Follow up to the European Parliament resolution on financial services: Lack of progress in Council and Commission's delay in the adoption of certain proposals, adopted by the Commission on 8 October 2013
1. Resolution tabled pursuant to Rule115(5) and 110(2) of the European Parliament's Rules of procedure by the Committee on Economic and Monetary Affairs <TitreRecueil>(ECON)

2.
EP reference number: B7-0304/2013 / P7_TA-PROV(2013)0276

3.
Date of adoption of the resolution: 13th June 2013

4.
Subject: Financial services: lack of progress in Council and Commission’s delay in the adoption of certain proposals

5.
Brief analysis/assessment of the resolution and requests made in it:

The Resolution follows up from oral questions B7-0208/2013 and B7-0209/2013 directed to the Council and Commission respectively on lack of progress on negotiations and delays in the presentation of some legislative initiatives.

The resolution is more critical with the Council than with the Commission. Regarding the Commission, Parliament:

a)
Calls on the Commission to: 

· adopt its proposal on the Securities Law Directive;

· present the outstanding revision of the Directive on payment services as quickly as possible;

· adopt as soon as possible a proposal on money market funds taking respective ESRB recommendations fully into account;

· adopt as quickly as possible in particular its proposals on a draft Regulation establishing a Single Resolution Mechanism and on the follow-up of the Liikanen High Level Expert Group on bank structural reform;

· reflect more appropriately financial developments in its Annual Growth Survey as requested by the European Parliament Resolutions of 15 December 2011 and 18 April 2013.

b)
Takes the view that now that negotiations on CRD IV and the SSM have been concluded, proposals to fully review the 2002 Financial Conglomerates Directive should be presented by the Commission without delay.

c)
Recalls the Commission’s commitment to undertake a study (…) the study shall be an accumulative impact assessment of all the EU financial market legislation (…), calls for that process to be launched as soon as possible; this study should also assess the impact of not completing the Banking Union in the different Member States, including the effects on sovereign debt.

d)
Urges the Commission to bring forward proposals in time for their consideration in the current legislative term by the Parliament on Insurance Guarantee Schemes and on a recovery and resolution framework for financial institutions other than banks, including a framework applicable, at least, to larger cross-border insurance groups and those with significant activity in non-traditional and non-insurance activities.

6.
Response to requests and overview of action taken, or intended to be taken, by the Commission:
The Commission has launched the biggest reform in financial services ever. Almost 30 legal proposals have been developed. All have been subject to proper consultation and impact assessments. This is part of better regulation.

As regards the proposal for a Securities Law Directive, the Commission has been reviewing this legislative area for several years with a view to creating a genuine internal market for securities. The regulatory response to the crisis at the European and international level have, however, necessitated further reflection on the most appropriate regulatory response in the area of securities law.

The Commission carefully considers the views expressed by all stakeholders, including Member States and the European Parliament. There were a public consultation in 2011, and a Green Paper and public consultation on shadow banking in 2012. The Commission has also been participating in international working groups on how the regulatory framework for securities lending and repos could also be improved.

The Commission is at an advanced stage in the impact assessment process. Nevertheless, further work remains to be done before a proposal may be adopted by the College. This additional work will take place over the summer and the Commission hopes to be able to present a proposal before the end of the year.

Article 87 of the Payment Services Directive (PSD) called on the Commission to present a report on the implementation and impact of this Directive accompanied, where appropriate, by a legislative proposal for its revision by 1 November 2012.

In 2012, the Commission decided to postpone the presentation of the report on the PSD to 2013. The European Parliament was informed of that decision by letter of 17 December 2012 addressed to Ms Sharon Bowles MEP. The reason for postponing the PSD report was the close link between the various necessary steps – evaluation report, impact assessment, a legislative proposal for PSD2 and the report of the European Parliament on the Commission’s Green Paper "Towards an integrated European market for card, internet and mobile payments". The Commission hopes to adopt the entire package on payments this summer.

Regarding the work on Money Market Funds (MMFs), the Commission has followed closely through 2012 the evolving international debate on shadow banking. This debate started with the G20 decision to better regulate these activities. MMFs have been identified by the Financial Stability Board (FSB) as one of the five key areas in the above debate that require more analysis. The Commission has therefore launched a review on the legal framework applicable to MMFs domiciled in Europe (in Europe, the activities of MMF are governed by the UCITS rules and CESR/ESMA guidelines on MMF). The Commission's formal review was launched by a public consultation of 26 July 2012
. Meanwhile, the results from this consultation are reflected in an impact assessment on MMFs. This impact assessment sets the stage for a legislative initiative on MMFs – currently envisaged for September 2013.

As part of its on-going review, the Commission engaged in consultations with representatives from national authorities, the fund management industry and MMF investors. The Commission also issued a Green Paper on shadow banking
 and convened a public conference on the wider issues grouped together under the heading of "shadow banking". In the course of this process, the Commission has obtained valuable information on the operation of the MMF market.

On 20 December 2012, the European Systemic Risk Board (ESRB) issued four recommendations concerning money market funds (ESRB/2012/01). In its recommendations, the ESRB invites the Commission to communicate to the ESRB and to the Council all actions undertaken in response to its Recommendation. The Commission has assessed the four recommendations issued by the ESRB and has come to preliminary conclusions as regards mandatory move to variable net asset value (VNAV), liquidity requirements, public disclosure and reporting and information sharing.

The Commission should soon be able to present a legislative proposal. The proposal will aim to take into consideration the diversity of the European MMFs while creating a single rule book for EU domiciled MMF. The creation of a single rule book is a policy choice aiming to avoid any form of regulatory arbitrage among funds that invest in money market instruments.

Before the European Council of June 2012, the Commission and various Member States expressed that the Euro Area should move towards a more integrated Banking Union and that this should consist of the following pillars: 1) single banking supervision; 2) a common framework for deposit insurance; 3) common framework for resolution. A single rulebook applicable across the EU27 would provide the substantive rules for this framework and underpin the single market.

Regarding the Single Resolution Mechanism, the Council agreed in December 2012 to establish the ECB as the single banking supervisor for Euro Area banks.  The second and third pillars have to date been developed through the existing Bank Recovery and Resolution and Deposit Guarantee Scheme legislative proposals.

In December 2012, the European Council stated that once bank supervision is effectively moved to a Single Supervisory Mechanism, a Single Resolution Mechanism will be required.

For that purpose, it calls for the discussions on the existing Bank Recovery and Resolution and Deposit Guarantee Scheme legislative proposals to be accelerated, and notes that the Commission will submit in the course of 2013 a proposal for a Single Resolution Mechanism covering all banks supervised by the Single Supervisory Mechanism. This was confirmed by the European Council on 14 March 2013.

The Commission has adopted a legislative proposal on the Single Resolution Mechanism on July 10.

As regards bank structural reform, the High-Level Expert Group on reforming the structure of the EU banking sector issued its report on 2 October 2012, about which the Commission organised a public consultation that closed on 13 November 2012. The outcome of that consultation and a subsequent debate by the College underlined the importance of carrying out a thorough impact assessment of the High-Level Expert Group's proposals. The Commission is currently carrying out such an impact assessment, on the basis of which it intends to bring forward legislative proposals in October 2013.

While the Commission finds it important to engage in a debate on the European Semester with the Parliament and other relevant institutions, it recalls that the Annual Growth Survey is a Commission Communication and that its preparation remains an independent Commission exercise, in line with the Commission's right of initiative. Nonetheless, the purpose and nature of the Annual Growth Survey implies that it will reflect the economic and financial situation in Europe at a given point in time; the Commission is engaged in the high quality of the exercise as the first step launching the European Semester every year and setting up the basis for building a common understanding about the priorities for action at the national and EU level as the EU seeks to return to a path of sustainable growth and job creation.

The Commission adopted a report on the review of the Financial Conglomerates Directive in December 2012. The report acknowledges that there are areas of supplementary supervision of conglomerates where improvements could be made, but concludes that the optimal timing for revising FICOD will only be once the relevant sectoral legislation, including Solvency II and Omnibus II, has been adopted and is applicable. Moreover, the report notes that the changes recently made to the Directive will not be in place before mid-2013,
 so cannot yet be fully examined in practice before late 2014. Consequently, reflecting also the position of stakeholders, the report concludes that it advisable not to propose a legislative change in 2013. The Commission will keep the situation under constant review to determine an appropriate timing for the revision.

The Commission has decided to conduct a comprehensive impact assessment (IA) of regulatory measures that use, but do not explicitly rely on, models. Back in 2011/2012, the Commission services conducted an IA that examined the costs and benefits of some of the financial market reforms altogether. Evaluations were based on quantitative assessments of the following five regulatory measures proposed by the Commission:

· Increased minimum quantitative capital requirements for banks including the introduction of the capital conservation buffer (in CRD IV).

· Improved quality of bank capital (in CRD IV).

· A countercyclical capital buffer for banks (in CRD IV).

· The financing of deposit guarantee schemes and of banks' resolution funds (DGS/RF) in line with to the Commission proposal of June 2012 on the crisis management framework.

· Bail-in provisions for banks as part of the crisis management framework.

Instead, other already proposed measures, such as MIFID II, CRAs, Solvency II, etc. were subject to a qualitative assessment.

However, at that time, some of the key regulatory measures, such as these related to liquidity requirements in CRD IV, were under discussion. For example, the central stress scenario of the liquidity coverage ratio for the CRD IV was under review. Therefore, it was not possible to measure the costs and benefits of these reforms or to assess any potential market adjustments in response to them. In addition, the uncertainty and fast changing liquidity conditions present in financial markets were not fully reflected in the data set underlying the models.

The new assessment will take stock of the main financial market regulation proposed and adopted since the beginning of the crisis and the forthcoming ones until the end of 2013:

· This impact assessment will not explicitly rely on model estimations (given their uncertainty and dependence on data and assumptions). Instead, it will present a clear narrative relating to how the financial sector we live in today is different from the one we faced five years ago;

· The Commission will present a report on the outcome of this assessment once it is finalized, at the beginning 2014.

The measures will be subject to economic analysis and a through explanation of their purpose and role to improve transparency and increase financial market stability. Instrumental to this effort will be the ability to ensure that investment in the real economy is not hampered by financial reform, in a context in which the amount of previously incurred financial commitments (i.e. indebtedness), by private or public agents, is at an all-time high in a large number of Member States as a result of the crisis.

The Commission is currently working on proposals for the recovery and resolution of financial institutions other than banks. Feedback to the consultation carried out in 2012 signals that the most relevant institutions in this respect are central counterparties (CCPs). Although the systemic relevance and the need for a comprehensive EU-wide resolution framework in relation to the other sectors (such as insurance companies and central securities depositories) appear less conclusive, the potential systemic consequences of their difficulties cannot be underestimated and overlooked. Relevant international work-streams under the aegis of the Financial Stability Board which likewise prioritise CCP recovery and resolution are set to reach key conclusions by end 2013. In drawing up its proposals, the Commission also looks forward to carefully studying the recommendations of the own-initiative report on nonbank recovery and resolution recently published by the European Parliament. Progress towards finalising the pending framework for bank resolution would also be instrumental, including the impacts on nonbank actors which should be analysed.

Finally, it should be recalled that legislation at EU level on prudential requirements and supervisory arrangements is already in place for CCPs (as established by EMIR) whereas it is not yet fully developed or in force for the other main sectors (Solvency II, CSDR). In view of these developments, the Commission considers that the most suitable timetable for proposals is towards the end of 2013. The possible next steps as regards insurance guarantee schemes would be outlined in this context.
---------------

� See http://ec.europa.eu/internal_market/consultations/docs/2012/ucits/ucits_consultation_en.pdf


� See http://ec.europa.eu/internal_market/bank/docs/shadow/green-paper_en.pdf


� The transposition deadline expired on 10 June 2013.
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