could give some effective substance to a sustainable eurozone economic policy. 

New ambitions for the EFSI to 
favour an effective economic 
convergence policy in the Eurozone
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The European Fund for 

Strategic Investments 

(EFSI), a major pillar of 

the Investment Plan 

for Europe, opens for 

business this autumn. 

Managed by the Euro-

pean Investment Bank 

(EIB), the fund will 

provide over EUR 20 

billion in public guar-

antees to support new 

private sector pro-

jects through long-

term loans, low-cost 

financing and co-in-

vestment. Strategic 

sectors and activities 

targeted by the fund include transport and energy infrastructure, 

R&D, broadband, renewable energy, education, and innovative small 

and medium-sized companies.      

 

A number of projects pre-selected by the EIB will benefit even sooner. 

These projects, located across-EU, cover a wide range of sectors, from 

energy efficiency to infrastructure, R&D and healthcare. 

In order to benefit from EFSI support, projects must meet strict 

criteria. Projects must be credible, economically viable, and must 

contribute to key growth-enhancing areas in line with EU policies. 

Moreover, the EFSI will only support projects that would not other-

wise be realised. 

All projects will involve private sector financing but guarantees pro-

vided by the fund will help to attract investors by offering protection 

against first losses. Projects will be selected according to merit, with 

no political interference or country-specific or sector-specific quotas.

 

The launch of the European Investment Project Portal (EIPP) by the 

end of the year will help investors find out what project investment 

opportunities exist in Europe. In addition, the upcoming European 

Investment Advisory Hub (EIAH) will support the development and 

financing of investment projects by offering a single point of contact 

for guidance, advice and exchange of know-how and by coordinating 

existing technical assistance. 

The EU is also working to remove investment barriers and deepen 

the Single Market to make it easier for investors to take advantage of 

new opportunities and unleash growth. 

Investment opportunities 
as the European Fund for 
Strategic Investments takes off  

European infrastructure 
investment: a moment of truth to 
support growth in Europe? 

The insurance industry is char-

acterized by its long-dated lia-

bilities. In the current monetary 

policy-driven environment, Asset 

Liability Management is de-facto 

the first risk management line of 

defense.

Insurers therefore face a double 

challenge: maintaining a resilient 

investment yield while properly 

managing the duration gap.

In the current discussions on infra-

structure, we see a gap between 

high-level political ambitions 

and complex negotiations on regulatory calibrations which have slowed 

down the implementation of infrastructure activities wished fir by all. We 

strongly believe a pragmatic approach supported by political will should 

agreed upon – and fast.

We consequently welcome the current work undertaken to make infra-

structure an asset class of its own. We would like to stress that it is 

essential to make the infrastructure investment universe as broad as 

reasonably possible. Too restrictive a set of criteria could unnecessarily 

restrict perfectly eligible projects.

We believe the first version of the infrastructure calibration proposed 

by the EIOPA as too narrow. An adjustment that takes into account the 

specific risk profile of the assets -  lower loss given default, volatility and 

correlation, to name a few -  – should justify further capital charge reduc-

tions (versus corporate).

Reducing capital charges is all the more important that European Insti-

tutional investors are being encouraged to increase their participation 

through the Juncker initiative.

Although the first wave of “Juncker-projects” has taken place, the lack 

of palatable understanding of the deployment mechanism makes it dif-

ficult for insurer to fully engage. The current fund format favored by the 

EIB may not be the preferred route of large institutional investors.

Moreover, the type of project the EIB wants to invest in needs to be clari-

fied so as to avoid a crowding-out effect. The mechanism through which the 

private sector can be associated has then to be fine-tuned for institutional 

investors to be able to clearly identify investment opportunities. Lastly, we 

think it is important EFSI’s involvement focuses on projects that exhibit 

characteristics not easily assessable to private investors. 

Laurent Clamagirand  

Group Chief Investment Officer, 

AXA Group

Anne Bucher - Director for Structural 

Reform and Competitiveness,  

DG for Economic and Financial Affairs, 

European Commission
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MITIGATING THE IMPACTS OF LASTING LOW INTEREST RATES  
FOR THE FINANCIAL SECTOR

William R. White 

Chairman of the Economic and 

Development Review Committee, 

Organisation for Economic  

Co-operation and Development (OECD)

Whither Eurozone interest rates?  

Eurozone interest rates are unusually low, but 

there might be unusually good reasons for 

this. After a lengthy economic “boom”, fuelled 

by easy monetary policies and an imprudent 

expansion of credit and debt, the advanced 

market economies entered the inevitable   

“bust” phase in 2008. Since then, the emerg-

ing market economies have repeated simi-

lar policy errors leading to the same result. 

Global debt levels as a percentage of GDP are 

now significantly higher than in 2008 with half 

of the increase occurring in the emerging mar-

ket countries. Thus, every geographical area 

now faces serious downside risks. Moreover, 

in a globalized world, problems which emerge 

anywhere will have implications everywhere. 

Against this backdrop, low rates everywhere 

might then be expected to continue.

A further threat to global growth is that much 

of the increase in debt has been in US dollar 

denominated instruments. The BIS estimates 

that non US residents now have 9 trillion dollars 

of such debt. A rising dollar, particularly due to 

“safe haven” concerns, will threaten both debt 

servicing capacities and commodity prices. As 

in earlier periods of dollar strength, emerging 

markets will be most directly affected. Never-

theless, there are likely to be important “knock 

on” implications for Eurozone (especially Ger-

man) exporters and potentially Eurozone finan-

cial institutions as well.

 

If these developments clearly threaten aggre-

gate demand in the Eurozone, there is less 

certainty about possible supply side effects. 

Demographic developments, very low invest-

ment and the “ever greening” of bad loans to 

“zombie” companies all threaten potential 

growth in the Eurozone. On the one hand, this 

could raise inflationary dangers and the need 

for higher nominal policy rates. On the other 

hand, lower potential growth implies lower real 

rates over time.

 

The European Central Bank has taken unprec-

edented measures to improve the trans-

mission mechanism to peripheral countries 

and to encourage stronger demand growth 

overall. It seems unlikely that such recent 

measures will be quickly reversed. The danger 

of course is that such easy monetary condi-

tions will simply add to the imbalances that 

caused the global crisis in the first place. Sim-

ilarly to other major central banks, the ECB 

evidently feels this is a risk worth taking.  Let 

us hope they are right. 



The ECB’s Asset Purchase Programme: 
the impact so far  
The ECB’s expanded Asset Purchase Pro-

gramme (APP) has met with our initial expec-

tations. First of all, it has strongly signalled 

the ECB’s commitment to deliver its medi-

um-term price stability objective, which has 

in turn been reflected in an upward shift 

in inflation expectations at all horizons. In 

keeping with this, any second round effects 

on inflation from the steep drop in oil prices 

last year appear to have been forestalled, 

and the tightening of medium-term real 

rates we saw towards the end of last year has 

been reversed (though the path of real rates 

implied by markets has recently steepened 

noticeably). More generally, the signalling 

effect of the APP has been visible in solidify-

ing business and consumer confidence under-

pinning a broadening economic recovery. 

The expanded APP, together with our credit 

easing package launched in summer 2014, 

has also had a positive impact on both mar-

ket and bank credit dynamics. The cost of 

market-based debt fell to historically low 

levels in the early part of 2015, and though 

it has risen in recent months, 

financing flows have remained 

robust. This implies a “first order” 

monetary policy effect from our 

interventions. The credit easing 

package and expanded APP has 

been effective too in reducing 

wholesale funding costs for banks, allowing banks to pass on better 

funding conditions to their customers. Since summer last year the 

average cost of borrowing for euro area non-financial corporations 

has fallen by around 70 bps, and by 90 bps and 110 bps for NFCs in 

Spain and Italy, respectively. The latest evidence from the July Bank 

Lending Survey confirms the improvement in credit conditions. Dur-

ing the second quarter of 2015 credit standards continued to ease for 

firms, and even more so for households. Reflecting the endogenous 

relationship between credit supply and demand, credit demand also 

increased among both groups driven mostly by the low level of inter-

est rates.

The impact of the expanded APP on bank funding costs has been 

partially reversed by the recent market repricing. Here, however, the 

credit easing package and our broader asset purchases could act as 

complements, in particular the Targeted 

Long-Term Refinancing Operations. For the 

APP, the ECB defines the volume of liquid-

ity it would like to inject, but cannot deter-

mine the price; for TLTROs, we define the 

price of the liquidity, but banks determine 

the volume. One tool can therefore act as an 

automatic stabiliser for the other. Indeed, 

as wholesale funding costs for banks have 

risen, so has the attractiveness of the 

TLTRO. This substitution effect accounts in 

particular for the higher participation in the 

fourth operation by banks in less vulnerable 

countries.

Some observers have voiced concerns that 

the APP could in fact negatively affect bank 

lending by squeezing margins and hence 

banks’ profitability. I do not share this view. 

ECB staff estimates of the impact of the 

APP show the overall effect on bank cap-

ital to be positive. Capital gains on secu-

rities held, lower funding costs, improved 

credit quality and higher intermediation vol-

umes outweigh the negative impact of the 

flattening of the term structure 

on net interest income. Though 

structural problems certainly 

remain in the euro area banking 

sector, banks’ weak profitability 

is to a large extent linked to the 

macroeconomic environment – 

something that the successful implementation of our programme 

will help address.

In sum, the expanded APP, combined with our other credit easing meas-

ures, is largely producing its desired effects. We judge that the recent vola-

tility in financial markets has not materially affected this picture, although 

close monitoring and continuous assessment are warranted from a mon-

etary policy perspective. It is nonetheless clear that the effectiveness of 

the APP would be enhanced by complementary measures from other pol-

icymakers. In particular, the improving economic and financial environ-

ment provides the ideal conditions for governments to press ahead with 

structural reforms, which are in turn necessary to make the recovery last-

ing. Raising expectations of future growth is vital to lift animal spirits and 

encourage a stronger rebound in investment, which is the cornerstone of a 

self-sustaining economic recovery. 
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In January 2016, with Solvency II, we will start 

in a new era of insurance supervision – a risk-

based supervision with a journey towards con-

vergent supervisory practices throughout the 

EU. Is it “the perfect regulatory regime”? No, 

for the simple reason that there is no perfect 

regulatory regime. But Solvency II is a huge 

step forward. Risks and challenges faced by 

the insurance sector are much better reflected. 

Assets are valued according to their market 

values and liabilities are discounted using the 

relevant risk-free interest rates. Furthermore, 

the risk-based capital requirement will explic-

itly consider the different risks incurred by the 

undertakings, including interest rate risk. 

But what is at the heart of the Solvency II 

regime is the Own Risk and Solvency Assess-

ment (ORSA). Clearly, its implementation 

takes time, commitment, effort and espe-

cially a clear tone from the top of the compa-

nies, but it should be used as an opportunity to 

embed strong risk culture in day-to-day opera-

tions of undertakings. The ORSA should give 

clear indications of the sustainability of certain 

business models, especially in the context of 

the long lasting low interest rate environment.

For good reasons, Solvency II includes 

adjustments as well as transitional meas-

ures. The application will differ between 

countries and companies due to differences 

in types of contracts and products. It is fun-

damental that insurance companies provide 

clear and transparent information to the 

market on the actual use these measures to 

ensure objective and transparent disclosure 

of their financial condition.

In the current market situation, action is 

needed from the industry to deal with the vul-

nerabilities of the “in-force” business and to 

restructure their mix of products. Especially 

within the context of the low interest rate envi-

ronment, it is important that whilst using the 

transitional measures, firms use the time given 

to take the necessary steps to restructure their 

business models. EIOPA’s stress test results 

showed that the insurance sector is vulnera-

ble to a “double hit” scenario that combines 

a reassessment of the risk “premia” with the 

correspondent decreases in asset values with 

a lower risk free rate. Now, supervisors are 

required to monitor the situation very closely 

and challenge the industry on the sustainabil-

ity of their business models.

Solvency II gives supervisors new tools 

within a risk-based framework to under-

stand the solvency position of firms and the 

impact of adverse market situations. EIOPA 

will use all the tools at its disposal to deliver 

on this objective by contributing to improv-

ing the quality and consistency of national 

supervision and strengthening oversight of 

cross-border groups and ultimately ensuring 

the consistent and convergent implementa-

tion of Solvency II throughout Europe.

The low interest rate environment impacts 

not only on the insurance sector, but also 

the pension sector. It forces pension 

funds to increase contributions and, 

in some cases, to lower the nominal 

value of pensions. Shifting the risks 

to employees by switching from 

defined benefit (DB) to defined 

contribution (DC) schemes has 

already become a global trend. 

EIOPA has adopted during the 

past years a consistent approach 

towards the analysis of solvency issues in 

occupational pensions. On its own initia-

tive, EIOPA decided to conduct the quan-

titative assessment in parallel with the 

pensions stress test. Conducting both exer-

cises together has a strategic objective: EU 

law requires EIOPA to “develop common 

methodologies for assessing the effect of 

economic scenarios on an institution’s finan-

cial position”. In my view, the holistic balance 

sheet (HBS) is an appropriate tool to make the 

impact of the stress test comparable between 

IORPs in different countries (by taking into 

account their specific security and benefit 

adjustment mechanisms) and to identify the 

pensions sector’s risks and vulnerabilities. 

The pensions stress test will be published by 

the end of this year and will therefore be a fur-

ther step forward. 

Risk-based regulation and low interest rates – 
Economic reality will provide the right incentives 
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and Occupational Pensions Authority (EIOPA)

EU law requires EIOPA to  

“develop common methodologies  

for assessing the effect of  

economic scenarios on an  

institution’s financial position”
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In January of this year, 

the European Central 

Bank began its Quan-

titative Easing (QE) 

program, which will 

see the ECB buying 

EUR 60 billion worth 

of assets per month 

through September 

2016.

 

For all the talk in Brus-

sels about the need 

for impact assess-

ments, QE´s unintended consequences 

have not been discussed extensively.  

The ECB’s asset buying, however, does 

have significant unwanted side-ef-

fects. One of the most important of 

these is the impact of low interest 

rates on insurers and pension funds, 

as record-low yields raise the value of 

their future liabilities, undermining 

solvency levels.  

The results have been noticeable: in 

the Netherlands, two thirds of pen-

sion funds are facing solvency concerns. 

Some may need to raise premiums or 

cut benefits to meet legal requirements. 

In the UK, the post-crisis QE forced 

businesses to divert resources to cover 

shortfalls in their pension plans. These 

impacts will grow over time as the age-

ing time bomb continues to raise costs 

for pension funds and life insurers. 

All this brings with it a clear risk of QE´s 

unintended impacts undercutting the 

EU’s goal of strengthening economic 

growth and investment:

Raising premiums, cutting pensions or 

reducing insurance coverage will all serve 

to reduce consumption and risk-taking 

in a nascent economic recovery.

Moreover, with retail 

investors still weary 

of investing in capital 

markets, EU initia-

tives such as the Cap-

ital Markets Union 

(CMU) and the EFSI 

investment fund 

will largely depend 

for their success on 

the ability of insti-

tutional investors to 

mobilise funds. The 

gloomier the sol-

vency outlook for pensions and insur-

ers, the less ability they have to invest 

in the real economy. This is especially 

true for the riskier assets and projects 

aimed for by CMU and EFSI. 

Supervisors can help by allowing funds 

and insurers more time to improve sol-

vency levels or more flexibility in dis-

counting liabilities. Greater separation 

between the ECB and the European 

Systemic Risk Board (ESRB), which is 

tasked with detecting systemic risk 

but is chaired by the ECB president, 

may also be sensible. 

Short-term measures like QE should 

not be implemented without consid-

ering the consequences, especially 

where those consequences undercut 

the long-term growth of capital mar-

kets and investment. With all the talk 

of impact assessments in Brussels, 

surely the QE fall-out is a clear candi-

date for closer inspection.  

Collateral damage:  
how QE undercuts the EU´s Agenda 
for Jobs and Growth   

Low yields 
do more 
harm than 
good  
Roughly 25% of government 

bonds in the Eurozone are 

currently trading with nega-

tive yields, illustrating today’s 

extraordinary interest rate envi-

ronment. It’s not only driven 

by macroeconomic factors, but 

also by official policies direct-

ing funds to markets that would 

otherwise go elsewhere.

These policies – called financial 

repression – have unintended 

consequences for both house-

holds and long-term investors 

like insurance companies and 

pension funds. Financial repres-

sion results in an opaque tax 

on savers since they lose out 

on interest income. In fact, we 

estimate that US and German 

households have been taxed 

USD 670 billion since 2008. 

Similarly, institutional inves-

tors have suffered from lower 

returns on their fixed income 

portfolio. Since 2008, EU and 

US insurers’ foregone yield 

income amounts to around USD 

500 billion. The Bank for Inter-

national Settlements recently 

expressed concern over the neg-

ative impact of persistently low 

interest rates on insurers’ prof-

itability. There’s no question: 

institutional investors’ ability 

to channel funds into the real 

economy over the long-term is 

put at risk.

Future generations will also 

feel the squeeze 

Similarly, pension plans’ dis-

count rates have declined sub-

stantially. S&P estimates that 

in 2014 alone European defined 

benefit pension funds’ liabili-

ties increased by 11-18%, equiv-

alent to EUR 58-92 billion. 

Hence, financial repression also 

means future generations will 

have to shoulder the long-term 

costs. At present, the need to 

increase savings to compensate 

for low interest rates has weak-

ened consumption growth. This 

hinders economic recovery and 

adds to the “search for yield”.

Furthermore, the financial 

repression-induced realloca-

tion of capital across markets 

impairs financial market inter-

mediation and diminishes the 

positive risk-absorbing role of 

the insurance sector. Diversi-

fying the economy’s funding 

sources by involving long-term 

institutional investors is crucial, 

and strengthening the capital 

market price discovery process 

rather than crowding-out inves-

tors would be largely bene-

ficial for financial stability. 

Additionally, more standardisa-

tion across asset classes could 

help to reduce financial frag-

mentation. To this end, we con-

tinue to put much effort into 

the development of a tradable 

infrastructure debt market.  

Source

http://www.pensionseurope.eu/system/
files/PensionsEurope%20Paper%20on%20
Quantitative%20Easing%20-%2024-04-2015.pdf
 http://www.ft.com/intl/cms/s/0/a296c8da-efe3-
11e4-bb88-00144feab7de.html#axzz3g4RhSjU8
 http://www.oecd.org/economy/low-interest-rates-
threaten-solvency-of-pension-funds-and-insurers.
htm
 http://zanders.eu/en/publications/article/
ultimate-forward-rate-does-it-create-more-risk
http://nos.nl/artikel/2044287-tweederde-
pensioenen-onder-water.html
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Challenges of remaining low 
interest rates on insurance 
companies and pension funds
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Interest rates remain 

low even if they have 

risen since last April. 

As of July 15, the Ger-

man 10 Year bond 

reached 0.82 % (com-

pared to a low of 

0.016 % 17 April) and 

the French bond 1.13 

% (compared to a low 

of 0.254 % 22 April). 

If interest rates 

remain low in the 

future, they may 

have a negative impact on insurance 

companies and pension funds:

•  Reducing the returns on the bonds 

that insurers buy. That could prevent 

life insurers from guaranteeing their 

clients a satisfactory yield or to cover 

properly the increasing longevity risk.

•  Creating high risk on ALM:  negative 

interest rates would make it difficult 

to maintain a guarantee on the capi-

tal. Asset allocation in this context is 

becoming a challenge. 

•  Affecting insurers’ solvency, under 

Solvency 2. Low interest rates would 

lead to losses for insurers who have 

sold products with minimum guaran-

teed rates.

•  Exposing the companies to the risk 

of increasing rates which could create 

dramatic losses in case of surrenders.

The regulators clearly recognize these 

risks and this summer, French ACPR 

has asked for a special stress test in 

ORSA on maintained low rates and 

what would happen if those rates rose 

rapidly. To mitigate those risks, meas-

ures have already been taken by insur-

ers, but legislative measures at the 

European level are still required.

Life Insurers have done a lot, they have 

reduced guaranteed rates, especially 

after measuring the 

capital requirement 

under Solvency 2. 

New products have 

been implemented 

such as “Eurocrois-

sance” in France that 

will limit the guar-

antee on the cap-

ital according to a 

minimum period of 

investment.

Measures have 

already been imple-

mented, to facilitate diversification 

in infrastructures and equity (reduced 

calibration at 22 % instead of 39 % in 

SCR market). Diversified investments 

are needed to improve returns to life 

insurance policyholders and cover 

longevity risks. However it would be 

appropriate to decide now to continue 

with the following measures: 

•  For life insurers, strengthen the tran-

sitional measure for the equity risk 

submodule in Solvency 2 directive by 

 -  accepting the condition of the acqui-

sition date (before 1 January 2016) to 

apply on the securities and not by 

individual equity line, in the ITS;

 -  extending the 22 % calibration to all 

retirement contracts and simplify-

ing formalities

 -  reducing the calibration for equity to 

0 % at the beginning of the transi-

tory period. 

•  For pension products, allow insurers 

in IORP2 to apply Solvency 1 require-

ments for a large transitory period 

(until 1 January 2023 or 2032).

Overall the transition period should 

be used to define a specific capital 

requirement for long term guarantees 

(annuities and pensions). 

Business 
models at 
rates below 
zero

Like other species, finan-

cial business models have 

evolved to thrive under cer-

tain conditions, and a change 

in conditions can threaten 

their survival. Banks have traditionally relied on deposit fund-

ing at below capital markets rates to be profitable. Banks 

have been able to attract deposits at rates below market rates 

because deposits were liquid and provided access to payments 

services. In addition, banks have traditionally profited from 

maturity transformation as the yield curve included a term pre-

mium. With market rates below zero most deposits generate 

losses and a flat yield curve further contribute to the banking 

business model being exposed to the fate of the Dinosaurs.

Banks could decide to shed deposits and fund themselves 

in capital markets. However, that would expose them to the 

vagaries of the capital markets. It would require a much tighter 

liquidity management or a trust by the market in the quality 

of their loan book that would only be there if the quality of the 

loan book was significantly increased.

Central banks could provide a helping hand – and some have, 

including the Danish central bank and the Swiss central bank. 

Central banks care about the transmission of monetary policy 

and the transmission is driven by the marginal rate on central 

bank facilities and not the average rate. In Denmark the bank-

ing system has a liquidity surplus towards the central bank, 

and in addition to the marginal deposit facility there is a base 

deposit facility where the interest rate is set at 0 vs. the mar-

ginal rate of -75 bps. 

The Danish mortgage model has – after some adaptation – also 

proved a better fit to a negative rate environment than the tra-

ditional banking model. The Danish mortgage model is a pass 

through model, where loans are funded by issuing covered 

bonds. Borrowers pay the rate at which the bonds are sold plus 

a small margin to cover losses and administration costs. As a 

result rates can be negative on both loans and funding while 

margins stay the same. The equivalence of terms on mortgages 

and covered bonds eliminate both market and liquidity risks, 

and the high quality of the loan portfolio ensures continued 

access to financing independent of the state of financial mar-

kets. The model seems fit for survival. 

Xavier Larnaudie-Eiffel 

Deputy General Manager, 

CNP Assurances
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Executive Board,  
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The single rule book 
at a turning point  

Major progress has been made in the realisation of the Single Rule-

book in banking: with the Capital Requirements Regulation (CRR) 

key prudential requirements have been adopted ensuring full harmo-

nisation, and the 109 technical standards issued so far by the EBA 

have completed the set of rules that are homogeneously defined for 

all banks operating in the Single Market. Truly common standards 

are now applied in key areas such as definition of own funds, liquid-

ity requirements, supervisory reporting and definitions of asset qual-

ity and encumbrance; more recently, the scope of the EBA’s technical 

standards has extended to new areas, such as bank recovery and res-

olution and consumer protection. The second Directive on Payments 

Services (PSD2) and the fourth Anti-Money Laundering Directive 

(AMLD4) will further expand the boundaries of the Single Rulebook. 

A Q&A facility has been gradually developed, to avoid that single rules 

are interpreted and applied differently by banks and line supervisors.

The next challenge lies in the repair of the regulatory approaches 

based on banks’ internal models. Regulation and supervision need 

to remain risk-based, to provide banks with the right incentives to 

sharpen the measurement and control of their risk-taking business. 

But to be credible, they need to ensure an adequate level of reliability 

and consistency of risk parameters and internal models’ outcomes 

across banks. This requires greater harmonisation of supervisory 

practices, less room for discretion left to banks in their modelling 

choices and continuous benchmarking of the outcomes of inter-

nal models, to identify weaknesses and trigger corrective actions. 

It is a major challenge that will require efforts by both supervisors 

and banks.

Finally, I think that following the positive experience of these first 

years, also in the transparency and accountability of the standard 

setting process by the European Supervisory Authorities (ESAs), 

some responsibilities could be delegated to the ESAs in some very 

technical areas, such as supervisory reporting. Level 1 legislation still 

contains far too many technical details with their implementation 

becoming long and cumbersome; more delegation, coupled with a 

clearly defined mandate, and the strict oversight and accountability 

mechanisms applicable to EU agencies, would ensure greater flexibil-

ity in adjusting the rules in front of rapidly changing business prac-

tices. This would significantly strengthen our ability to enact and 

maintain through time the Single Rulebook. 

Andrea Enria - Chairperson,  

European Banking Authority (EBA)

Regulation and supervision need to 

remain risk-based, to provide banks 

with the right incentives to sharpen 

the measurement and control of their 

risk-taking business
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In the aftermath of the financial crisis, the 

Basel Committee has taken major actions 

to restore financial stability and to further 

harmonise rules for internationally-active 

banks. In practice however Europe has 

been more impacted by the new regula-

tions as its economy is mainly financed by 

banks, compared to the US which is mainly 

financed by capital markets. Europe also 

opted for a strict transposition of the sub-

sequent Basel frameworks, only depart-

ing from the one-size-fits all approach in 

very specific cases (like the 25 % RWA dis-

count for Retail SMEs for example). The 

interpretation of the rules by the national 

competent authorities led however to 

major divergences. It is the reason why 

one of the major objectives of the Sin-

gle Supervisory Mechanism 

is to ensure the consistent 

application of regulation 

and supervisory policies in 

the 19 Eurozone countries. 

In this respect the European 

Central Bank clearly stated 

that the review and withdrawal of a large part 

of national discretions is a key priority. 

We welcome this statement as aiming for a 

level playing field is not only sound and appro-

priate but the only possibility to reach a sin-

gle banking market in Europe, which is key for 

the competitiveness of the EU economy and its 

growth in the future.

At the same time we consider that the applica-

tion of one-size-fits all approach decided at the 

international level is often inappropriate as the 

structure and the financing mode of the econ-

omy are different in the US, in Europe and in 

Japan. We therefore encourage the EU authori-

ties to use their powers to take into account the 

European specificities when need be. 

We also consider that all the necessary meas-

ures to ensure financial stability are imple-

mented now or are in the process of being 

implemented (NSFR, TLAC…).  Financial stabil-

ity will be secured.

Attention should now shift to measures foster-

ing growth, jobs and investment. As the mat-

ter of fact, economic recovery is there but still 

need to become more sustainable in Europe. To 

foster growth, the Capital Market Union should 

play a significant role. It should allow the devel-

opment of capital markets in Europe and the 

diversification of corporates and individuals 

sources of financing. 

Securitisation for instance should play a big-

ger role in Europe as it will allow banks to free 

up their balance sheet and lend more to SMEs. 

Securities issuances in Europe are only a third 

of what they were before the crisis and far from 

the present levels in the US. The measures 

taken by Basel are harming Europe although 

default rates of EU Securitisations have been 

incomparably lower than those in the US. We 

therefore fully support the ongoing Euro-

pean initiatives aiming at lowering the 

capital requirements for Simple, Trans-

parent and Standardised Securitisation. 

We also encourage the European Com-

mission to go beyond the current EBA 

proposals to reboost the securitisation 

market and to allow Europe to move the 

present originate-to-hold model to an 

originate-to-distribute model.

Second, we fully support the industry and 

public-led efforts to further develop pri-

vate placements markets in Europe.

Third we welcome the initiatives of the 

European Commission regarding the Pro-

spectus, and encourage the commis-

sion to take into account 

the three main measures 

put forward by the indus-

try: 1) lighten the burden on 

issuers which are already 

listed on a regulated mar-

ket, 2) have a more joined 

up approach to information that is already pub-

lished under other rules and 3/ foresee a lighter 

disclosure regime for smaller companies.

Last but not least everything should be done 

to preserve banks’ market making capacity as 

this is a key success factor for the expansion of 

Capital Markets. Indeed, as a consequence of 

regulatory developments, both market depth 

and liquidity have already deteriorated. Fur-

thermore this could become even worse with 

the current European proposals on Banking 

Structural Reforms (BSR), the Financial Trans-

actions Tax (FTT), and the Basel proposals on 

the Net Stable Funding Ratio (NSFR) that shall 

be implemented in Europe shortly. It is then of 

utmost importance that the design and calibra-

tion of these measures are done very carefully.

To conclude fostering growth is possible and 

necessary but all measures to be taken in the 

next future should be focused on this target.  

Ensuring the coherence and proportionality 
of EU financial regulations

Jean Lemierre - Chairman, BNP Paribas

…everything should be done to preserve banks’ market 

making capacity as this is a key success factor for the 

expansion of Capital Markets
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Global banks are critical for a 

global economy

The core purpose of banks is to 

serve our customers and sat-

isfy their needs for financial ser-

vices.  Our customers increasingly 

participate in a global economy, 

selling goods and services across 

international borders and with 

locations in many countries, and 

therefore need banks with capa-

bilities to support these activities.  

Customer needs vary, but may 

include access to credit through 

traditional lending or capital mar-

kets, cash management services 

to facilitate efficient payments 

and settlements, securities and 

derivatives investing and hedging 

and more.  In short, large, globally 

active banks exist because they 

are uniquely suited to provide the 

products and services that our cli-

ents need.

Large banks are stronger  

than ever

In response to the financial cri-

sis, regulators around the world 

responded with a large number of new 

requirements to improve the safety and 

soundness of individual banks and the resil-

iency of the financial system.  It is difficult 

to argue that reform was not necessary, and 

it is undeniable that most banks are dra-

matically safer than before the crisis; par-

ticularly larger institutions. 

The corporate strategies of most large 

banks, including Bank of America, have 

been focused on strength and stability: 

holding more and better capital, holding 

more liquidity, simplifying business models 

and managing and reducing risk.  

But more regulation can have consequences

The continuing debate will be over what is 

the proper balance of the costs and bene-

fits of these new regulations and what are 

the potential unintended consequences for 

the economy of these actions.  For example, 

tighter capital and leverage requirements may 

improve the ability of banks to absorb losses, 

but may curtail the ability of banks to lend.  

Liquidity requirements and demand for cer-

tain high quality liquid assets may help banks 

weather market disruptions, but may dra-

matically reduce the size of the market for 

other investments, including corporate and 

sovereign bonds.  An unintended 

impact of these rules may be to 

shift more risk away from tradi-

tional banks into the less regulated 

“shadow banking” system.  It is 

critical that regulators around the 

world periodically assess the cumu-

lative impact of these new rules 

and whether the marginal benefits 

outweigh the market impact. 

Application of global regulations 

should be consistent

While banking and the economy 

are increasingly integrated and 

global, the regulation of financial 

services is still very local.  Global 

regulators have worked together to 

agree upon common standards for 

key issues such as risk-based cap-

ital, systemic capital surcharges, 

loss absorbing capacity and reso-

lution planning principles.  Yet the 

actual requirements adopted by 

home country regulators and the 

required timing of implementa-

tion may vary dramatically.  This 

can create imbalances both for the 

safety and soundness of the finan-

cial system as well as the compet-

itiveness of global banks.  The recent G-SIB 

surcharge rules by the Federal Reserve that 

“gold plate” standards for large U.S. banks 

with more stringent capital requirements is a 

recent example of this.  This is not an argu-

ment for more or less regulation.  Rather it 

is an argument for cooperation, coordination 

and consistency amongst global regulators 

so that banks around the world can compete 

fairly on a level playing field and the financial 

system globally will be more uniformly strong 

and stable.   

Gary Lynch - Vice Chairman and General Counsel,  

Bank of America Corporation
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The regulatory environment must adapt 

in response to emerging risks and trends 

which drive the constant evolution of the 

banking system.  To this end the Commis-

sion engages in various discussions in inter-

national and European fora covering a wide 

range of potential risks and trends, for 

example: Bank funding for the economy; 

Interest rate risk; and Climate change.

Bank funding: The Commission has made 

a commitment to better regulation; to reg-

ulating no more than is needed, and being 

proportionate in our approach.   In order 

to ensure that we strike the best bal-

ance between managing risk and enabling 

growth, the Commission has initiated a 

review of the Capital Requirements Regu-

lation (CRR) looking at the consequential 

effects of that regulation on bank fund-

ing. Bank fund-

ing is and will 

remain central to 

our economy — 

whether that is 

through invest-

ing in small busi-

nesses to help them innovate, grow and 

create jobs; or through providing long-term 

investment in the infrastructure.

The CRR came into force two years ago: it 

tackles the vulnerabilities banks showed 

during the crisis, in particular the quality 

and quantity of capital they hold. It sits at 

the heart of our framework, ensuring EU 

banks, particularly systemic ones, have 

the buffers and capacity to absorb losses 

so that taxpayers are protected. It offers 

prudence, legal certainty and a level play-

ing field; it has restored resilience, stabil-

ity and trust. These are vitally important 

objectives, but at this stage it is necessary 

to ask whether these rules are doing their 

job properly, or if there are any unintended 

consequences. To what extent have they 

affected the level of capital held by banks? 

Are they always proportionate to the risks? 

What impact are they having on lending 

to smaller businesses and infrastructure? 

Could they be simplified or differentiated by 

risk or size, without compromising the over-

all objectives? The Commission is currently 

consulting with a view to evaluating these 

rules; seeking evidence about how the rules 

are working on the ground. We want to hear 

not just from the financial sector, but from 

those affected by it, and those who use it.  

Interest rate risk (IRR) is the risk that 

movements in risk-free interest rates 

adversely affect a bank’s financial posi-

tion and solvency. The Basel Committee on 

Banking Standard (BCBS) has set up a Task-

force on IRR in the banking book. The pro-

tracted low-interest environment, which 

makes this risk more sizeable, has spurred 

supervisory concerns that there is currently 

no minimum regulatory capital requirement 

for interest rate risk. The Commission partici-

pates in this taskforce as an observer. It is well 

aware of the risk that adverse movements in 

interest rates can pose and, therefore, of the 

need for sound surveillance and management; 

nevertheless, it is also aware that IRR, to an 

extent, results from critical services – matu-

rity transformation - that the banking system 

renders to the wider economy. The BCBS has 

issued a consultation on this and is working on 

a proposed framework which, at present, con-

siders both minimum regulatory capital and a 

more flexible supervisory practices solution. 

As discussions progress, the Commission will 

also consider the costs and benefits of either 

enhancing the current European approach 

based on banks’ stress tests and their super-

visory review or developing more formal min-

imum capital requirements.

Climate change: The Financial Stability Board 

(FSB) is contemplating the nature of finan-

cial stability risks arising from climate change. 

Studies have suggested that systemic environ-

mental risks are material to banking stability 

and question the adequacy of the treatment 

of environmental risks on bank credit and 

operational risk exposures under Basel III.  The 

Commission participates in these discussions 

and in a variety of other environment-related 

initiatives and is committed to taking appro-

priate action as necessary. 

As part of the Commission’s commitment 

to better regulation, we are keen to engage 

with stakeholders in relation to these pro-

jects and other relevant initiatives. 

Banking: emerging risks 
and better regulation   
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Olivier Guersent - Director General,  

DG Financial Stability, Financial Services 

and Capital Markets Union,  

European Commission

The regulatory environment must adapt in 

response to emerging risks and trends…
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Banks have been operating in an economic 

and regulatory context characterised by what 

some may call “emerging risks and trends”: 

lasting low interest rates, increasing disin-

termediation, digitalisation... Yet, in our view, 

these are neither truly “emerging” nor do they 

necessarily constitute only “risks”. These chal-

lenges can indeed be turned into opportuni-

ties to improve our core corporate values to 

the benefit of our clients.

1)  These challenges are not “emerging” for 

four main reasons:

First, Europe has been confronted with an 

ongoing financial and economic crisis for 8 

years. As a consequence, banks have been 

deleveraging, focusing on their core activities. 

Markets have been supported, somewhat 

artificially, by the ECB quantitative easing. 

And growth, where it is recovering, remains 

very low. 

Second, interest rates have been driven to 

historically low levels for two years now. Com-

bined with the flattening of the yield curve, 

this has affected banks margin and life insur-

ance revenues. And there is no certainty on 

when this will end.

Third, regulatory reforms have been accu-

mulating for over 5 years, and according to 

the regulatory agenda, this is not over. This 

has driven own funds to unprecedented lev-

els pressuring returns and capital manage-

ment, inciting more market financing while 

at the same time impairing trading and mar-

ket-making, and threatening the diversity of 

banking models. Banks have been adapting 

their business models and rebuilding trust in 

the financial system in this challenging envi-

ronment. While improving the resilience of 

the financial system was indeed necessary, 

the cumulative prudential requirements go 

against banks’ efficiency in lending to the 

economy and bringing liquidity to the markets.

Fourth, the digitalisation of financial services 

is not new as such; however its pace and scale 

have been accelerating. Historically, the sec-

tor has been an early adopter of technological 

tools to optimize its business processes and 

interactions with clients. Banks and insurance 

have been innovating and working hard to 

serve their customers through several chan-

nels, with no certainty regarding how custom-

ers would make use of them. 

2)  These trends carry risks, but also 

opportunities.

First, by combining people’s know-how and dig-

ital tools, banks can provide better advice and 

enable people to make the best possible deci-

sions. Banks have been adapting to meet their 

consumers’ expectations that their finances 

are easily accessible across several channels on 

a continuous basis, and that their transactions 

and data are safe from cyber-attacks.

Second, the management of compliance through 

stringent processes is an opportunity for us to 

serve our clients in their best interests, within a 

relationship of trust.

Third, in a context of increasing disintermedia-

tion, being a universal banking group with coop-

erative roots allows Credit Agricole to help its 

clients access market financing and be a relevant 

long-term partner providing risk diversification, 

extensive consumer choice and integrated finan-

cial solutions. Preserving this business model 

and the benefits it brings to the European econ-

omy and society is therefore essential.

3)  In any event, the current economic and regu-

latory context is such that to remain compet-

itive banks have to keep on cutting costs by 

deleveraging, divesting from certain markets 

and creating industrial platforms. 

Moreover, the digitalisation of financial services 

has seen the entry of new providers offering the 

same type of services as banks while subject to 

less strict rules. While increased competition is 

welcome, “FinTech” companies must be held to 

the same licensing, security, and liability rules 

as financial institutions to ensure fair competi-

tion but importantly also to ensure high levels 

of consumer protection and reduce risks.

For European growth to be financed by safe and 

efficient European banks, and to preserve bank-

ing models’ diversity, it is time to take stock of 

existing regulation and assess whether it has 

been correctly calibrated and implemented 

to support the growth agenda before adding 

another layer of regulation. 

Adapting to the macro and regulatory environment 
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and implemented to support the growth agenda before adding another 
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Banks face many emerging risks and trends 

– including from low interest rates, disrup-

tive new technologies and population and cli-

mate change. Faced with such challenges, how 

should Europe’s banks adapt?

Important trends will continue to shape the global 

economy in the near to mid-term: lower rates of 

growth in the developed world than were enjoyed 

historically, and consolidation, deregulation and 

greater market-based reforms in developing 

countries. Europe’s banks need to be sensitive 

to these trends and to adapt accordingly. Urban-

isation in emerging markets will continue drive 

greater migration from the rural economy and a 

more balanced distribution of economic prosper-

ity. According to the OECD, by 2050, nearly 70% of 

the world’s population is projected to be living in 

urban areas. In China, up to 100 million people will 

join the ranks of the middle class in the next dec-

ade, creating major opportunities for increased 

trade and consumer spending.

This trend will require massive investment in 

new infrastructure to support continued growth 

and urbanisation in emerging markets. Across 

Asia, aggregate investment needs are estimated 

at $8 trillion to address the needs of 600 million 

Asians without elec-

tricity and 360 mil-

lion without access 

to drinking water. 

Closer to home, 

Europe has its own 

needs for infrastruc-

ture investment.  The 

European Commission estimates that Europe 

needs an additional €1.5 – 2 trillion to meet its 

2020 goals for energy, transport and broadband. 

In fact, the imperative to boost growth and bring 

services to a wider proportion of the population 

is making infrastructure investment into a pri-

ority for many different countries in both the 

developed and the developing worlds. 

China alone is investing in a massive network 

of highways, railways, logistics centres and 

other critical infrastructure to eliminate bot-

tlenecks in Asia and to connect Asia and the 

West. The new One Belt, One Road initiative 

with the newly formed Asian Infrastructure 

Investment Bank (AIIB) will add fresh pub-

lic sector capacity and impetus.  The recent 

decision by many EU Member States to join 

the AIIB is a positive signal of Europe’s will-

ingness to engage. The recent commitment 

by China to invest in Europe’s Juncker Plan is 

an important indicator of the two-way nature 

of our growing economic and investment ties. 

In parallel with this, and in the year of COP21 

in Paris, there is widespread recognition that 

future economic development has to be based 

on more efficient consumption of scarce nat-

ural resources and lower dependence on fos-

sil fuels. Growth has to be more sustainable.

Finally we should be aware of the implications 

of the major global shift in demography in the 

developed world – essentially an ageing popula-

tion – and what this will mean for the smaller 

workforce. The impacts on pensions, healthcare 

and long term care costs are huge and underline 

the importance of investments – like infrastruc-

ture – which can match these long-term liabili-

ties to long- term assets.

While banks look to adapt to these 

global trends, policy makers must 

also keep pace by ensuring reg-

ulation reflects the current sit-

uation. There are some positive 

initiatives on the horizon, not 

least the Capital Markets Union 

and the progress made on the 

Juncker Plan. But there are also 

some anomalies which we should 

seek to address:

•  We want capital markets to grow in Europe to 

reduce dependence on banks but capital rules 

coupled with low interest rates have made cap-

ital markets solutions such as securitisation 

less attractive;

•  We wanted banks to shrink their trading oper-

ations – and they have done so – but now we 

worry about the much lower liquidity available 

to long term investment funds for their illiq-

uid assets – and hence their appetite to take 

on such assets;

•  We want urgently to get needed more invest-

ment into infrastructure assets but until we 

reform Solvency 2, we won’t have a regulatory 

framework that incentivises this.

To resolve these contradictions we will require 

an holistic examination of the evolving regula-

tory framework, a shift in the focus from more 

stability to more growth, and an increase in the 

supply of credit. While the private sector can do 

a great deal on its own, progress will be much 

faster with public policy support. 

The evolution of banking in a changing 
and uncertain world 

Douglas Flint - Group Chairman, HSBC Holdings plc

While banks look to adapt to these global trends, 

policy makers must also keep pace by ensuring  

regulation reflects the current situation
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Profitability and competitiveness of 
European banks: main challenges

1.  Higher regulatory requirements, tighter 

compliance 

Over the past five years, Basel 3 reforms 

have increased the resilience of banks. Capi-

tal and reserves of euro area credit institutions 

increased from EUR 1,700 bn 2008 to EUR 2,400 

bn in 2015 (+41%). Alongside the improvement in 

solvency, banks have had to meet the LCR. The 

EBA reports that large banks have continued to 

expand their High-Quality Liquid Assets that 

reached a record high of about EUR 2,300 bn in 

June 2014 against EUR 1,700 bn in June 2011. 

Besides these tighter Pillar 1 requirements, 

banks have reinforced Compliance and Control 

resources and procedures. BNP Paribas plans 

a 1,200 staff increase compared to 2013 as a 

result of the vertical integration of Compliance 

and Legal functions. 

2.  Adverse impacts on banking activity and 

profitability

Balance sheet contraction

Basel 3 has implied a general contraction in 

banks’ balance sheet. Banks have not only had 

to strengthen their absorbing loss capacity 

through retained earnings and sub-debt issu-

ance but have also been constrained to reduce 

some activities, with an impact on the real 

economy. As an example, BNP Paribas’ balance 

sheet peaked in 2009 to EUR 2.6 trn with the 

consolidation of EUR 518 bn Fortis’ assets. This 

was followed by a deleveraging exercise. The 

total balance sheet of BNP Paribas decreased 

by an amount equivalent to the acquisition of 

Fortis (back to 1.9 trn in June 2014). Similar bal-

ance sheet contractions were observable in all 

euro area countries and were quite similar for 

the euro area banking sector as a whole (-8.4%) 

and the 9 G-SIBs established in the euro area 

over the same period (-8.6%).

Lower trading inventories 

The regulatory environment has particularly 

weighed on liquidity and trading inventories, 

which already dried up1 drastically in the wake 

of the financial crisis. BNP Paribas’ inventories 

were lowered by about EUR 100 bn from 2009 

to 2014, i.e. a one-quarter reduction over the 

period. Higher inventory costs due to regulation 

have pulled certain market makers out of these 

activities, putting further pressure on market 

liquidity. There are numerous examples of large 

banks exiting less profitable non-core trad-

ing business (e.g. in 2015, Wells Fargo closed 

its US retail electronic equity market making 

business, UBS exited its automated US options 

market making activities, Credit Suisse shed its 

retail market making activities). 

In the case of a period of significant illiquid-

ity central banks would have to become mar-

ket makers of last resort. The ECB is concerned 

by a risk of massive sell-offs by bond inves-

tors, while markets will not have the liquidity or 

capacity to deal smoothly with a sudden spike 

in interest rates. It has advocated that market 

making activities should remain possible in any 

circumstances. 

Return on equity (RoE) still lower than Cost of 

Capital (CoE)

Generally, the deleveraging and the increase in 

equity have resulted in a considerable reduction 

in profitability, as measured by the Return on 

Equity (The RoE averaged 3.2% from 2008 

to 2014 against 15.1% from 2003 to 2007). 

It remains still far from pre-crisis levels and 

from viable returns. Such RoE levels contrast 

with banks’ Cost of Equity (CoE), which is in a 

8%-12% range in 2015. As a result, only around 

35% of European banks are in a position to 

cover their CoE by currents earnings.  To restore 

the sustainability of returns, banks should be 

constrained to continue to cut costs and to exit 

activities whose capital requirements are exces-

sive with regards to the expected profitability. 

3. Recovery or treble dip?

European banks have overall become much 

more secure than before the crisis (liquid-

ity buffers and recapitalization, bail-in rules in 

the BRRD, forthcoming adoption of the TLAC 

at the next G20). Europe also enjoys a nascent 

albeit still fragile economic recovery following a 

deep structural adjustment, and bank lending is 

slowly bottoming out. Unfortunately, new rules 

continue to come (NSFR implementation in 

European law, calibration of the leverage ratio, 

internal models’ review, fundamental review of 

the trading book), while those already adopted 

do not exert their full impact yet due to the lack 

of the necessary distance and the phasing-in for 

non-listed banks. New taxes and contributions 

(contribution to the FRU, DGS…) are also coming. 

Tightening regulation has been a spontane-

ous reaction from governments and regulation 

authorities to enhance financial stability. Nev-

ertheless, in order to avoid a new wave of delev-

eraging and other unintended effects, caution 

is now needed in the calibration of the upcom-

ing rules and the final calibration of the exist-

ing ones in the European law. Considering the 

new regulation already put in place, regulators 

should be aware that further rules will have 

only a very low marginal impact on financial 

stability but a costly impact on financing and 

economic growth. The emphasis should now 

be on harmonizing national implementations 

within the Banking Union and implementing 

the Capital Markets Union project. 
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1.  According to the Federal Reserve Bank of New York, US 
corporate bond inventories have decreased by more than 
75% since the beginning of the financial crisis, from around 
US$250bn then to US$57bn today.

Philippe Bordenave 
Chief Operating Officer, BNP Paribas

STRATEGIC AND REGULATORY CHALLENGES WITH EMERGING FINANCIAL TRENDS



The development of market financing can help 

to support both issuer and investor access to 

funding and investments but also brings spe-

cific challenges for regulators. A larger and 

possibly deeper European capital market will 

require better and more integrated supervision.

Among these challenges will be risk identifi-

cation and assessment, increased supervisory 

convergence and the identification of gaps in 

the existing regulatory framework. Digitalisa-

tion may also present new challenges for regula-

tors especially in the areas of investor protection 

and monitoring of orderly markets, as it speeds 

up the pace of innovation and create new ways 

of interaction between financial actors. Regula-

tors cannot afford to stay behind the curve.

The purpose of assessing risks to investors, 

orderly markets and financial stability is to 

spot emerging trends in a timely fashion so 

that risks and vulnerabilities can be addressed, 

whilst encouraging positive developments. 

ESMA is strengthening its ability to identify 

and assess risks in the three areas mentioned. 

The risk assessment function provides input 

to both regulatory and 

supervisory activities 

and further develops 

a distinct EU sectorial 

perspective. ESMA has 

access to unique sets 

of market data, the 

use of which is central to meeting its specific 

operational tasks, including regulatory impact 

assessments, stress tests, supervisory conver-

gence, and its sectorial contribution to finan-

cial stability in the EU.

ESMA is committed to expanding its focus on 

supervisory convergence in the coming years, 

and to adapting its approach with a greater 

focus on achieving effective and consistent 

results, using a wider range of tools within the 

powers granted in the ESMA Regulation. These 

range from training or workshops, publishing 

guidelines or Q&As clarifying ESMA’s views on 

the practical application of legislation, to peer 

reviews and mediation. The expected reduc-

tion in intensity of the regulatory work pro-

gramme will facilitate the redeployment of 

ESMA resources to focus on the consistent, EU 

wide, implementation of the single rule book.

While ESMA continues to carry out peer 

reviews, the approach to these reviews will 

involve greater emphasis on identifying, shar-

ing and supporting good practices and enabling 

sufficient convergence of approaches to ensure 

that consistent outcomes can be achieved for 

investors and markets and internal market bar-

riers reduced.

As one example, the regulation and supervi-

sion of crowdfunding platforms vary across the 

EU Member States, due to different national 

regimes and to sometimes diverging interpre-

tations of the EU rules likely to apply. This may 

pose challenges for supervisory convergence. 

An uneven playing field can cause a race to the 

bottom raising investor protection concerns 

and preventing those opportunities created by 

crowdfunding from reaching their full poten-

tial. In order to address this gap in the current 

EU framework, in its response to the Com-

mission’s consultation on CMU, ESMA recom-

mended exploring options for the application 

of tailored, harmonised and proportionate dis-

closure requirements for the raising of capital. 

We also suggested giving consideration to the 

possible development of a specific crowdfund-

ing EU-level regime.

Digitalisation offers firms new ways to interact 

with their clients, and trade on markets, which 

could decrease the costs of financial services 

and help increase financial awareness and 

trust in financial products. However, this may 

also create new challenges for investor protec-

tion and monitoring of orderly markets, espe-

cially if National Competent Authorities (NCAs) 

develop divergent supervisory responses 

towards these new developments. 

The pace at which digitalisation initiatives in 

the financial sector evolve requires ESMA and 

NCAs to be able to respond quickly to ensure 

the appropriate and consistent supervisory 

treatment of these initiatives. Further explo-

ration of the mechanisms available to address 

these types of challenges may be needed, so 

that ESMA can ensure convergent and effec-

tive action in a quick and timely fashion with-

out undermining the potential benefits of 

digitalisation being realised. Some limited 

adaptation of the regulatory framework may 

also be worth considering depending on the 

pace of progress of digitalisation. 

Market financing: ESMA focus on risk analysis  
and supervisory convergence  
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ESMA is committed to expanding its focus  
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Innovation and disruptive technologies are both a threat and an 

opportunity for financial institutions in three key areas: (1) customer 

behaviour (2) the impact on banks’ business models (3) the regula-

tory framework.

First, customer behaviour has changed with the digitalisation of 

financial services starting with remote banking (e-banking or mobile 

banking). At BIL (Banque Internationale à Luxembourg) we just 

recently introduced Apple’s Touch ID and updated our online bank-

ing functionalities. The arrival of highly specialised FinTech compa-

nies is continuing this revolution. Rapid technology development is 

the main driver of disruptive concepts in banking. A generation of 

digital natives have sought such solutions, both within and outside 

the banking sector. Disruptive financial services and non-traditional 

players will enter the market. The challenge from innovative thinking 

must be taken seriously.

Second, a bank’s business model must be dynamic. As the oldest 

bank in Luxembourg, strongly committed to innovation, BIL has to 

monitor these players and their initiatives in order to remain com-

petitive. As a systemically-relevant bank, our role is to measure 

the impact of emerging technologies, analyse the risks, and invest. 

Rapid changes make it difficult to anticipate the business model of 

the future. We must find agile approaches to catalyse the necessary 

changes over time.

Finally, from a regulatory perspective, new technologies are a chal-

lenge and an enabler. With the use of disruptive technologies 

– whether FinTech-derived activities (e.g. blockchain systems), inno-

vative products (e.g. robo-investing) or the digitalisation of pro-

cesses such as remote client information collection (KYC) – the risk 

appetite in banking may seem counter-intuitive in a highly-regulated 

environment. Regulators must know and understand the new bank-

ing realities. To evolve, banks need a regulatory framework combin-

ing prudence and agility. Disruptive technologies can help financial 

institutions meet compliance and regulatory objectives.

The digitalisation of financial services is no longer optional. Tradi-

tional patterns in customer behaviour, work-flows and processes 

have changed. We need to understand these changes, identify oppor-

tunities and challenges and adjust our policy and regulatory frame-

works to ensure sustainable growth and stability. 

Shaking up the financial
industry through innovation

EVOLUTION OF FINANCIAL SERVICES IN THE CONTEXT OF INCREASING DIGITALISATION

Hugues Delcourt - Chief Executive Officer, 

Banque Internationale à Luxembourg (BIL)

 The digitalisation of financial services 

is no longer optional
“

”
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Since the late 1980s, digitalisation in commu-

nication and information technology has trig-

gered significant change worldwide. We need 

only look at what has happened in the music 

industry where consumption of digital con-

tent has altered the landscape rapidly and rad-

ically. Sharing of MP3 files over the internet 

and online streaming services have unsettled 

the long-standing business model of physical 

recordings. Music companies have had to com-

pletely overhaul their business models in order 

to survive.

In contrast, the retail payments industry, in par-

ticular in the end-user to service provider sphere, 

is only now starting to be affected by structural 

changes arising from the digital revolution. It is 

hard to say whether retail payments will change 

as fast and as fundamentally as the music indus-

try, but it can be expected that the long-term 

impact will be profound, and that new players 

will enter the game. This is already a big chal-

lenge for the incumbents in the market. However, 

the market pie in retail payments innovation in 

Europe has not been sliced up 

and shared out yet. Incumbents 

can still have an impact, provided 

they are far-sighted enough 

to reach for the opportunities 

brought about by digitalisation.

User expectations have undoubt-

edly changed due to the digital-

isation of our lives at home and at work. Users 

– be they consumers, retailers or businesses – 

expect retail payments to be like other digital 

content: easy, secure, not obstructed by national 

borders, and instantaneous. Digitalisation can 

make cashless payments more efficient and 

attractive. What matters most is that users have 

a choice. They should be able to pay in the way 

that suits them best in any payment situation.

The main objective of the ECB and the Eurosys-

tem in their oversight and catalyst role in the 

field of retail payments remains unchanged: it is 

to maintain confidence in the euro by fostering 

retail payment systems that are safe, efficient 

and pan-European. The digitalisation of our 

lives creates opportunities to improve the effi-

ciency and speed of payments, but also poses 

threats to their reliability and security. Conse-

quently, the security requirements for retail pay-

ment services, systems and schemes need to be 

adapted and enhanced. The Euro Retail Pay-

ments Board (ERPB) is a strategic body created 

in 2013 by the ECB’s Governing Council to fos-

ter the development of an integrated, innova-

tive and competitive market for retail payments 

in euro in the EU. The ERPB has been very well 

received by all market players. Its current agenda 

covers all the important issues ranging from the 

more traditional SEPA instruments to innova-

tive payment solutions and services. In addition, 

the ERPB has been instrumental in formulating 

a vision for instant payments in Europe.

At present, innovative payment methods are 

being implemented by some national commu-

nities in Europe. Many of those methods offer 

instant payments, which are cleared immedi-

ately. However, although they are often based 

on the same standards, the implementation of 

those standards is not harmonised, so the sys-

tems are not easily interoperable. On top of this, 

many euro area countries are facing a dilemma 

because they do not know whether to wait for 

a pan-European instant payment scheme or 

to develop their own national scheme. Being 

aware of these urgent circumstances, the ERPB 

agreed at its June 2015 meeting that, regard-

less of the payment instrument on which they 

are based, instant payment solutions should be 

developed at the pan-European level.

If a pan-European solution can-

not be developed and solu-

tions are developed at the 

national level instead, these 

should at least be interopera-

ble with other solutions based 

on the same payment instru-

ment. The ERPB has invited 

the European Payments Coun-

cil (EPC) to develop a proposal for the design of 

an instant payment solution in euro, to be pre-

sented by November 2015. It has been asked 

to design a solution based on the SEPA credit 

transfer scheme, to take advantage of the har-

monisation and integration already achieved 

with SEPA. Time is of the essence. The SEPA 

project showed that the harmonisation of retail 

payments in Europe can be a quite time-con-

suming process. Innovation and in particu-

lar digitalisation, however, often move at high 

speed. Therefore we cannot afford to adopt a 

wait-and-see approach in this field. 

Getting the balance right: innovation,  
trust and regulation in retail payments 
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The main objective of the ECB and the Eurosystem:  

it is to maintain confidence in the euro by fostering 

retail payment systems that are safe, efficient and 

pan-European.
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The regulators’ balancing act 
between innovation and trust 

Paul Volcker, former chairman of the Federal 

Reserve, claimed that the ATM was the only 

fi-nancial innovation that had improved 

society. Reflecting on today’s surge in dig-

ital innova-tion, one could therefore ask 

whether these are again just superflu-

ous visions from the finan-cial industry. It 

seems, however, that digital innovations 

might follow the path of the ATM’s suc-

cess. In response to considerable invest-

ments in digital banking and innovative 

financial technologies, public acceptance 

seems to be growing by leaps and bounds: 

growth rates in the volume of online bank-

ing, mobile payments or P2P credit lending 

are remarkable. New digital services with a 

potential to ease banking for customers are 

being offered by banks and new enterprises 

of financial technology.

Despite the experience that some innova-

tions in finance proved hazardous in the 

past, we should not engage in prohibitive 

regulation right away. The financial sector 

cannot support changes in the real econ-

omy if innovation is precluded. Further-

more, innovations that are still in their 

infancy usually do not need to be tightly 

regulated, but rather require certain liber-

ties for entrepreneurs. Regulators there-

fore walk a fine line between allowing 

innovations to take place and preventing 

them from doing more harm than good.

From a regulatory point of view, the dig-

itisation of banking certainly entails a 

number of chal-lenges: mobile payment 

is still prone to fraud, and sensitive cus-

tomer data have been hacked on a large 

scale. Cyber-attacks are threats to almost 

any internet-related financial service and 

might even threaten financial stability. 

It is therefore in the interest of both reg-

ula-tors and banks to assess and address 

potential risks from the digitisation of 

banking. After all, banks need the ongoing 

trust of their customers during the digital 

transformation of finan-cial services.

With regard to the quickly evolving sector 

of financial technology enterprises super-

visors need to identify, assess and monitor 

any evolving risks. And regulators need to 

know when the right moment to react and 

regulate has come. Where relevant risks 

emerge, supervisors and regulators need 

to respond swiftly and resolutely. Thus, 

while preserving the innovative power of 

the financial industry we have to accom-

pany it with a forward-looking and risk-ori-

ented oversight. By setting a consistent 

regulatory framework and ensuring a level 

playing field, we can create room for inno-

vation and at the same time help to pre-

serve trust. 
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As regulation and with it the resulting 

increased cost of capital has forced banks to 

retrench from previously profitable areas such 

as market-making and principal trading, trans-

action banking has become an increased area 

of focus for banks. Even if it is operationally 

demanding, it is significantly less capital inten-

sive than other banking activities, and is again 

being recognised as an important profit centre 

in its own right. 

 

With the renewed regulatory focus on post-

trade, operations and, increasingly now, pay-

ments, the transaction banking sector is, 

though, by no means immune from the surge 

in regulation, particularly in the EU. Transaction 

Preparing for 
disruption in 
transaction 
banking

EVOLUTION OF FINANCIAL SERVICES IN THE CONTEXT OF INCREASING DIGITALISATION

Andreas R. Dombret 
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Deutsche Bundesbank
Gottfried Leibbrandt 
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Regulatory frameworks to 
accelerate digital innovation 

Enabling the innovation finance ecosys-

tem requires new approaches and greater 

use of digital technologies for increasing 

dynamism in the economy. The principles 

of Better Regulation, and the Digital Sin-

gle Market and Capital Markets Union initi-

atives can help achieve this aim. 

Better regulation

Better regulation is a major political priority 

of the Commission, for new proposals and 

existing legislation. The goal of the Better 

Regulation principles is to design EU poli-

cies and laws to achieve their objectives at 

minimum cost, ensuring that policy is pre-

pared, implemented and reviewed in an 

open, transparent manner, informed by the 

best available evidence and comprehen-

sive involvement of stakeholders. Self and 

co-regulation are options to be considered 

during the formulation of legislative initia-

tives, and they may be particularly pertinent 

instruments in areas where rapid techno-

logical change is taking place. Key aims are 

to ensure that EU legislation is prepared 

and evaluated in a manner that is “Inter-

net ready”, does not discriminate between 

implementing it in the digital and physical 

worlds, and is designed to make the most of 

the productivity, efficiency, citizen empow-

erment benefits and disruptive innovation 

potential that “Digital” can bring. 

The Digital Single Market

Completion of the Digital Single Market 

(DSM) is one of the top 10 political priorities 

of the European Commission. The Commis-

sion focuses on a number of core initiatives 

removing obstacles for businesses and con-

sumers, and key enabling digital economy 

measures. An important goal of the Strat-

egy is building trust and confidence to 

deliver economic and social benefits.

 

Capital Markets Union

The Capital Markets Union aims to pull down 

the barriers blocking cross-border invest-

ments in the EU and reducing access to 

finance for our businesses. 

Crowdfunding innovative ventures in Europe: 

The financial ecosystem & regulation

“Crowdfunding innovative ventures in Europe: 

The financial ecosystem and regulatory land-

scape”  https://ec.europa.eu/digital-agenda/

en/news/crowdfunding-innovative-ven-

tures-europe-financial-ecosystem-and-regula-

tory-landscape-smart funded by the European 

Commission, studied crowdfunding models, 

market development and trends, positioning in 

the financial market and the potential for inno-

vation. Internationally, it found that regulations 

are being introduced and considered that growth 

of the market could be spurred by cross-border 

harmonisation or European legislation. 
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banking groups are thus rightly focussed on 

adapting their activities to incoming changes.

 

But in the EU, as elsewhere, transaction bank-

ing participants will not only have to look to 

adapt to local regulation, but they will need 

to do so with a close eye on the more global 

transformative opportunities presented by 

digital technologies. The sector is increasingly 

exposed to competition from non-traditional 

actors from FinTech start-ups, to established 

giants such as Apple and Google. These com-

panies have successfully transformed con-

sumer expectations in other areas, and are now 

clearly targeting other financial services areas, 

starting and surely not ending with retail pay-

ments. Here we are already seeing competitors 

emerge within existing segments, for example 

Bitcoin in the international remittance space 

traditionally dominated by Western Union, and 

PayPal in e-commerce, challenging Visa and 

Mastercard. 

 

These developments present the industry with 

an equal mix of threats and opportunities. The 

industry will not be immune to the disruptive 

effects of digital technologies, any more than 

it will be impervious to new regulation. Trans-

action banking players must therefore be 

prepared to incorporate the best of the new 

technologies, adapting their business models 

and commercial offerings where appropriate. 

 

In the midst of all this change, SWIFT will 

continue to play its traditional role in finan-

cial messaging. Standardisation, security, 

resilience, reliability and reach will all have an 

increasingly important role to play in the dig-

ital future. But as ever, SWIFT is about both 

continuity and change; we are not, and cannot 

be, complacent. We are committed to continue 

innovating in new and traditional areas, facil-

itating cross-industry collaboration and dia-

logue, and to exploring the opportunities in 

transaction banking presented by these new 

technologies. 

Pēteris Zilgalvis - Head of Unit, Health and 

Well Being  DG Communications Networks, 

Content and Technology,  

European Commission



In an increasingly globalised, 

hybrid economy, consumers and 

businesses want choice and con-

trol when making payments. 

With more and more of us living, 

working and travelling abroad, 

moving money internationally 

in a way that’s fast, reliable and 

convenient is more important 

than ever. 

In particular, the rapid growth 

of migrant workers is driving 

the increase in money transfers 

across borders. UN figures reveal 

that over 232 million people 

were living outside their home 

country in 2013.

According to a GSMA report from 2014, 2.5 billion people in developing 

countries are ‘unbanked’ and have to rely on cash or informal financial 

services which are typically unsafe, inconvenient and expensive. Of 

these, however, over one billion have access to a mobile phone, which 

can provide the basis for extending the reach of financial services.

In response to these trends, Western Union has been working to cre-

ate an omni-channel experience for both senders and receivers; pro-

viding payment facilities through mobile apps, mobile wallets and 

online, via more than 100,000 ATMs and kiosks plus a network of over 

500,000 agent locations. Providing both senders and receivers their 

choice of channel is a key element of our money transfer strategy.  

Consumer adoption is, of course, just one part of the digital story. Reg-

ulation and compliance issues need to be addressed, and much work 

remains to be done in this regard. 

In some instances small changes to regulation could have a major 

impact on economic activities. Adopting a proportionate risk-based 

approach to anti-money laundering rules for mobile payments is one 

such example. 

The European Commission’s Digital Single Market invites us to be bold. 

Promoting access, innovation and competition also means allowing 

new products and services to thrive and, importantly, to mature before 

imposing a full regulatory framework on them. Consumer preferences 

should be carefully balanced against the need of regulation. 

We would suggest this can best be achieved by introducing strict de 

minimis rules in EU regulation, as well as adopting a clear principle of 

proportionality. Maybe this is a risk worth taking? 

The financial industry is being trans-

formed. The way we bank, borrow, 

pay or invest is changing. A combina-

tion of technology and new consumer 

behaviours is allowing new entrants 

to disintermediate banks’ value chain.

Post financial crisis environment 

has created an opportunity for fin-

tech startups to grow. Banks face two 

challenges, first an increased pressure 

from regulators to make the financial 

industry safer, more capital is needed 

and higher costs incurred to comply 

with new regulations. Second, a loss 

of trust from consumers, annoyed 

with bank rescues and poor selling 

practices by some institutions.

On the other hand, we have new-

comers enjoying lighter regulation 

requirements and without legacy 

infrastructure costs that are offering 

customers more transparency, attrac-

tive and convenient user experiences. 

Although the market share that they 

have captured so far is small, nobody 

can neglect that a bridge has been 

opened, and we are in the midst of 

a profound transformation in the  

financial industry.

Regardless of the verticals where 

this innovation is coming: P2P lend-

ing platforms, payments ecosys-

tem, automated investment advice 

or crowdfunding models, we see a 

tremendous benefit or consumers: 

increasing availability of finance, 

reducing intermediation costs and 

improved usability and convenience. 

Banks need to adapt to this new 

competitive landscape to sur-

vive: adapt their business mod-

els, improve customer experience, 

acquire new business capacities 

and even accept they may need to 

cannibalize some of their existing 

businesses. 

However, there are relevant open 

questions in this process. What is 

the systemic risk from non financial 

institutions we are willing to accept? 

Is data protection and privacy of cus-

tomer data assured? What about 

cyber security? 

We need regulators to create the 

foundations for a fair Digital Single 

Market in the European Financial 

Industry and align global standards 

to move forward faster with retail 

payments, digital channels for sell-

ing financial products, electronic 

identification of customers, smart 

data, cyber security, cloud comput-

ing or blockchain based transactional  

business models. 

Banks should not expect regulation 

to protect their profit pools. How-

ever, regulators must assure that we 

go through this financial transfor-

mation with the same rules for the 

same service for all players, in a way 

that promotes innovation, access to 

new products and services, high lev-

els of customer protection and avoid 

national discretionary and regula-

tory arbitrages. 

Building a new way of banking
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Teppo Paavola 
Chief Development Officer  

& General Manager of  

New Digital Businesses,  

Banco Bilbao Vizcaya 

Argentaria (BBVA)

Timothy Keane 
Chief Executive Officer, 

Western Union Payment 

Services Ireland Ltd

EVOLUTION OF FINANCIAL SERVICES IN THE CONTEXT OF INCREASING DIGITALISATION



51

The banking landscape is changing rap-

idly. Customer expectations are constantly 

changing, with clients becoming increas-

ingly more mobile and willing to spread 

their business across multiple institutions.  

At the same time, technology is transform-

ing the way in which we interact with our 

customers. Because of these developments 

as well as new regulation, banks have been 

forced to re-think their business models and 

to assess where they can compete effec-

tively and serve their customers best.

Retail customers require greater trans-

parency, more personalised products, and 

a seamless transition between channels. 

Corporate clients expect banks to replace 

outdated systems and processes and focus 

on solutions rather than products. Banks are 

feeling the pressure to respond by aligning 

efforts across functions with a consistent 

and complete view of their business across 

products and channels and across markets.

As customers move swiftly to digital, and 

especially mobile channels to manage their 

finances, banks must find new ways to get 

to know their customers and offer relevant 

advice. For this, access to payment data and 

proper interpretation of these data is key, 

enabling banks to better serve customer 

needs today and in the future..

The move to mobile banking/digitalisation 

is a big opportunity for banks. Against this 

background ING is in favor of further facili-

tating the provision of cross-border financial 

services within the European internal mar-

ket. Currently, differences in local require-

ments make a centralized, consistent 

product approach difficult and hamper  the 

establishment of a true EU single market. 

Enhancing cross-border financial services  
in the context of digitalisation

REGIONAL PARTNERS

Eurofi would like to thank very warmly
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Eurofi would like to thank very warmly
the lead sponsors of this event

Koos Timmermans - Vice-Chairman, ING Bank



Significant global investments are required 

to ensure the transition to a low-carbon and 

climate resilient future. To realise this, we 

need to overcome hurdles which hinder scal-

ing up investments for resource efficiency, 

infrastructure and innovation. 

Obstacles, as we see them, are risks associ-

ated with investments in emerging technol-

ogies, subsidised prices, limited expertise 

on technical and financial aspects of invest-

ments, high transaction costs and regula-

tory uncertainties. 

The EIB is the Bank of the twenty eight 

EU member states and is the world’s larg-

est financer of climate related investment, 

of which 90% is inside the EU. In 2014 the 

EIB provided more than EUR 19bn to cli-

mate action projects, using contributions 

from both public and private investors. On 

average we finance 30% of a project, so the 

total amount of funds leveraged for climate 

friendly investments is substantially bigger 

than this. 

In order to scale up investments, public 

financial institutions, such as the EIB, have 

a key catalytic role in mobilising and re-di-

recting contributions from the private sector 

for climate friendly investments.

The EIB supports climate action through 

traditional loan products and by developing 

innovative financial instruments that tar-

get the de-risking of investments and allow 

bundling of smaller projects. Our advisory 

services help promoters both technically 

and financially. The EIB is also the largest 

issuer of Green Bonds to date1.

A broader catalytic effect comes from sig-

nals we give to the market about projects 

and technologies we choose to support. Our 

investment decisions are based on a robust 

due diligence, including environmental, and 

climate-related criteria. Furthermore we are 

the only Multilateral Development Bank that 

operates across Europe and in all developing 

countries and emerging economies, where the 

EU has relations. We are therefore uniquely 

placed to transfer expertise between our Euro-

pean and outside EU operations. 

Getting climate finance right is key to achiev-

ing a low carbon and climate resilient future. 

As the EU Bank, the EIB has made climate 

action one of its top priorities and devel-

oped a leading position among international 

financial institutions in this area. 

Finance for climate action
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This year marks a major 

milestone in the drive to cre-

ate a lower carbon and more 

climate resilient global econ-

omy.  At COP21 in Paris in 

December, the world’s lead-

ers are expected to agree 

to action to limit tempera-

ture rises to 2°C compared 

with pre-industrial levels. 

Around $1tn of investment 

is required annually to meet this 2°C tar-

get. This is in addition to the $5tn already 

needed for new infrastructure for trans-

port, energy and telecommunications. 

Where will these huge sums be found? And 

what is the role of the capital markets in 

unlocking access to them?

Whilst some have cautioned against being 

too optimistic about a meaningful Uni-

versal Climate Agreement, in my view the 

How can the financial sector fund 
the transition to the low-carbon 
economy of the future?  

FINANCING CLIMATE CHANGE INITIATIVES 

Spencer Lake - Group General Manager and Global 

Head of Capital Financing, HSBC & Chairman, 

International Capital Markets Association (ICMA)

Jonathan Taylor - Vice-President, 

European Investment Bank (EIB)



Climate change: addressing the risks and seizing 
the opportunities
Climate change is one of the most significant 

global trends of this century. IPCC findings 

suggest that warming of about 1.5°C above 

pre-industrial times is already locked into the 

Earth’s atmospheric system by past and pre-

dicted greenhouse gas emissions, with prob-

able negative consequences (more severe 

droughts, sea level rise, increasing risk to food 

and water security, etc.). If we fail to act, the 

baseline scenario suggests a 4°C warming by 

the end of the century, meaning that extreme 

weather events that today occur once in hun-

dreds of years could become the new climate 

normal. This probable impact and possible fur-

ther consequences of climate change translate 

into a series of ‘climate risks’. Acting deci-

sively requires a transition toward a low car-

bon economy implying a transformation of 

the investment pattern and a significant cap-

ital reallocation. Falling short of a recognition 

of the coming transition, ‘misallocation risks’ 

may arise that could prove costly and result in 

a disorderly transition.

Limiting the disruptive impact on the econ-

omy and ensuring that financial stability isn’t 

threatened by climate related developments 

require that both climate risks and misalloca-

tion risks are thoroughly assessed and appro-

priately taken in account by all financial actors. 

The public sector can play its part in catalysing 

this appropriation, supporting the deepening of 

the understanding of these trends and nudging 

actors toward a balanced and early recognition.

As the transition would require significant 

investments and a capital (re)allocation con-

sistent with limiting the warming to 2°C, the 

mobilisation of private capital is essential. 

In that respect, the agenda dealing with the 

financing of long term investments remains 

crucially relevant so does a constructive atti-

tude of public authorities toward financial 

innovation that has already contributed to 

developing instruments such as cat bonds, 

green bonds, low carbon indices, etc. all of 

which play some part in enabling financial 

actors to take up these challenges.

First and foremost, addressing climate change 

requires policymakers to act decisively to curb 

emissions, notably through putting a price 

on carbon, and to initiate a transition toward 

a more resilient and less carbon intensive 

economies. But financial actors cannot con-

sider that these trends and developments do 

not matter from a business perspective. On 

the contrary, the financial sector can play a piv-

otal role in this transition. And public authori-

ties should ensure that this is the case. 
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prospects have rarely looked so good.  Cer-

tainly recent government declarations sug-

gest we are heading in the right direction 

with China committing to major shifts in 

energy production. The G7 has also made 

its own commitment – to phase out fossil 

fuels by 2100. 

The financial sector can help meet the 

challenge of funding this transition but 

only if capital markets can play their part.  

Green bonds in particular have an impor-

tant and growing role - enabling issuers 

and investors to mobilise finance towards 

delivering a lower carbon future. They have 

grown in popularity as more and more 

investors incorporate sustainability into 

their investment decisions. Recent issu-

ers include international financial institu-

tions such as the World Bank, government 

agencies and municipal governments, and 

now corporates are issuing in green in 

greater numbers. 

While the market is still very new and small 

in comparison with the sums needed, it has 

been growing fast.  Between 2013 and 2014, 

total issuance grew from $13bn to around 

$38bn – and we expect further growth.  

The challenge now is moving from niche to 

mainstream, and here some standardisa-

tion can help. ICMA’s Green Bond Principles 

– an entirely market-led initiative – give

process guidelines for issuing a green bond 

and give confidence to investors.  But pol-

icymakers can also drive growth. Through 

its Capital Markets Union initiative, the EU 

can create a specific objective to deliver a 

low-carbon economy through infrastruc-

ture investment and support for green 

bonds. The European Commission’s Green 

Paper on CMU included much we agree 

with.  However, there is more that can be 

done to link the evolving EU capital mar-

kets framework with financing for sustain-

ability; leveraging existing EU best practice 

and ensuring that the capital markets are 

placed at the centre of delivering both 

the Energy Union and the Juncker Plan for 

infrastructure investment. 

Corso Bavagnoli - Assistant Secretary, 

Directorate - General of the Treasury,  

Ministry of Economy and Finance, France



Addressing the risks associated with climate 

change is central to Europe’s priority for sus-

tainable growth. Climate change can jeopard-

ize development plans if there is no safety net 

to cushion the adverse impacts of climate-re-

lated disasters. Therefore, in order to realize 

growth opportunities, governments and busi-

nesses must actively manage climate risks 

and incorporate them in their economic and 

development strategies, as well as in their 

investment decisions. 

According to the Global Commission on 

the Economy and Climate’s report “Better 

Growth, Better Climate”1, capital investment 

of around USD 100 trillion is needed over the 

next fifteen years to deliver sufficient eco-

nomic growth for a growing population. The 

additional net investment needed for low-car-

bon infrastructure represents a fraction of this 

total (USD 4 trillion or 4%) and could be off-

set by other savings (e.g. reduced fuel use or 

improved public health). Focus should there-

fore be on growth that boosts economic per-

formance in an inclusive, resilient and climate 

friendly way.

Productive low-carbon infrastructure in 

energy, cities and land use can drive eco-

nomic growth and reduce climate risk by cut-

ting back emissions. Investment in renewable 

energy remains an attractive option, as the 

price of renewable components continues to 

decline and the fuel is free. The price of oil will 

not be low forever. 

Limiting global warming to no more than 2 

degrees Celsius requires a price on carbon. 

This can be more easily absorbed while oil 

prices are low. A carbon price will help unlock 

investment and innovation in a low-carbon 

economy and should form part of a new inter-

national climate agreement.  

Reinsurers can help strengthen society’s 

resilience to climate risk by deploying their 

knowledge, tools and capital to help manage 

climate risks. This includes partnering with 

governments in initiatives, such as the G7’s 

proposal on Climate Risk Insurance, to protect 

people from the negative impacts of extreme 

events induced by climate change. 

The reinsurance sector continues to support 

preparations for COP21 in December 2015 and 

looks forward to an outcome that includes a 

framework for increased financial flows into 

low-carbon and climate-resilient investment 

and development. 

Opportunities for a growth-reviving 
response to climate change 
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1.  http://static.newclimateeconomy.report/
TheNewClimateEconomyReport.pdf , published 16 Sep 2014
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The “risky 
business”  
has switched 
sides 

For several months, there has been an 

unprecedented awareness from the world 

of finance on climate issues. It is due to new 

and large scale trends illustrated for instance 

by the collapse of the market value of Aus-

tralian coal companies, by the decision from 

Axa, one of the global leaders in insurance, 

to divest from companies having more than 

50% of their turnover related to coal, or by 

the work done by Standard and Poor’s on a 

Pascal Canfin - Former Minister for 

Development in France & Co-Chair  

of the French Presidential Commission 

on Climate Finance,  

World Resources Institute (WRI)
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Climate change: 
assessing the 
potential long-
term credit 
impact 

Over the past two years, in Europe, there 

has been a noticeable shift in long-term 

investment strategies towards Environ-

mental and Social Governance (ESG). More-

over, while ESG has long been a factor for 

institutional investors from Scandinavia 

and the Netherlands, it is now more wide-

spread, with investors from the United 

Kingdom and France increasing their expo-

sure to ESG-compliant issuers. It is clear 

that environmental issues are a growing 

concern and climate change, in particular, 

is one they have identified as critical. 

Assessing the potential long-term credit 

impact of climate change is a topic S&P has 

always taken very seriously. ESG risk is one 

of the Management & Governance factors we 

examine when rating companies worldwide 

and we continue to look at how to incorpo-

rate climate-related risks in our global ratings. 

We also identify climate change as the sec-

ond-most important global mega-trend 

affecting sovereign credit risk this century, 

with the poorest countries bearing the brunt.  

We have assessed the impact of carbon expo-

sure on the industries we rate and that are 

exposed to carbon regulation, and our ratings 

on insurers and reinsurers capture the resil-

ience of their balance sheets and cash flows to 

climate-related events. On the climate finance 

side, we have published research on the grow-

ing green bond market which showed that 

issuance has more than tripled last year and 

we expect it to grow another 50% this year, 

with Europe remaining a leader in this sector. 

While this market is still fairly small, greater 

transparency and standardization will cer-

tainly benefit its development.

Nevertheless, beyond those findings, the way 

climate risk impacts creditworthiness is more 

complex to assess. There is a need for deeper, 

more quantifiable information on both cli-

mate scenarios and the actions issuers are 

taking to prepare for climate-driven events. 

Too many businesses, for example, provide 

investors and other stakeholders with only a 

partial picture of the risks they face. Thus far, 

corporations have shown an ability to recover 

from natural disasters, but as these events 

become more frequent, severe and costly in 

the future, companies ‘current efforts may 

prove insufficient.

The longer it takes for companies and gov-

ernments to recognize the challenges they 

face, the greater the risks and costs. We 

therefore strongly advocate for more trans-

parent disclosure and investors should also 

continue to push for more detailed and 

clearer information in this critical area. As a 

rating agency, we will continue to analyse the 

available data and review its significance for 

ratings. Because, over time, we believe this 

will play an increasing role in determining 

both financial risk and reward. 
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methodology to integrate climate risk expo-

sure in its credit risk scoring  system.

Such examples illustrate that “something 

is happening”. As former US Treasury Secre-

tary Henry Paulson puts it, “risky business” 

has switched sides: it is riskier to have 20% 

of investments in fossil energies than in 

renewable energies, which represent since 

2013 more than one new electron out of two 

installed on this planet.

The dynamic impulsed by COP21 has already 

been speeding up this transformation. At 

the initiative of France and the Bank of 

England, the G20 mandated in April the 

Financial Stability Board (FSB) to evaluate 

the impact of global warming on financial 

stability. In the report on climate finance 

that I submitted, together with the econo-

mist Alain Grandjean, to French President 

François Hollande last June, I underline the 

fact that financial regulators and supervi-

sors have to help financial markets measure 

climate risk more efficiently. We suggest to 

root the future FSB recommendations in 

the G20 2016 work program. We also sug-

gest that the Bank for International Set-

tlements define methods to create climatic 

stress-tests, for banks and insurance com-

panies, in a +4°C-world, according to IPCC 

scenarios. Indeed, it is impossible to ignore 

that a +4°C-world would financially jeop-

ardize numerous infrastructures, coastal 

megacities, incomes of millions of farmers 

destabilized by recurring droughts or floods. 

Therefore, it is no longer possible to pretend 

to believe that these climate consequences 

will not impact the balance sheet of bank-

ers and insurers, who directly hold these 

assets or have contributed to their financ-

ing. Hence the need to implement climate 

stress-tests as part of the mandate of these 

institutions. A decision in principle could be 

taken as soon as this year for an implemen-

tation next year. 



Financing climate action – mobilizing private 
capital will be a key success factor 

In order to put the world on track to limiting climate change 

to 2°C, COP21 in Paris will need to secure ambitious emission 

reduction commitments by all major emittors. The EU showed 

leadership by agreeing to step up its efforts and  reduce its 

emissions by at least 40% compared to 1990 by 2030. China and 

the US have followed since as are increasingly many developed 

and developing countries committed to COP21.  

Following a broad Paris Agreement, targeted and clear policies 

and consistent implementation will be a precondition for suc-

cess along with size able financial commitments. 

The Green Climate Fund, is a good example on how to mix pub-

lic and private sources in order to mobilize USD 100 bn climate 

finance per year by 2020.  EU Member States pledged about half 

of the initial capitalisation; this has now to work.

 It is clear that the low carbon transformation will require large 

scale shifts in investment patterns of the private sector: IEA 

estimates that achieving a 2°C scenario would require up to USD 

36 trillion (35%) more in investments from today to 2050. For 

Europe, the Commission estimates that some 200 billion€ has 

to be invested annually to reach its 2030 targets. 

The EU’s regulatory initiatives, such as the ETS and the renewable and energy efficiency policies, are aiming to create a predictable 

policy framework conducive to low carbon investment. The recently created European Fund for Strategic Investments (EFSI) aims to 

mobilise an important portion of its EUR 315 bn intended investments to support decarbonisation.  Rather than relying primarily on 

grants, the EU is aiming to gear public funds into financial instruments, providing risk sharing and credit enhancement or support pro-

ject development where needed. This is the only way to leverage the scarce public funds with private capital at scale.

Also at global scale, we see an increasing interest in climate friendly and sustainable investments. The rapid and dynamic growth of 

the green bond market since 2013 reaching a USD 100 bn market volume in 2015, is an impressive example for this trend, although this 

remains a small fraction compared to the overall size of the 80 trillion bond market.

In conclusion, in order to ensure that COP 21 becomes a landmark for climate action, it will also need to provide the basis for massive 

private capital flow into a global clean, sustainable economy. This will require (1) regulatory reform  inducing low carbon investment, 

eg phasing out inefficient fossil fuel subsidies and put a price, implicitly or explicitly, on carbon, and  (2) make sure that clean energy, 

efficiency and climate considerations are mainstreamed in public investment activities and providing attractive investment frame-

works to mobilize private capital. 
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Traditionally, we are used to thinking about 

ecology and economy as two worlds apart. 

This thinking is premised on the assump-

tion of unlimited natural resources, a world 

with such abundant resources that the end 

to those resources doesn’t figure in tradi-

tional models of economic thought. Neither 

do the negative external costs such as the 

ones posed by the climate change.

However, the fact is that physical limits to 

growth exist. It has been forecasted that 

global demand for resources will triple by 

2050. Currently we already consume some 

1.5 planets’ worth of resources every year. 

Following the estimates, we would need 

some four planets full of resources to sat-

isfy the demand by 2050 under business as 

usual. Estimations vary, but it is clear that 

under business as usual, we are also set to 

exceed the 2 degree Celsius global warming, 

a limit set by the global community.

Taking into account these facts, it is clear 

that the current Cartesian worldview can no 

longer apply. What is needed is a true par-

adigm shift, one with a holistic approach. 

When the physical limits to growth are fac-

tored in, the whole basis of our economic 

thinking changes: the way we measure the 

success and viability of companies or coun-

tries, the way we value assets... The list 

goes on.

A lot of work has already gone into devel-

oping resource accounting methodologies, 

in organisations such as UNEP or OECD. The 

parameters are there; what is needed now is 

to put this work into practice. A set of indi-

cators that most parties can globally agree 

to, needs to be chosen, and applied to differ-

ent countries and sectors. A concerted inter-

national effort is required to bring this forth 

and the FSB can and should play a central 

role to promote this effort. Another impor-

tant aspect is the fact that these indicators 

need to be binding, to ensure comparability.

This set of agreed-upon accounting rules 

should subsequently be applied across the 

whole financial system, to measure the 

situation of national and global accounts 

much the same way the GDP currently does. 

By the same token, credit ratings as well as 

capital requirements rules must take these 

sustainability parameters into account.

Financial system is the bloodline feeding our 

societies, which is why it needs to be at the 

forefront of the paradigm shift. If the incen-

tives of the financial sector run counter to 

the goal of building more resource efficient 

societies and combatting climate change, 

the latter efforts are destined to fail. 

A paradigm shift 
to sustainable financing 
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Global data challenges 
for financial regulators
The financial crisis exposed deficiencies in our 

understanding of the functioning of the finan-

cial system. It also revealed gaps in the scope 

and quality of the data needed to measure 

financial activity. Although we have made sig-

nificant progress in addressing both deficien-

cies in the eight years since the crisis began, 

there is still much to do. 

Filling the gaps in data is essential. Without 

high-quality data accurately measuring finan-

cial activity across the system, effective over-

sight of global markets and firms, and effective 

assessment and monitoring of financial stabil-

ity risks, are impossible.

To be useful, financial data must be created 

and collected with a focus on their scope and 

quality.  Those key attributes aren’t sufficient, 

however; data must also be available and 

accessible to be useful. The challenge is how 

best to do that in a world where modern finan-

cial markets and many institutions are global, 

but oversight of markets and entities — and 

data reporting processes — are national. Con-

sequently, appropriate, high-quality data are 

often unavailable or available only on a limited 

basis. That’s hardly surpris-

ing, given the growing concerns 

about safeguarding data. 

Cross-border cooperation is 

vital to improving the quality 

and scope of appropriate data 

— and access to them. Such cooperation is also 

critical to reduce overlap and duplication, and 

thus the regulatory reporting burden. 

Data quality depends on using data stand-

ards. Standardization is essential to aggregate 

and compare data across jurisdictions. Stand-

ards help us collect more and better data, 

while reducing reporting burdens and costs for 

industry. Moreover, they make accurate collec-

tion and exchange possible. The crisis amply 

demonstrated the costs of collecting data 

using conflicting standards. Consequently, 

improving data standards has to be cross-func-

tion and cross-border. Fortunately, there is pro-

gress on standards. Prominent examples are 

the creation and adoption of the global legal 

entity identifier system and the work of lead-

ing international organizations on harmoni-

zation for highly granular data. That global 

regulators are now requiring the use of data 

standards in regulatory reporting is reassuring. 

However, these are yet early steps, and devel-

opment and adoption of standard instrument 

and product identifiers is needed.

Likewise, the scope of the data we collect must 

have cross-function and cross-border perspec-

tives. Assuring that policymakers have data 

with adequate scope will always prove elusive 

because financial markets innovate and evolve 

rapidly, and because new regulations and 

other changes often cause financial activity 

to migrate geographically or institutionally. 

Nonetheless, we must pursue data collection 

broadly enough to capture emerging risks.

The financial crisis also demonstrated that 

data collected by one supervisor may be of crit-

ical use to another, both at home and abroad. 

Too often, though, collection requirements are 

structured only from the perspective of the reg-

ulator mandating them, resulting in data gaps 

and regulatory duplication. Solving this prob-

lem also requires broad collaboration. Here, 

there has also been progress. Yet the adop-

tion of common formats for electronic data 

and work to develop common global data tem-

plates for financial reporting, such as at the 

Financial Stability Board, are only first steps. 

We must support and help accelerate these ini-

tiatives across the financial system.

Finally, availability and access to data have to 

be built into the DNA of the global financial 

system. Supervisors must always be concerned 

about data security. However, we must seek 

the right balance between security and access, 

because denying access also has a cost. Fortu-

nately, the Irving Fisher Committee on Central 

Bank Statistics has developed a set of good 

practices for data sharing. And cross-agency 

and cross-jurisdictional cooperation is increas-

ingly common. For example, the U.S. Office of 

Financial Research and the Financial Stability 

Oversight Council are concluding memoran-

dums of understanding on infor-

mation sharing with our major 

global counterparts. Proposals for 

metadata hubs — like online card 

catalogs — are worth serious con-

sideration. Overcoming the obsta-

cles to share data internationally, 

domestically, and even internally within super-

visory agencies is hard, but this, too, needs to 

and can change.

In short, we have seen good progress in creat-

ing, standardizing, and collecting the kinds of 

data we need to make good decisions. Yet the 

international frameworks we need to ensure 

data quality, adequate scope, and better acces-

sibility are still in their infancy. Developing 

these frameworks requires both greater collab-

oration across borders and among regulators, 

and a new “collaboration” mindset. 
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The quality, scope and accessibility of the data 

we collect must have cross-function 

and cross-border perspectives

“

”



The need for better data has been one of the 

political conclusions arising from the finan-

cial crisis. It is a very important conclusion, 

and it is encouraging to see that quite some 

progress has been made. Supervisory over-

sight, market transparency and financial 

stability analysis will be strengthened by 

a number of new sources of market data. 

In the EU, these importantly include deriv-

atives transactions cleared by CCPs and 

reported by Trade Repositories, alterna-

tive investment funds and their investment 

activities, the output of credit rating agen-

cies, granular micro market data on securi-

ties trading, the performance in securities 

settlement activities, and details on securi-

ties financing transactions.

 

Despite this progress, we have a large 

amount of work to do to make EU securities 

markets better understood and transparent: 

Data implementation: A great part of the 

data mandated by EU law is not yet avail-

able in the form of usable, EU-level data-

bases. The degree of implementation varies 

considerably, and data definitions, tem-

plates, infrastructure, security arrange-

ments and ultimately resources are the key 

determinants for progress. Eight years after 

the beginning of the financial crisis, this 

is a problem, and we need to continue to 

work hard.

Data harmonisation: Integrating data across 

jurisdictions and authorities in the EU and 

globally remains a challenge. Common data 

definitions, taxonomies, and templates are 

an essential precondition for this work. Glob-

ally harmonised legal entity identifiers (LEIs) 

as well as unique transaction and product 

identifiers (UPIs) for derivatives data are one 

example where we are moving in the right 

direction, and ESMA will continue to contrib-

ute actively to achieving better data integra-

tion in the EU and internationally. 

Data connection: Connecting data across 

markets is an important objective, and we 

are only at an early stage of understanding 

the complex channels of interaction in the 

financial system. This is a task ESMA has 

started to work on, for example in cooper-

ation with the ESRB, and which will need to 

be intensified in the future. 

Against this backdrop, ESMA is strengthen-

ing its data and analytical capabilities. We are 

working on the implementation of our data 

mandates, and – in close cooperation with 

national authorities – are committed to devel-

oping efficient and safe data collection, man-

agement, and analytical approaches going 

forward. In light of complexity and costs, we 

will work towards practical data statistical 

solutions for the benefit of regulation, super-

vision, and market transparency in the EU.  

Data – a key to better EU market regulation 
and supervision 
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Mapping 
the data maze 
When the financial crisis broke, it quickly 

became apparent that the quality and 

availability of financial sector data was 

below par. Since then, we have seen pro-

gress in some areas; but many gaps 

still remain.

It is important to recognize the significant 

improvements in data quality and avail-

ability under the aegis of the Financial 

Stability Board and other bodies. Pillar 3 

disclosures around liquidity metrics under 

the Basel Accord, for instance, will be of 

great value to analysts. Progress in defin-

ing and rolling out initiatives such as Legal 

Entity Identifiers (LEIs) will also help refine 

analysis about counterparty exposures.

But significant gaps remain. Without a 

genuine global accounting standard, we 

Colin Ellis - Chief Credit Officer, EMEA, 

Moody’s Investors Service

Data dictionary critical to 
global transparency goals 

With new transaction reporting require-

ments now in place across all major deriv-

atives markets, the financial community 

is generating and processing data on an 

unprecedented scale. However, data col-

lection alone will not ensure that the right 

information is available to address the 

transparency goals established by the G20 

at the 2009 Pittsburg Summit. What is 

most critical is the ability to aggregate and 

standardize data in order convert it into 

actionable information for the purposes of 

systemic risk mitigation – a capability which 

has proven somewhat elusive to date. 

To understand the challenge of data aggre-

gation requires distinguishing between the 

requirements of microprudential regulators, 

who are responsible for local market surveil-

lance, and macroprudential regulators, who 

are focused on monitoring risk in the finan-

cial system. 

While national reporting regimes have been 

mostly effective at providing transparency 

into local markets, the same is not true at 

the macroprudential level due to the frag-

mented nature of jurisdictional reporting 

rules, which has led to the 

absence of harmonized 

global data standards 

across jurisdictions and 

trade repository providers. 

By lacking a common 

vocabulary with which to 

communicate, trade repos-

itories are currently una-

ble to share and aggregate 

data on a global scale.

 

As the operator of the larg-

est global trade repository, 

DTCC strongly supports 

efforts to create a common data vocabu-

lary, such those being spearheaded by the 

CPMI IOSCO Harmonization Working Group. 

Active dialogue between the industry and 

its supervisors is vital to resolving this 

fundamental issue.

 

In order to fully capitalize on the benefits 

of the data being collected by repositories, 

regulators need to reach agreement on the 

specific data set needed for systemic risk 

identification and move swiftly to adopt 

consistent reporting standards across juris-

dictions for those data fields. 

While other practical and legal impediments 

must also be addressed, including barriers 

to information sharing, the identification of 

this unique data set is critical first step. 

Without a global dictionary, all other efforts 

to enhance derivatives transparency could 

prove futile. 

Larry Thompson - Vice Chairman, 

The Depository Trust & Clearing Corporation (DTCC)
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continue to need to make adjustments to 

financial accounts in order to make them 

comparable. Definitions of key metrics 

such as non-performing loans and risk-

weighted assets should be harmonized. 

And with central counterparties and new 

market entrants playing an increasingly 

significant role in global capital markets, 

their disclosures need to improve. Even 

simple changes that would improve finan-

cial risk monitoring – such as increasing 

the timeliness and frequency of data – are 

hard to agree and implement. At the most 

basic level, just supplying data in an easily 

accessible form would significantly boost 

efficiency; for instance, much issuer data 

we receive has to be repopulated into our 

systems from word documents or pdfs, at 

considerable time and cost.

More timely and consistent data could 

allow policymakers and analysts to identify 

evolving exposures and risks more accu-

rately. However, just as changing market 

structures will require new data and scru-

tiny, analytical developments are also likely 

to define new data requirements. Ulti-

mately, data can only illuminate the direct 

linkages that are present when financial 

shocks crystallize; assessing the broader 

second-round effects, which can determine 

whether the shock proves to be idiosyncratic 

or systemic, requires analytical judgment. 

Mapping the evolving linkages of the finan-

cial sector remains challenging; but under-

standing and analyzing those linkages is at 

least as taxing. 

Data and reporting – 
a case for public/private 
collaboration 

In 1998 ICANN (The Internet Corporation for 

Assigned Names and Numbers), was estab-

lished, at the behest of US Government 

authorities, to structure internet domain 

naming. Standard-setting brought order to 

the internet and helped spur an information 

revolution. During the financial crisis, the 

lack of timely and meaningful data on coun-

terparties, asset flows, exposures, etc., led to 

market uncertainty, further exacerbating the 

crisis and hindering the recovery. As a result 

we have seen initiatives, for example within 

Dodd-Frank in the US and in MiFID II/MiFIR 

in the EU, which seek to improve the breadth, 

depth, timeliness and quality of data.

Better, “smarter” data will assist regulators 

in carrying out their responsibilities to iden-

tify, assess and monitor potential threats to 

financial stability. But failure to coordinate, 

across agencies and jurisdictions, the numer-

ous new reporting requirements has resulted 

in needless duplication of data that imposes 

unnecessary reporting costs and burdens. 

The best way to address these problems 

is more collaboration between the finan-

cial sector and regulators, in particular with 

regards to the development of a robust and 

broad-based financial data reporting and 

standardization regime. Successful prec-

edents that could be used as a model are 

the LEI initiative, as well as the ongoing 

ECB/BoE/US OFR collaboration on granular 

data standards. 

Such collaboration would be of great value 

to financial institutions and regulators as 

it would not only ensure international data 

harmonisation and consistency but would 

also allow for the simplification of the 

financial data to be reported. Furthermore, 

it would be easier for financial institutions 

and regulators to utilise such data during 

normal and crisis times, as well as providing 

academics/researchers with tools to derive 

new insights into financial markets and 

investor behaviour. 

While this is clearly ambitious, the ICANN 

precedent shows that it can be achieved 

if the public and private sectors work 

closely together. 

Stefan M. Gavell - Executive Vice 

President, Regulatory, Industry 

and Government Affairs, 

State Street Corporation
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Guy America - J.P. Morgan

Building sustainable liquidity in financial markets

Greg Medcraft - International Organization of Securities Commissions

Liquidity remains a key challenge for Europe

Stefan Lepp – Clearstream

Could market liquidity issues require a specific action plan within the CMU?

Edwin Schooling Latter - Financial Conduct Authority

Robust market-making capacities and improved liquidity risk management are key for financial market resilience

Denis Beau - Banque de France

Are we at risk of taking liquidity for granted?

Nick Forrest - PwC UK

Market liquidity risk: the most underappreciated threat to global financial stability today

Almorò Rubin de Cervin - European Commission

Market liquidity – time for collective solutions

Barbara Novick – BlackRock
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A brighter financial future – creating 
sustainable European growth

This Commission’s top priority is jobs and 

growth. In my job I have to reflect on how 

financial regulation can help contribute to 

that objective and to financial stability which 

is the prerequisite for sustainable growth. 

In the Autumn, I will be thinking in particu-

lar about the next steps in developing the 

Capital Markets Union. Its aim is to foster 

a single market for capital across the whole 

of the EU. Our Action Plan will be adopted 

by the end of September. It will increase and 

diversify financing options for businesses; 

open up opportunities for investors; and 

encourage cross-border investment. 

It will include measures to support start-up 

financing and innovation; to make it easier 

for companies to enter public markets; to 

support long-term finance and infrastruc-

ture investment; and to nurture retail and 

institutional investment. By combining leg-

islative action, market-led initiatives, and 

further analysis of market barriers, we can 

ensure we pick in each case the most effec-

tive intervention.  Its effects will be felt over 

time; and across the EU. As a classic single 

market project, it will cover all 28 EU Mem-

ber States; and indeed the benefits will 

be felt at least as much in countries with 

well-developed capital markets as those 

without them.

Although this is a long-term project, the need 

to stimulate economic growth is urgent. I 

want the CMU to combine long-term ambi-

tion with immediate practical steps. So this 

autumn, we will come forward with pro-

posals for a framework for simple, safe and 

transparent securitisation and reforms to 

the Prospectus Directive to make it simpler 

and cheaper for companies to raise capital. 

We will also reflect on deep-seated and com-

plex barriers to cross-border integration, such 

as insolvency or tax barriers, when action is 

likely to be over the longer term.

Meanwhile, we should also ensure we are 

striking the right balance between man-

aging risk and enabling growth. Inevita-

bly, during the crisis, we acted at speed to 

manage the most serious risks to finan-

cial stability; but today our duty is to look 

at what we have done, and check it is doing 

its job properly. This is the commitment the 

Commission has made through its package 

on Better Regulation; it is a commitment 

we have started to deliver (for example) 

from the review of Capital Requirements 

launched in July. 

While there are many links between finance 

and growth, of course our approach to 

growth does not purely focus on the finan-

cial sector. We are also stimulating invest-

ment through the €315 billion Juncker 

Investment Plan; through innovation and 

growth in an ambitious Digital Single Mar-

ket and Energy Union; and through driving 

forward the free trade  agenda. 

Growth will not come from regulation alone, 

but we can enable it, and create the con-

ditions where it can happen. Right now, 

we need to use every tool we can to foster 

growth both now and for the future. 
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… but today our duty is to look at what we have

done, and check it is doing its job properly

“

”
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The EU’s vision of a Capital Markets Union 

(CMU) is ambitious and rightly so. Today, 

cross-border frictions still impede the abil-

ity of firms to gain access to financing 

from across the EU. In Europe, the share of 

financing obtained through means other 

than bank loans stands at 25 per cent, com-

pared to around 75 per cent in the United States. The further integra-

tion of European financial markets is required to encourage non-bank 

funding, to diversify the sources of funding and to stimulate economic 

growth and employment.  

Promoting equity and debt financing

Easier access to equity financing, for example through venture capital or 

IPOs, could be one way to help companies grow faster. Market infrastruc-

tures such as Clearstream 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 mar-

ket practices and regulatory structures that govern the financial markets of 

the 28 member states. This compounds the fixed costs associated with the 

issuance process that may be putting off many SMEs from going down this 

funding route. 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 giveup shareholder rights.  

Reviving securitisation

Enabling banks to refinance SME loans by pooling assets and converting 

them into securities encourages these banks to lend to such enterprises, 

thus increasing economic investment. Obviously the challenge here is to 

ensure that only “high-quality” and transparent securitisation occurs with 

simple and easy-to-understand structures. This is something the Euro-

pean Commission is currently working on, based on recommendations 

from the ECB and the Bank of England.  

The role of the post-trade industry 

The post-trade industry in particular has seen major advancements in the 

area of financial market integration, first with TARGET2 and now with 

the recently launched TARGET2-Securities (T2S). T2S is a new pan-Eu-

ropean settlement platform that will allow for harmonised settlement 

in euro central bank money on a real-time 

gross basis. Currently, investors and issuers 

in Europe still mainly focus on their home 

market. The rollout of T2S will address this 

home bias and facilitate issuance and set-

tlement across markets, thereby increasing 

the efficiency of financial markets in Europe. 

This is very much in line with Clearstream’s core principles. Clearstream 

acts as a gateway to over 50 markets worldwide, thereby facilitating inter-

national investment in domestic markets around the globe. Over 14,000 

issuers use our network to connect to over 50 major CSDs and investors 

worldwide.

T2S underpins the CMU and should be employed as one of its corner-

stones. The CMU will allow businesses and households to access a larger 

variety of funding channels and stimulate growth by removing fragmen-

tation in capital markets. 

Deutsche Börse Group and Clearstream are natural partners in develop-

ing the CMU. In fact, our infrastructure provides customers with a kind 

of ‘ready-made’ Capital Markets Union. A core function of an exchange 

organisation such as Deutsche Börse is to bring investors and issuers 

together. This ultimately helps the flow of capital between these two 

communities, including for SMEs that make up the backbone of Europe’s 

economy. Clearstream’s experience in managing the entire value chain of 

a capital market convinces us that broadening access to this type of fund-

ing is not just beneficial to Europe’s economy, but in fact crucial. 

How financial market harmonisation will ease 
funding for European companies
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Intermediaries and infrastructures – the engine 
for a successful CMU

The Capital Markets Union project has 

enormous potential to contribute to eco-

nomic growth, financial stability and to 

ensure that the EU remains open and com-

petitive at a global level. The critical chal-

lenges that stand before us are firstly to 

create the legal, regulatory and market 

pre-conditions for a successful CMU, and 

secondly to deliver practical, operational 

execution.

At the heart of addressing these challenges 

will be financial intermediaries which allow 

end users to access market infrastructures 

(such as central banks, CSDs, CCPs and 

trading venues). Without the ability to use 

intermediaries, many categories of mar-

ket participants (including both issuers 

and investors) would in effect be excluded 

from the market, as they would be unable 

to access infrastructure.

Notwithstanding, the looming 

threat we currently face is that 

a range of “in flight” European 

regulation impedes, or even 

prohibits, the use of interme-

diaries and will likely inhibit 

intermediaries from playing the role they will 

need to make CMU a reality. Recent exam-

ples include the ESMA proposals relating to 

the CSD Regulation and the ESAs proposals 

on risk-mitigation techniques for OTC deriva-

tive transactions. 

Regulators and policy makers should also 

heed intermediaries’ guidance with respect 

to inadvertent consequences of asset segre-

gation requirements. A key component of the 

effective funding and functioning of a CMU is 

efficient deployment of collateral.  The pro-

posal for asset segregation throughout the 

sub-custody chain would not enhance inves-

tor protection. Rather it introduces opera-

tional and settlement risks for the investor 

and would have a material negative impact 

on liquidity and funding which will, in turn, 

damage the so called “real economy”.

Beyond the need for their existence, inter-

mediaries can contribute to kick-starting the 

CMU project and keeping it on track. Interme-

diaries such as BNY Mellon have a wealth of 

expertise and solid experience which can help 

in the initial phase by creating the pre-condi-

tions for a CMU. A flagship European project 

is the European Central Bank’s TARGET2-Se-

curities (T2S) project to build a pan-European 

technical platform for securities settlement.

As explained by Mario Draghi, T2S will form 

a foundation for the establishment of the 

CMU. BNY Mellon is proud to have played 

a prominent role in the T2S harmonisation 

work, and expects to make similar contri-

butions to the forthcoming CMU work.

Intermediaries also have a major role in 

the actual delivery of a CMU. The CMU will 

mean significant changes in the structures 

and practices of capital markets. The key 

measures of success of a CMU, namely the 

actual increase in the financing and invest-

ment options available to issuers and 

investors; greater market efficiency, parity 

and reduced cost with less risk to partici-

pants, will depend on intermediaries such 

as BNY Mellon being able to provide the 

necessary services. 

In the same way that intermediaries are 

necessary for a CMU, market infrastruc-

tures also play a special role in a CMU.

Differences in infrastructure 

functionalities and require-

ments, and in market practices 

at the level of core infrastruc-

ture, have the effect of frag-

menting markets.

This means that for the CMU 

project to be a success there has to be a high 

degree of harmonisation in functionalities 

and in service provision at the level of core 

market infrastructure. But by itself this is not 

sufficient. There also has to be a high degree 

of harmonisation in market practices, and in 

national regulatory requirements placed on 

market infrastructure and on participants in 

market infrastructure.

The corner stone for achieving such harmoni-

sation and regulatory convergence is a single 

rulebook which enables issuers and investors 

across the EU to benefit from the same rights 

and have access to the same core services. In 

doing so, a single rulebook in the area of CMU 

will deliver greater efficiency, transparency, 

and liquidity; and reduce costs. 
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The 430 responses to the Commission’s Green Paper on Capital Markets 

Union (CMU) expressed broad support for the initiative. Many respond-

ents emphasised the potential benefits in terms of cross-border 

risk-sharing, deeper and more liquid markets, and diversified sources of 

funding for the economy. The CMU project is expected to deepen finan-

cial integration, strengthen the resilience of the financial system, sup-

port job creation and boost competitiveness.

There was strong support for the intention to propose legislation to 

revive the EU securitisation market and to overhaul the Prospectus 

Directive to facilitate capital-raising by European issuers. Feedback also 

revealed strong support for actions to help smaller companies to gain 

early access to market-based funding and to increase investment flows 

to infrastructure projects. Stakeholders also called on the European 

Commission to enable institutional investors to invest in corporates 

and infrastructure projects in keeping with their long-term investment 

profiles. Ways must also be found to improve returns to retail investors 

who invest in capital-market based investments.  Finally, responses 

identified a range of impediments to cross-border investment transac-

tions having their origins in different fields of regulation, law and tax. 

There was also positive feedback on the supervisory architecture put 

in place following the financial crisis, with respondents broadly con-

sidering the existing powers of the European Supervisory Authorities 

(ESAs) as largely sufficient. Stakeholders called for sustained efforts 

by ESAs to promote supervisory convergence in order for the benefits 

of the single rule book and deeper capital markets to be shared by all. 

In addition, respondents considered that national and EU-level macro-

prudential frameworks should be able to react effectively to financial 

stability concerns originating in capital markets.

The consultation underlined that the focus should be on identifying 

concrete actions that will give new impetus to boosting new sources of 

funding and investment opportunities. This pragmatic approach was 

also reflected in the comprehensive ECOFIN Council conclusions of 18 

June and the very supportive EP Resolution of July 8th.

The next step on the road to building a capital markets union is the 

adoption of an action plan at the end of September. This programming 

document will provide clear orientations as to the importance, timing 

and form of initiatives needed to unlock new sources of market-based 

finance in Europe between now and 2019. It will fix a set of priorities 

which will hopefully command widespread support, and represent a 

solid basis for re-connecting European finance with the needs of the 

real economy. 

Towards CMU: what lessons from the Green Paper 
consultation and where next?
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Bank of America Merrill Lynch welcomes the European Commission’s 

work around the development of a Capital Markets Union. By break-

ing down barriers to the flow of capital, unlocking funding for long-

term infrastructure projects and SMEs, and harmonising the access 

to capital markets, the European Union can be more financially sta-

ble and internationally competitive – as well as achieving  significant 

progress in the creation of jobs and growth. A couple of elements 

could be particularly important to the overall success of the initiative. 

Revival of the securitisation market

Securitisation has a major part to play in helping European banks 

deleverage and divest risk, and in helping businesses of all types to 

access more diverse funding sources. Capital markets can be much 

deeper if investors are able to access high-qual-

ity securitisation at attractive yields.  How-

ever, the European securitisation market 

has declined since the financial crisis for 

a number of reasons including the with-

drawal of investors due to a more burden-

some regulatory framework, withdrawal 

of issuers as a result of the availability 

of cheap financing alternatives, as well as 

reputational damage. To recover fully, the 

European securitisation market will require 

the restoration of a level playing field 

across the different asset-based 

financing instruments in the European regulatory framework cover-

ing capital, liquidity and operational requirements (such as transpar-

ency, due diligence, risk transfer, retention, and accounting.). 

Global Coordination – legislative overlaps

It is also important that policymakers in the EU and the US act in 

a clear and cooperative way to remove inconsistencies and overlaps 

within legislation adopted on both sides of the Atlantic. For exam-

ple, in asset-based finance, there are still considerable differences 

in treatment between different jurisdictions. This creates market 

uncertainty and disincentivises both banks and investors.  In order to 

create a sustainable capital market, regulations must be calibrated 

and, where possible, harmonised, to allow banks to fulfill their role as 

market makers or providers of securitised funding. Consistent appli-

cation of third country-equivalence across legislations and jurisdic-

tions would go even further towards the goals of the CMU. 

What would success look like?

As a global bank headquartered in the US, we already see the benefits 

of a capital markets union in our home market and we are optimistic 

about the opportunity for Europe as well.  Both shorter-term Com-

mission initiatives and longer-term objectives will have a role to play.  

In the shorter term, revived securitisation markets and amendments 

to the Prospectus Directive will help improve companies’ access to 

financing.  Looking longer-term, a more diversified funding base for 

companies of all sizes should help drive a dynamic European econ-

omy, and increased infrastructure and other long-term investment 

will of course help improve the social fabric of Europe. If successful, 

the ultimate beneficiaries of Capital Markets Union will be European 

citizens, in terms of greater employment and investment opportu-

nities and a more stable economy.  This is a goal worth pursuing. 

Creating a successful Capital Markets Union

How to finance an investment is the crucial ques-

tion an entrepreneur needs to answer before talk-

ing to his bank or tapping the capital markets. 

But it is not the first question an entrepreneur 

needs to answer. A mature investment decision 

includes considerations on the economic and 

political landscape. Here Europe’s key to growth is 

hidden. We must make sure that Europe’s growth 

potential is unlocked. The prevailing Modus Oper-

andi in Europe still is crisis management instead 

of working towards a stable future without all 

the uncertainties we are currently facing. This is 

all the more important because I do not believe 

that we have a lack of financing opportunities in 

Europa but a lack of trust.

Even if a Capital Markets Union will not have 

the capacity to bridge the gap of trust it could 

contribute to financing the EU economy, if a 

few prerequisites are respected: First of all, the 

Capital Markets Union must not aim at replac-

ing systems that are effective and efficient in 

raising debt. It might well be that we in Europe 

lose more financing potential for the real econ-

omy by over-restrictive rules for traditional bank 

lending, than we might win by the Capital Mar-

kets Union, especially in financing SMEs and 

local economies. Therefore, the EU Commis-

sion should always focus on allowing a bal-

anced financing mix between banks and capital 

THE CAPITAL MARKETS UNION ACTION PLAN

Alex Wilmot-Sitwell 
President Europe, 

the Middle East and Africa, 

Bank of America Merrill Lynch

Capital Markets Union will not cure Europe’s flaws - 
a balanced financing mix is key 
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markets. It must be avoided that new regula-

tions place excessive burdens on well-function-

ing structures that are based on bank lending.

I share the view that diversifying the sources of 

corporate funding can facilitate investments in 

individual cases and boost overall growth. How-

ever, capital market-based funding would gen-

erally be more suitable for large companies and 

projects. It comes with limits inherent to the 

system, and can thus only ever be complemen-

tary to, but never fully replace bank financing.

If we want to avoid any drawbacks for issu-

ers and savers through the establishment of a 

Capital Markets Union we need to be cautious 

about the protection of investors and savers. 

In order to boost retail investors´ willingness 

to invest their money, it is primarily necessary 

to strengthen their confidence in the provid-

ers of investment opportunities, the financial 

products as well as the stability of the financial 

markets. At the same time, it is essential that 

consumer protection is not weakened. 

Capital markets in Europe--despite their 

growth in recent years--remain less devel-

oped than in the U.S., and the region’s econ-

omy is over-dependent on financing from the 

banking sector. We believe this has held back 

equity and credit growth since the financial 

crisis. CMU is therefore a welcome initia-

tive to diversify the sources--and potentially 

lower the cost--of long-term funding for 

Europe’s real economy.

A common refrain throughout the debate on 

CMU is the challenge that investors face from 

a lack of transparency. For large and relatively 

low-risk debt issuers, there is no shortage of 

relevant information and benchmarks to aid 

the investment and price formation process. 

But for medium-sized enterprises and infra-

structure projects, there is a pressing need 

for rigorous, independent, and comparable 

credit risk assessments.

This is increasingly important because our 

research shows that funding needs for these 

two asset classes are growing in Europe. We 

estimate that European medium-sized com-

panies will need between €350 billion and 

€730 billion in new funding, and up to €2.1 

trillion to refinance existing loans between 

now and 2018. These companies, which con-

tribute nearly one third to the private sector 

GDP of the EU economy, would benefit the 

most from a pan-European financing mar-

ket. We also estimate that global funding 

needs in infrastructure will be over $3 tril-

lion annually between now and 2030. There 

are clear economic benefits to increased 

public spending on infrastructure, with the 

so-called ”multiplier effect” of an increase in 

spending of 1% of real GDP running as high 

as 1.4 in a three-year period. Such invest-

ment would also add more than 620,000 

jobs in the Eurozone in the same year as the 

increase occurred.

S&P believes high quality information and 

improved transparency holds the key to 

unlocking effective capital allocation and 

building a healthy finance ecosystem in 

Europe. EU policymakers’ regulatory efforts 

should focus on establishing a level playing 

field for investors and companies in Europe 

and removing existing institutional, legal, 

and regulatory constraints. Private mar-

ket participants, on the other hand, should 

coordinate to provide solutions for reducing 

the existing transparency gap by develop-

ing credit benchmarks and appropriate tools 

to measure, track, and share relevant credit 

analytics and default/recovery data on a 

European basis.  All this is essential if we are 

to realise the potential significant benefits 

of  CMU. 

A European Capital Markets 
Union should improve 
transparency for investors

Dr. Karl-Peter Schackmann-Fallis 

Executive Member of the Board, 

Deutscher Sparkassen- 

und Giroverband (DSGV)
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President, 
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Delivering a successful capital markets union 

(CMU) by creating a single capital market in 

the EU necessitates linking investors with 

those seeking capital in order to provide 

growth. For this reason, the investor per-

spective should be at the core of the CMU 

action plan. 

While ensuring that the necessary internal 

market opportunities are available to issu-

ers and capital providers, it is important to 

increase investor awareness and trust in 

financial products and improve financial 

literacy across the EU. In order to increase 

the participation of investors and reap the 

benefits that may result from facilitating 

easier and more economic access to capital, 

the level of confidence and trust of inves-

tors (particularly retail investors) needs 

to grow. 

Europeans historically prefer to keep their 

savings in deposits. However, households 

allocating their long term investments 

to deposits will miss out on badly needed 

investment returns. In the long term, 

households investing carefully in cap-

ital markets will be better off than 

keeping their savings concen-

trated in deposits. A more diversi-

fied financial system, a key CMU 

objective, will increase choice and 

competition, which would pro-

vide both investors and market 

participants with increased opportunity to 

decide which channel best suits their needs. 

Of course, there are risks in financial mar-

kets, and attracting retail investors to more 

actively participate in the financial market-

place reinforces the relevance of ESMA’s 

existing investor protection mandate and 

framework. Only when investors feel suf-

ficiently confident will they be willing to 

actively enter financial markets.

ESMA’s response to the Commission’s con-

sultation suggests some practical exam-

ples of ways to entice long term savings 

into capital markets instruments. Firstly, 

cross-border retail participation in UCITS 

could be increased by encouraging provid-

ers of financial services to offer investors 

access to a wider choice of funds at compet-

itive prices, including internationally diverse 

offerings. Secondly, ESMA suggested that 

further harmonisation of the disclosure of 

the costs and expenses under the UCITS 

framework could improve the comparability 

of different product offerings and increase 

the attractiveness of UCITS to retail inves-

tors. To conclude, in the framework of the 

CMU, the regulatory reform of the asset 

management sector provides a solid basis 

to develop more retail participation in the 

capital markets. 

CMU, competition and stable 
financial markets go hand in hand 
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The Capital Markets Union: 
to diversify sources of financing 
of corporates

In continental Europe, up to 75% of the 

economy is financed through bank lend-

ing, the remaining 25% coming through the 

market. For an equivalent GDP, the opposite 

proportions come about in the US.

In parallel, regulatory changes induced 

by the financial crisis have reduced bank 

capabilities to provide credit, especially in 

case European economy would benefit of a 

marked economic recovery. 

The CMU aims at addressing this funda-

mental question, ensuring a smooth transi-

tion in Europe from bank financing towards 

more market financing.

To build a strong financial market in Europe, 

the European capital markets should benefit 

from a regulatory and operational framework 

attractive to issuers, investors, and interme-

diaries, keeping in mind that the market is a 

continuum between these players: if one ele-

ment is missing, the clockwork is stalled. 

Major corporates can already tap the mar-

kets directly, but how can we ensure access 

for the SME’s and for households at reason-

able cost? The numerous difficulties that 

these firms encounter in terms of the cost, 

transparency and liquidity of their issuances 

need to be removed. 

An equally important goal is the gradual 

strengthening of the equity base of the 

corporates. At a certain point, it could be 

necessary to deal with taxation issues 

too. In this respect, the Italian “Allow-

ance for Corporate equity”, benefiting only 

to new equity raised, is a very promising 

approach. 

On the investor side, the main objective 

should be to develop a critical mass of long-

term investors. Here also, tax issues should 

not be a taboo. 

Finally, a European capital markets requires 

strong market-makers. 

As recently pointed out by several studies, 

increased regulatory requirements have 

significantly reduced incentives for market 

makers to hold inventories and to provide 

liquidity services, ultimately contributing to 

increased volatility. If these services are not 

provided, investors would be less willing to 

purchase new issues or would require higher 

yields. Ultimately, this would be at the det-

riment of corporates, as their borrowing 

costs would rise. 
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A combination of legislative and market-led 
solutions will help to create a successful CMU
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Capital Markets Union rightly sets out with high ambitions. Effective 

capital markets are of central importance to growth in the EU. 

 

The FCA’s response to the CMU Green Paper highlighted that to 

encourage more investment in capital markets by a wider pool of 

investors, including retail investors, they must feel confident that 

a framework for effective investor protection is in place. Much of 

this is already set out in EU legislation, though some 

changes are still in the process of being imple-

mented.  It also relies on regulators imple-

menting the legislation and supervising firms 

consistently.  Most important of all is the role 

of industry in making the investment pro-

cess accessible, simple and transparent.  

On the supply, demand and intermediation 

sides, CMU can involve a mix of short term leg-

islative actions, and longer term work to review 

the existing European legal framework to ensure 

it accommodates ongoing market and 

technological developments.  

Legislative actions should include the 

review of the Prospectus Directive, to 

streamline the information requirements and processes around rais-

ing new capital.  There is also scope to review aspects of the funds 

framework, including greater integration and alignment in the regimes 

for different types of fund.  More broadly, it is timely to consider how 

we can harness the opportunities of technology to increase and sim-

plify investment – for example, the scope offered by online chan-

nels for retail investment, or promoting cross-border interest through 

pan European comparison websites.  We need to understand what 

else might encourage investors to consider more cross-border 

investment.    

For a successful CMU, a mix of legislative action at the EU and 

national levels, and market-led solutions are required.  

 

It will be important to follow the core principles of subsidiar-

ity and proportionality. The ESAs will have an important role 

to play in facilitating a consistent approach by national super-

visors with expert knowledge of their local industries.

Where EU legislation is required, we very 

much welcome the stronger emphasis on 

Better Regulation from the Commission 

and believe that CMU initiatives will 

benefit from this.   

 

We look forward to the Commission’s 

action plan and to contributing to 

achieving the ambitions of CMU. 

Edwin Schooling Latter 
Head of Market Policy,  

Financial Conduct Authority (FCA)

VISIT THE EUROFI LUXEMBOURG FORUM WEBSITE
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The securities settlement space in the EU 

has been the subject of significant and 

unique change over the last three years. Sig-

nificant, because CSDs will now all be sub-

ject to the detailed CSD Regulation, which 

was implemented in September 2014 and 

for which we await the final detailed Level 2 

measures from the EBA and ESMA. But the 

change is also unique, because securities 

settlement systems in the Eurozone (and 

beyond) have now begun to migrate to Tar-

get2-Securities (T2S). The technical devel-

opment of T2S has been accompanied by a 

comprehensive effort to harmonise market 

practices across those markets which are 

migrating to T2S. 

This combination of the CSDR (and glob-

ally agreed principles for Financial Mar-

kets Infrastructures agreed by CPMI-IOSCO) 

and the introduction of Target2-Securities 

together represent the most important 

building blocks for a Capital Markets Union 

for post trade services.

But more still needs to be done. The har-

monisation of post trade market practices 

within the Eurozone should be accelerated 

across the EU. This is particularly true in the 

areas of corporate actions and asset servic-

ing.   In addition, the EU still does not have a 

single conflict of law rule for the holding and 

transfer of book entry securities, despite 

significant work here ten years ago.  And 

the potential impediments to efficient col-

lateral movements (including requirements 

for increasing segregation) should be exam-

ined carefully.  Intervention of the author-

ities in these areas could be very welcome, 

but should follow three principles. 

First, reform should be targeted, evi-

dence-based, and feasible and should be 

capable of being implemented in a rea-

sonably short timeframe.  Secondly, there 

should be a high burden of proof to justify 

the creation of significant and new reform. 

And finally, the Commission should exam-

ine the effects of existing legislation on 

the successful development of CMU, as it 

has recently done with the Capital Require-

ments Directive. 

A CMU for post trade, 
already partially achieved, 
but more to be done
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On November 1, 2014 when Jean-Claude 

Juncker took on the mantle of President of 

the European Commission, he tasked his new 

Commissioner for Financial Services, Lord Hill, 

to “bring about a well-regulated and inte-

grated Capital Markets Union, with a view to 

maximizing the benefits of capital markets 

and non-bank financial institutions for the 

real economy.”  Asset managers are already 

playing a key role as important alternatives to 

traditional bank financing in Europe and glob-

ally.  We serve as the crucial link between sav-

ers and pensioners seeking steady returns, and 

the companies and projects across Europe and 

the globe that need a stable source of fund-

ing to go about their business of creating jobs, 

producing goods and providing services.

This is happening already but there is an 

opportunity for asset management to play a 

stronger role in funding the EU economy.  The 

Capital Markets Union (CMU) initiative can 

help.  This will require a combination of smaller 

‘quick fixes’ to existing rules and more ambi-

tious longer term commitments to resolving 

complex issues, all to help enhance and com-

plete the EU Single Market.

The EU Single Market in the 

area of financial services, while 

already hugely beneficial to 

investors, is far from complete.  

There is a great deal of fragmen-

tation across the EU’s Mem-

ber States, which create hurdles to pooling of 

investments and the marketing and distribu-

tion of funds across Europe.

The EU has created a global success story 

in UCITS.  Funds constructed and marketed 

under the UCITS framework are the most 

trusted investment vehicles on a global, 

cross-border basis.  The transparency, diversi-

fication and stability that UCITS provide have 

earned the trust of investors and regulators 

not just in Europe but also in Asia and Latin 

America.  While this is positive, there are still 

barriers which make it difficult to distribute 

funds across borders even within the EU itself.  

The marketing restrictions that are applied to 

funds are generally those of EU host countries.  

Meeting local marketing documentation 

requirements can be inefficient and lead to 

delays in distribution.  As one possible ‘quick 

fix’, the CMU could seek to allow home regu-

lators to approve marketing materials when 

approving UCITS funds themselves, or at the 

very least, impose stricter deadlines for Mem-

ber States to give consent to marketing mate-

rials for funds.

Retirement income is a significant source of 

under-utilized capital in Europe and pensions 

are an area where national markets in Europe 

are still very disjointed.  Pooling retirement 

saving across the EU bloc and channeling this 

investment into infrastructure projects, loans 

to small and medium-sized businesses and 

other long term growth and job creating ini-

tiatives could be a successful project under a 

CMU.  While we understand that this is com-

plex and would need a great deal of thought 

and consultation, we believe such a regime is 

worthy pursuing under the purview of the CMU 

as a longer term goal. It would strengthen the 

Single Market for pension provision whilst pro-

viding investors and savers with greater choice 

across a more competitive and cheaper (due 

to economies of scale) funds range.  While 

we should seek to encourage a stronger sin-

gle market for retirement savings and other 

long-term capital in Europe through new ini-

tiatives, we must also keep a careful eye on 

existing rules which could create headwinds to 

this objective.  In this regard, we should ensure 

to keep the goals of the CMU project in mind 

when finalizing and implementing rules set 

out for corporate pensions in the IORP Direc-

tive and insurance firms under Solvency II.

One area where the EU Single Market in finan-

cial services is functioning extremely well 

already is the area of Money Market Funds 

(MMFs).  MMFs provide Euro-

pean and global corporates 

with the ability to manage their 

liquidity and diversify their risk 

effectively.  Meanwhile, many 

European businesses, munici-

palities, government agencies 

and others enjoy a steady flow 

of cross-border short-term investment pro-

vided by MMFs.  We hope that in light of the 

CMU, the Money Market Fund Regulation, cur-

rently being debated by EU policymakers, will 

encourage this cross-border, non-bank source 

of investment while bringing greater safety 

and transparency to this market.

These are just a few examples of where the 

CMU can help encourage fund managers to 

contribute to the European economy more 

effectively.  Some of these undertakings will 

be quicker and easier while others will involve 

longer term dedication.  J.P. Morgan Asset 

Management remains ready to work with poli-

cymakers to make this a great success. 

Capital Markets Union: the role of asset managers

76 THE EUROFI FINANCIAL FORUM 2015  //  9, 10 & 11 SEPTEMBER  //  LUXEMBOURG

MAXIMIZING THE CONTRIBUTION OF ASSET MANAGEMENT 
TO THE FINANCING OF THE ECONOMY 

Mike O’Brien - Chief Executive Officer, 

Investment Management, EMEA, 

J.P. Morgan

Retirement income is a significant source 

of under-utilized capital in Europe and pensions 

are an area where national markets in Europe 

are still very disjointed

“
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Thirty years ago, the adoption 

of the first version of the UCITS 

Directive gave impetus to EU 

investment funds legislation 

with the creation of a framework 

for open-ended, liquid and diver-

sified funds. Since then, Europe 

has developed into the second 

largest domicile for investment 

funds worldwide. In parallel, reg-

ulatory density has risen and the 

EU fund market nowadays offers 

a large choice of regulated invest-

ment funds adapted to diverse 

investor needs.

The UCITS Directive has been sup-

plemented with a set of EU pieces 

of regulation in the realm of asset 

management, including the AIFM 

Directive, which provides today 

for a high level of investor pro-

tection. In addition, the level of 

information available to inves-

tors has been strongly improved 

through significantly more dis-

closure including the creation of 

a Key Investor Information Docu-

ment. Even if things can always 

be improved, the asset manage-

ment regulatory framework does 

not seem to require a further revo-

lution. However, unfinished busi-

ness still needs to be concluded, 

notably a legislative framework 

for Money Market Funds to be 

put in place in Europe. Further-

more, the Capital Markets Union 

should permit to focus on a tar-

geted evolution to restore inves-

tor confidence and to encourage 

long-term investments. 

It is also of utmost importance 

that regulators continue to work 

on convergence and accompany 

industry and investors to cope with 

new legislative requirements and 

opportunities such as provided 

by the ELTIF Regulation, applica-

ble from December 2015. Build-

ing on the success of open-ended 

and liquid UCITS funds, a new type 

of closed-ended and long-term 

oriented investment fund could 

complete the offer on the fund 

market. Indeed, ELTIFs are Alter-

native Investment Funds that aim 

at encouraging long-term invest-

ments and that respect certain 

characteristics, first and foremost 

an investment of 70% of the fund’s 

capital in long-term assets. Com-

pared to other AIFs benefiting from 

a passport, one novelty is that the 

ELTIF Regulation provides for an 

optional passport for selling these 

funds to retail investors. The other 

innovation is that ELTIFs can grant 

loans to qualifying portfolio under-

takings if certain conditions are 

fulfilled. The implementation of 

the ELTIF Regulation is on its way. 

It needs to be decided at national 

levels how to integrate ELTIFs in 

the national fund classifications. 

Looking ahead, a revision of the 

Solvency II Directive could set addi-

tional incentives for investments in 

ELTIFs. Later on, it will need to be 

assessed whether the calibration of 

offer and demand will make ELTIF 

a successful product truly contrib-

uting to the long-term financing of 

the EU economy. 

The EU investment 
fund framework: 
further convergence 
and targeted 
developments 

Benoît de Juvigny 
Secretary General, 

Autorité des Marchés Financiers (AMF)

Do long-term 
investment funds 
attract investor 
interest?
The drive to convince savers both 

large and small to invest in the 

real economy is the motor behind 

our European Long Term Invest-

ment Fund (ELTIF) initiative. This 

is why ELTIF sit at the heart of our 

push to create a Capital Markets 

Union. Taking effect from 9 Decem-

ber 2015, the ELTIF Regulation puts 

in place a clear and stable frame-

work for funds that invest in long 

term and often hard to sell assets 

such as infrastructure and unlisted 

companies.

With diversification and depositary 

requirements similar to those for 

the highly successful UCITS funds 

they are suitable for both retail and 

institutional investors who are pre-

pared to commit their money for 

the long term. ELTIF are designed to 

appeal to insurance companies and 

pension funds which need to fund 

long term promises. ELIFS can also 

be useful for individual savers who 

are able to see their money locked 

away for a number of years and 

have the resources to do so.

ELTIF sit within a wider architec-

ture of rules designed to protect 

consumers and ensure financial 

stability. ELTIF managers must be 

authorised under the Alternative 

Investment Fund Managers Direc-

tive. If ELTIF are offered to retail 

savers they will have to have a key 

information document outlining all 

of the risks in clear and simple lan-

guage. ELTIF are classed as ‘com-

plex’ products so they can only be 

sold with advice. 

While we can innovate and ena-

ble at a European level, we cannot 

make ELTIF a success on our own. 

For ELTIF to succeed as a chan-

nel for long term funding to the 

real economy we need the active 

engagement of investors as well 

as governments. Investors need to 

appreciate the range of opportu-

nities ELTIF provide. From invest-

ments in traditional infrastructure 

such as roads and schools and 

hospitals, SMEs both listed and 

unlisted to intellectual prop-

erty such as patents, ELTIF are 

designed to cater for a wide range 

of investors’ needs. We are making 

changes to our new insurance rules 

in Solvency 2 to make it easier for 

insurers to invest via ELTIF, so our 

commitment is clear. 

The decision whether or not to 

grant fiscal advantage to different 

types of investments is the prerog-

ative of Member States. Investing 

in ELTIFs will bring advantages to all 

involved, to the countries where the 

funds and manager are based, the 

projects that they invest in and the 

savers who will receive long term, 

more stable returns. We hope that 

Member States will recognise this 

and extend any existing tax or other 

advantages for national regimes to 

ELTIF.  We have created the tools. It 

is now for you to use them. 

Tilman Lueder, Head of unit 

Asset Management, 

DG Financial Stability, 

Financial Services and Capital 

Markets Union, 

European Commission



The Capital Market Union (CMU) is the latest 

buzzword in the EP & the Commission. It has to 

deliver on one of the top priorities of our polit-

ical agenda - increase jobs and growth. There-

fore, EU investment funds need to play a greater 

role in improving the channel of capital to invest-

ment assets, particularly, infrastructure. How-

ever, to achieve this objective we have to take 

on two large issues. Firstly,  the fragmentation 

of the investment funds landscape needs to be 

tackled. Secondly, better structured projects are 

needed for investors who argue that currently 

too much money is chasing too few assets.

 

Today, there are several types of harmonised 

investment funds which has led to a highly frag-

mented landscape in EU investment funds; with 

different products and implementation pro-

cesses that must adhere to both national and 

EU regulation. Furthermore, the average Euro-

pean mutual funds are valued at only €222 mil-

lion, which is 1/7th the size of typical US fund 

(ECMI statistical package 2014). This means 

higher costs and lower returns for the investors.

 

Earlier this year, ELTIF, (European long term 

investment funds) became the most recent 

type of investment fund to be adopted by the 

European Parliament and the Council.  These 

funds, are available to any investor (subject to 

certain legal requirements), and are primarily 

designed to attract investors who want to place 

their money in long-term investments in com-

panies and projects. However, requirements of 

these funds are considered by many in the sec-

tor-as too limiting. It is believed that the inves-

tor base may not expand beyond institutional 

and high net worth investors that may prevent 

broader retail participation. In addition, the lim-

ited set of assets ELTIFS can invest in, is also 

considered a barrier.

 

Not withstanding the above, the overall objec-

tive is to increase cross border retail participation 

and to make EU investment funds operate more 

effectively. Therefore, several additional steps 

could be undertaken that could yield more pos-

itive results. Firstly, UCITS (Undertakings for the 

collective investment in transferable securities) 

cross border participation needs to be increased 

by requiring more open distribution channels 

to ensure consumers have the right informa-

tion to make an informed decision. Secondly, 

greater transparency on the costs is necessary: 

the distribution costs having been clearly demar-

cated from those associated with managing the 

assets. Thirdly, developing domestic comparison 

platforms that operate on a cross border basis 

would help assist investors to compare and pur-

chase cross border investment products.

 

However, the key to the long term success of 

ELTIFs  is to have consistent implementation 

and enforcement across all the member states. 

After this, and only after this, can an assess-

ment can be completed to see if some of the leg-

islation requires a review or amending.

 

Achieving greater flow of savings towards the 

real economy requires effective investment 

funds framework and in turn it could contrib-

ute to the fulfilment of CMU’s goals. Once the 

fragmentation of investment funds has been 

addressed, only then  real change can occur. 

Do existing EU investment fund frameworks need to 
evolve for investment funds to attract more savings and 
long term investments?

EU investment fund frameworks as a tool 
to spin financing of EU SMEs
With reference to the asset management sec-

tor, the recent initiatives under the AIFMD, and 

the ELTIF, EUVECA and EUSEF Regulations have 

pursued the objective of fostering cross-border 

setting up and marketing of funds, through 

passporting. Although the regulation is still to 

be finalized with L2 measures, it is still possible 

to outline additional actions that could improve 

EU investment fund frameworks.

As the asset management companies in Europe 

often manage more than one type of fund, the 

setting-up and marketing of funds across the 

EU would benefit from more consistency, sim-

plification and harmonization across the vari-

ous legislative instruments regulating the asset 

management sector, for instance in terms of 

information to the public, conduct of business 

rules and organizational requirements. 

Furthermore, it would be advisable to provide 

for tax incentives for such type of investments, 

encouraging a broader tax harmonization 

across the Union. This could be helpful in order 
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to attract investors and eliminate complex 

issues to be dealt both by the asset manage-

ment companies and explained to investors. 

The most important outcome which EU invest-

ment fund regulation should achieve is to help 

the flow of savings to the real economy and in 

particular to SMEs. 

The analysis of SMEs universe should take 

into account the different issues on the table, 

based on firms’ actual relationship with the 

market. In this regard, the flow of funding for 

companies which are already familiar with cap-

ital markets relies, among other things, on the 

availability of markets/platforms specialized 

in SMEs securities (secondary markets) and 

characterized by well-functioning infrastruc-

tures and by the implementation of specific 

features. 

On the other hand, attractiveness of compa-

nies not yet participating to capital markets is 

strictly dependent on the possibility to guar-

antee a regular flow of information to the 

market and to all the potential investors (buy-

side view). Standardization of SMEs informa-

tion, not limited to credit information, is a key 

element in ensuring wider access to capital 

market financing for SMEs. In fact, standard-

ization enhances comprehensibility and com-

parability of the information on the SMEs. 

Given the dimension of SMEs and the cost 

that they have to bear to access markets (advi-

sors, consultants, auditors etc.) or the lack of 

economic interest in producing research or 

market analysis, certain activities could be 

entrusted to a European Agency for SMEs. 

Such European Agency could act as a central 

hub of credit information pertaining to SMEs, 

by gathering and distributing economic and 

financial information concerning European 

enterprises through a single public informa-

tion system, therefore ensuring further stand-

ardization and availability of information. 

Towards a greater role for 
investment funds to finance 
the EU economy
Investment funds may reduce the reliance 

on bank financing in Europe. Achieving 

this will require a less fragmented Euro-

pean funds market through the reduction 

of national idiosyncrasies, and increasing 

the attractiveness to investors of a variety 

of fund types, including venture capital/

private equity funds, corporate bond funds 

and loan origination funds. 

Responses to the Green Paper on CMU point 

towards the importance of costs, inves-

tor protection and sales practices. Lower 

costs and greater cost comparability would 

encourage investor participation across 

all funds. A review of selling practices and 

national marketing rules would be timely. 

Funds should only be offered with the 

appropriate level of investor protection. 

The introduction of the European Venture 

Capital funds and European social entre-

preneurship funds Regulations in 2013 and 

the European long-term investment funds 

Regulation in 2015 has created opt-in funds 

regimes which will be attractive to differ-

ent types of investors and which feature 

customised protection. To-date, interest 

in EuVECA funds or EuSEF funds has been 

limited, although it is early days. The ELTIF 

Regulation will come into force in Decem-

ber 2015 and may spark the interest of 

investors. 

All three fund types can engage in loan orig-

ination. Arguably, this addresses calls by 

the High Level Expert Group on SME and 

Infrastructure Financingi and others for the 

EU to introduce a single market passport 

for EU loan funds. But there is no EU sin-

gle-market loan origination fund framework 

for Europe as a whole designed to be attrac-

tive to institutional investors. Such an ini-

tiative would provide an opportunity to set 

out mandatory provisions on initial credit 

assessment and on-going credit manage-

ment, collection, valuation and impairment 

for all loan funds, as well as diversification 

rules, stress-test requirements and lever-

age caps. 

Another option would be to allow U.S. Busi-

ness Development Companies to operate 

in Europe under a single passport as third 

country AIFs. Initially, this would be likely to 

operate as a conduit for investment flows 

from Europe to the US, but in time, the 

investment choices of those funds would 

likely include European projects. 
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The general goals of capital market 

union are definitely desirable, espe-

cially easier access to funding for 

small and medium-sized enterprises 

and infrastructure projects. With 

respect to old-age provisions, for 

example, introducing private inves-

tors to previously neglected forms 

of investment that often provide 

higher returns is certainly reason-

able, particularly given the current 

period of low interest rates.

However, unintended and, in par-

ticular, undesirable side effects 

must be avoided when realising 

these goals. 

Failure to ensure competitive neu-

trality with respect to new market 

players needs to be mentioned here. 

If non-banks are to increasingly per-

form banking activities – in part to 

compensate for limited bank lending 

due to new regulatory requirements 

– it must be ensured that the same

or at least equivalent requirements 

apply. It is unacceptable for an 

insurance company or other finan-

cial intermediary (de facto “shadow 

banks”) to perform banking busi-

ness (e.g. in the area of infrastruc-

ture lending) under conditions that 

are less strict than the very restric-

tive regulations applying to credit 

institutions. To avoid competitive 

asymmetries, the following principle 

must apply: same business, same 

rules (“level playing field”).

The trend towards shorter terms, 

which often accompanies capital mar-

ket-based funding, is also undesira-

ble. Bank-based lending is often more 

stable than capital market funding 

that uses fungible instruments which 

allow the investor to quickly exit by 

selling them in the market. 

To date, private investors, at least, 

have shown no identifiable readi-

ness to invest more in new forms of 

investment. Investors continue to 

strongly favour bank deposits, insur-

ance policies and real estate. Even 

in the current period of low inter-

est rates, the tendency to invest, 

for example, in high dividend stocks 

is very low. The situation in the US, 

where even small private investors 

often use equity portfolios they 

have constructed themselves to pro-

vide for old age, are exotic excep-

tions in Germany. 

In order to bring about a change in 

attitudes and behaviour, investors 

need to receive advice, which is also 

important in terms of investor pro-

tection, but is made more difficult 

by the current MIFID II requirements. 

Risk assessment in particular, such 

as for start-up companies, is likely 

significantly beyond the capabilities 

of the average private investor. 

Challenges for asset 
management in the Capital 
Markets Union

Scalability of 
retirement 
savings 
will unlock 
long term 
investment  

Massimo Greco - Managing 

Director, Head of European 

Funds, J.P. Morgan Asset 

Management

UCITS have been a great suc-

cess story in Europe and globally 

for a number of reasons: con-

sumer protection, diversifica-

tion, transparency, liquidity and 

sound risk management. How-

ever, UCITS are not the place 

for certain types of investments 

like infrastructure, SME loans 

and others which tend to be less 

liquid and longer term in nature. 

The real demand for these types 

of investments will come from 

the retirement market, where 

there is a need for stable long-

term income flows.

Retirement income is a con-

siderable source of under-uti-

lised capital in Europe. While 

we should continue to work to 

improve the UCITS framework, 

we must give greater thought to 

how to channel retirement sav-

ings toward infrastructure and 

SME loans; perhaps through the 

creation of a ‘UCITS-style’ prod-

uct for pension fund investment.

The current Pillar 2 pensions 

market is fragmented and lacks 

scalability largely due to the 

myriad manners in which funds 

are taxed across 28 Member 

States. Furthermore, taxation 

happens inside the investment 

vehicle in many Member States 

through applying taxes on a 

bundled basis (for example 

“Riester” Funds in Germany, 

“Fondi Aperti” in Italy and var-

ious insurance products across 

Europe). If we can create a 

system whereby EU Member 

States could create their own 

‘tax wrappers’ around the fund, 

this would allow fund manag-

ers to market similar products 

across borders whilst still giv-

ing Member States the power 

to levy tax appropriately under 

national regimes. This would 

improve the cross-border nature 

and scalability of funds, allow-

ing for more sizeable and stead-

ier investment flows into a 

greater number of companies 

and projects.

Such a regime would strengthen 

the Single Market for pension 

provision whilst providing inves-

tors and savers with greater 

choice across a more competi-

tive and cheaper (due to econo-

mies of scale) funds range.  We 

look forward to working along-

side policymakers not just to 

bolster the great success of 

UCITS but also to harness this 

success and apply it other mar-

kets like pensions investment.  

This will not be a ‘quick win’ but 

given the potential benefits to 

investors and markets, these 

longer term initiatives are worth 

pursuing as part of the Capital 

Markets Union. 

Michael Rüdiger - Chief Executive 

Officer, DekaBank Deutsche 

Girozentrale  
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As the economic recovery of 

many EU Member States has 

been slowed by restricted access 

to capital, a key solution to stim-

ulating growth is a single CMU.  

A CMU in Europe will have wide-

spread public, commercial and 

economic benefits.  A CMU will 

foster the growth of investment 

in European companies, espe-

cially small and medium-sized 

enterprises (SMEs), and stimulate 

greater funding for infrastruc-

ture projects.  Today, financing 

for European businesses is far 

too reliant on banks, rather than 

markets, and capital investment 

needs are going unmet.

As noted in the Commission’s 

Green Paper “Building a Capital 

Markets Union,” European SMEs, 

the engines of growth in many 

countries, receive five times less 

funding from capital markets 

than they do in the U.S.  One con-

sequence of this lack of diver-

sification in funding sources is 

that when bank lending becomes 

scarce, the EU economy suf-

fers.  A shift to greater interme-

diation between capital sources 

and users of capital is required 

to ensure the successful recov-

ery and growth of the European 

economy.  Increased access to 

capital markets for SMEs and 

investors will be critical to achieve 

this.  Money market funds 

(MMFs) serve as a critical inter-

mediation vehicle that increases 

investors’ access to borrowers, 

thereby ensuring that a CMU can 

achieve its desired effect.

Short-term capital that is pro-

vided by MMFs is inextricably 

intertwined with long-term cap-

ital structures and economic 

development; this relationship 

between short- and long-term 

capital financing in the EU can-

not be ignored.  European busi-

nesses and governments must be 

able to access efficient and deep 

short-term capital markets for 

their funding needs.  MMFs play 

a material role as buyers of short-

term debt. Having access to this 

allows businesses and govern-

ments to obtain both short- and 

long-term financing as well as 

equity capital.  A proper review 

of the conditions necessary for 

the development of a CMU must 

include an assessment of the 

relationship between short- and 

long-term capital markets, and 

the different entities that partic-

ipate in them.  In order to foster 

greater intermediation of capi-

tal through markets, it is impor-

tant to ensure investment funds 

of all categories, including MMFs, 

may operate in an efficient and 

safe manner. 

A pathway to economic growth: 
EU Capital Markets Union (CMU)

When considering the long term 

financing of the economy, one 

should not overlook the other 

side of the market, i.e. the need 

for investments to cover pension 

engagements on the very long 

term. For individuals the finan-

cial equation is clear: how to save 

sufficiently to be able to face 

expenses of the older age. Insur-

ance brings part of the answer 

with protection against depend-

ency, pension schemes both at the 

level of the country and the indus-

try or the firm have developed and 

a third pillar based on personal 

savings is commonly considered 

a necessity to supplement state 

and professional pensions. 

Asset managers are very much 

involved in bridging the gap 

between the need for long term 

financing of the economy on one 

side and for secure and profitable 

investment of personal savings 

on the other side. The core of the 

activity of asset management 

is to offer investment solutions 

for specific needs of the clients 

investors. It is for governments 

to create the incentives that will 

favour long term investment. We 

think immediately of 3 types of 

incentives: first, to ensure a sta-

ble tax law for the whole dura-

tion of the investment; secondly, 

to introduce targeted tax exemp-

tions or reductions for long term 

savers and thirdly, to encourage 

investment in specific sectors or 

industries within acceptable lim-

its. Regulation is another key 

element and we welcome the 

mention of a EPPP in the CMU 

project as well as the set-up 

of ELTIFs. 

A pan European personal pension 

plan (EPPP) appears as a good 

opportunity to channel savings to 

capital markets with a long term 

view. To make it a success, we 

believe that it must be flexible in 

its application and enshrined in a 

frozen tax and legal environment 

for all of its existence. Flexibility 

means the choice to develop it 

with a bank, an insurance com-

pany or an asset manager and to 

transfer it from one entity and 

from one country to another. It 

also implies a diversity of assets 

to be eligible in the plan directly or 

through funds. Funds with a risk 

profile adapted to the distance 

till the planned retirement date 

have been developed within the 

framework of employees savings 

schemes in France (PERCO). This 

experience should be capitalized 

upon to develop the new EPPP 

which we see as the European 

version of the American Individ-

ual Retirement Account. 

A pan European 
Personal Pension 
Plan (EPPP): 
a good  opportunity 
to channel savings 
to capital markets  

Frédéric Bompaire - Public 

Affairs Finance and Strategy, 

Amundi

Dennis Gepp 
Senior Vice President, 

Managing Director and Chief 

Investment Officer, Cash, 

Federated Investors (UK) LLP



Today, it is fair to say that, in the EU, the 

passport for UCITS and for UCITS manage-

ment companies is functioning well.

Some international financial centres have 

drawn their strength from a forward looking 

approach and by developing know how and 

experience in the field of cross border activ-

ities, and, in particular, in the field of cross 

border distribution of UCITS, even beyond 

the borders of the EU.

Nowadays, the UCITS brand is well known 

and considered as a “gold standard label” 

in many non EU jurisdictions throughout 

the world.

Making sure that the passports work and 

establishing UCITS as a sort of global brand 

were no easy feats and it took time and a lot 

of communication and explanation efforts 

from politicians, authorities, industry repre-

sentatives, investors and other stakehold-

ers to get there.

The fact that the idea of a passport is being 

copied, for example, by three initiatives 

in Southeast Asia (the Asia Region Funds 

Passport, the ASEAN Passport and the Peo-

ple’s Republic of China – Hong Kong Mutual 

Recognition Scheme) can be considered a 

further confirmation that the EU approach 

is a success and a good example to follow.

One could wonder if these passport initia-

tives pose a threat to the UCITS brand and 

may even signal the end of the winning 

streak for UCITS.

It is worth noting that one of the reasons 

that has led to those initiatives is that the 

UCITS framework has become more compli-

cated and harder to predict.

This should lead us to two conclusions. First, 

the framework should not be (or become) 

overly burdensome and complex. Second, 

communication is a key factor. While all 

stakeholders have a part to play in relation 

to communication, it is especially important 

that the concerned authorities are cooperat-

ing and are using their established contacts 

and communication channels.

According to the experts’ views, asset man-

agement and collective investment have a 

bright future, also in light of the fact that, in 

view of the demographic developments and 

the greater life expectancy, investment and 

savings schemes will without any doubt be 

encouraged and become even more popular 

with regard to retirement plans.

Hence, at the end of the day, it would seem 

that for investment funds, on a global 

stage, the outcome will not be a “winner 

takes it all” situation, but where there will 

be many winners, among which the inves-

tors and countries with a forward looking 

approach. 

Jean Marc Goy - Counsel for 

International Affairs, Commission 

de Surveillance du Secteur Financier 

(CSSF)

Conditions for 
further driving 
financing flows 
to investment 
funds

If the internal market is already a reality in 

the investment fund sector, there is a call 

for further facilitating financing flows to 

investment funds in order to develop cap-

ital markets. To this end, the regulatory 

and supervisory system should ensure that 

the investment funds offered are appropri-

ate products providing value for money and 

designed in the interest of the investors, 

and that investors are able to play their role 

to the full as regards market discipline.
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Marketing inappropriate products, poten-

tially harmful to investors, should not be 

allowed. It appears that the marketing of 

products whose return depends on uncon-

ventional assets has caused substantial 

detriment to consumers in the past because 

of inherent design flaws, the use of mala 

fide constructions and the products’ com-

plexity. There should therefore be a ban 

on marketing to retail investors, through 

another repackaged product, investment 

funds that would otherwise not be allowed 

for marketing to retail investors as they do 

not meet applicable market standards.

The ability to form an opinion on a fund and 

its underlying assets is important especially 

for retail investors. Regulators and super-

visors should thus ensure that particu-

larly complex products are not marketed to 

retail investors. Complex products should 

be offered only if they add real value to the 

retail investor’s investment, and should be 

avoided in cases where they merely hide 

costs. Such a policy, beyond simply pro-

tecting the private interests of the individ-

ual investor and strengthening confidence 

in the financial system, would also enhance 

market discipline.

The types of investment funds distrib-

uted might also be impacted by potential 

developments in the way they are distrib-

uted. The development of robot advice – in 

potential interaction with MiFID II rules on 

inducements – may affect not only the dis-

tribution model and structure but also the 

types of products advised, with potentially 

greater attention to products with a lower 

cost structure, bringing new opportunities 

and challenges.

Moreover, consistency in the rules appli-

cable to economically equivalent products 

would be key to avoid regulatory arbitrage 

between sectors. 

Obstacles to efficient 
cross-border fund 
distribution in the EU
The existing EU fund distribution regime 

provides a highly effective framework for 

the funds industry. The UCITS regime sets 

standards, and is aspired to, globally. How-

ever, EU initiatives such as CMU bring oppor-

tunities to increase harmonisation and 

alleviate remaining obstacles. Alongside 

industry driven solutions and technologi-

cal innovation, this should lead to increased 

efficiency and open opportunities for better 

economies of scale, which would ultimately 

benefit investors. 

Historically, Member States have imposed 

additional requirements for fund registra-

tion, such as local paying agents, on-going 

reporting and local language requirements. 

The same applies to disclosure with juris-

diction-specific requirements in, for exam-

ple, the KIID when distributing cross-border. 

Marketing activities are also subject to dif-

ferent regimes across Europe. Similarly, 

management company passports can be 

difficult and costly to use.  

Related requirements perhaps present even 

greater scope for refinement. ‘KYC’ checks 

differ markedly in each Member State 

resulting in complexity for funds, distribu-

tors and investors. The Fourth AML Direc-

tive is an opportunity to harmonise the approach. The possibility of an electronic ‘KYC check’ 

passport that allows investors to be checked once and then use the passport across the EU 

should be explored.  

More recently, fund groups have been expected to perform distributor oversight with increas-

ing ‘Know Your Distributor’ requirements for which there is no consolidated regulatory frame-

work. This is an area in which industry initiatives and improved regulatory clarity can help 

establish best practices bringing increased efficiency, transparency and investor protection.

Europe must also keep the door open with third countries, for example access to third coun-

try AIFMs through national private placement regimes and a workable third country passport.        

The goal is further refinement of the existing regimes through a single rule book actively pro-

moted by the supervisory authorities. Along-side industry driven solutions and technological 

innovations, this will promote growth and competitiveness maintaining the UCITS and other 

EU fund regimes as de facto global standards in our industry. 
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A great deal of the success in channelling 

funds from savers to borrowers has been the 

result of Europe’s investment fund legisla-

tive framework. Within the past five years 

there have been two significant reforms of 

UCITS, the finalisation of the AIFMD and 

the creation of ELTIFs. We all recognise 

that these initiatives have created strong 

and robust regulatory frameworks, and that 

UCITS in particular has been extremely suc-

cessful as an international brand. 

This success has been bolstered by the ease 

of cross border distribution not just within 

Eric Derobert - Manager, Group Head of 

Communications & Public Affairs, CACEIS 

Fund distribution is in the midst of a struc-

tural change, with a combination of the 

implementation of far-ranging regulations, 

the emergence of better informed inves-

tors and easy access to new technologies. 

For many observers, these changes are seen 

as disrupting factors that call for an appro-

priate and articulate response. This hap-

pens in times when the market is eager to 

see the Asset Management sector take a 

larger share of the financing of the post-cri-

sis growth. No surprise that in this context, 

investment funds transactions processes 

(subscriptions and redemptions of shares) 

are expected to meet the highest safety and 

efficiency standards European-regulated 

funds deserve.

This is where the Asset Servicing industry 

plays a major role. In Europe, and particu-

larly in the € zone, where T2S will deliver 

smooth and efficient cross-border settle-

ments for all financial instruments includ-

ing funds, it is likely that the benefits of T2S 

will have traction on settlement behaviors. 

But we do not view the old and frequently 

resuscitated CSD-vs-TA debate as being 

the major issue. Indeed the coexistence of 

the 2 models is a fact in the EU, and rely-

ing on a CSD only model, whether it may 

be superior in some aspects, cannot be the 

sole response when addressing non-EU dis-

tribution needs and new client engagement 

models.  

At CACEIS, we are convinced that Asset 

Servicers are best positioned to face this 

challenge. Indeed, in the wake of new reg-

ulations (e.g.: MIFID/MIFIR), asset manag-

ers demand for more and better information 

from all steps of the distribution chain 

including the end-investors. Asset Ser-

vicers’ data bases are presently the clos-

est tool to an appropriate response to this. 

This goes hand in hand with the mastering 

of technology that should ensure safety, 

accuracy and swiftness when handling huge 

volumes and a diversity of contributors, in 

full compliance with national and interna-

tional regulations. Here again, asset ser-

vicers may put forward strong credentials 

when it comes to neutrality and robustness 

of processes. Lastly, new distribution mod-

els (e.g.; D2C or Direct to Consumer), using 

e-tools to reach investors should be inte-

grated by Assets Servicers.

In conclusion, when so much is expected 

from the Fund industry, we see the fund dis-

tribution offering from Assets Servicers as a 

major component in an efficient and  relia-

ble chain of skills dedicated to the benefit 

of investors and all actors in the industry. 
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Fund distribution can rely on 
asset servicers’ offering 
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Europe, but globally. That said, the process-

ing needed to support this distribution is 

more complex, and currently less efficient, 

than the processing required for the custody 

and settlement of other securities.  A vari-

ety of processing models are currently being 

used by the funds industry. For instance, 

some funds are held and settled through a 

Central Securities Depository in the same 

way as equities and bonds.  This tends to 

work best in a largely domestic industry. 

Whereas, other funds are managed directly 

by Transfer Agents which can better support 

a more global distribution chain. 

While both models can be highly effective, 

the European funds industry would most 

definitely benefit from greater automation 

to support the effective distribution of all 

cross-border, offshore and domestic funds. 

In addition, the complexity of the process-

ing required in order to demonstrate that a 

product is sold only to the correct investor 

places a heavy burden on the whole distri-

bution chain. Integrating this compliance 

data-flow into the fund processing solu-

tion, and bringing greater transparency 

through the transaction lifecycle, is vital.   

These challenges may require a structural 

change in the industry, with the back office 

most likely becoming the main focus of 

attention. In our opinion, only with greater 

automation and reduced fragmentation 

of processes, can the industry expand its 

funds business and reduce its operational 

costs and risks. 

‘Have passport, can travel.’ This is the 

essence of our highly successful UCITS fund 

brand. Funds that meet the clear, robust set 

of rules in the UCITS Directive can be mar-

keted to retail and other investors in all 28 

Member States. With €8.3 trillion of assets 

under management UCITS is a classical 

expression of why free movement of capital 

within the internal market benefits citizens. 

Millions of ordinary savers have access to 

methods of savings that may not otherwise 

be available to them nationally. And the ini-

tial information about the cost, risks and 

rewards of the UCITS being offered to inves-

tors is standardised in a key investor infor-

mation document, albeit it in investors’ own 

languages.  

While all Member States must allow these 

harmonised funds to be marketed in their 

jurisdictions the conditions for marketing 

are not harmonised by the UCITS Directive. 

We are aware of concerns that this allows 

countries to put in place additional rules 

to UCITS managed in other Member States 

from being sold in their country. The issue is 

real as more than half of all UCITS by value 

are managed in just two Member States, 

Luxembourg and Ireland. Add in France 

and the UK and those four countries alone 

account for over three-quarters of all UCITS 

assets. So for the majority of the EU’s cit-

izens access to savings depends on UCITS 

managers from these four countries being 

able to offer funds in other Member States.

We are also aware of concerns that some 

supervisory authorities have additional fees 

for funds being marketed in their Member 

States. There are worries that this applies 

not just to UCITS but also to of some of our 

smaller, specialist investment funds such 

as the European Venture Capital and Social 

Entrepreneurship funds.

There is a real cost for national supervisors 

to authorise, register and supervise funds. It 

is only right that firms marketing funds that 

must be checked and the supervised pay 

fees to offset that cost. We would, however, 

be concerned if we were presented with evi-

dence of over-charging. As part of the CMU 

we will assess various supervisory fee struc-

tures and see whether action at EU level 

could be justified to ensure a better func-

tioning of the internal market. However, 

we also understand the desire for a period 

of pause following the thorough-going 

legislative changes needed following the 

financial crisis. So any further changes 

would have to be justified by very clear  

evidence. 

Are there still obstacles to the cross-border 
marketing of investment funds?  

Tilman Lueder - Head of unit Asset 

Management, DG Financial Stability, 

Financial Services and Capital Markets 

Union, European Commission



There is too much reliance on debt in Europe 

today for the financing of our enterprises. The 

objective of CMU is to diversify our funding in 

Europe. We want to get away from that over-

reliance on bank lending and move towards 

capital markets. As with risk management 

we need to diversify our economy’s funding 

sources and instruments. A better balance will 

mitigate risk and thus strengthen our Euro-

pean economy.

We have seen a shift from equity to debt over 

the years. Regulation has discouraged inves-

tors to invest directly into equity. For instance, 

research suggests that insurers lowered their 

own equity holdings from 22% to only 8 % 

in 2010. Forty years ago households directly 

held more than 40% of EU listed companies’ 

shares, versus about 13% today. This decline is 

hardly a surprise as we have indirectly discour-

aged equity investment through regulation. 

Regulation should encourage equity invest-

ment again and investors need to be incenti-

vised to invest in equity through for instance 

tax incentives. 

We need a rebalancing of equity versus debt 

and we need it fast, especially for SMEs. Over 

80 per cent of SME financing comes from 

banks. Since SMEs account for 99.8 per cent 

of businesses and 67 per cent of private sector 

employment in the EU, the ongoing scarcity of 

bank finance is a concern. Some expect that 

over the next five years “bank deleveraging” 

will remove at least € 2 to € 4 trillion of bank 

lending in Europe. This will especially affect 

SME’s who are the engine of our economy.

Equity for high growth SMEs is what we should 

focus on. The SME landscape is very diverse 

and so are their financing requirements. There 

is no one size fits all though. Smaller SME’s 

will continue to rely on traditional debt. Access 

to this debt should be improved. 

We should especially encourage high growth 

companies such as startups and ‘hidden 

champions’ to issue equity. Equity funding 

provides a growth dynamic for these rapidly 

growing firms and the flexible risk funding 

that these companies need. In addition they 

can use all the cash from the equity issuance 

to provide expansion without delay. So equity 

has clear advantages for them.

For me it is clear. CMU should prioritise pro-

moting growth where it has the biggest 

impact, namely on the equity side for high 

growth companies. They are the engine for 

growth for the economy. 

Focus on equity for high
growth companies

Prospectus 
Directive III: 
striking a good 
balance between 
investor 
protection 
and market 
efficiency

In its Green Paper on building a Capital 

Markets Union (CMU), the European Com-

mission emphasizes, amongst others, the 

importance of the review of the Prospectus 

Directive (PD), considered by many as being 

burdensome and still ineffective.
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The current review should ensure that a pro-

spectus will ultimately be required only when 

needed with an impact, in particular, for small 

offers where an increased exemption thresh-

old would further facilitate SMEs access to 

capital markets. Furthermore, the informa-

tion included in a prospectus should be sim-

ple and useful as to better allow investors 

make informed decisions. In our view, this 

should also entail a reassessment of the cur-

rent investor protection regime as to consider 

the need for differentiated disclosure regimes 

at the different company growth stages.

 

One of the discussed amendments relates 

to disclosure requirements for issuers list-

ing on multilateral trading facilities (MTFs), 

with a potential extension of the PD scope 

to this alternative markets category. From 

the perspective of the operator of one of 

the main MTFs for debt listing, we consider 

that the current flexibility offered to issu-

ers should be maintained to avoid trans-

actions be executed outside of the EEA. By 

significantly limiting the access to funding 

for a number of issuers, an extension of the 

scope of PD to MTFs would not be in line 

with the intended goals of the EU regula-

tor. Our experience with international issu-

ers of all sizes and origins (including SMEs) 

increasingly using our “Euro MTF” over the 

last ten years is that they have accepted 

the MTF self-imposed disclosure levels as 

largely satisfactory and not bearing any 

increased investor risk. We believe this is 

one of the key elements that make the pop-

ularity of this listing venue. 

In our view, the review of PD must be consid-

ered as a real opportunity to ease access to 

capital markets via an improved regulatory 

framework. In that respect, stock exchanges 

will continue to play a crucial role as the link-

ing pin between the issuers of securities and 

the investors’ community by providing accu-

rate, transparent and useful information to 

both retail and wholesale investors. 

The Capital Markets Union is the 

next central project of the European 

Union after the Banking Union. The 

regulatory backing of market based 

financing of the economy, specifi-

cally SMEs, is a welcome comple-

ment to bank financing, which works 

well in parts of the Union. It would 

be reckless to stop looking at what 

works well in those markets.

Banks play an indispensable role as lenders and intermediaries in financing specifically for 

SMEs. One example for this is the success story of the Schuldscheindarlehen (bonded loan). 

What have been the drivers behind that success? Most importantly, issuing bonds or even 

going public are no options for a lot of SMEs. Reasons are multi-faceted, but as a rule, the 

financing volume is not big enough to create investor’s interest, the legal and administrative 

costs of prospectus regulation are too high and there is often no interest of owner operated 

enterprises to comply with the short-termism of the markets.

The Schuldscheindarlehen market in Germany has answers to all of these requirements: Trans-

actions start from EUR 10 million upwards and no external ratings are required. The documen-

tation is kept at bay and does not amount to those stacks of papers which are characteristic 

for jurisdictions in the case-law tradition. This fact alone helps immensely when it comes to 

judging the transparency of the deal and keeping transaction costs low. Lastly, the very flex-

ible Schuldscheindarlehen can be tailored to the specific needs of the issuer so that they can 

meet their long term objectives. Furthermore, the Schuldscheindarlehen can be exported into 

other EU-jurisdictions. The quite sizable volume of cross-border business is no secret. Today 

some banks count up to 30 percent non-German issuers with a strongly increasing interna-

tional investor base coming predominantly from the banking and insurance industry.

If I look beyond the particular instrument, lean documentation, flexibility and freedom of 

choice are key to success. Hence, I would strongly advise market participants to keep in mind 

the major importance of those principles for the Capital Markets Union project: Regulation is 

an essential framework but should not command the minutiae of business models, alike, cre-

ating a Capital Markets Union is a bold move into the future but standardization and stream-

lining has its limits within a Europe of diversity, on which we all can be proud of. 
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The question from the title is an important 

one for policy makers. After all, if there is 

such a thing as an “optimal financial struc-

ture”, a certain political agenda follows 

quite automatically for every country that 

has not yet achieved it.

So, what might be an answer to the ques-

tion from the title?

I would suggest that, in order to answer the 

question, we have to ask first: What is the 

goal? That is: What is an optimal financial 

structure supposed to achieve? 

Here, I would suggest that the goal might be 

to provide so much credit to the economy that 

there is neither under-investment nor over-in-

vestment. This, of course, holds for both bank 

and capital market financing. After all, we do 

not want banks to provide insufficient credit 

(e.g. post-Lehman credit crunch) just as we do 

not want capital markets to provide insuffi-

cient credit. Likewise, we do not want banks 

to lend recklessly (e.g. housing bubbles) just as 

we do not want capital markets to lend reck-

lessly (e.g. US subprime securitization bubble). 

Because of that, I tend to view bank based 

and capital market based financing as com-

plements, and not as substitutes. This 

makes me think that we should not attempt 

to “target” a certain financial structure. 

Rather, I think, we should evaluate every 

policy proposal individually, based solely on 

individual merit (“functional approach”). If 

an initiative that makes sense happens to 

strengthen bank financing – then so be it. 

And if an initiative that makes sense hap-

pens to strengthen capital market based 

financing – likewise: then so be it. If we get 

the decisions regarding individual proposals 

right, then the resulting financial structure – 

whatever it may be – will probably be as close 

to the optimal financial structure as it gets.

The issue of an optimal financial structure 

also features prominently in the current 

Capital Markets Union initiative of the Euro-

pean Commission, where it is attempted 

to strengthen capital market financing so 

that EU businesses have a wider choice of 

financing alternatives. I’m all for the initi-

ative. Not because I think that increasing 

the share of capital market financing is an 

end in itself, but because I think that many 

of the initiative’s proposals make a lot of 

sense. At the same time the key intention 

has to be to complement, not to replace 

bank financing. 

Bank vs capital market based financing: 
is there an optimal financial structure? 

Make Pension Products friendly to SME 
and to infrastructure: a CMU priority 

“EU households are the main source for the long term funding of the 

European economy. This is why savers and individual investors must 

be placed at the heart of the CMU initiative” (EU Commissioner Lord 

Hill). 

This is why the existing short-term priorities for CMU initiative must 

be extended to “retail” savings and investments. Such an extension 

should include a simple and cost-effective Pan-European Personal 

Pension Product (PEPP) that is in addition friendly to SME and to infra-

structure investments. 
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Let us concentrate our efforts 
on equity financing 

The debate over the optimum financing mix 

(equity versus debt or, for sovereign, taxes 

versus debt) is not over but there is a clear 

understanding now that this financing mix 

is not neutral and that debt overhang is a 

menace both for growth and stability.

Despite the slowing down and, in certain 

cases, the decrease of bank lending, there 

is still a large debt overhang in most Euro-

pean countries.  Actually, as a percent-

age of GDP, the total debt of non-financial 

sectors is significantly higher than in 2007 

in almost all advanced countries; it is true 

for the non-financial sector taken globally 

but also for sub-sectors : of course for the 

public sector but also for households and 

for NFCs. This is partly due to the conjunc-

tion of fiscal incentives towards indebt-

ness (tax deductibility of interests), very 

accommodative monetary policy (uncon-

ventional monetary policy at the zero 

lower bound is aimed at increasing debt) 

and regulation discouraging equity invest-

ment for institutional investors (Solvency 

2 for example). This situation impedes 

the resumption of investment and the 

strength of the recovery; it is also l a major 

risk for financial stability: an economic 

downturn or a raise in interest rates could 

trigger a debt crisis.

It means that all our efforts should be 

devoted to foster equity financing instead 

of trying to facilitate even more debt 

financing through an increase in competi-

tion between banks and non-bank in that 

segment. The former is unfortunately more 

difficult to achieve than the latter and it is 

therefore not surprising than most CMU ini-

tiatives are linked to the improvement of 

the debt market.

Better balancing debt and equity financ-

ing is therefore a matter of priority both for 

SMEs and large enterprises, especially when 

it comes to fund long term investment pro-

jects. How to achieve that? European guid-

ance could be useful but one should be 

realistic, national tax regulations are key: 

reducing corporate taxes and the deduct-

ibility of interests, and concentrating on 

equities the preferential tax treatment of 

household’s saving would have a major 

effect on the funding mix of enterprises. 
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EU citizens are long-term investors: 90% of 

their savings are in long-term assets. Tak-

ing only financial savings into account still 

more than 60% are invested for the long 

term. With the rise of “packaged” invest-

ments products (funds, life insurance con-

tracts, pension products, etc.), the share of 

their direct investments into capital mar-

kets has come down. It is therefore impor-

tant to focus on the major and growing 

part of their financial savings: long term 

and pension packaged products, retire-

ment being the first reason for EU citizens 

to save for the long term. 

This is why European and National 

Authorities, the industry and EU citizens 

should strongly promote a simple and 

cost effective PEPP. But such attributes 

alone will not ensure significant invest-

ment flows to SMEs and to infrastructure 

projects. 

• SME equity 

 PEPPs should therefore be able to invest

in equity funds that target the whole

equity markets, not only the large cap

ones. This implies a cultural change at

all levels: when “equity markets” are

mentioned or referred to in Europe it is

mostly implicitly a reference to the large

cap markets only. In particular -contrary

to the US markets - there are two few

products indexed or benchmarked to “all

tradable” equity indices. It is a pity for

listed or to-be listed SMEs, but also for

European savers, as these broad equity 

indices have very significantly outper-

formed the much more used large cap 

ones over the last decades. 

• Infrastructure investments 

 Also, the Default option for PEPPs should 

guarantee a zero minimum real (not nom-

inal) return: this will protect the pension

savings of the least financially literate

citizens, but also infrastructure invest-

ments would make a very good match for 

funding this investment option as they

are typically long term or very long term

and most often provide a “natural” hedge 

against inflation. 

Robert Ophèle - Second Deputy Governor, 

Banque de France



The single largest securitized asset class 

on European markets are residential mort-

gages. Those securitisations are also 

called RMBS. While issuance of RMBS has 

declined significantly and the total out-

standing volume of RMBS has similarly 

contracted, RMBS’ presence within the 

European securitisation market remains 

strong. As the sovereign debt crisis resolves 

and with house prices on the rise, further 

issuance is expected.

Many ideas on reviving the securitisation 

market intend to launch a market for SME 

securitisations to increase lending to the 

real economy. Although interesting for the 

longer turn, it is hard to achieve a sizeable 

market immediately due to often widely 

differing characteristics (i.e., duration, con-

tract conditions) of SME loans. An alterna-

tive with more immediate impact is freeing 

up capital for SME loans by securitising 

mortgages, as this is a more mature market. 

This is especially true if bank balance sheets 

with low risk mortgages are 

constrained by the leverage 

ratio: securitizing mortgages 

could then free up a significant 

amount of capital in case of 

true sales.

However, in prudential regula-

tion capital charges for RMBS 

are typically much higher 

than capital charges for full, 

ordinary loans. Banks are 

thus faced with higher cap-

ital charges when some of 

the RMBS tranches are left 

on their balance sheet to ful-

fil retention requirements, or 

due to currently unavailable 

market demand and implicit 

market-based skin in the 

game requirements. Moreo-

ver, leaving RMBS tranches on 

the balance sheet and using 

securitisation as a funding 

technique is also discouraged by current 

prudential regulation as capital charges for 

a different funding tool, i.e., covered bonds, 

are significantly lower. While covered bonds 

and RMBS inherently differ, they also share 

many characteristics and their performance 

during the financial crisis has been compa-

rable for European issuances.

The current uneven relative treatment of 

securitisations on the one and covered 

bonds and full loans on the other side there-

fore unduly influences investment choices 

and may lead to inefficient risk/capital 

allocation. The framework for high quality 

securitisation is an excellent opportunity to 

amend this uneven treatment for the bene-

fit of the European economy. 

Aligning capital charges for ABS/
RMBS with their performance

Securitisation: 
no end in itself 
but strictly 
at the service 
of the real 
economy

The current economic environment being 

challenging, many companies in the EU are 

struggling to obtain adequate financing. 

Securitisation of company loans can be a 

means of channelling financing to the real 

economy, most importantly to SMEs.

European securitisations fared signifi-

cantly better during the crisis than their 
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US equivalents; however, demand for 

them has remained weak. As a building 

block of the Capital Markets Union the 

European Commission is now planning 

to propose legislation that establishes a 

clear definition of simple and transpar-

ent “high-quality” securitisation products, 

as well as regulatory incentives in order to 

generate demand for them from investors 

such as banks, insurance companies and 

investment funds.

Such incentives may include adapting 

capital requirements for investments in 

high-quality securitisations. In order to 

exclude any hazard for financial stability, 

a strict approach both to criteria for these 

high-quality securitisations and possible 

incentives for their use has to be taken. 

Accordingly, the European Parliament will 

vigorously scrutinize the respective legis-

lative proposal, to be published in Septem-

ber/October 2015.  

Furthermore, mechanisms have to be 

established that guarantee a fair and accu-

rate assessment determining which prod-

ucts qualify as “high-quality”, as well as 

regular controls that ensure they still fulfil 

all criteria.

It is, however, essential to note that, in my 

view, securitisation only offers added value 

when it complements bank lending - in 

environments or specific cases where banks 

are not able to provide suitable financing. 

As banks are now subject to tightly knit EU 

regulation, alternative financing channels 

should by no means encroach upon areas 

where bank lending to companies is func-

tioning well.

The European Parliament’s views are also 

expressed in its recent resolution on the 

Capital Markets Union. Here, it emphasizes 

that securitisation can by no means be 

regarded as a silver bullet and that the dis-

cussion around improving SMEs’ access to 

financing should not prematurely be con-

stricted to the instrument of securitisation 

but explore all other available options with 

equal ambition. 

Insurance and banking 
approach to qualifying 
securitisation: how different 
can they be?

Almost two years ago, EIOPA 

came out with the pioneering 

idea of creating a specific cat-

egory of securitisations that, 

by fulfilling certain criteria, 

would qualify for a „high qual-

ity label“, leading to a specific 

regulatory treatment, aligned 

with the underlying level of 

risk of such assets. If well 

designed and implemented, 

it would facilitate investing in 

such assets, whilst ensuring 

that sufficient due diligence 

would take place for insurers 

to understand the risk-return 

equation. A number of High 

Quality Securitisations (HQS) 

would certainly be attractive 

to insurers. The risk was back 

then, and it is higher today 

looking at some proposals, of 

taking a shortcut and expanding the scope 

by relaxing criteria to qualify under the 

HQS category. 

Insurance, at the same time, cannot be 

understood separately from the rest of the 

financial sector, as level playing field and 

consistency are preconditions for an effi-

cient market. In the banking sector, EBA has 

issued advice on securitisation, defining cri-

teria to identify simple, standard and trans-

parent securitisations. Similar to EIOPA’s 

approach, EBA’s Opinion specifies the con-

ditions under which certain transactions 

could qualify for a differentiated treatment. 

But, even if the underlying philosophy and 

approach is the same, some differences 

have emerged. Two fair questions arise, 

namely: What is the rationale for the differ-

entiated treatment? And does it create reg-

ulatory arbitrage? 

Perhaps the best way to respond is by taking 

an example: EIOPA has decided to require an 

external assessment (rating) of risk and EBA 

has considered that the internal assessment 

would suffice. Such divergence is mostly 

linked to the nature of both businesses and 

the inherent expertise regarding credit risk 

that banks have and most insurers don’t. It 

makes therefore total sense to differentiate 

and such treatment will not trigger arbitrage. 

What does it tell us? Simply that consistent 

treatment doesn’t mean applying a banking 

response to an insurance reality, but ensuring 

that differences are justified by the nature of 

the business and will not distort neutrality of 

the market. 
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Despite the political and media broadside 

against securitisation after the financial cri-

sis, the plain fact is that European securiti-

sation market experienced few credit losses 

in general and even fewer in sectors which 

meet qualifying securitisation (QS) crite-

ria. The EBA review clearly recognised that 

the dominant part of EU securitisation is of 

high credit quality based on bank-originated 

assets and adequate underwriting stand-

ards.  Yet, originator types, lending tradi-

tions, deal structures, investors’ practices, 

borrowers’ behaviour, reporting, legal and 

tax frameworks vary across countries. 

In its technical advice, EBA succeeds in 

‘boxing’ the existing diversity into a QS 

framework and differentiate the capi-

tal treatment of QS from non-QS without 

introducing large capital cliffs.  EBA’s work 

to-date is highly satisfactory, in our view, 

and its additional efforts to capture short-

term and risk transfer securitisations in the 

QS framework are commendable. 

However, we believe that further major 

adjustments are necessary. By establishing 

standardisation, transparency, simplicity 

and credit standards for QS, EBA effectively 

addresses the main reasons behind regu-

latory capital non-neutrality, mandatory 

retention requirements and past lower mar-

ket liquidity. In that respect, the proposed 

calibration of regulatory capital for QS and 

the 5% mandatory retention for QS do not 

go far enough to introduce sufficient reg-

ulatory risk sensitivity and incentives for 

large banks to securitise.  The large gap in 

the regulatory capital and liquidity treat-

ments of QS and covered bonds remains 

unaddressed.  In its efforts to capture the 

large geographical diversity in securitisa-

tion and lending practices, EBA allows for 

some - necessary - flexibility in the inter-

pretation of the fifty or so QS rules. That, in 

turn, raises questions about compliance and 

attestation in real-life situations. 

EBA technical advice on QS is the first step 

in addressing the current problems to creat-

ing a level playing field across capital mar-

kets instruments and in the realignment of 

treatment of securitisation across different 

investor types.  The discussion of other hur-

dles, such as accounting treatment and risk 

transfer, is yet to be re-opened.  In our view, 

only when these problems are resolved in 

their totality will securitisation make its 

contribution to a strong economic recov-

ery and sustainable economic growth in 

the EU.    

Qualifying securitisation – necessary 
but insufficient for European 
securitisation relaunch

Effective and 
sustainable 
securitisation 
markets — the 
role of simple, 
transparent 
and comparable 
securitisations

Publication in July by the joint BCBS-IOSCO 

Task Force on Securitisation Markets (TFSM) 

of criteria for Simple, Transparent and Com-

parable (STC) securitisations marks an impor-

tant milestone and contribution to building 

sustainable global securitisation markets. 

The criteria are part of our ongoing work to 

build capital markets which are a viable alter-

native source of finance for the real economy 

which supports economic recovery globally. 

This view also underpins the EC’s Capital 
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Markets Union initiative and its accompa-

nying proposal for an EU wide framework 

for simple, transparent and standardised 

securitisations.

The criteria were developed around what we 

thought is needed to increase investor—par-

ticularly real money investor (such as insurance 

companies, pension funds and other invest-

ment funds)—trust and confidence in securi-

tisation as an asset class. They are intended 

to delineate a possible new market segment 

rather than seeking to eliminate non-STC secu-

ritisations. The final criteria are intended to 

assist investors to better understand, assess 

and compare the risks and returns of securi-

tisation transactions, for example, by exclud-

ing re-securitisations, giving investor access 

to transaction documents and requiring a clear 

outline of service providers’ transaction roles.

Two points are worth noting about the criteria.

The first is that they are evidence based. They 

are informed by investors’ and issuers’ views 

on the impediments they saw to recovery of 

markets and what would give investors com-

fort to return.

The second is our thinking about how we 

envisaged the criteria would be used. We took 

a modular approach, with the criteria being 

the foundation for further work by policymak-

ers and industry. It is up to them to decide 

whether and how to carry the criteria forward. 

We encourage policymakers to consider how 

the criteria might be weaved into regulatory 

strategies and approaches and industry to 

think about how the criteria might be used in 

structuring securitisation offerings and sup-

porting use of the criteria. To bolster this crit-

ical next stage, the TFSM will be working with 

industry towards standardising securitisation 

documentation.

Building on the collaboration I have observed 

during my work with the TFSM, I encourage 

the official sector and industry to continue 

working together to give effect to the criteria, 

and to help revitalise sustainable securitisa-

tion markets. 

Moody’s Investors Service supports the 

development of a definition of a qualifying 

securitisation (QS) as a means of re-igniting 

the European securitisation market. 

Highly rated European asset-backed securi-

ties (ABS) and residential mortgage-backed 

securities (RMBS) performed very well, par-

ticularly given the significant economic 

stresses in Europe. However, some market 

observers still doubt the creditworthiness of 

securitisations and believe it is not possible 

to fully assess their risks. The definition of 

what constitutes a QS will help reduce this 

lingering stigma by introducing commonly 

understood standards for transaction fea-

tures. The resulting expansion of a stronger 

securitisation market will enable a broader 

distribution of credit risk among financial 

institutions and third-party investors, and 

help expand the pool of funding to support 

the European economy’s financing needs. 

However, QS should not be relied on as a 

stamp of credit quality. QS can help mar-

ket participants understand the risks asso-

ciated with securitisation and underlying 

asset performance – but it will not remove 

them. Investors should maintain standards 

of due diligence as part of their own inter-

nal investment guidelines, policies and 

procedures. To the extent that qualifying 

securitisations are intended to satisfy cri-

teria for greater simplicity, transparency 

and standardisation, the balance should be 

in favour of investors receiving the optimal 

amount and quality of information to make 

informed decisions. 

Additionally, any specific criteria chosen to 

define the characteristics of a QS should be 

sufficiently flexible to allow for the evolution 

of the capital markets, if only to account for 

changing economic conditions and market 

innovations. In our analysis, we do not have 

prescriptive rules on acceptable features in 

securitisations. Rather, we recognise that 

credit enhancement and structural features 

are potential mitigants to the uncertainty 

that could arise from risks emanating from 

the underlying collateral, the legal structure 

or changing credit dynamics. 
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Defining qualifying 
securitisation - an important 
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Despite many calls for a stronger European 

Securitisation market, it is pretty unlikely 

to happen. In today’s regulation, there is 

no incentive for a Bank to use a technology 

that is more complex and expensive than 

Covered Bonds and does not improve any of 

the Bank’s ratios. 

 

But an ABS, unlike a Covered Bond, does 

not give investor recourse to the originat-

ing Bank. If the ABS is faulty and losses 

are exceeding expectations, bond holders 

have only recourse to the securitized pool 

of asset, leaving the Bank unaffected. Con-

versely, any well-structured securitisation 

is designed such that the insolvency of the 

Bank is only remotely affecting the ABS. 

This de-linkage between the Bank and its 

ABS should have a positive impact on the 

Bank’s Leverage Ratio, as it in fact improves 

global financial stability. 

How can that be? Imagine two banks 

engaged in the mortgage business. One 

sells 200 Bn€ of Covered Bonds to finance a 

230 Bn€ mortgage pool. The other sells 200 

Bn€ of RMBS instead. In case of financial 

difficulties, the Bank using Covered Bonds 

has a 200 Bn€ market impact. Investors 

would likely suffer from write downs, higher 

capital charge due to rating downgrades and 

other contagion issues. The RMBS, in con-

trast, will continue their lives, with no rating 

downgrade, and a bankruptcy of the Bank 

would effectively be limited to 30 Bn€. 

 

This fundamental difference is unknown to 

IFRS and regulatory ratios. Unless the Bank 

achieves a fully off balance-sheet secu-

ritization - freeing up the Leverage Ratio 

- there is little incentive to use an RMBS 

rather than a Covered Bond. 

 

But off balance-sheet securitisations are 

difficult to achieve, create issues such as 

P&L volatility through hedging and trans-

fer price of assets, and disalign inter-

ests. The pure regulatory deconsolidation 

route improves the leverage ratio but still 

imposes significant risk transfer. In both 

cases, the loss of yield and the misalign-

ment of interest are two important draw 

backs. And by the way, selling directly loans 

to investors is a much simpler way to reduce 

balance-sheet! 

 

Banks should always keep the risks and 

rewards of their loans: this creates align-

ment of interest and no one is better placed 

to understand the risk. But the non-re-

course feature of ABS has to be factored in 

the Leverage Ratio. Allowing a direct deduc-

tion of the amount of ABS debt effectively 

sold to third party would be a strong incen-

tive to use ABS rather than Covered Bonds, 

thus enhancing global financial stability and 

reviving the ABS market. 

Yes, securitisation does help 
reduce systemic risk - and this 
should be better accounted for 

A Euro Market 
for ABS SMEs – 
a not a too long 
way to go

We see at the moment two problems with 

the creation of a EU market for ABS SMEs. 

The first is the heterogeneity of the under-

lying. The second is the availability of credit 

information.  The banks have all the infor-

mation needed but they are not standard-

ized across EU jurisdictions. We need to 

build a system accessible to all stakehold-

ers. The problem is that information is gran-

ular; and based on national specificities.  So 

we need to work on European platforms of 

standardized information. Transparency 

is a major prerequisite. The ECB and BoE 

requirements for loan by loan data as part 

as their collateral eligibility criteria and the 

market-led securitization labels go in the 

right direction. We still lack homogeneity 

in risk assessment, definitions of defaulted 

assets. This makes difficult to compare 
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transactions. CMU is an occasion to tackle 

these crucial issues. Benchmarking differ-

ent MS is difficult. However, today we have 

the technology for this. 

Securitization – in the context of the CMU 

– should be seen as a bridge between bank

based and market base financing. Creating 

a securitization framework should be based 

on what can be done immediately and what 

can be done overtime.  SMEs securitization 

will become attractive only when recov-

ery comes and the economy will need new 

funding. At that moment other sources 

will materialize.  Today the level of capital 

expenditures is still very low. So the urgency 

is now to put the framework right. If the 

funding is so cheap, as it is now the case, 

why securitize? Big banks have no incen-

tives. Since we still lack the basics for a 

pan-European solution, we should take this 

time to build the right framework. 

For insurance companies, for instance, there 

are still a number of serious issues to be 

solved before ABS can be attractive. There is 

no yet an asset class; a EU market does exist, 

if there is no trading there is no liquidity; the 

mark-to-market (Solvency II/Omnibus) is 

still quite unfriendly to ABS; the valuate such 

financial products insurance companies they 

need large teams, especially if there is a lack 

of standardization; there are still very differ-

ent loan-to-value definition and different 

definitions of default across European juris-

dictions; the cost embedded in the metrics 

process makes it difficult to constructs reli-

able stress case scenarios; there is, in fact, a 

very high volatility risk which hinders on the 

validity of the processes of calibration. How-

ever – as we already said at the beginning - 

we have potentially all the information to 

“build the framework” and get it going. We 

should do it rather quickly. After the stress 

testing and the AQR – in principle - we have 

the information needed to be selective in 

choosing the asset to securitize.  The CMU 

will base a large part of its success on the cre-

ation of a standardized European securitiza-

tion market. Time is on our side. But should 

be used with much efficiency and coordina-

tion by all stakeholders involved. 

Giles Williams 
Partner, Financial Services 

Regulatory Centre of 

Excellence, EMA region, KPMG

Securitisation is finally undergoing rehabil-

itation post crisis.  However investors need 

to be clearer what they want from a rekin-

dled market. The securitisation of residen-

tial mortgages helps manage leverage; the 

creation of securities backed by SME lend-

ing will lead to real jobs and growth. 

For policymakers securitisation has obvi-

ous attractions but also pitfalls. Capital 

Markets Union needs transmission mecha-

nisms between investors and investees, of 

which securitisations can be one. However 

memories are short and mistrust remains. 

Over-complexity resulted in post-crisis reg-

ulatory measures to limit the market. Much 

of the bad press stemmed from the expe-

rience in the US markets, whereas Europe’s 

securitisation issuances were in fact much 

more robust and performed better.

Learning the lessons of the past means a 

focus on evolving a more sustainable mar-

ket.   At their heart any reforms need to give 

investors better confidence of what they 

are getting with no hidden traps. Simplified 

securitisations should allow investors to 

focus on the creditworthiness of underlying 

assets and cash flow characteristics. Issuers 

should have to attest to compliance with 

qualifying criteria, which to work within 

CMU should be consistent across Europe. 

Investors need to be clear what they want. 

With sole reliance on credit ratings gone, 

access and availability to quality data will 

be fundamental to creating confidence.

The EBA proposals on the capital treatment 

for qualifying securitisations would allow 

for a reduced capital charge of around 30% 

from current Basel Committee’s frame-

work with conservative risk weight floors 

and risk weight adjustments to cover mod-

elling and agency risks, and credit quality 

deterioration.

But three key questions remain.  First, since 

investors could always have demanded 

greater simplicity and transparency, it is 

not clear what the new criteria will deliver 

in practice.   Second, the reduced capital 

charge may not be sufficient to stimulate 

the market. 

And third, since the securitisation of SME 

exposures was always only a small propor-

tion of the overall securitisation market, 

more work is required on ways to boost this 

key part of the market – otherwise, the pro-

posals may not create a significant market 

for the securitisation of SME-related assets, 

but simply add to the upward pressures on 

mortgage lending and house prices. 
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Over the past five years resiliency of finan-

cial markets have been much improved. As a 

result of increased capital and funding require-

ments, the availability and pricing of credit 

will change such that the sources of financ-

ing are likely to partially diversify away from 

the heavy reliance on bank balance sheets in 

Europe. Capital markets are likely to be part 

of the solution that borrowers will be look-

ing for. Availability and pricing of credit in the 

capital markets is materially influenced by the 

liquidity that is available to issuers and inves-

tors. The increased reliance on capital markets 

and the implied increased demand for liquidity 

against the backdrop of at least the perception 

of a reduced availability of liquidity is con-

cerning market participants and policymak-

ers alike. Ultimately market liquidity affects 

those individuals that the financial sector 

exists to support (e.g. home buyers, employ-

ees of borrowing companies, savers, benefi-

ciaries of insurance or pension products and 

many others). Liquid, stable and predictable 

capital markets are also important for general 

economic prospects, with better price forma-

tion and capital allocation linked to improved 

economic growth potential.

Not all of the liquidity that was available in the 

recent past was either desirable or provided 

in an economically rational way, but at least 

some of the reduction in liquidity is driven by 

regulatory and other policy changes often as 

an unintended or even unnecessary by prod-

uct of specific implementations of otherwise 

desirable policy objectives. Level 2 MiFID cali-

bration of ‘liquid’ and ‘illiquid’ instruments, 

which drives pre- and post-trade transparency 

requirements is only one of many examples of 

parameters that could impair the availability 

of liquidity to clients.

A Capital Markets Union can offer an oppor-

tunity to consider market liquidity problems 

posed by existing and in-flight regulation. 

Linked to CMU is the European Commission’s 

Better Regulation agenda which we hope will 

ensure that new rules are crafted cautiously, 

under consultation and with robust economic 

impact assessments throughout the legisla-

tive process. We are broadly supportive of both 

these initiatives and would encourage our pol-

icymakers to be ambitious here and ensure 

we encourage capital markets that could be 

part of the solution to the diversification of 

funding sources. A safe and sound financial 

system and liquid markets are not mutually 

exclusive.  A deliberate, precise and ambitious 

implementation will help to promote jobs and 

growth by harnessing  the  liquidity of capital 

markets in  Europe. 

Capital Markets Union and 
better regulation: an opportunity 
for Europe 
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Market illiquidity, and its implications, have been 

the subject of much constructive and robust 

debate through this year. We need to reflect 

carefully on the real issues, understand the prob-

lem and work through practical solutions.

I see two particular issues.

The first is how markets, particularly the asset 

management sector, might respond to a sud-

den readjustment of yields and the impact 

this might have on the real economy. The con-

cern here is illiquidity in some markets, par-

ticularly the corporate bond market, might 

magnify risks to financial stability in the 

event of runs on asset managers. The FSB is 

looking at liquidity and how policy measures 

might mitigate the risks. IOSCO welcomes 

and is contributing to this work. As front-line 

regulators, our experience can provide real 

insights into liquidity and how the risks can 

be addressed.

I am confident this work will recognise the effec-

tiveness of the tools asset managers are using 

to address these risks, including preventative 

tools (restrictions on investing in illiquid assets), 

pre-emptive tools (stress testing or swing pric-

ing) and those tools aimed at containing runs 

(redemption gates and suspensions).

The second, more challenging, issue is ensuring 

sustainable liquidity, particularly in corporate 

bond markets. 

Why does this matter?  It matters because mar-

kets offering investors deep and sustainable 

liquidity will give issuers, particularly SMEs, com-

fort to turn to capital markets as a source of alter-

native finance.  In this way, sustainable liquidity 

will underpin economic growth. How do we build 

MITIGATING MARKET LIQUIDITY SHORTAGE RISKS

Guy America - Managing Director and Co-

Head of Global Credit, Securitized Products 

and Public Finance, J.P. Morgan



Liquidity remains a key 
challenge for Europe
Liquid markets are a fundamental prereq-

uisite for economic growth. However, fol-

lowing the financial crisis, regulators are 

imposing more stringent risk management 

requirements. Despite the quantitative 

easing programme by the national central 

banks in the Eurozone that will provide the 

market with more cash, the overall flow of 

liquidity in Europe is still under pressure. 

Unsecured money markets have dried up 

and B2C financing has also been reduced. 

As a result of tighter capital rules for finan-

cial institutions, high quality assets (HQLA) 

may get stuck on balance sheets of finan-

cial institutions. At the same time, HQLA 

are also increasingly needed as margin col-

lateral for central clearing funds.

It therefore comes as no surprise that the 

market is focused on better accessibility 

and mobility of assets. The ultimate goal 

is to improve the capital base of financial 

institutions whilst avoiding a shortage of 

liquidity in the market.

Market infrastructures as liquidity enablers

The role of market infrastructures as liquid-

ity enablers is often underestimated. Espe-

cially CSDs ensured the flow of liquidity 

during and after the financial crisis as con-

fidence dropped and interbank lending 

almost ground to a halt. 

GC Pooling has been particularly successful 

in this regard as it enables secured interbank 

money market trading on an anonymous 

basis for EUR, USD and CHF funding against 

standardised baskets. The service is based 

on an innovative cooperation between the 

CSD Clearstream, the CCP Eurex Clearing 

and the repo-trading platform Eurex Repo.

Market infrastructures like Clearstream are 

also increasingly requested to service non-fi-

nancial market participants. For exam-

ple, GC Pooling now also enables corporate 

treasuries to lend or borrow cash against 

securities. Non-financial institutions also 

have easy access to liquidity through repo 

transactions which are seamlessly routed to 

the triparty collateral management service 

of Clearstream from electronic platforms 

such as 360T and Bloomberg. 

In addition to helping the market with 

secured cash financing solutions, CSDs 

are also well placed to unlock dormant 

assets from investors and central banks 

through centrally organised securities lend-

ing services. 
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markets with sustainable liquidity? The answer 

is thinking about investors and their needs.

Earlier this year, IOSCO mandated work on better 

understanding corporate bond markets. This is 

consistent with our broader objective of building 

trust and confidence in global capital markets by 

ensuring they are fair, efficient and transparent, 

the systemic risks they pose are mitigated, and 

the investors who use them are appropriately 

protected.

The work includes a survey of industry and reg-

ulators.  The work will look at whether and why 

liquidity has decreased, whether the decline is 

here to stay and what industry sees as the solu-

tions (in particular whether  markets can solve 

this or whether regulatory action is needed).

Our challenge will be to work with industry to 

develop responses to what we find.

Without pre-empting this work, there are a 

range of responses we might consider.

Responses might focus on how market infra-

structure can support sustainable liquidity.  

This may include harnessing digital technology 

to build market platforms to improve access 

to liquidity, improving post-trade reporting to 

help in price discovery and improving investor 

access to derivatives markets to hedge credit 

risk exposures.

Issuers might also focus more on investors when 

designing offerings. By standardising documen-

tation, the due diligence process for investors 

would be more simple. Ensuring bonds are eligi-

ble for inclusion in indices would help investors 

track and assess their investment. By match-

ing bond maturity to maturities on existing liq-

uid bonds, investor’s pricing decisions could be 

simplified.

Measures to ease access to cross-border issu-

ance – through mutual recognition – might also 

broaden the investor base and help liquidity.  

And in an evolving market environment, banks 

will need to see themselves less as principals 

and market makers and more as agents. 

Stefan Lepp - Head of Global Securities 

Financing and Member of the 

Executive Board, Clearstream 
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Could market liquidity issues require 
a specific action plan within the CMU?

A variety of market participants have been 

expressing concern about liquidity in some 

key financial markets. The issue is on the 

agenda of authorities: in the UK, for example 

in our Fair and Effective Markets Review; at 

an EU level, including as part of Capital Mar-

kets Union; and globally, including in FSB and 

IOSCO workstreams. 

The relative lack of liquidity, and, on some 

measures, perhaps declining liquidity in second-

ary markets for corporate bonds are of particu-

lar importance to CMU as policy makers look to 

capital markets to provide an alternative source 

of funding to bank lending.  Although primary 

markets for bond market issuance have 

appeared to be in robust health, there 

is a concern that poor secondary mar-

ket liquidity could make investing and 

raising funds through the capital mar-

ket less attractive for some poten-

tial investors and more expensive for 

would-be issuers.  These concerns may 

become more acute as the low-interest rate 

environment of recent years begins to change. 

Various ideas have been put forward by 

industry, regulators and others for enhanc-

ing liquidity. These have included more elec-

tronic platform trading, encouraging more 

post-trade and pre-trade transparency, and 

greater standardisation of bond issues. 

All-to-all electronic trading, enabling more 

direct interaction between buy-side interests, 

is perhaps an obvious response to declines 

in dealer inventories and reported declines in 

dealer appetite for market making. Technology 

should offer opportunities for making trading 

across a wider range of market participants 

cheaper and more practicable. It is encourag-

ing to see various market-led innovations and 

emerging platforms seeking to support such 

all-to-all trading. 

The right transparency regime can also help. 

Visibility of prices that investors can buy and 

sell at should make potential market partic-

ipants more confident to invest and trade. 

TRACE is widely considered to have had a ben-

eficial effect in US bond markets, while MIFID2 

is set to require more pre-trade and post-trade 

transparency in EU bond markets.  Of course, 

it will also be important to provide appropri-

ate mechanisms for those wishing to deal in 

large scale or in less liquid instruments to do 

so without causing prices to diverge from their 

fundamental value.  If EU authorities can get 

the final balance right, improved pre-trade and 

post-trade transparency should help sustain 

liquidity in many markets.

CMU also offers a timely opportunity to re-ex-

amine whether primary market regulation may 

embody features that discourage secondary 

market liquidity, or could be changed in ways 

that encourage it.  For example, there may 

be scope to minimise Prospectus disclosure 

requirements when reopening or “tapping” 

an existing bond issue.  The Prospectus Direc-

tive also currently has two different stand-

ards of disclosure – with additional disclosures 

for bonds issued in denominations under 

€100,000.  There is evidence this has created 

strong incentives to avoid smaller denomi-

nations when issuing corporate bonds.  Yet 

smaller denominations would be more suita-

ble for some investors, and facilitate trading 

that supports price formation.  We welcome 

that the European Commission is exploring 

reform in these areas as part of the Prospec-

tus Directive review related to its CMU agenda.     

None of these changes offers a “silver bul-

let” for transforming liquidity in corporate 

bond markets.  Indeed, central limit order 

books or other wide pre-trade transparency 

requirements are unlikely to be suitable for 

assets which by their nature trade only irreg-

ularly: they could even have a negative effect 

on willingness to offer prices and trad-

ing opportunities.  Moreover, for some 

firms wishing to raise funds for a spe-

cific investment on specific terms, and 

for some investors who want and can 

afford to buy and hold, secondary mar-

ket liquidity is not a priority for either 

party.  The challenge for EU authorities 

is creating a regulatory framework that sup-

ports, and is careful not inadvertently to dis-

courage, secondary market liquidity where this 

is of value to both investors and issuers. 

Edwin Schooling Latter - Head of Market Policy, Financial Conduct Authority (FCA)

If EU authorities can get the final 

balance right, improved pre-trade and 

post-trade transparency should help 

sustain liquidity in many markets

“

”

MITIGATING MARKET LIQUIDITY SHORTAGE RISKS
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Recent market events (October 15th “flash 

rally” or May 2015 “bund tantrum”) have 

fuelled investor concerns about the risk 

of financial market illiquidity. These con-

cerns are most acute for fixed income mar-

kets because their liquidity hinges in large 

part on market-makers, whose behavior is 

reportedly changing with a reduced willing-

ness or capacity to absorb temporary imbal-

ances of supply and demand orders. 

A broad range of market-based and reg-

ulatory drivers underpin these behavioral 

changes. The former include a decline in 

market-makers’ risk tolerance since the cri-

sis. Many market participants also expect 

ongoing changes in regulation to have a 

constraining although differentiated impact 

on the supply of market-making.

While those changes will have a posi-

tive bearing on the resilience of key liquid-

ity providers to shocks, they may come at 

the cost of more market volatility with the 

risk of contributing to mutually reinforcing 

declines in market and funding liquidity. 

To limit those costs and risks a range of 

supportive actions from various stakehold-

ers are warranted. These include improved 

transparency on market-making capacity, 

more focus on liquidity risk stress-test-

ing, pricing and management - includ-

ing by asset managers -, and measures to 

support secondary market liquidity, such 

as progress in bond market standardiza-

tion. This should be accompanied by a 

closer monitoring of the impact of regu-

latory changes on the robustness of fund-

ing and liquidity management by financial 

intermediaries and on the effectiveness of 

market-making arrangements. 

Backstop measures to support liquid-

ity under adverse scenarios with systemic 

implications may be required to comple-

ment these actions, depending on cir-

cumstances. A first line of defense can be 

provided by central banks through their tra-

ditional liquidity providing operations.  But, 

as central banks have resorted increasingly 

to the purchase of securities as a means to 

implement monetary policy, they now have 

a wider array of tools at their disposal. For 

instance, the establishment or the expan-

sion of central bank securities lending facili-

ties could also prove well targeted to support 

private market making capacity, and pre-

serve the public good of market liquidity. 

Robust market-making capacities and improved liquidity 
risk management are key for financial market resilience

Denis Beau - Director General 

for Operations, Banque de France

Eurofi would like to thank very warmly
the regional partners of this forum
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The efficient allocation of resources and 

risk around the economy depends on strong 

financial market liquidity. While it’s easy to 

take this for granted, the rapid falling away 

of market liquidity as the financial crisis took 

hold demonstrated the importance of pre-

serving and supporting it. 

Today’s combination of monetary stimulus, low interest rates and 

strong asset values would suggest that financial markets are in good 

shape. However, both policy makers and market practitioners are now 

expressing concerns about market liquidity, especially in areas where 

banks have scaled back their market-making activities. 

We’ve just carried out an in-depth study, which has reviewed liquidity 

trends and prospects across a broad range of markets.

Reduced liquidity

While some markets remain as liquid as before the financial crisis, we 

found particular deterioration in fixed income markets with liquidity 

quickly falling away beyond benchmark issues or instruments.  

As banks rein in market-making, our study shows that they’ve cut 

trading asset holdings by more than 40% since 2008 and up to 70% 

in certain asset classes, such as corporate bonds. The ratio of fixed 

income trading activity to amounts outstanding is down by 12-65% 

across different geographic markets. The past year has seen periods of 

elevated volatility and price movement, which was highlighted by the 

turmoil in foreign exchange markets following the removal of the cap 

of the Swiss franc to the euro and the unprecedented movements in 

German bund yields in May to June. 

Impact masked for now

The broader impact of reduced financial market liquidity has so far been 

modest. Trading costs (as measured by bid-ask spreads) remain at low 

levels and traders have been able to adapt their strategies to mitigate 

adverse effects. The liquidity risk premium, which is embedded into the 

yield on fixed income bonds, also remains at historically low levels. This 

suggests that the reduction in market liquidity has been masked by the 

otherwise benign conditions. But as monetary conditions normalise, 

reduced market liquidity could lead to higher costs of finance and hedg-

ing within the wider economy. We’ve also yet to see how the reduced 

market liquidity might play out in stressed conditions. 

Are we at risk of 
taking liquidity 
for granted?
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In the view of many commenta-

tors, market liquidity risk is per-

haps the most underappreciated 

threat to global financial sta-

bility today. For example, in its 

April 2015 Global Financial Sta-

bility Report (GFSR), the IMF 

warned that “markets could be 

increasingly susceptible to epi-

sodes in which liquidity suddenly 

vanishes and volatility spikes”.1 

As evidence, the IMF pointed 

to two recent episodes of mar-

ket disruptions – the volatil-

ity in U.S. Treasuries in October 

2014 and the January 2015 surge 

in the Swiss franc – which both 

involved an initial shock that was 

made worse by a lack of market 

liquidity. More recently, there 

have been a number of episodes 

of significant volatility in Euro-

pean bond markets, even affect-

ing German Bund yields, normally 

considered the most stable seg-

ment. While various causes of 

these gyrations have been cited 

by analysts, “poor market liquid-

ity” was highlighted as one fac-

tor behind them. The fragility of 

market liquidity seems to be a 

common theme in much recent 

commentary, but the need to dis-

tinguish between asset classes 

and across market segments in 

assessing liquidity conditions has 

received a lot less attention up 

to now. 

Lower market liquidity matters 

a great deal to the real economy, 

since it can amplify the market 

response to a shock. Because dis-

ruptions to market liquidity can 

adversely impact the availability 

and cost of funding for all issuers 

of securities, market liquidity is 

clearly an important factor affect-

ing credit conditions and, thus, 

overall growth prospects. Market 

liquidity is also at the heart of the 

European Commission’s initiative 

to increase the efficiency of Euro-

pean capital markets and create a 

Capital Markets Union (CMU). 

A number of factors, both cycli-

cal and structural, have been 

cited as potentially impact-

ing market liquidity: regula-

tory changes, accommodative 

monetary policies, changes in 

risk appetite by both investors 

and market-makers, competi-

tive forces, supply constraints, 

and technological developments. 

Before taking additional specific 

measures to address the causes 

of the decline in market liquid-

ity, it is first necessary to look in 

more detail at these factors, and 

also the way in which they inter-

act with each other. 

Market liquidity risk: the most underappreciated threat to global 
financial stability today
Almorò Rubin de Cervin - Head of Unit, DG Financial Stability, Financial Services and Capital Markets Union, European Commission 

Many commentators have raised 

concerns about liquidity in bond 

markets. Looking back, the condi-

tions leading into the 2008 crisis 

were neither healthy nor sustaina-

ble. All market participants need to 

accept changes that have occurred, 

in many cases intentionally by reg-

ulation, and adapt by identify-

ing new tools and strategies. It is 

time to focus on the path forward 

and look for ways policymakers 

and market participants can work 

together to improve the market 

ecosystem.

An important first step is to clarify what we mean by ‘liquidity’ – is it mar-

ket liquidity or liquidity terms of a fund, liquidity premium, or something 

else? Only then can we find appropriate solutions.

BlackRock proposes a 3-pronged approach that requires efforts of all (bro-

ker dealers, issuers, investors, regulators):

1.  Market structure modernisation: Encourage evolution of market struc-

ture to better reflect current dynamics.

2.  Enhance fund toolkit & regulation: Endorse best practices for liquidity

risk management, enhance disclosure requirements to regulators and

fund investors, and ensure consistent fund structure features to address 

concerns about large redemptions. In Europe, much of this is already in

place but ESMA could drive greater convergence on supervisory best

practices and implementation.

3.  Evolution of products: Support the development of new and existing

products such as exchange-traded funds, which provide significant ben-

efits to the market and investors but are not well-understood.

EU legislation has already created a safer and more robust framework. If 

appropriately calibrated, MiFID II should generate helpful transparency in 

fixed income markets. The AIFMD established stress testing of fund port-

folio holdings and proposes a comprehensive definition of leverage, which 

we support.

Policymakers play an important role in their ability to incentivise market 

participants. We support greater dialogue and cooperation among regula-

tors to achieve the best outcome – only together will we improve the eco-

system for all. 

Market liquidity – time for collective solutions

Barbara Novick 
Vice Chairman, BlackRock
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Together with the Single Supervisory Mechanism 

(SSM) in the European Central Bank (ECB), the Sin-

gle Resolution Board (SRB) is one of the corner 

stones of a new architecture in banking supervi-

sion and resolution within the Eurozone. Its cre-

ation presents a major step towards ending the 

toxic cycle of too-big-to-fail or bust and bail-out of 

the past towards re-establishing market economy 

in the banking sector. 

The Board is operational in resolution planning 

as of this year and has made tremendous strides 

over the past months towards preparing itself 

and being fully responsible for resolution cases as 

of 2016.

The SRB is working closely with representatives 

nominated by the 19 Member States of the Bank-

ing Union serving the respective National Resolu-

tion Authorities (NRAs), who will assist the SRB 

in its task of resolution planning and orderly bank 

resolution. The Single Resolution Fund (SRF), to 

be used as a last resort when all other resolution 

tools have failed, is being set-up.

Some issues remain open: A number of Mem-

ber States have not yet fully implemented the 

Bank Recovery and Resolution Directive (BRRD). 

The intergovernmental agreement on the trans-

fer and successive mutualisation of contributions 

to the SRF must also be ratified before 30 Novem-

ber 2015. Without these, the SRB will be lacking its 

toolbox.

In addition to its European partners in the National 

Resolution Authorities, at the European Central 

Bank, the European Commission, the European 

Council, the European Parliament, the National 

Competent Authorities, the European Bank-

ing Authority and the Bank of England and other 

non-Eurozone EU-authorities, there are a number 

of international players with whom the SRB is 

developing relations and working towards a func-

tioning resolution regime at the global level. 

The SRB actively participates in international bod-

ies such as the Financial Stability Board (FSB), con-

tributing to the debate around a number of issues 

at a global level. Banking business is international 

and cross-border obstacles to resolution have to be 

addressed in the same way. 

Adequate and timely availability and exchange of 

information both with banks and authorities are 

critical for establishing a credible and feasible res-

olution regime. Only if supervisors and resolution 

authorities cooperate proactively across national 

borders and share information freely and seam-

lessly with each other, will the task of making too-

big-to-fail a thing of the past succeed. 

Obstacles to resolution need to be tackled in order 

to make resolution credible and feasible. 

•  Together with its national partners, the SRB is

developing standards, policies and guidelines

that implement the existing legal and theoretical 

frameworks. This includes the Resolution Plan-

ning Manual and The Crisis Management Hand-

book, which will be completed during the coming 

months. They will insure the consistent and pro-

portionate handling of any resolution case in the 

eurozone.

•  Multiple interdependencies within a G-SIB put

the operational continuity of critical functions

at risk. Arrangements need to be put in place in

order to support operational continuity of critical 

services. The SRB is developing a detailed frame-

work for identifying and strengthening the viabil-

ity of these functions.

•  Obstacles can also result from inadequate IT and 

reporting systems that are not capable of pro-

viding information needed in resolution plan-

ning in time.  Banks are slowly beginning to catch 

up in this regard, recognising the importance of

well-functioning, fast management information

systems for the sustainability of their business.

•  The lack of effective cooperation between author-

ities could lead to ring-fencing of assets or other

outcomes that could threaten the financial sys-

tem’s stability. Therefore, cooperation and trust

between authorities needs to be enhanced. The

BRRD has created a zone of trust within Europe

and the SRB will work on expanding this zone.

•  According to proposals currently under consul-

tation at the FSB, “Total loss-absorbing capac-

ity” (TLAC) for global systemically important

banks worldwide will require a loss-absorbing

capacity of between at least 16% and 20% of

risk-weighted assets and at least 6% of total lev-

erage. MREL, the “minimum requirements for

eligible liabilities” introduced by the BRRD, by

contrast, will apply to all banks within the Euro-

pean Union in an appropriate and proportionate

manner.  The SRB considers TLAC and MREL two 

sides of the same coin and will re-engage actively 

in bridging them by setting up consistent MREL

requirements for the banks under its remit.

The Single Resolution Board will have the ability to 

act swiftly and in an appropriate and proportionate 

manner in order to establish a recovery and resolu-

tion regime for banks in the eurozone, helping to 

avoid future bail-outs and placing the burden of 

resolution squarely on the banks with  minimum 

costs to taxpayers and the real economy. 

104 THE EUROFI FINANCIAL FORUM 2015  //  9, 10 & 11 SEPTEMBER  //  LUXEMBOURG

SSM / SRM / ESRB: KEY CHALLENGES AND REMAINING ISSUES

Single Resolution Board: joining the dots within the Banking Union  

Together with the Single Supervisory Mechanism (SSM) 

in the European Central Bank (ECB), 

the Single Resolution Board (SRB) is one of the corner stones 

of a new architecture in banking supervision 

and resolution within the Eurozone

“

”

Elke König 
Chair, Single Resolution Board (SRB)
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Complexity is at its peak when it comes to 

macro- prudential oversight in Europe; both in 

terms of institutional responsibility, with an 

especially high number of competing authori-

ties, and in terms of tools to be used. The SSM is 

a newcomer in a field already occupied in Europe 

by the ECB (Financial stability wing), the ESRB, 

the EBA, as well as numerous national author-

ities, without mentioning the other interna-

tional fora also active in that area. Will the SSM 

improve the oversight or just add confusion 

to an already relatively confused process? I do 

believe that the SSM could be actually the trig-

ger we need for a more efficient oversight.

Macro-prudential policy is basically, for the time 

being, a national matter in Europe. This is due 

to the fact that economic cycles remain largely 

national and that many mar-

kets, prone to bubbles, remain 

largely local, the housing mar-

ket being the most blatant 

example. It is therefore fully 

legitimate to keep National 

Authorities in charge of macro-prudential management. It is all the 

more necessary that, for example, the basic reference of the contra-cy-

clical capital buffer framework, based on the credit-to-GDP gap is most 

of the time inadequate and need to be supplemented by a range of 

other indicators whose relevance varies from one country to the other.  

But National Authorities should be complemented by one power-

ful supra-national institution in order to challenge them since there will 

always remain a tendency to delay the triggering of macro-prudential 

measures which, in the short run, could be detrimental to growth. It is also 

necessary in order to ensure a consistent approach between economies 

which remain closely interlinked and with financial institutions compet-

ing with each other’s under the responsibility of a single banking supervi-

sor. There is, in particular, a need for a fair level playing-field without a race 

to the bottom.

Most tools used in the implementation of a 

macro financial policy are actually based on 

micro-prudential banking supervisory instru-

ments (the insurance sector being remarkably 

ignored by the usual macro-prudential toolkit), 

be it RWA floors on some specific risks or sol-

vency buffers imposed on top of regular pillar 

one requirements.  The micro prudential super-

visor is therefore key to insure consistency 

between its own pillar two requirement and 

possible use of macro prudential instruments, 

both in order to have an adequate calibration 

and to avoid double counting. It is actually the 

way the SSM intends to determine pillar two 

requirements for 2016 taking on board the 

existing national macro prudential buffers.

But Article 5 of the SSM reg-

ulation has granted to the 

ECB a larger range of pow-

ers in the macro-prudential 

field: compulsory prior noti-

fication by national authori-

ties of their intentions to the 

ECB, possibility for the ECB to object to these draft decisions and, 

above all, possibility for the ECB to apply higher buffers than applied 

by national authorities. We have therefore a clear framework, with a 

clear democratic accountability, which could foster a fruitful dialogue 

between Authorities and be rapidly fully operational. National Author-

ities should address these macro prudential issues before the end of 

this year; the French High Council for Financial Stability is for example 

finalizing its assessment and will transmit it to the ECB which is fully 

prepared to challenge it, if need be. It is the beginning of a process 

which could make macro-prudential regulation less theoretical than 

today even if there are still many doubts to clear up on the effective 

transmission mechanism of the decisions which will be taken. 

Micro-prudential authorities are key for 
an efficient macro-prudential oversight
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Robert Ophèle 
Second Deputy Governor, 

Banque de France

I do believe that the SSM could be actually the 

trigger we need for a more efficient oversight
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To do supervision in a 19-member union, 

the ECB must ensure consistent, effective 

action while coping with 19 different legal 

and accounting frameworks and many dif-

ferent banking markets. This is a huge 

challenge. The key to facing it is a robust 

common supervisory methodology, coupled 

with flexible practices that build on local 

experience and competence.

A consistent, 
effective 
supervision 
for European 
banks 

The elimination by the SSM of 
national options: changing the rules?

The Capital Requirements Directive IV (CRD 

IV) and the Capital Requirements Reg-

ulation (CRR) contain a large number of 

national options or discretions covering 

variety of themes: the definition and level 

of own funds, liquidity regimes, the treat-

ment of sovereign exposures, large expo-

sures, IRB approach, leverage, Basel I floor, 

etc. Some of the options are only applica-

ble during a transitional phase; therefore 

the number of national discretions should 

hence become smaller over time. 

 

These national options arise in the Euro-

pean legislation in order to allow Mem-

ber States to choose between alternatives, 

or when they can decide whether to follow 

or not certain provisions. This was neces-

sary due to the differences in the structure 

and development of financial system. How-

ever, it should be recognized that the use 

of national discretions can also impair 

comparability of implementation across 

Europe, especially in relation to the level 

and the quality of capital. For example, 

in relation to the transition of own funds 

to the fully phased-in Basel III definition, 

national practices diverge. Some national 

authorities have decided to phase out pro-

gressively, whereas others have decided not 

to do so. Those options affected the results 

of the comprehensive assessment as well.

Therefore, the harmonisation of criteria for 

the application of options and discretions, 

in coordination with the EBA, should be a 

general objective and a priority for the SSM 

for a consistency in the application of reg-

ulation and in the supervisory approach, in 

view of facilitating the single rulebook. Only 

a harmonisation will provide a competitive 

level playing field.

However, in order to ensure legal certainty, it 

is also important that rules are not changed 

in the middle of the game. Thus, national 

options and discretions should not be elim-

inated altogether. Before that, the SSM 

need to understand and assess the Mem-

ber States justifications for national discre-

tion and the impact of them for the entire 

banking sector. It needs to be considered 

that Member States´ retail banking mar-

kets are not homogeneous and that there 

are areas of regulation where it is important 

to maintain differences and grant national 

discretion given the local specificities, at 

least in the first years of the effective bank-

ing union.

In conclusion, a real and effective single 

rule book is a desirable goal, but it has to be 

achieved avoiding a regulatory rally. Other-

wise it could distract banks from focusing 

on their mission to help economic sustain-

able growth. 

Ignacio Redondo Andreu 
General Counsel, CaixaBank, S.A.

Luigi Federico Signorini - Deputy 

Governor and Member of the Governing 

Board, Banca d’Italia

SSM / SRM / ESRB: KEY CHALLENGES AND REMAINING ISSUES
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Less than a year after the start of the SSM, 

many elements of this approach are in 

place, but there’s a long way ahead.

I’ll give just three examples.

One issue is accounting standards. Good 

supervision needs good, consistent data. In 

Europe the adoption of the IFRS is limited 

in some countries, and national rules are still 

widely used, particularly for smaller banks. 

This makes a big difference to the valuation of 

certain assets, which undermines comparabil-

ity and might distort action. We are discuss-

ing the best way to cope with this. The first 

step will be measuring the bias; but eventu-

ally some harmonisation will be necessary.

A second issue is having, and maintaining, 

a robust methodology for off-site analysis. 

This has special importance for “less sig-

nificant” banks, for which national author-

ities retain most direct supervisory powers, 

within common principles and guidance. A 

balance is needed between acting consist-

ently and effectively keeping account of 

differences in banks’ business models and 

in the economic environment they face. 

The risk-based approach of the SSM is a 

good basis for ensuring consistency, while 

respecting the proportionality principle; its 

ability to evaluate effectively in practice 

banks operating under different conditions 

will be tested through the practical experi-

ence of day-to-day supervision.

Finally, a key to consistent, effective super-

vision of all banks, large or small, is a good 

framework for on-site visits. There are very 

different traditions across Europe on the 

length and strength of inspections; we are 

happy that the SSM has adopted much of 

our own intrusive, in-depth on-site prac-

tice in its methodology. The challenge 

is now to apply in practice a consistent 

approach across legal and linguistic barriers. 

It can be done by way of shared experience, 

cross-checking and training. 

Dealing with national options 
and discretions in the CRDIV/
CRR: what is at stake?

The EU Capital Requirements Direc-

tive and Capital Requirements Regu-

lation allow Member States a degree 

of discretion in applying a large num-

ber of norms. In those cases, national 

authorities are left free to choose 

between alternatives or of whether 

to apply the norm or not, thereby 

leaving room for significant differ-

ences in the prudential treatment of 

banks located in different Member 

States. Some of these differences 

are very important from a prudential 

viewpoint, such as those relating to 

the calculation of capital and liquid-

ity buffers or the treatment of large 

exposures. These differences are an 

obstacle to supervisory neutrality 

and to further banking integration 

in the SSM area, as emerged clearly 

during the conduct of the ECB com-

prehensive assessment.

  

In order to establish a more even-handed, 

efficient and simpler banking supervision, 

the ECB has launched a project involving 

all the national competent authorities in 

the SSM and in coordination with the Euro-

pean Banking Authority and the European 

Commission to identify, assess and possi-

bly address these regulatory asymmetries. 

Over 150 options and national discretions 

have been identified. While some of them 

are exercised by Member States, the ECB has 

focused on those exercised by supervisors 

(which are the majority), since on the others 

the ECB has no legal authority.

 

The objective is to harmonize the way these 

options and discretions are exercised, to fos-

ter convergence towards the highest pruden-

tial standard, in a way consistent with an 

open single supervisory area and with inter-

national rules, while at the same time pro-

viding legal certainty and financial stability 

to banks, investors and supervisors.  

Ignazio Angeloni - Member of the Supervisory 

Board, European Central Bank (ECB)

www.eurofi.net



Regulatory agenda: 
improve the current 
framework while 
preparing for new risks
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Regulatory reform is well on its way to 

address the risks that materialized in the 

last crisis. While some regulatory issues 

remain to be improved, such as the treat-

ment of sovereign risk, it is time to look 

ahead and prepare for new risks. The fol-

lowing three topics are on top of my mind 

for the prudential supervisory regulation 

agenda of financial institutions: (1) improve 

the current framework by enhancing its 

simplicity and consistency while maintain-

ing its risk sensitivity; (2) develop interna-

tionally harmonized guidelines for business 

model and strategy supervision; and (3) 

anticipate technological innovations chang-

ing the composition, business models, 

strategies and risks in the financial sector.

While having strengthened prudential regu-

lation, post-crisis reforms have at the same 

time added considerable complexity. Regula-

tors should therefore carefully consider how 

the framework’s complexity can be reduced 

while maintaining its risk sensitivity. Main-

taining risk sensitivity is important to avoid 

adverse incentives possibly undermining 

financial stability. This is for example relevant 

in the current revision of the Standardised 

Approach for credit risk, since institutional 

differences between countries affect the level 

of risk, particularly in retail markets. Another 

example is the Standardised Approach-floor 

proposed by the Basel Committee on Banking 

Supervision, which provides for an additional 

back-stop on top of the Leverage Ratio and 

on top of constraints on internal models. In 

my view, the Committee should carefully con-

sider if the benefits 

of these new condi-

tions outweigh the 

costs of additional 

complexity and 

reduced risk sensi-

tivity. An example 

of a topic demanding further consistency in 

its implementation is Pillar 2. Further guid-

ance is warranted on how Pillar 2 require-

ments relate to other elements of the Basel 

frameworks and how stress tests should be 

conducted.

Supervisory focus should reach beyond cap-

ital levels. A sound strategy and sustainable 

business model is a necessary precondition 

for sound and controlled banking opera-

tions. Supervisors should therefore monitor 

and challenge banks’ strategic choices and 

test their long term sustainability. For a 

level playing field and international finan-

cial stability, it would be helpful to have 

internationally harmonised guidelines for 

these supervisory tasks.

While regulatory reforms addressing the 

risks that materialized in the last crisis are 

being finalised, we need to look ahead and 

prepare for new risks. I expect that techno-

logical innovation is one of the major forces 

that will affect the financial sector in the 

coming years. We already see many new ini-

tiatives from both 

incumbent and 

new market par-

ticipants in various 

existing product 

areas, such as pay-

ments, lending 

and investments. We expect completely 

new products and services to reach the mar-

ket soon. Though the size of most initiatives 

is still limited, the growth rates are often 

impressive. Given the potential impact on 

business models, strategies and risks to the 

financial sector this topic warrants timely 

attention from the supervisory community. 

Further, given the intensive use and inter-

connectedness of information technology 

systems, cyber risk is already a major super-

visory concern. Supervisory agencies should 

anticipate these new developments by con-

sidering effective supervisory practices to 

address the new risks. 

BANK PRUDENTIAL REGULATION: REMAINING ISSUES 
AND FORTHCOMING CHALLENGES

Klaas Knot 
President, 

De Nederlandsche Bank

It is time to look ahead 

and prepare for new risks

“
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Resolution of SIFIs: progress 
from the FDIC perspective

During the recent financial crisis, 

policymakers in the U.S. lacked 

the necessary authorities to man-

age the orderly failure of a large, 

complex financial institution 

and, as a result, were forced to 

choose between taxpayer bail-

outs and systemic disruption. 

The Dodd-Frank Act, passed by 

the U.S. Congress in 2010, estab-

lished a framework to address 

these critical gaps in authority, 

with bankruptcy as the statutory 

first option and Orderly Liquida-

tion Authority under Title II as 

a backstop for circumstances in 

which an orderly bankruptcy pro-

cess might not be possible.

Title I of the Dodd-Frank Act pro-

vides a mechanism for authorities 

to require firms to become more 

resolvable and to address imped-

iments to orderly resolution. Spe-

cifically the agencies have asked 

the firms to address five key 

obstacles: funding and liquidity, 

global cooperation, operations 

and interconnectedness, counter-

party risk, and multiple compet-

ing insolvencies.

As a backstop, for circumstances 

in which an orderly bankruptcy 

process might not be possible, 

Title II of the Dodd-Frank Act 

provides the Orderly Liquidation 

Authority. This framework helps 

to ensure that financial markets 

and the broader economy can 

weather the failure of a SIFI; that 

shareholders, creditors, and cul-

pable management of the firm 

will be held accountable without 

cost to taxpayers; and that such 

an institution can be wound down 

and liquidated in an orderly way.

Significant progress has been 

made in these areas, and much 

of it has resulted directly from 

international coordination. One 

example, the new resolution 

stay protocol by the International 

Swaps and Derivatives Associa-

tion, is a major step forward.

There is also a need for suffi-

cient loss-absorbing capacity in 

the event of failure. Ensuring suf-

ficient levels of long-term debt 

from private creditors—and the 

ability to convert that long-term 

debt into equity—is necessary to 

provide capital resources for the 

orderly resolution of a firm with-

out cost to taxpayers.

The FDIC has worked closely with 

authorities from all major financial 

jurisdictions, including the United 

Kingdom, Germany, France, the 

European Union, Switzerland, and 

Japan. This cooperation is essen-

tial to identifying issues and to 

addressing cross-border resolution 

obstacles. 
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Risk-weighting of assets, includ-

ing the use of internal models, 

is a central concept in modern 

banking and financial regulation 

– albeit one that faces many chal-

lenges. Among the outstanding 

challenges remains to ensure a 

very high degree of confidence in 

risk based capital requirements. 

Improving transparency and hav-

ing full explanations where risk-weighted outcomes differ from sim-

pler approaches are key tenets of further work.

The leverage ratio and possible floors for risk weights may be helpful 

as backstops and supplements to ensure higher and more adequate 

capital levels. But such tools cannot substitute for a sound risk-based 

framework, and those apparently simpler approaches entail well-

known risks of their own. If becoming more of a binding constraint, 

the use of these tools could motivate a migration from less risky to 

more risky exposures. The latter might happen if for example a bank 

takes on more risky engagements to get its average calculated risk 

weight of its portfolio of residential mortgages up to a newly intro-

duced floor. This would skew the incentives away from due diligence 

risk assessments and disadvantage low-risk strategies.

Further, problems may appear from single labelling of certain types of 

exposures in regulation for what are really very heterogeneous sub-

components. One example is lending to corporates of a certain size. 

Introducing a floor does not capture very different loss structures 

across economies and industries, including how volatile and com-

petitive the individual market is. Thus, the floor may be too strict for 

the less risky exposures and/or of no effect for the more risky expo-

sures. Another example is residential mortgages where npl’s vary 

significantly across countries. To some extent this may reflect cycli-

cal factors, but national housing markets are fundamentally differ-

ent. Time needed to foreclose a mortgage varies in Europe between 6 

months and 7 years. Personal liability rules differ. Taxes, benefits and 

the structure of households differ. A generalised risk floor would not 

capture this.

Concluding, risk weights should be continuously challenged by bench-

marks and tough questions, but regulation should continue to stress 

the need for the appropriate differentiation according to the best pos-

sible measure of actual risk. 

Arthur J. Murton 
Director, Office of Complex 

Financial Institutions, 

Federal Deposit Insurance 

Corporation (FDIC)

Capital requirements 
must follow the risk

Per Callesen 
Member of the Board 

of Governors, 

Danmarks Nationalbank



Since the crisis, banks and policy makers have 

made significant financial reforms, notably 

Basel III and recovery & resolution measures. 

Yet despite the FSB declaring that the last 

of the current measures, TLAC, would bring 

an end to ‘too big to fail’, Basel and the FSB 

have set out an ambitious pipeline of further 

reform for the next four years. Each of these 

is well intentioned, but it is unclear if gaining 

modest enhancements to stability is consist-

ent with the current political imperative to 

support the risk taking essential for growth. 

On top of this, measures emerging from 

technocratic deliberations look increasingly 

likely to fragment the regulatory landscape 

given differing impacts on economies with 

distinct structures or at different stages of 

maturity and financial sector development.

Measures such as the leverage ratio, NSFR, 

TLAC and bank structural reforms by design 

change the relative attractiveness of bank-

ing assets. Yet measures to improve finan-

cial stability have not yet translated into 

shareholder acceptance of lower returns risk-

ing a search for yield to deliver the required 

returns – surely a perverse outcome. Further-

more, Basel is developing a new Standard-

ised Approach to Credit Risk, a Fundamental 

Review of the Trading Book and capital floors, 

alongside existing stress tests. All of these 

are essentially aimed at addressing super-

visory concerns that bank models don’t suf-

ficiently capitalise risk. Yet requiring less 

risk-sensitive capital measures without a 

full assessment of the cumulative impact on 

industry or the wider economy risks penal-

ising financial systems more dependent on 

bank finance (eg Europe) or where there is 

less transparency from capital markets activ-

ity (eg Asia).

The current regulatory agenda represents 

a major overhaul of capital across multiple 

dimensions. The potential systemic risk, as 

well as the operational and prudential chal-

lenges as firms seek to implement these 

changes, will be considerable. Given this, the 

measures require careful and holistic review. 

As the implementation of Basel III has 

shown, a single set of rules, now subject to 

peer review, does not necessarily deliver com-

parable outcomes globally given different 

starting points. In some cases, international 

harmonisation can significantly damage 

particular models and practices embedded 

within national economies. Absent due con-

sideration of such practices, Europe should 

not be afraid to diverge. 

Drive towards global harmonisation 
should not come at the cost of European 
business models 

“Basel IV” – 
the regulatory 
capital 
conundrum

A great deal has been achieved in the 

aftermath of the global financial crisis to 

strengthen the resilience of the financial 

system, led by the FSB and the Basel Com-

mittee under the auspices of the G20.  Basel 

III has required banks to hold considerably 

more and better quality capital and main-

tain liquidity buffers to cope with times of 

stress which has led to the deleveraging of 

their balance sheets.  In addition, banks 

have to undergo stringent stress tests, are 
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developing detailed recovery and resolu-

tion plans, and will be required to hold sig-

nificant levels of bail-in debt.  However, 

whilst these changes to the regulation of 

banks were much needed, they have come 

at a price as European banks have strug-

gled to make returns in excess of their cost 

of capital and lending to non-financial com-

panies is around €500 billion lower than at 

the peak.

Buoyed by its success in driving up pruden-

tial banking standards under Basel III, the 

Basel Committee has embarked on develop-

ing a further wave of prudential rules which 

many are referring to as Basel IV.  The pro-

posed rules are intended to walk the fine 

line between risk sensitivity, simplicity and 

comparability in capital standards.  The 

danger is that if the Committee veers too 

far in the direction of simplicity and com-

parability, banks will not be incentivised 

to allocate regulatory capital in accordance 

with the risks they assume.  This was largely 

the case under Basel I, hence the very signif-

icant work undertaken to develop risk sen-

sitive approaches under Basel II.  We should 

acknowledge the imperfections of Basel 

II and seek to address them rather than 

reverting to risk insensitive approaches, 

including over-reliance on the leverage ratio 

for setting capital requirements.  The focus 

should be on (i) eliminating unnecessary 

national divergences from the international 

standards by driving greater harmonisation, 

(ii) enhancing disclosures of risk weighted 

asset calculations, and (iii) pooling indus-

try loss data where possible to help improve 

benchmarking across firms.  This would 

ensure that banks continue to be incenti-

vised to manage their risks effectively by 

deploying capital appropriately and properly 

pricing for the risks assumed. 

European convergence is needed to 
finalize the post crisis regulatory 
environment 

The Basel 3 reform, implemented in Europe 

in full with the CRD IV package and with 

only limited adaptations, is a compre-

hensive reform that strengthens banks’ 

resilience. When preparing such an imple-

mentation, the European legislator had to 

find the right balance between ensuring the 

consistency with international standards 

and the need to take into account European 

specificities. This means in Europe ensur-

ing the proper functioning of bank lend-

ing but also fostering the development of 

sound market financing, for instance trough 

securitization.

There are some examples showing that 

such specificities have been enshrined in 

EU texts, in particular concerning the treat-

ment of SME for the solvency ratios or that 

specialized lending (factoring, leasing…) in 

the LCR.

But the room of manoeuver of the EU legis-

lator is somewhat limited, not only because 

the prudential robustness of international 

standards has to be preserved, for the sake 

of financial stability, but also because of the 

necessary consistency in the adoption and 

implementation of international standards, 

across Basel membership. This is also of 

key importance for the European banks 

given their very broad international net-

work. Hence, if adapting the international 

rules at the EU level is possible, the first 

best solution is of course to ensure that the 

European particularities are appropriately 

understood and taken on board before the 

relevant standards are finalized.

Looking forward, this is an essential ques-

tion for the very important current policy 

developments on-going at the international 

level (TLAC, role of internal models in the 

prudential regulation, comparison of the 

RWA across banks, regulatory treatment of 

the interest rate risk in the banking book…). 

The cumulative effects of the measures 

considered could in effect be potentially 

considerable and hence may have, if not 

appropriately calibrated on the ability of 

banks and markets to finance the economy. 

To this purpose it is essential that when fac-

ing the forthcoming global calibration exer-

cise all European voices converge at the 

international level on what levels of require-

ments are needed to have a sound supervi-

sion consistent with the best practices of 

banking and market finance in Europe. 
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Learning from mistakes is a part of the journey in every indus-

try. While trying to get to the bottom of an issue, despite the best 

intentions, we often find ourselves oversimplifying its elements and 

their interdependencies. Academic literature may even support this 

method: the “Tinbergen rule” suggests that we consider complex 

regulatory objectives as a sum of individual policy targets, each to be 

addressed with at least one instrument. 

In the aftermath of the 2008 financial crisis, capital and liquidity 

requirements were supposed to prevent systemic failure by mak-

ing banks more resilient. This commendable intention triggered the 

largest and most complex overhaul of banking regulation in modern 

history - the Basel framework. While microprudential policy-making 

strengthens individual institutions, the enforcement of Basel tar-

gets has contributed less to systemic stability than it could have, as 

some jurisdictions have introduced additional requirements above 

and beyond the Basel minimum. Along the same lines, the current 

proposals of the Financial Stability Board for a “total loss absorbency 

capacity”, an important cornerstone of efforts to enable resolution of 

systemically important banks, allow for national discretion, which is 

likely to cause further fragmentation.

In addition to Basel provisions, the Bank of International Set-

tlements now aims to revise the standardized floor approach on 

modelled credit risk capital requirements and has launched a Fun-

damental Review of the Trading Book. Impact studies show that the 

review may force a further, possibly drastic increase in capital on a 

fast timeline. These efforts seem to disregard the worrying signs of 

excessive capital restraints that have emerged in bond and equity 

markets due to banks’ reduced market-making activity. Restricted 

market liquidity and increased vulnerability to endogenous shocks 

are only few of the numerous actual and potential consequences, 

which can amplify a small event into a major crisis. 

Another factor that may significantly impede efforts towards sys-

temic stability is the regulatory inconsistency between risk measures 

targeting banks and insurers. The differences in valuation methods 

and definitions of eligible capital between Basel III and Solvency II 

regulatory frameworks are worrying. 

Today, banks carry less risk and considerably more capital than before 

the 2008 crisis - a huge and often underappreciated improvement. If 

our goal is strengthening the resilience of the international financial 

system, allowing for asymmetries or non-alignments is neither ben-

eficial, nor acceptable. To the contrary, they will result in deviations 

from the intended policy effect: instead of stabilizing its individual 

pieces, we are at risk of potentially de-stabilizing the system as a 

whole.  

Preventing unintended 
consequences in 
prudential policy-making
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Bank prudential 
regulation main 

remaining challenges: 
predictabilty and accuracy

Given the depth and length of the financial crisis, it is not surprising 

the significant changes that prudential framework has undergone. 

The aim is clear and well targeted.  Nevertheless, such profound 

changes may run the risk of derailing the system from its goal. We 

need to remember:

•  the first rule for solvency is profitability.  Comparing the evolution

of ROTE and the cost of capital of banks since the crisis started,

banks find it difficult to create value. Increases in regulation and

higher capital requirements should coexist with appropriate returns 

to investors. 

•  significant uncertainty remains around the final outlook of the regu-

latory framework. No bank can yet be certain about how much capital 

it will need in a few years’ time. 

-  International capital framework: Basel RWA revision is clearly

changing significant elements of the bank prudential regulation. It 

is still not clear whether it will be closed by 2015, as most proposals 

seem far from being closed. The proposals on credit and operational 

risk neither have clear contents nor implementation timelines. 

Furthermore, a revision of the sovereign risk framework is also in 

the way.

-  A new TLAC standard/MREL requirement is being defined. We 

should ensure requirements capture the potential risk they pur-

sue to cover. The framework should recognize that the MPE model 

creates firewalls between subsidiaries: and that resolutions could 

be managed locally, in accordance with local laws and using local 

sources of TLAC. 

 -  In Europe, the SSM is becoming a truly integrated supervision 

framework implementing the SREP across financial institutions 

in the euro area and working on national discretions. SREP con-

clusions should discriminate among the resilience and stability of 

business models. Features that have proved to contribute to banks 

resilience and financial stability (such as the stand-alone subsidi-

aries model and geographical diversification) should be recognized. 

The process of eliminating national discretions should be gradual, 

forward looking, transparent, preserve a level-playing filed, and fos-

ter competition allowing the industry to adapt.

The likelihood of risk shifting beyond the banking sector has risen 

in this new environment. We support the FSB goal to mitigate the 

potential systemic risk of shadow banking. The focus should go 

beyond monitoring shadow banking activities and ensure a level 

playing field among the different market participants. 

Concluding, we see the need to impose new capital rules, but, for the 

health of the system, this new framework to be predictable and right 

soon. 
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Financial intermediation through asset 

management firms has many benefits. It 

helps investors diversify their assets and 

can provide financing to the real economy 

even when banks are distressed. This form 

of intermediation also has various advan-

tages over banks from a financial stability 

point of view.

Nonetheless, concerns about potential 

financial stability risks posed by the asset 

management industry have increased 

recently as a result of the sector’s growth 

and of structural changes in financial sys-

tems. Bond funds have grown signifi-

cantly, and funds have been investing in 

less-liquid assets while continuing to offer 

easy redemption options, raising wor-

ries about the resilience of liquidity in the 

face of shocks. An ongoing debate centers 

on the nature and magnitude of any risks 

associated with “plain-vanilla” invest-

ment products such as mutual funds and 

exchange-traded funds. In the recent Global 

Financial Stability Report of the IMF, we 

examine some of these issues conceptually 

and empirically.

Conceptually, even these plain-vanilla funds 

can pose financial stability risks. The dele-

gation of day-to-day portfolio management 

introduces incentive problems between end 

investors and portfolio managers, which can 

encourage destabilizing behavior and amplify 

shocks. 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.

Empirically, there is evidence for many of 

these risk-creating mechanisms, although 

their importance varies across asset markets. 

Mutual fund investments appear to affect 

asset price dynamics, at least in less-liq-

uid markets. Various factors, such as certain 

fund share pricing rules, create a first-mover 

advantage, particularly in the case of funds 

with high liquidity mismatches. Furthermore, 

incentive problems matter: herding among 

portfolio managers is prevalent and rising. 

Consequently, oversight of the indus-

try should be strengthened, with a better 

microprudential supervision of risks, and 

through the adoption of a macropruden-

tial orientation. Securities regulators should 

shift to a more hands-on supervisory model, 

supported by global standards on supervi-

sion and better data. The roles and adequacy 

of existing risk management tools, including 

liquidity requirements, fees, and fund share 

pricing rules, should be reexamined, taking 

into account the industry’s role in systemic 

risk and the diversity of its products. 

Asset management and 
financial stability
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After the crisis, supervisors faced the chal-

lenge of dealing with financial institutions 

capable of affecting financial stability. In 

Europe, we had been working on Solvency II 

(SII) for quite some time but still had time 

to consider the lessons learned from recent 

events. In principle, SII covers insurance 

activities but takes a group perspective 

as well, and thus includes traditional and 

non-traditional insurance products. But a 

regulatory system like SII cannot specifically 

target activities threatening financial stabil-

ity, as supervisors’ first objective is usually 

to protect policyholders. That means that 

an additional requirement is needed to close 

this gap. 

The IAIS – mandated by the Financial Sta-

bility Board (FSB) – developed within a short 

timeframe the Basic Capital Requirement 

(BCR) for G-SIIs that is supposed to serve 

as a basis for Higher Loss Absorbing Capac-

ity (HLA). By nature the BCR, as a rather 

crude and factor-based approach, is not 

able to fully capture the systemic risk posed 

by non-traditional non-insurance activities 

(NTNI). However, even the more elaborate 

and more risk-sensitive Insurance Capital 

Standard (ICS), which the IAIS is currently 

developing as a globally comparable mini-

mum standard, will likely not be able to fully 

reflect systemic risks. We as supervisors and 

regulators therefore believe that it is inevita-

ble to introduce another layer on top of the 

BCR / ICS requirement that specifically aims 

at mitigating the effects of a failure of a sys-

temic insurer by setting disincentives for cer-

tain activities commonly understood to pose 

a systemic risk to the financial system. As 

a consequence, HLA should strongly focus 

on systemic activities, i.e. NTNI, rather than 

build on a broad basis like BCR or ICS, as HLA 

is a supplementary means to specifically 

address systemically risky activities.

HLA is an important building block, but not 

the only solution to all problems related 

to financial stability. As such, HLA should 

focus on systemically risky activities only 

and not on all insurance activities. Addition-

ally, enhanced supervision should be kept in 

the toolbox by providing an adequate legal 

framework. This is one of several reasons why 

an ORSA requirement and additional  tools 

are needed within the regulatory toolbox. 

The role of regulatory Solvency 
regimes in fostering financial 
stability
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In recent decades, insurance business has 

become more globalized and more inter-

linked. Many large insurance groups have 

significantly increased their cross-border 

activities and currently have a significant 

presence worldwide, including growing busi-

nesses in a number of emerging markets. At 

the same time, risks arising from this global 

exposure raise a growing need of risk-based 

supervision. EIOPA believes it is fundamen-

tal to achieve more comparability and a 

truly level playing field and is therefore sup-

portive of the development of global capital 

standards which is taking place in the IAIS. 

The development of Solvency II has been 

a catalyst for the international movement 

towards risk-based regulation and super-

vision. Solvency II introduces a shift in the 

paradigm of insurance supervision, put-

ting the emphasis on the identification, 

measurement and management of risks. 

Such approach will introduce significant 

changes to the way insurance undertakings 

are managed and supervised, all together 

contributing to an increase in the protec-

tion of policyholders and fostering financial 

stability.

Despite being designed as a micro-pruden-

tial framework, Solvency II also incorporates 

a number of elements which reveal financial 

stability considerations: 

•  The “Long Term Guarantees” package 

(Volatility Adjustment, Matching Adjust-

ment and Extrapolation), includes a range 

of mechanisms that, taking into account 

the specificities of insurance business and 

in particular its long term nature, aim at 

reducing the impact of artificial market 

volatility on the balance sheet of insurance 

undertakings, reducing potential pro-cy-

clical effects driven by regulation (such as 

the forced sale of assets under depressed 

market conditions); 

•  The Equity Dampener, which aims at align-

ing the Equity capital charges included in 

the model with the current position of the 

markets within the observed cycles; 

•  The Solvency II Transitional Measures, 

which will introduce a gradual phase-in of 

some of the new measures, in particular 

for existing books of business which have 

been designed and sold on the basis of the 

previous rules.

In addition, under Solvency II, the Solvency 

Capital Requirement (SCR) is calibrated so 

as to ensure that all quantifiable risks to 

which an insurance or reinsurance undertak-

ing is exposed are taken into account. But 

does this mean that, under Solvency II, sys-

temic risk is already dealt with and new ele-

ments such as the Higher Loss Absorbency 

(HLA) currently being developed by the IAIS, 

are not necessary? This is not the case.

Systemic risk is defined as the risk of dis-

ruption to the flow of financial services 

that is caused by an impairment of all or 

parts of the financial system and has the 

potential to have serious negative conse-

quences for the real economy. So, systemic 

risk in an insurance context relates to the 

possible risks that insurance groups can 

pose to the broader financial system and 

economy, looking to the external face of 

the insurer, and not so much linked to the 

internal assessment of the risks posed to 

its policyholders, which is addressed from 

a micro-prudential perspective. The IAIS 

has concluded that there are two main driv-

ers of systemic risk in insurance: (i) inter-

connectedness and (ii) the development of 

non-traditional and non-insurance activi-

ties - NTNI (these two elements account for 

85% of the total weight in the methodology 

currently used to designate Global Systemi-

cally Important Insurers – G-SIIs).

Solvency II and the IAIS Policy Measures for 

G-SIIs (of which HLA is only one component) 

are not a substitute, but rather comple-

mentary elements, given that they pursue 

objectives which are markedly distinct in 

nature. From an economic perspective, one 

of the objectives of HLA is to enable insur-

ance groups to assume and internalize 

the possible costs of some of the negative 

externalities, which they could pose to the 

remaining financial system and the econ-

omy as a whole. This needs to be achieved 

by avoiding possible duplication effects 

between the two metrics.

In summary, it should be clear that systems 

such as Solvency II, despite all its inherent 

sophistication and the fact that it incor-

porates significant financial stability con-

siderations, were not designed to tackle 

specifically systemic risk, as it is currently 

defined and understood internationally. 

Such frameworks will need to work coher-

ently in conjunction with the IAIS Policy 

Measures, including the HLA, to ensure a 

more comprehensive coverage of risks, not 

only from the perspective of policyholder 

protection, but also taking into considera-

tion the global economy as a whole. 

Solvency II and HLA – 
Complementary, not a substitute 
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The BCR/HLA requirement – a 
framework in search of its purpose?

The focus of the IAIS has shifted 

recently to the development of 

the Higher Loss Absorbency (HLA) 

which was originally intended to 

tackle systemically risky activi-

ties, so-called “Non Traditional Non 

Insurance“ (NTNI) business. This 

was based on the IAIS finding that 

traditional insurance business is not 

systemically risky. Unfortunately, 

those fundamentals have been 

largely ignored in the recent propos-

als. In fact, the focus shifted to the 

outcome of the framework by tar-

geting higher capital requirements 

for some or all G-SIIs, compared 

to existing standards. In order to 

achieve this, the BCR is raised by a 

multiplier and a bucketing approach, 

linked to the GSII designation cri-

teria, is introduced. The IAIS high-

lights that the combined BCR/HLA 

requirement should on average not 

exceed 120% of the increased BCR, 

with the latter reaching on average 

the existing local requirements. Irre-

spective of this, we believe that the 

proposal is rather inconsistent with 

the specificities of the insurance 

business and potential systemic 

fragilities for a number of reasons:

•  The original purpose of the HLA

capital surcharge to tackle sys-

temic risk gets blurred with the

introduction of a BCR multiplier

and buckets linked to the GSII

designation. 

•  This problem is amplified by the

fact that key building blocks of

the HLA are still under review:

The designation criteria for GSIIs

and the definition of the NTNI

business.

•  The buckets are based on relative

designation scores, thereby pre-

venting companies from exiting the 

GSII list and HLA add-on (even if

systemic activity is fully de-risked). 

•  The suggested cap of the HLA is

not much of a consolation, as the

new requirement is inconsistent

with Solvency II and can produce

different results under stressed

conditions.

•  Finally, the 20% cap is too high

compared to a 12,5% surcharge for 

banks with lowest systemic risk,

especially considering that tradi-

tional insurance is not systemi-

cally risky. 

In summary, we consider the cur-

rent HLA proposal not really fit for 

the purpose of mitigating systemic 

risk and are concerned about poten-

tial unintended consequences at a 

time where the industry is strug-

gling with low interest rates. Hence, 

we believe it would be beneficial for 

all stakeholder to perform a serious 

impact study and then to adapt and 

refine the frame-work as required 

prior to implementation. 

The road not taken
MetLife has said from 

the beginning that 

there must be a thor-

ough understanding of 

the insurance activities 

that could pose risks to 

financial stability before 

those risks can be miti-

gated. To date, research, 

data, and our under-

standing of systemic 

risk and insurance, are 

lacking.  Given MetLife’s 

consistent call for a 

focus on activities, we 

are closely following the 

debate over the desig-

nation of asset manag-

ers.  IOSCO and the FSB 

deserve kudos for their choice of an activities-based approach.  

The same consideration should be given to the designation of 

insurers. But first, empirical research and analysis must be under-

taken to establish which insurance activities pose financial sta-

bility risks.  We maintain they will be few and when identified 

should be properly managed with appropriate tools that apply to 

all insurers engaged in those activities.

This stands in contrast to the current path. Nine insurers have 

already been designated as Global Systemically Important Insur-

ers (GSIIs). They were targeted because they are large, diverse and 

global -- all risk mitigants in this sector -- and could be subject to 

a group-wide capital standard built on shifting sands; a frame-

work driven by a concept of non-traditional/non-insurance activ-

ity (NTNI) that has never been conclusively defined.

The proposal for GSII higher loss absorbency charges (HLA) starts 

with a 33% uplift to the basic capital requirements (BCR), magni-

fying the dangers of this extremely volatile and pro-cyclical pro-

posal. The proposal also suggests allocating GSII’s to a “bucket” 

based on their assessment score. That score is derived from a 

methodology still under review and driven by the flawed NTNI 

concept. Lastly, the proposal requires insurers to hold more cap-

ital but doesn’t say why, or address true need.   

Our concerns go beyond whether capital is the appropriate reg-

ulatory tool as the current proposed framework ties the hands 

of domestic regulators, discourages underwriting of long-term 

products and impacts related long term investments. It is time 

to pause the race to meet a deadline. We owe it to our customers 

to get this right. 

Tobias Buecheler - Head of 

Supervision and Regulation, 

Allianz Group

Graham Cox - Executive 

Vice President, Global Risk 

Management, MetLife



The upcoming review of EMIR is an oppor-

tunity for the European Commission to hear 

from stakeholders on how implementa-

tion of the requirements have been going to 

date. This will facilitate the identification any 

ongoing impediments to achieving the objec-

tives of the Regulation, principally the mitiga-

tion of counterparty credit risk and increased 

transparency in the OTC derivatives markets. 

This should enable the European Commission 

to obtain a clearer picture of the impact that 

the requirements have had on smaller market 

participants: was the right balance struck? 

Have the requirements impacted the way 

that corporates undertake hedging activity?

It is too early to say whether there will be sig-

nificant regulatory changes as a result of the 

review. Some stakeholders have argued that 

it is even too early for a review at this stage, 

given that some of the core requirements 

– bilateral margin and central clearing – are 

yet to take effect. Nonetheless, the Euro-

pean Commission will deliver on its legisla-

tive mandate and carry out the review at this 

stage in order to get a measure of the chal-

lenges that market participants may be fac-

ing, or that may be upcoming.  The public 

consultation closed on 13 August and the ser-

vices of the European Commission are in the 

process of analysing the responses received 

from stakeholders to understand whether 

any significant obstacles have arisen and, if 

so, how those obstacles could be overcome 

For example, it may be necessary to look at 

clearer guidance in some areas or to con-

sider changes in others. However, legislative 

change can mean a lengthy and somewhat 

uncertain procedure so softer measures may 

prove optimal where they provide sufficient 

certainty.

The EMIR review consultation paper invited 

responses on all aspects of EMIR and this 

includes requirements for CCPs. Generally 

the European Commission has observed that 

the transition to EMIR requirements by EU 

CCPs went smoothly and is EU legislators 

and authorities have been able to collectively 

implement very high standards in this area. It 

is not obvious that more stringency is needed 

in fundamental areas but all feedback received 

as part of the review will be considered. It can-

not be ruled out that some areas may warrant 

more clarity as it is important that national 

competent authorities are equipped to apply 

the requirements in a uniform way going for-

wards. CCP requirements is not an area where 

authorities can be complacent – CCPs are of 

paramount importance to the stability of the 

financial system and the European Commis-

sion is working internationally and at the EU 

level to develop thinking on the recovery and 

resolution of these infrastructures. There is 

a clear inter-linkage between EMIR require-

ments for CCPs and this later workstream and 

coherency between the two Regulations will 

need to be ensured. 

Maria Teresa Fábregas - Head of Unit 

Financial Markets Infrastructure, DG for 

Financial Stability, Financial Services 

and Capital Markets Union, European 

Commission

The EMIR 
review: 
keeping 
Europe a 
global player

The European Market Infrastructure Reg-

ulation (EMIR) constitutes a key element 

of financial reform. Most importantly, 

it reforms opaque and unregulated OTC 

derivatives markets by introducing trans-

parent reporting, risk management and 

central clearing. In addition, EMIR serves 

as a blueprint for harmonizing and tighten-

ing risk and governance requirements for 

CCPs and trade repositories across Europe.

EMIR has proven to be a well-calibrated 

approach and its support is visible in 
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the ongoing review, which is focused on 

incremental adjustments rather than big 

changes. It has set globally leading stand-

ards in many areas, illustrated for example 

by margining and capital requirements for 

CCPs. EMIR also introduced forward look-

ing investor protection concepts like indi-

vidual segregation.

However, implementation has been cum-

bersome. Europe will only fully enforce the 

clearing obligation over four years after 

the US, missing the G20 objective by five 

years. Admission of European CCPs under 

the new rules and recognition of foreign 

CCPs has not been completed. In fact, the 

debate on the equivalence of risk stand-

ards between the EU and US is a sim-

ple reflection that EMIR is going beyond 

global standards.

While these deviations are well justified, 

they also highlight the need to tighten 

global standards to avoid regulatory arbi-

trage. The EMIR review has to pay regard 

to the EU’s global competitiveness, yet 

recalibrations should not imply a lower-

ing of risk standards but a call for global 

consistency. Market access for non-EU 

entities should not be granted with an 

artificial competitive advantage, which 

might effectively have negative implica-

tions for society by endangering stability 

and integrity. Risk management for both 

cleared and uncleared transactions should 

not be compromised. The current discus-

sions on interoperability, access and lower 

standards for uncleared trading contest 

this deliberate policy choice in favour of 

stability and integrity.

The EMIR review is an opportunity to recal-

ibrate the regulatory vision for European 

financial market structures to keep Europe 

a global player and minimize systemic risk. 

It should maintain the benefits of integrated 

trading and clearing, avoid liquidity frag-

mentation, consider risk management evo-

lution towards portfolio margining, apply the 

greatest resilience of any cross-CCP links, 

and insist on rigorous risk management for 

products too exotic to clear. 

Unlocking 
the future 
potential 

of EMIR – 
My check list 

The events during this summer prove how 

fragile the European economy remains, 

though still European markets stayed rela-

tively stable throughout the Greek tragedy 

played out.

Financial stability and getting Europe back 

to growth must be top of mind, and in my 

view EMIR plays a major part in that quest. 

EMIR was introduced to implement the G20 

commitments on bringing more clearing and 

transparency to the OTC derivatives mar-

kets, as one solution to the financial crisis.

However in order to achieve what we’ve set 

out to do, some work remain.

To be clear - EMIR has had positive effects 

on CCPs. In general, CCPs are more robust, 

can better serve the markets and bring more 

stability. But let’s be frank, there are still 

steps to take to implement the G20 com-

mitments for the OTC derivatives markets.

Here’s my check list:

•  The clearing mandates need to be real-

ized. The process has been too slow and 

the scope of instruments considered too 

narrow. As a striking example there is not 

yet a decision to mandate clearing of IRS 

instruments denominated in any curren-

cies beyond the G4. 

•  EMIR needs to better cater for market partic-

ipants who were not at the center of the cri-

sis, like non-financials. As an example, bank 

guarantees, naturally with the appropriate 

restrictions, need to be accepted as collateral 

from non-financials. The transitional period 

for bank guarantees needs to be extended, 

to allow for proper analysis during the EMIR 

review without disruptions for the market.

•  Further, the supervisory colleges need to 

work efficiently so that CCPs can inno-

vate and update risk models as necessary 

to serve markets. Also, there is a need for 

international convergence. However, the 

way EU has dealt with this has created 

an unleveled playing field which does not 

achieve the overall goal. 

•  In relation to the coming framework on 

Recovery and Resolution of CCPs, we need 

to recognize that the sole purpose of a CCP 

is to manage risk, it does not benefit from 

taking risks. CCPs are well capitalized and 

have their own skin in the game, which 

incentivizes correct risk management. 

I have full confidence in the EMIR work 

going forward, but in order to unlock the full 

potential of EMIR, taking the above check 

list into consideration will definitely bring us 

one step closer in the enigma of achieving 

financial stability in the future in Europe. 
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The global financial landscape 

has evolved significantly since 

the financial crisis of 2007-08. 

One key change has been the 

growing role of CCPs, in large part 

due to the G20’s commitment to 

introduce mandatory clearing 

obligations. This development 

has made CCPs “super-sys-

temic” and led to a heightened 

interest in how they can handle 

credit and liquidity stresses, and 

how contagion risks can be con-

tained in the event of a failure 

affecting a CCP.

Over the past few years, the 

CPMI, the International Organ-

ization of Securities Commis-

sions (IOSCO) and the Financial 

Stability Board (FSB) have devel-

oped guidance to augment the 

safe and efficient functioning 

of CCPs. This guidance can be 

broadly grouped into three lines 

of defence: (1) CCP resilience 

(through the 2012 Principles 

for Financial Market Infrastruc-

tures - PFMIs), (2) CCP recovery 

(through the PFMIs and the 

supplemental 2014 CPMI-IOSCO 

guidance on CCP recovery), and 

(3) CCP resolution (based on 

the 2014 FSB Key Attributes of 

Effective Resolution Regimes 

for Financial Institutions). A 

key question for the interna-

tional regulatory community is 

whether more is needed.

The effectiveness of the existing 

resilience and recovery stand-

ards for CCPs is currently being 

assessed by CPMI and IOSCO, 

which have put in place large-

scale implementation monitor-

ing of PFMIs across jurisdictions. 

They are also reviewing the 

application of a number of key 

resilience and recovery princi-

ples (e.g. regarding CCP finan-

cial resources, stress testing 

and recovery planning) and 

risk management practices, in 

cooperation with the industry. 

The outcome of this review will 

help to assess whether exist-

ing standards are sufficiently 

granular and robust, and help to 

identify the need for any further 

regulatory action, and to cali-

brate it.

In doing this analysis, CPMI and 

IOSCO are paying close attention 

to the interconnections between 

CCP and bank exposures (inter-

acting with the Basel Committee 

in this respect) and to the wider 

systemic implications. Finally, 

if further regulatory guidance 

for CCPs is deemed necessary, it 

will continue to have to provide 

the right incentives for CCPs and 

their members to clear transac-

tions centrally. 

Resilience of central 
counterparties (CCPs) in the new 
global financial landscape

The G20 came together in 2010 

to mandate the use of CCPs, 

therefore the onus is upon that 

same group of jurisdictions to 

come together at a political 

level to give weight to the solu-

tions that the FSB and IOSCO are 

working on to ensure coherent 

and credible recovery and resolu-

tion scenarios are in place for the 

world’s largest CCPs.

The international dimension to 

CCP recovery and resolution cannot 

be under-estimated. The point at 

which the collapse of the two larg-

est clearing members threatens to 

bring down a systemically impor-

tant CCP will be the point of finan-

cial collapse in many other areas of 

the financial system. It is unthink-

able that a CCP would reach that 

stage without many other institu-

tions also being in crisis. 

Supervisors will be stretched, 

bank boards will be stretched, 

finance ministries will be 

stretched, and importantly, 

given recent experiences during 

the Lehman collapse, there may 

not be enough traders to partic-

ipate in auctions at the multiple 

CCPs that would be affected in 

such a scenario. 

The safety valves that worked dur-

ing the last crisis that made CCPs 

so attractive to those politicians 

in Pittsburgh in 2010 are inevita-

bly less effective once they are 

mandated for universal use. Hav-

ing received a regulatory stamp of 

approval they must now be seen 

as a matter of public concern.

Recognising just how bad a sit-

uation the world would be in for 

a resolution plan at a CCP to be 

needed does not mean that we 

should only work on building up 

the resilience of CCPs to ensure 

this never happens. It means 

that we should be less focussed 

on creating specific plans and be 

more focussed on ensuring that 

the correct legal powers are in 

place to give flexibility in a time 

of crisis. There needs to be effec-

tive means of communication 

between international supervi-

sors so it is clear who needs to 

be kept informed and who has 

authority in a time of crisis to 

authorise use of certain tools.

A crisis management group for 

one of the world’s largest CCPs 

would be infinitely more complex 

than one for a global financial 

institution, and yet it would be 

even more important that it func-

tions under stressed conditions. 

Having a well thought out strat-

egy for managing a crisis sce-

nario makes it less likely that 

that crisis will occur. 

The international dimension 
to CCP resolution  

Benoît Cœuré - Member of the 

Executive Board, European 

Central Bank (ECB) & Chairman, 

Committee on Payments and 

Market Infrastructures (CPMI)

Dr Kay Swinburne  
MEP, ECR Coordinator - 

Committee on Economic  

and Monetary Affairs, 

European Parliament
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The cross-border dimension of European CCPs and their potential impacts 

across multiple Members States has been duly recognised in EMIR, with the 

establishment of colleges for CCPs and with ESMA coordination role across 

colleges. This significantly contributes to a consistent application of EMIR, 

thus reducing potential regulatory arbitrage and risk contagion. 

As evidenced in the report published on 8 January 2015, following the first 

review of the functioning of CCP colleges, ESMA has found there to be a 

good level of engagement and cooperation on the part of both the NCAs 

chairing the CCP colleges and the other college members. CCP colleges facili-

tated two-way cooperation leading to the chairing NCAs to receive good and 

constructive input from the college members and thus facilitating further 

supervisory convergence across CCP colleges. The thorough review of each 

of the applications, supported by common practices promoted by ESMA, 

ensured the CCP’s compliance with the standards were conducted at a very 

granular level, which led in some cases to a few actions to be taken by some 

CCPs so all CCPs met the EMIR requirements in a consistent manner. ESMA 

is confident that cooperation between NCAs and the consistent application 

of EMIR standards will be further enhanced as college activities continue.  

When it comes to third country CCPs, the EMIR framework could be 

improved. Three years after the entry into force of EMIR, the majority of 

third country CCPs are still operating under a transitional regime. The num-

ber of equivalence decisions taken has been limited and all taken so far have 

been full, unconditional, equiva-

lence decisions. 

The unconditional equivalence 

decisions leave no margins to 

ESMA to intervene should mate-

rial risk emerge from its review 

of a third country CCP application 

or from the consultation of EU 

authorities. If the 4 specific condi-

tions mentioned in EMIR are met, 

ESMA has basically no discretion 

to deny or withdraw the recogni-

tion. Following recognition, in case 

major risks emerge or materialise, ESMA would need to advise the Commis-

sion to amend its equivalence decision, which might not be the most effec-

tive way for immediate intervention when supervisory risks emerge.

The current situation might bring some risks to EU clearing members and 

could put European CCPs at a competitive disadvantage compared to third 

country CCPs, particularly if international product substitutability (which 

is currently low) increases. ESMA welcomes the Commission initiative to 

review EMIR, to reflect on these and additional elements ESMA experienced 

in the process of the implementation of EMIR. 
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What are the priorities to improve risk management 
and crisis prevention rules of CCPs?

So far there haven‘t been any 

critical events testing the CCPs‘ 

robustness against crises and the 

clearing obligation under EMIR 

still hasn‘t been implemented. 

Therefore it is somewhat 

academic whether EU CCPs 

are robust enough to face an 

extreme case scenario. However, 

we can already point to some 

very concrete issues where the 

governance of the CCPs can be 

improved with the view of ena-

bling the clearing member com-

munity to better assess their 

risks, providing for a more effec-

tive crisis prevention. More trans-

parency towards the members on 

the margining and default fund 

methodologies (with for instance 

information on the proportion of 

the two main clearing members 

in the overall positions held at 

the CCP), and clearer standards 

on CCP stress-testing method-

ologies are among the primary 

issues where more could be 

achieved. Such improvements 

should be part of the elements 

to be considered for the EMIR 

review for which the European 

Commission launched a consul-

tation in May this year.

Adoption of recovery and reso-

lution plans for CCPs is the other 

legislative piece to avoid a CCP 

failure as much as possible. Cur-

rent discussions have mainly 

focused on the various tools that 

could be used in case of one or 

several clearing members’ default 

and what would be benefits and 

risks associated to each of them.  

Better prevention of NON-de-

fault resulting crises should also 

benefit from more attention. 

Measures should be envisaged to 

introduce more transparency from 

CCPs, as it would significantly 

decrease the risk of contagion 

and inflicting a default on one or 

more of the CCP members. In a 

non-default crisis, the CCP book 

would remain balanced but there 

would be a major risk of liquidity 

shortage. At the minimum, CCPs 

should assess and inform about 

the levels of resources needed to 

ensure the performance of the 

critical services for a sufficient 

period of time to implement the 

necessary measures for restoring 

or orderly closing down the ser-

vice, in the extreme case. 

Verena Ross - Executive Director, 

European Securities and Markets 

Authority (ESMA)

Cross-border dimension of CCPs

Laurence Caron-Habib - Head 

of Public Affairs, Strategy and 

Corporate Development, 

BNP Paribas Securities 

Services



The cyber-risk facing the financial sector is 

unprecedented, potentially systemic and 

global. Cyber-attacks targeting financial 

actors, services and infrastructure can not 

only result in high economic cost but also 

undermine the integrity of our financial sys-

tem, through disruption and sabotage. 

IOSCO has taken notice of this reality and 

over the last three years, we have been 

working to understand the nature of the 

threat and improve the cyber-resilience of 

financial markets through research, policy 

work, international cooperation and collab-

oration with other organizations such as 

the Committee on Payments and Market 

Infrastructures. 

There are a number of unique and complex 

challenges that must be overcome. Most 

of these challenges can be characterised 

as pertaining to asymmetric capabilities 

between perpetrators and their targets; and 

the global nature of the threat. 

Since the cyber-risk is a global issue no one 

firm or jurisdiction can deal with it in iso-

lation. Cyber-attackers themselves are not 

constrained by national borders or regula-

tory jurisdiction. However, actors aiming 

to protect the financial sector from these 

attacks must operate within these param-

eters. While cyber-attackers have access to 

sophisticated cross-border, collaboration 

and information sharing networks, housed 

on the dark web; similar networks availa-

ble to regulators and authorities are gen-

erally national in nature only. Cross-border 

information sharing platforms are almost 

non-existent or at an infant stage of devel-

opment. On top of this, cyber-attackers 

have an offensive advantage. Many of the 

current approaches to improving the cyber 

resilience of the financial system are defen-

sive while offensive tools used by cyber-at-

tackers are rapidly evolving. The cost of 

putting in place sophisticated and adapt-

able defensive security measures to deal 

with an evolving threat far surpasses the 

cost of launching an attack. 

To overcome these challenges and level the 

playing field, it is imperative that adaptable, 

holistic and forward-looking cyber-resil-

ience approaches be encouraged alongside 

strong international and cross-sectoral 

cooperation and information sharing. 

Cyber: challenges in dealing with 
a global threat

Cyber risks in exchanges and 
clearinghouses: a regulator’s approach
Jeffrey M. Bandman - Special Counsel to the Chairman, 

Office of the Chairman & Acting Director, Office of International Affairs, 

U.S. Commodity Futures Trading Commission  (CFTC)

Cybersecurity is perhaps the single most 

important threat to market integrity and 

financial stability. Cyberattacks threaten pri-

vacy, information security, and business con-

tinuity, all vital elements of a well-working 

market.

The CFTC, as a regulator, can set standards 

and perform examinations. But ultimately 

the private sector must take responsibil-

ity for the comprehensive work required 

to safeguard critical infrastructure at each 

firm. While we do not mandate the specific 

mechanisms that an exchange or clearing-

house should use in the cyber area, through 

our examinations of clearinghouses and 

exchanges we seek to ensure that criti-

cal financial infrastructure subject to CFTC 
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International Organization of Securities Commissions (IOSCO)



oversight has in place appropriate business

continuity and disaster recovery plans to 

address these risks.

With respect to cybersecurity in particular, 

we require clearinghouses and exchanges to 

maintain system safeguards and a risk man-

agement program, to notify the CFTC promptly 

of incidents, and to have recovery procedures 

in place. They must also keep personnel dis-

persed geographically to aid recovery efforts 

following a disruption.

We conduct system safeguards examina-

tions, using industry best practices, to deter-

mine compliance with these requirements, 

and we monitor remediation efforts if issues 

are identified during the examination process. 

We are making sure the private companies 

that run major exchanges and clearinghouses 

are doing adequate testing themselves of 

their cyber protections, such as control test-

ing, penetration testing, and vulnerability 

testing. Testing works best when testing fails, 

meaning when it is pushed to the point that 

you truly identify weaknesses or a penetration 

occurs so that you can remedy the problem.

We also look at whether the institution is fol-

lowing best practices: is the board of directors 

focused on the issue; is adequate expertise 

in place at a senior level; is there a culture in 

which cybersecurity is given a priority; has 

the entity not only adopted good policies on 

cybersecurity, but are those policies being 

observed and enforced?

We work closely with other regulators on these 

concerns, in the US and abroad. To help ensure 

coordination and better information shar-

ing between government and private sector 

we work with the US Financial Services Sec-

tor Coordinating Council. We also encourage 

our registrants to participate in the cybersecu-

rity information sharing conducted across the 

financial sector, including anonymized infor-

mation sharing after a firm has experienced 

a cyberattack. Finally, we expect to propose a 

new rule on this subject later this year, which 

would set forth requirements on testing to 

insure best practices are being followed. 

ENISA’s Vision on Cloud 
in Finance Sector
The European Union Agency for Network and Information Security 

(ENISA) is a centre of network and information security expertise for the 

EU. It assists EU member states, working closely with the public and pri-

vate sector, in implementing relevant EU legislation and, amongst other 

things, strives to improve the resilience of Europe’s critical information 

infrastructure and networks. In addition, ENISA’S work includes support-

ing the pan-European exercise, studies on secure Cloud adoption, data 

protection, privacy issues, trust services, identifying the cyber threat 

landscape and of course securing critical information systems in EU, 

including financial systems.

Nowadays, more and more companies are deciding to incorporate 

Cloud-computing technologies. The Cloud brings potential benefits 

such as scalability, elasticity, high performance and cost efficiency. 

These benefits have also lead to many financial institutions assessing 

the possibility to use the Cloud as part of their business. At the same 

time, Cloud computing has introduced many important issues concern-

ing the security of financial data and information systems.

Some of the most important challenges that the financial sector faces, 

when using the Cloud, are ensuring appropriate levels of confidential-

ity, integrity and availability, but also privacy of its data. Aside from 

this, the lack of specific regulatory requirements is another issue that 

many financial companies and institutions face when they are plan-

ning to adopt a cloud solution. In order to control and manage these 

risks it is essential to perform a risk assessment in order to identify, 

assess and evaluate them and then make provision for adequate meas-

ures. Most of the member states have already started to prepare for 

updating the legislation or the guidance regarding the use of Cloud in 

the finance sector. ENISA is actively participating in cooperation with 

the European Banking Authority (EBA) and the European Central Bank 

(ECB) in task forces covering these topics.

Taking into account the above, as well as the current situation of data 

breaches and the lack of clear guidance for auditing the provider, it 

becomes evident that the adoption of cloud computing in the financial 

sector is at the same time a critical and complex endeavour.

To further the adoption of cloud computing by the financial sector spe-

cific regulatory requirement and explicit guidelines for cloud computing 

clients and providers need to be defined and implemented. 
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Dr Evangelos Ouzounis - Head of Secure Infrastructure 

and Services Unit, European Union Agency for Network 

and Information Security (ENISA)
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According to ENISA threat analy-

sis the year 2014 marks a signifi-

cant change in threat landscape. 

EU is facing more sophisticated 

and complex threats. Malware 

continues to top the list, but 2014 

also saw serious increase in data 

breaches.

Awareness on cyber threats across 

the EU has risen considerably dur-

ing the last five years, but more 

action is needed. Europe is still lag-

ging behind in defining cyber secu-

rity as the underlying principle of 

European security. Already today 

cyber security affects all areas of 

life. Unless cyber security is main-

streamed across EU legislation, 

we cannot talk about full-fledged 

cyber resilience. The challenge in 

question needs a comprehensive 

European solution.

First of all several legislative acts, 

especially the network and infor-

mation security directive and 

data protection regulation are to 

be finalized. Equally relevant will 

be the legislative acts to regulate 

the digital single market. Both the 

European Parliament and Mem-

ber States need to work efficiently 

and thoroughly to avoid unnec-

essary delays which would only 

increase the European cyber vul-

nerability and slow the process of 

digitalisation.

One of biggest challenges to 

European and national secu-

rity is comparatively low level of 

preparedness. 

The European Parliament has 

repeatedly urged completing the 

national cyber security strate-

gies. This remains one of the 

most urgent matters. Estonia for 

example has adopted already its 

updated version last year. 

As dependence on e-solutions will 

only grow, the current and future 

generations need to be fully pre-

pared. ENISA threat landscape 

assesses that 50% of cyber secu-

rity breaches last year were a result 

of sloppiness. To enhance resil-

ience against cyber threats not 

only technology needs minimum 

standards to uphold cyber secu-

rity, but also people, across the 

sectors. This is what we call main-

streaming cyber hygiene from the 

earliest possible ages to minimize 

cyber threats. Cyber contingency 

plans and risk analysis including 

personnel need to become a rou-

tine both in public and private sec-

tor, especially in regard to critical 

infrastructure. Continuous train-

ing on cyber threats has to be part 

both of educational and profes-

sional curricula. 

European cyber challenges require European solutions  

Tunne Kelam 
MEP, Committee 

on foreign affairs, 

European Parliament

Technology is creating huge opportunities, but 

also risks. As a 2014 Zurich/Atlantic Council report 

observed, cyber risk is becoming increasingly sys-

temic, somewhat resembling the pre-crisis 2008 

financial system.

Every entity across the public and private sector 

is affected. This includes parliaments, public bod-

ies, financial and telecommunications sectors.

We are now reaching a tipping point, where the 

risks of technology may begin to outweigh ben-

efits. This would lead to opportunities being 

missed and reduced global growth.

Given the scale and complexity of the challenge, a 

collaborative set of responses is required.

Perhaps the most important current initiative 

taking place within the private sector is infor-

mation sharing, which will allow understanding, 

quantification and protection against cyber risk. 

The insurance industry is looking to better cap-

ture statistical cyber risk and loss data and cre-

ate common classifications. Alongside common 

reporting standards, this will form the basis of a 

well-functioning cyber insurance market.

Businesses can help to strengthen cyber risk 

management by sharing their attack experiences 

and loss information, both within industries and 

with the public sector. However, concern that 

such information could become public, damage 

reputations or even create liability issues poses a 

major barrier. Data anonymity is thus crucial. 

This is a key issue where policymakers can con-

tribute. In the U.S., Government and businesses 

are already exploring the creation of an informa-

tion repository. Liability limitation for compa-

nies that share such information is also being 

considered.

Further collaborative solutions must also be 

explored. For example, considering the cascad-

ing nature of cyber risk, is there a need to consider 

state driven insurance pools similar to those for 

terrorism or natural catastrophes? 

Tipping the scales – 
the global significance of cybersecurity

Jerome Gossé - Head of Security & 

Privacy Global Corporate in Europe, 

Middle East & Africa, Zurich Insurance
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Information and commu-

nications technology has 

become the backbone of 

our economic growth and 

is a critical resource which 

all economic sectors rely 

on. It now underpins the 

complex systems which 

keep our economies run-

ning in key sectors such 

as finance, health, energy 

and transport, while many 

business models are built 

on the uninterrupted 

availability of the Inter-

net and the smooth func-

tioning of information 

systems.

The world of finance is a critical infrastructure and a disruption of 

financial services would have severe consequences for our econo-

mies and the well-being of citizens, while undermining the trust in 

the proper functioning of the digital single market. Cybersecurity 

threats in the financial sphere might stem from various sources, 

including credit card fraudsters, compromised trading systems, 

cyberattacks enabling insider trading, system breakdowns or even 

politically motivated large-scale cyber-attacks on financial infra-

structures. It is therefore crucial to reach high levels of resilience in 

Europe against a wide range of cyberthreats against the financial 

sector in order to be well-prepared when facing serious disruptions 

and to be able to effectively mitigate their effects.

The EU Cybersecurity Strategy aims to ensure strong and effec-

tive protection and promotion of citizens’ rights so as to make the 

EU’s online environment the safest in the world. The proposal for 

a Directive on Network and Information Security (NIS) is expected 

to be adopted in the coming months and aims to ensure a high 

common level of NIS across the EU, by improving national capa-

bilities, strengthening cross-border cooperation, and requiring 

operators of relevant sectors (with banking and financial service 

among them) to adopt appropriate risk management practices. 

The establishment of a cooperation mechanism at EU level will 

deliver coherent and coordinated prevention mechanisms and 

adequate responses to cross-border incidents and risks, while 

the requirements to carry out risk management will create strong 

incentives to assess security risks effectively and provide added 

value to the services offered among stakeholder that so far have 

not done so. 

Network and information 
security for the financial 
sector in the EU

Jakub Boratynski - Head of 

Unit Trust and Security, DG 

Communication Networks, 

Content and Technology, 

European Commission
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Kara M. Stein – Commissioner, 

U.S. Securities and Exchange Commission (SEC)

Almost seven years since the financial crisis, it is worthwhile reflect-

ing on lessons learned and steps taken since 2008.  Globally, we have 

made genuine progress on a number of fronts and have expanded 

oversight throughout the financial system.  International coordina-

tion and cooperation is also occurring regularly, which is more impor-

tant than ever. 

 

Yet, the work of strengthening our system is not done.  Gaps and 

challenges remain.  All of us, both in the U.S. and globally, must 

redouble our efforts to fully implement the critical tools, such 

as derivatives regulation, 

needed to strengthen our 

global financial system and 

ensure it is fair to investors 

and taxpayers.  Every country 

needs a healthy financial sys-

tem in which investors and 

the public have confidence.

 

At the same time, regulators need to remain on the lookout for the 

next set of challenges.  Technology is changing the way the world 

does business.  Today’s capital markets would be nearly unrecogniz-

able to those who worked in them only a few decades ago.  Data and 

technology present tremendous opportunities for improving effi-

ciency and competition in the financial markets.  However, they open 

the door to new and complicated risks.  Flash crashes, disruptions, 

programming errors, and cyber-breaches underscore the complex 

and interconnected nature of the new marketplace.  All of us need 

to work together to make the marketplace as strong and resilient as 

possible. 

We should also be on the lookout for the next set of opportunities.  

For example, with smart regulation, technology can create new ways 

for businesses to efficiently access capital while also providing the 

transparency investors need.  

We should also be harnessing technology to help us make smarter 

decisions.  One example is the Legal Entity Identifier (LEI), which is 

a unique, 20-digit alpha-numeric code that will make it possible to 

identify all the legal entities involved in financial transactions.  The 

LEI system is a partnership between industry and regulators that is 

already helping both to bet-

ter understand intercon-

nectedness and risk. 

 

I know Europe has a keen 

interest in creative new 

ideas for ensuring healthy 

capital markets, and I’m 

pleased to participate in 

the Eurofi conversation.  More importantly, I look forward to hearing 

what you think.  Thank you for this opportunity to engage.

Please note that these views are my own and do not necessarily repre-

sent those of the Commission, my fellow Commissioners, or the staff. 
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crisis to digital disruption 
and beyond

Data and technology present tremendous 

opportunities for improving efficiency and 

competition in the financial markets.  However, 

they open the door to new and complicated risks

“
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The international experience of 

developing and implementing reg-

ulatory responses to the Crisis in 

globalised markets (such as OTC 

derivatives markets) highlighted the 

challenges policy makers and regu-

lators face in ensuring consistent 

cross-regulation and supervision of 

the activities of foreign firms.

Reflecting the priority given to 

addressing such challenges, IOSCO 

and its members have taken for-

ward a number of initiatives to 

address cross-border regulation 

issues.

Addressing cross border issues 

goes to the core of IOSCO’s objec-

tives of building sound global cap-

ital markets and a robust global 

regulatory framework.

Our primary initiative has been 

through the Task Force on Cross 

Border Regulation (Task Force), 

established to identify and con-

sider cross border regulatory tools 

and if appropriate, develop guid-

ance about how the tools could 

be used by IOSCO members. The 

Task Force is finalizing a Report 

which we expect to be published 

shortly. The Report will outline a 

‘tool kit’ of three broad regulatory 

approaches — national treatment, 

recognition and passporting — for 

cross-border market regulation, 

and a discussion of how they might 

be used. The Report builds on the 

experience of IOSCO members 

in implementing OTC derivatives 

reforms, among other areas. It 

also considers the extensive input 

we have received from industry on 

these important issues. 

The Report will note a direction of 

travel focused more on use of rec-

ognition tools and outline how 

IOSCO will support its members 

in using recognition tools in par-

ticular. This will include recom-

mendations that IOSCO Policy 

Committees identify cross border 

issues and that IOSCO more gen-

erally develop processes (such as 

workshops and information repos-

itories) to allow IOSCO members 

to share their experiences in using 

these tools.

Promoting consistent (not identi-

cal) regulatory approaches for cross 

border market activities is challeng-

ing, not least because it must take 

into account existing differences in 

markets, regulatory philosophies 

and other domestic considerations. 

However, addressing these issues 

is important in removing regula-

tory impediments for cross-bor-

der financial activity, which will in 

turn, contribute to global economic 

growth. Going forward, IOSCO 

intends to continue to play a lead-

ing role in addressing this impor-

tant issue, and the implications 

and impact it has for cross-border 

market activities. 

Cross-Border Regulation: 
An International Update

The recent financial crisis has 

shown that markets are increas-

ingly interconnected and global. 

Cooperation between regula-

tors at the global level is happen-

ing through many fora, (FSB, BIS, 

IASB, IOSCO and others). Pol-

icy makers meet at the G20 or 

G8. But what about cooperation 

between policy makers and tech-

nical bodies? 

Firstly more transparency is 

required. Little is known about 

these fora and their working 

methods. Public opinion does not 

know who is responsible for what. 

Important decisions are taken 

behind closed doors, without any 

public debates.

Secondly, the nature of the rules 

should matter more. Some stand-

ards that should remain orien-

tations have “popped up” and 

are considered binding by many 

stakeholders, not to mention 

credit rating agencies. Legislation 

should remain the duty of elected 

Parliaments. 

That is the reason why there 

should be more accountability of 

the technical bodies and of the 

regulators/central bankers/politi-

cians who endorse their proposals. 

This is why the European Par-

liament has started to work on 

this issue for the first time, in 

the framework of an initiative 

report I am in charge of. The aim 

is not to question the need of 

having such fora: we need to cre-

ate a global level playing field, 

we need independent expertise. 

However, these fora have heter-

ogeneous working methods. To 

clarify the nature of their output 

firstly requires increased trans-

parency regarding their member-

ship and the way standards are 

developed (e.g. what kind of con-

sultation process? What compli-

ance?) Legitimacy also needs to 

be improved: to whom are they 

accountable? Do they reflect the 

global general interest or only 

the interest of its members or of 

a particular industry? Are all geo-

graphical areas equal? 

We Europeans need to improve 

our own representation in order to 

ensure that our legitimate inter-

ests are taken into account. The 

external representation of the EU 

(28)/the euro area (19) is often 

split.  My report will aim to address 

the situation as well as to suggest 

possible options for improvement, 

with respect for open markets but 

no complacency.  

Global markets require cooperation 
between policy makers and 
regulators at international level 

Greg Medcraft – Chairman, 

Australian Securities and 

Investments Commission 

and Chairman, International 

Organization of Securities 

Commissions (IOSCO)

Sylvie Goulard – MEP, 

Committee on Economic and 

Monetary Affairs, 

European Parliament
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The Group of 20 (G20) called for enhanc-

ing transparency following the 2008 crisis, 

seeing it as crucial to the safety and stabil-

ity of the financial system. Progress toward 

this goal is at a critical point because, as of 

today, a number of practical and legal bar-

riers that limit data sharing across juris-

dictions remain in place. Therefore, the 

cross-border identification of systemic risk, 

particularly related to over-the-counter 

derivatives, continues to be a challenge for 

macroprudential authorities.

This is most evident with trade repositories, 

which have not achieved their full poten-

tial due to the fragmented regulatory land-

scape that has developed along national or 

regional lines.

Finding the balance between national reg-

ulatory interests and the need to monitor 

risks in a global marketplace is key. Reg-

ulators have the responsibility to protect 

investors and markets within their jurisdic-

tion, but they must do so as part of a wider, 

global framework. Amongst all products, 

OTC derivatives are the most global and 

boundaryless in nature. Protecting a home 

market requires regulators to think globally 

in their understanding of risks.

Regardless of what is 

happening in each mar-

ket, there are overarching 

issues debated in virtually 

every jurisdiction. 

The past year we have 

begun to see some pro-

gress in addressing the 

cross-border data sharing 

and trade repository rec-

ognition issue that plagued the first years 

of derivatives reporting. Agreements and 

MoUs regarding access to data, recogni-

tion and adoption of data reporting fields, 

and exchange of data have been signed 

between some regulators in the Americas, 

Europe and the Asia/Pacific region. But 

there is still much more to be done regard-

ing adoption of global standards including 

legal entity, product and trade identifiers as 

well as the quality of the data submitted to 

repositories.

While regulators have access to more trans-

actional data than ever before, multiple 

challenges remain when it comes to trans-

forming this information into actionable 

data that can assist regulators in monitor-

ing the build-up of risk in the system. As the 

operator of the only true global trade repos-

itory, DTCC understands this concern and 

continues to engage with policymakers to 

support data standards globally.

Looking ahead, greater international regula-

tory cooperation is needed to remove signif-

icant legal barriers, such as data protection 

laws, blocking statutes, state secrecy laws 

and bank secrecy laws, that are preventing 

the realization of the G-20’s goals. 

Barriers remain in realizing G20 
transparency goals

Is global 
regulatory 
inconsistency 
preventing G20 
commitments 
from being met?

As a global investment bank serving our 

customers around the world, we are at the 

leading edge of the implementation of reg-

ulation and in understanding its impact on 

our clients and the markets in which they 

operate.

 

While once again much progress has been 

made in each jurisdiction’s rule making, 

there continue to be global inconsistencies 

in their application.

 

For the industry and the markets these 

inconsistencies mean legal uncertainty 

and higher costs for dealers and end users 
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– both directly from compliance with regula-

tion, and also indirectly due to factors such 

as regionalisation and subsidiarisation. In 

practical terms, hedging, risk management, 

investment and employment are all more 

difficult than previously, and liquidity has 

already been impacted.

 

For the G20, the risk is that their commit-

ments from Pittsburgh may not be deliv-

ered. However, the right measure of success 

is not merely the implementation of rules, 

but whether their combined result is to 

effect a reduction in global systemic risk.

 

Transaction reporting is a good example of 

this.  While rules are in place in the US and 

Europe, they are so different that can they 

really be said to be delivering on the aim of 

reporting, which is to monitor risk by having 

a single global view of activity?  For exam-

ple, the US requires single-sided reporting 

where the EU requires dual-sided, and each 

jurisdiction has different reporting fields.

 

Other examples of differing requirements 

include intra-group exemptions to proposed 

clearing and margin rules, end-user clearing 

exemptions, pre-trade transparency, front-

loading and margin liquidation periods for 

CCPs.

 

To address these differences, we would sup-

port harmonisation of new rules and the 

global adoption of an equivalence / substi-

tuted compliance regime – recognising, of 

course, that this is easier said than done.  

Other potential solutions could also be found 

in the recent FSB report on deference, or in 

giving IOSCO a greater role in the global co-or-

dination of equivalence-based outcomes.

 

As Scott O’Malia of ISDA recently high-

lighted, the G20’s 2009 commitments 

specifically called for new rules to be imple-

mented in a way that did not fragment 

markets.  While individual jurisdictions con-

tinue to make great strides on implement-

ing rules, it is important – for end users and 

the real economy, not just the financial ser-

vices sector – that this aspect of the G20’s 

commitment is not forgotten. 

How to ensure an appropriate cooperation 
between prudential and market policy makers 
and regulators at the international level for 
markets that have a global dimension?

The critical importance of effective cross bor-

der regulatory cooperation in the delivery of 

the various G20 reforms of swaps markets is, of 

itself, not controversial. For markets that have 

developed on such a deeply embedded cross 

border basis, the very notion of the local or geo-

graphically circumscribed liquidity pools derived 

from misaligned but expansively cross border 

systems of national rules causes concerns, for 

both market participants and effective regula-

tory supervision. 

What such effective cooperation means in 

practice, on the other hand is a very different 

matter. The G20 leaders’ St Petersburg dec-

laration calling for deference in the cross bor-

der application of rules, where possible, while 

appealing, has more than a hint of the aspi-

rational about it, notwithstanding the con-

siderable efforts of many regulators to forge 

agreement. IOSCO has enjoyed some success, 

for example, in relation to the development of 

core attributes of the uncleared margin rules, 

Basel continues to promulgate a range of inter-

national standards across the spectrum of pru-

dential regulation and the FSB has driven much 

of the international debate relating to the 

development of an effective approach to TLAC. 

Yet myriad challenges remain, challenges which 

continue to drive the risk of market fragmen-

tation, increased costs to end-users, dimin-

ished and volatile liquidity pools and unlevel 

playing fields between regions. Understand-

able but problematic regulatory asymmetries 

of approach, timing mismatches and disquiet 

regarding appropriate levels of acceptable def-

erence to overseas regulators persist and con-

tinue to frustrate agreement in many areas.

A critical factor which perhaps attracts less 

focus relates to the effective coordination of 

prudential and markets policy development 

and rule making, both locally and globally. 

Absent in depth understanding of other regula-

tory developments, this can exacerbate tension 

relating to ease of cross border market access, 

choice of service provider, depth and sustain-

ability of liquidity and also the fundamental 

economic viability of a range of activities and 

products in financial markets. The world of 

clearing provides a stark example of the chal-

lenges that can materialise. The regulatory cap-

ital, and particularly leveraged balance sheet, 

treatment of client cleared derivatives repre-

sents a significant threat to the health of that 

part of the market and the effective delivery of 

a G20 commitment to migrate OTC derivatives 

into clearing envisioned by G20. There has been 

a notable contraction in the numbers of FCMs 

active in the market and a geographical skew 

has also emerged based, in large part, on dif-

fering perspectives on prudential regulatory 

approaches between regions. Similarly tensions 

feature between the objectives of increased 

transparency and the delivery of venues with 

liquid markets in the context of the likes of 

MiFIR. As the market evolves in the delivery of 

key G20 reforms, the relationship between pru-

dential and markets policy, and the aggregate 

impact on the shape and health of financial 

markets, must not be forgotten. 
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Enhancing the global standard-setting bodies to 
improve regulatory coordination

Almost seven years ago, G20 leaders com-

mitted to take a number of important steps 

to revive the global economy and the regula-

tion of the financial markets.  The hallmark 

of these commitments was the creation and 

strengthening of global standard-setting 

bodies, such as the FSB, BCBS, and IOSCO.  

Over the past years, these institutions have 

made notable progress in designing and 

implementing the post-crisis regulatory 

agenda.  Today, the global standard-setting 

bodies are at a transition point, with their 

focus moving from the development of 

post-crisis reforms, to ensuring the imple-

mentation of those reforms and identifying 

and addressing new risks and vulnerabili-

ties.  By learning the lessons of the past and 

strengthening their capabilities, these insti-

tutions will improve the state of globally 

coordinated rulemaking.  They will also con-

tribute to the key goal of consistent imple-

mentation across jurisdictions.  In this vein, 

listed below are some steps that can be 

taken to enhance the effectiveness of the 

global standard-setting bodies.

First, the G20 leaders should 

give the standard-setting 

bodies a clear political com-

mitment on the next phase 

of their agenda, as was done 

at the Pittsburgh Summit.  

An explicit mandate on the implementa-

tion of post-crisis reforms as well as identi-

fying and remedying new systemic risks and 

vulnerabilities will enable better global reg-

ulatory coordination as well as strengthen 

efforts to detect and address new risks, 

including those that may be the unintended 

consequence of prior policy actions.  

Second, the standard-setting bodies 

should increase their transparency to rel-

evant stakeholders.  The opportunities in 

recent years for public comment and peri-

odic industry outreach sessions have been 

helpful, but the process could be improved 

with higher levels of transparency.  In par-

ticular, holding enhanced opportunities for 

comment at both the early and more tech-

nical later stages of standard-setting would 

assist in achieving this objective.  Actively 

encouraging the feedback of other insti-

tutions, such as central banks, regulators, 

and legislatures – well in advance of rule 

finalization – could ensure the democratic 

accountability of the eventual outcomes.  

Third, increasing joint efforts amongst 

prudential and market regulators on 

cross-cutting policy issues would help 

improve regulatory effectiveness and min-

imize unintended consequences.  Greater 

participation of market regulators in the 

FSB Plenary and Standing Committees 

should be considered.  In addition, more 

joint working groups between the stand-

ard-setting bodies (such as the BCBS-IOSCO 

Working Group on Margin Requirements 

and CPMI-IOSCO joint work on principles for 

financial market infrastructures) would fur-

ther assist in achieving this goal.  

Finally, the strengthening of “stock-taking” 

mechanisms both in assessing the impact 

of rules as they are developed as well as in 

identifying and remedying any unintended 

consequences once implemented is another 

key area of reform.  The existing efforts 

of the standard-setting bodies to con-

duct cost-benefit analyses during rulemak-

ing could be strengthened and made more 

transparent before draft rules are devel-

oped.  Similar analytical efforts could also 

be undertaken once rules are implemented 

to ensure a full understanding of any unin-

tended consequences or 

unnecessary redundancies 

as well as to allow time to 

take any necessary remedi-

ation measures.  A regular 

“cumulative impact assess-

ment” of regulatory reforms 

– augmenting existing efforts like the FSB’s 

first annual consolidated report – would be 

a further step in the right direction.  

A robust global regulatory system that 

has learned the lessons of the past and is 

equipped to most effectively prepare for 

the future will be in the interest of all mar-

ket participants.  In that regard, these pro-

posed enhancements provide a template 

for further consideration, in particular as we 

approach the G20 meetings under the Turk-

ish Presidency this autumn.
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The path towards global accounting 
standards
In May 2000, the International Organization of 

Securities Commissions (IOSCO) endorsed the 

use of international accounting standards for 

the purpose of cross-border listings.  That deci-

sion led to most countries in the world adopt-

ing International Financial Reporting Standards 

(IFRS) as developed by the International 

Accounting Standards Board (IASB).

As the then Chairman of the IOSCO Technical 

Committee, I was directly involved in that deci-

sion.  And in one of those quirks of fate, I now 

serve as Chairman of the Board of Trustees of 

the IFRS Foundation, the body that oversees the 

work of the IASB. Fifteen years on, the spread 

of IFRS has surpassed even the most optimis-

tic expectations of those participating in that 

IOSCO meeting.

First, the original IOSCO goal to allow the use of 

IFRS for cross-border listings has been achieved, 

with few exceptions.  Almost every juris-

diction in the world now allows the use 

of IFRS for the purpose of cross-bor-

der listings.  This includes the United 

States, where the US Securities and 

Exchange Commission (SEC) oversees 

the IFRS-compliant financial reports of 

around 500 international companies listed on 

US exchanges.

Second, as globalisation has continued apace, so 

has the need for a single, high quality and truly 

global language of financial reporting.   Excel-

lent progress has been made towards achieving 

this goal.  Of the 140 countries researched, 116 

(83%) now require the use of IFRS by all or most 

publicly listed domestic companies.  Moreover, 

most of the remaining countries that have yet to 

require IFRS already permit its use on a volun-

tary basis.  In Japan, for example, IFRS is not yet 

required but many of Japan’s largest and most 

internationally-oriented companies have now 

voluntarily adopted IFRS.

Third, the experience of the countries adopt-

ing IFRS has been a positive one.  In June, the 

European Commission (EC) published the find-

ings of a comprehensive review of Europe’s dec-

ade-long experience of IFRS.  More than 90% of 

respondents to the consultation had a positive 

attitude towards IFRS.  The EC concluded that 

IFRS adoption had raised the quality and con-

sistency of financial reporting and brought ben-

efits to companies and investors, and that the 

benefits of adoption had outweighed the costs.  

These findings are broadly consistent with sim-

ilar studies conducted in Australia, Canada 

and Korea.

So, what is left to do? 

Our first priority is to continue to work with oth-

ers to enhance the quality and the global appli-

cability of IFRS.  Our Standards are developed in 

a highly collaborative manner.  Our Due Process 

provides a robust and transparent framework for 

others to get involved in the development of the 

Standards, and we go to great lengths to encour-

age broad participation from all stakeholders.  A 

good example of this is an innovative ‘Investors 

in Financial Reporting’ programme we launched 

last year to strengthen the participation of insti-

tutional investors in our work.

Our second priority is to continue to work 

towards global IFRS adoption.  As of today, 

there are only eight countries that continue to 

use national accounting standards and do not 

allow any domestic companies to report using 

IFRS.  The two standout countries are China and 

the United States, although both reaffirmed 

their commitment to a single set of high qual-

ity, global accounting standards as part of their 

2014 US-China Strategic and Economic Dialogue.

China is already quite far advanced in its transi-

tion towards IFRS. In 2006, it switched 

to new Chinese Accounting Stand-

ards that are substantially converged 

with IFRS, while Hong Kong has been 

fully IFRS-compliant since 2005.  In 

the US, the decade-long convergence 

programme has brought IFRS and US 

GAAP into closer alignment, but important dif-

ferences remain.  There is a substantial IFRS 

footprint in the US and I do believe that the US 

will eventually come fully on board with IFRS. 

So, the IFRS map of the world is not yet com-

plete, but we continue to make good progress 

towards this goal.

Finally, we will continue to work with others to 

enhance the consistent application and imple-

mentation of IFRS around the world.  That 

means deepening co-operation with regulators, 

the companies, the audit profession and others 

to ensure that IFRS in one country means the 

same as in all countries.

I look forward to a lively and fruitful discus-

sion  of these topics at the upcoming Eurofi 

conference. 

ACCOUNTING CHALLENGES IN THE CONTEXT OF THE EU LONG TERM AGENDA  

Michel Prada 
Chairman of the Trustees, 

International Financial Reporting 

Standards (IFRS) Foundation

Of the 140 countries researched, 

116 (83%) now require the use of IFRS
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The adoption of IFRS has been 

essential for the functioning of cap-

ital markets in the EU. It served us 

well in terms of economic growth 

and - in going forward - financial 

stability. Global investors are more 

confident vis-à-vis financial state-

ments and benefit from improved 

application of IFRS in the EU.

 

Nevertheless, the application of 

new and revised standards turns out 

to be a continuous challenge. With 

the IFRS framework entering the 

home straight, the emphasis should 

turn to consistent application and 

protecting IFRS from weakening 

and fragmentation. The IAS Regula-

tion would benefit from more provi-

sions on (coordinated) supervision. 

Financial market regulators and 

ESMA should take the lead.

 

Prudential regulators are free to build on IFRS and their application, but should not (re)define 

accounting standards or prescribe alternative application for those institutions under their 

umbrella. Transparency and prudential considerations can be conflicting; the best safeguard for 

stability and trust is full transparency going concern.

 

Simplification and tailored standards for smaller companies would lower the hurdle to access 

financial markets. A real gain can be achieved by developing a common standard for credit appli-

cations of small SME’s, based on xBRL. Furthermore, the Prospectus Directive may no longer be fit 

for purpose and the CMU rightfully addresses this.

 

Contrary to popular belief, simplifying accounting standards could potentially increase capital 

costs - as the hurdle for fragmentation, inconsistent application, and inconsistent audit quality 

is lowered as well. In our daily supervision, we see too many examples of deliberate violations of 

IFRS (search for flexibility of application or non-disclosure), especially within smaller listed com-

panies which often bite the dust the following years.

 

As regards the administrative burden, we must acknowledge that the IFRS framework benefits 

from an automatic stabiliser: application is complicated for complicated issuers (i.e. financial 

institutions) and is more straightforward for other users. Once you opt for a listing and benefit 

from the pro’s of the capital market, you should accept that (well-tested) rules apply. 

The EU long term (accounting) 
agenda: consistency is key, 
fragmentation the enemy 

7, 8 and 9 September 2016

Bratislava, Slovakia

Forum organised 
in association with 
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EU Council Presidency
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The most recent consultations1 that have 

taken place have evidenced the collective 

ambition of European stakeholders that 

Europe should gain significantly more influ-

ence in the IFRS standard-setting process. 

Greater cohesiveness should result in the 

IASB receiving one clear message or set of 

convergent messages. 

The same consultations have also high-

lighted that European stakeholders felt that 

they should have a direct say in any posi-

tion that is claimed to be representative of 

Europe, if that position is to be regarded as 

legitimate. 

Finally many observed that, while EFRAG 

had developed approaches to influence 

the IFRS standard-setting process from a 

financial reporting perspective, there was 

no formalized manner to deal with the 

interaction of IFRS with the European pub-

lic good before an IFRS was published. The 

assessment of this interaction would now 

be entrusted to EFRAG and be considered 

during the IFRS standard-setting process, 

in close coordination with the Accounting 

Regulatory Committee2 and the European 

Parliament.

EFRAG’s reform that had started under the 

leadership of the European Commission early 

in 2013 and was finally implemented on 31st 

October 2014 has been guided by three main 

objectives: to increase cohesiveness in Euro-

pean views and hence the coordination with 

the European institutions; to increase the 

legitimacy of EFRAG in its representative 

capacity; and to consider the interaction of 

IFRS with the European public good early in 

the standard-setting process. 

Just nine months after the implementation of 

the EFRAG reform, and before EFRAG benefits 

from the leadership of a permanent President, 

it is too early to say whether the objectives of 

the reform will be met. However there are clear 

indications that success is on its way. All deci-

sions made by the EFRAG Board have been 

on the basis of consensus so far. EFRAG’s 

mandate has been widened so that interac-

tion between IFRS and the European public 

good can be formally assessed. All this shows 

the strong willingness of all those involved, 

National Standard Setters and European 

stakeholder organisations, all now members 

of EFRAG, to serve the objective of “Europe 

speaking with one voice” to best influence the 

IFRS standard-setting process. 

Europe speaking with one voice in the IFRS standard-
setting process: a dream coming true? 
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1.  As reflected in Philippe Maystadt’s report to the European 
Commission: “Should IFRS be more European?” and in 
the European Commission’s report on the IAS regulation 
evaluation.

2.  The IAS Regulation states that the European Commission 
receives in the exercise of its IFRS endorsement 
responsibilities advice from the Accounting Regulatory 
Committee in which all Member States are represented.
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Europe is targeting sustaining growth. The 

Juncker Plan and the Capital Market Union 

are welcomed by the community of investors 

as an opportunity to improve the availability 

of attractive long term assets. The pruden-

tial treatment of long term investments and 

securitisations in Solvency 2 is currently under 

review. However the contribution of these ini-

tiatives to European growth would be mini-

mized if the upcoming accounting standards 

discourage Institutional Investors to act as 

long term players.

The primary purpose of any accounting stand-

ard is to provide a basis to explain the per-

formance of the business to investors. The 

Insurance economic business model is fun-

damentally long term. The model focuses on 

substantially matching long-term liability 

profiles with cash flows of long-term invest-

ments following an asset liability manage-

ment strategy in which insurance liabilities, 

guarantees and related assets are managed 

together. 

The IASB has been developing a new common 

valuation framework for insurance contracts 

(IFRS 4 phase 2) based on current valuation 

for measuring liabilities. It will make insurance 

the only industry to use a full current valuation 

balance sheet. It is critical that performance 

reporting truly capture the long-term nature 

of the insurance business model and its Asset 

Liability Management. Moreover, as the other 

industries, Insurance sector will have to apply 

the new standard on financial assets (IFRS 9). 

Insurance liabilities and underlying financial 

instruments are inherently interrelated due to 

the asset and liability matching nature of the 

business model .Therefore, a global solution is 

required to align the effective date of IFRS 9 

for insurers with the effective date of IFRS4 

phase 2. Implementing IFRS 9 will result in 

meaningless information if the related impact 

from implementing IFRS 4 Phase 2 cannot be 

reflected at the same time. It is a priority to 

achieve financial assets and insurance stand-

ards that when taken together actually reflect 

the true performance of insurers by avoiding 

accounting mismatches in the income state-

ment and undue volatility. 

Insurance industry is committed to work 

closely with the international Accounting 

Standards Board to achieve these objec-

tives and is expecting EU to follow the 

same goal. 

Accounting standards must reflect the long term 
features of the Insurance business model The International 

Financial Reporting 
Standards (IFRS): 
balancing the 
specific needs of 
investors with 
different investment 
time horizons 
Almorò Rubin de Cervin - Head of Unit, 

DG Financial Stability, Financial Services 

and Capital Markets Union, 

European Commission 

The 2013 Commission Green Paper on long 

term finance explored the question of bal-

ancing the accuracy of the information given 

to investors with sufficient incentives to hold 

and manage long-term investments. In this 

context, international financial reporting 

standards (IFRS) were criticised by some for 

introducing more market volatility into finan-

cial reports by requiring the use of fair values. 

The EU adopted the use of IFRS through the 

International Accounting Standards (IAS) 

Regulation with the objective of harmonis-

ing the financial reporting of listed compa-

nies to a high degree of transparency and 

comparability in order to enhance the effi-

cient functioning of EU capital markets and 

of the internal market. 

In a recently published report on its evalua-

tion of the IAS Regulation, the Commission 
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Insurance accounting: 
a (very) long story short

Around ten years ago, the Euro-

pean Union adopted IFRS for 

listed companies, aiming at 

enhancing transparency and 

comparability of firms’ finan-

cial reporting. Regarding insur-

ance contracts, already then “the 

urgent need of an international 

standard on accounting” was 

acknowledged, approaching it in 

two phases. In parallel, Europe 

was developing a risk-based reg-

ulatory framework for insurers, 

Solvency II, based on market 

consistent valuation of assets 

and liabilities. The timeline of 

both projects seemed to match… 

until it didn’t, and a decision had 

to be taken regarding Solvency 

II reporting: we cannot wait! It 

proved to be right –even if not 

perfect- as insurers simply could 

not afford not to price options 

and guarantees in the right way, 

evident today under a Japanese-like scenario: action requires information and companies 

were getting it wrong, leading to unsustainable promises. 

To get there, Europe improved the process, bringing the best of two worlds, namely full trans-

parency combined with adjustments to reflect the long-term nature of insurance business: 

the Long-Term Guarantees package. Lessons can be taken for accounting in order to find the 

right balance between complexity and usefulness of information. 

Today, we witness a similar situation on accounting, as IFRS 4 is not there yet and IFRS 9 will 

apply, leading to suboptimal alternatives moving forward, even if IFRS 9 is a clear improve-

ment on IAS39. Any approach must be taken recognising its costs and benefits and assessing 

both the cost of changing the framework twice and that of lack of comparability of the sector, 

together with the external perception of “insurers asking for differentiated treatment again”.

In the end, is insurance really so different to other activities? Divergent responses may be 

given, but when it comes to consequences, there is unanimity in understanding that such a 

perception only penalises the sector and makes investment in insurance less likely and financ-

ing more expensive. Let’s change that; let’s work together in having IFRS 4 concluded ASAP, 

and let’s avoid action that would put that common objective at risk. 
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found that that the use of IFRS has increased 

the transparency of financial statements 

through improved accounting quality and 

disclosure and greater value-relevance of 

reporting, leading to more accurate market 

expectations including analysts’ forecasts. 

The comparability between financial state-

ments within and across industries and 

countries has also improved.

Evidence suggested that the quality of 

financial statements prepared under IFRS 

is good, which implied that the standards 

themselves are of good quality. However, 

there were some criticisms of their com-

plexity and about the volume of disclo-

sures. Academic evidence about the role 

of IFRS in the financial crisis was mixed. 

Although standards are not industry spe-

cific, they were considered flexible enough 

to accommodate most business models but 

there was some concern about their suita-

bility for long-term investors, in particular, 

about the revised insurance standard under 

development. 

The Commission is urging the Interna-

tional Accounting Standards Board (IASB) 

to strengthen its impact analyses, to con-

sider the specific needs of investors with 

different investment time horizons so that 

the need for specific solutions for long-term 

investors is addressed when developing 

standards. In this context, the Commission 

sees the IASB’s current work on the concep-

tual framework underpinning IFRS of par-

ticular relevance. 

Carlos Montalvo Rebuelta - Executive Director, 

European Insurance and Occupational Pensions 

Authority (EIOPA)
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