Follow up to the European Parliament resolution on stocktaking and challenges of the EU Financial Services Regulation: impact and the way forward towards a more efficient and effective EU framework for Financial Regulation and a Capital Markets Union, adopted by the Commission on 6 April 2016
1. Rapporteur: Burkhard BALZ (EPP/DE)

2. EP reference number: A8-0360/2015 / P8_TA-PROV(2016)0006
3. Date of adoption of the resolution: 19 January 2016

4. Subject: The resolution takes stock of the current financial services framework. It identifies its shortcomings, expresses Parliament's stance on a variety of topics and indicates the proposed way forward with the objective of promoting a better functioning of financial regulation.

5. Competent Parliamentary Committee: Committee on Economic and Monetary Affairs (ECON)
6. Brief analysis/assessment of the resolution and requests made in it:
The resolution inter alia:

· welcomes the Commission's Investment Package;

· welcomes the main goals of the Capital Markets Union Action Plan, notably the focus on promoting SMEs' access to finance, non-bank financing as well as consumer and investor protection;

· recognises the achievement of financial regulation in responding to the ramifications of the financial crisis;

· stresses the importance of proper implementation in the Member States and supervision, and raises concerns about the impact of gold-plating on the functioning of the Internal Market;

· underlines the importance of the international framework and points to the need to streamline the EU position;

· reiterates the need for a level playing field within the EU, including with regard to banks supervised under the Single Supervisory Mechanism (SSM) and banks of non-participating Member States, and encourages the full inclusion of non-euro Member States into the Banking Union;
· calls on the Commission to ensure that the single market continues to be developed and to pursue a strong approach, in terms of regulation and supervision, to parallel and shadow banking;

· stresses the need for an integrated, risk-based and coherent approach to regulation and a clear division of competences;
· calls for an improvement of procedures; the full respect of deadlines, requests unbundling of delegated and implementing acts, and emphasises that the early legal review should not impede transparency and Parliament's rights;
· raises concerns as regards the proportionality of certain requirements, in particular with respect to SMEs, possible unintended consequences of multiple capital, liquidity and leverage requirements as well as the need for consistency of different measures; and

· pursues the objective of taking stock of the legislative work undertaken in response to the financial crisis and addressing shortcomings in the financial services framework.

7. Response to requests and overview of action taken, or intended to be taken, by the Commission:
The Commission is currently in the process of implementing the roadmap for building the Capital Markets Union (CMU). As part of the CMU Action Plan, the Commission launched a public consultation known as the Call for Evidence
. This exercise seeks feedback and empirical evidence from all interested stakeholders on the benefits, unintended effects, consistency and coherences of the EU regulatory framework for financial services and the impact of rules on the ability of the economy to finance itself and grow. The Commission has received responses from around 300 stakeholders and is currently reviewing them. It will publish a summary report on this consultation in the coming months.
The Commission is committed to Better Regulation as set out in its Better Regulation package of May 2015 (see COM(2015) 215 final). The Commission's new approach consists in regulating less and reviewing legislation more. Specifically, the Inter-institutional Agreement on Better Law Making seeks to achieve commitments in the areas of planning and fast-tracking of priority proposals, enhanced transparency during the legislative procedure and transposition, as well as a systematic approach to the evaluation of Union acts.

Responses to specific points of the resolution:

In response to:

Paragraph 4, the Commission points out that the EU financial regulation agenda has been guided by the aim of creating a safer, more transparent and more responsible financial system, working for the economy and society as a whole, in particular end-users of financial products. The Commission is committed to reviewing areas where regulation is unduly complex and excessively costly, also from the perspective of consumers and other end-users of financial services, which is one of the main topics covered in the Commission's recent Call for Evidence.

Paragraph 5, the Commission agrees that a successful CMU is not possible without ensuring the confidence and trust of retail investors. The Commission is currently consulting on ways to boost consumer choice and competition in cross-border retail financial services and insurance, through a Green Paper, adopted on 10 December 2015. To enable European households to save more effectively for their retirement, the Commission will assess the case for developing a framework to establish a European market for simple and competitive personal pensions.

The Commission will use a broad range of tools to establish the building blocks of a CMU, depending on the issues which need to be addressed. In accordance with the principles of Better Regulation, the Commission will resort to legislation only where necessary and following appropriate consultation and impact assessment. The Commission will also use a variety of non-legislative tools to address some of the challenges to better functioning and more integrated capital markets, such as promoting best practice or enforcement of the EU single rulebook for capital markets.

The Commission is deepening its monitoring of the sources of risks from market-based finance and their transmission channels across the system, including in cooperation with the FSB and the ESRB.

Paragraph 7, the Commission agrees that a coherent approach is of key importance for the CMU, and is committed to taking due account of other policy agendas, including the development of the digital single market and ongoing reforms in the areas of company law and corporate governance.

The Commission monitors closely technological developments and the opportunities and risks they present in the financial sector. The Commission is conscious that new technologies may increase the importance of ensuring cyber resilience. At the same time, innovation can address weaknesses in legacy technology. The Commission seeks to ensure that privacy, confidentiality, integrity and availability of data and assets are protected.

Paragraph 9, the Commission stresses that the validity of the IBAN is recognised in all Member States but acknowledges that several payment services users have refused to accept a foreign IBAN for payment via direct debits. This is being solved by the national competent authorities, who are in a position to sanction organisations in breach of the SEPA Regulation, and carefully monitored by the Commission. Thanks to this, the number of refusals of foreign IBANs will continue to decline.

Paragraph 12, the Commission recognises the need to provide consumers with information that is clear and concise. It points out that recent EU legislation has already provided for a number of simplifications for consumer information, for instance in the Payment Account Directive, the Mortgage Credit Directive and the Regulation on packaged retail and insurance-based investment products.

The Commission also points out that education falls within the competence of Member States. For this reason, the Commission has not developed a harmonised EU strategy on financial education. Instead, the Commission has undertaken initiatives to complement Member States' activities in this field. For instance, the Mortgage Credit Directive obliges Member States to promote measures supporting the education of consumers in relation to responsible borrowing and debt management.

Paragraph 13, the Commission points out that, as regards banking prudential regulation, it has consulted on the creation of a specific asset class, among other options. The Commission is currently assessing whether and how the prudential framework could be adjusted for infrastructure exposures. In any case, prudential policy must remain risk-based.

The Commission expects that the qualifying criteria for infrastructure projects, introduced by the recent amendment to Delegated Regulation (EU) 2015/35 concerning the calculation of regulatory capital requirements for several categories of assets held by insurance and reinsurance undertakings, will ensure that the dedicated calibration applies to less risky projects.

Paragraph 14, the Commission acknowledges the need for consistency in the risk-based approach. It also agrees that the negative feedback loop between banks and their sovereigns remains a priority issue in completing the Banking Union. The Commission recently adopted a proposal for a European Deposit Insurance Scheme to complete the missing third pillar of the Banking Union, and counts on the Parliament as co-legislator to ensure a rapid adoption of the proposal. The Commission also recognises the need to ensure the timely and correct transposition of the Bank Resolution and Recovery Directive and the Directive on Deposit Guarantee Schemes, and is taking all necessary measures to this end, including infringement proceedings before the Court of Justice.

Paragraph 15, the Commission agrees that disproportionate requirements must be avoided, while financial stability is ensured. As set out in the Capital Requirements Regulation (CRR), the impact of possible leverage ratio and net stable funding requirements on business and risk profiles, financial markets, the wider economy and bank lending to SMEs in particular will be considered in the reports that the legislation requires to be prepared by the European Banking Authority (EBA). The Commission will assess the robustness of the EBA's impact assessments when preparing its report and proposals on the leverage ratio and the net stable funding ratio. For the cumulative impact of the body of financial regulations, the Commission is undertaking the call for evidence.

Paragraph 16, the Commission recognises the need to reflect about an appropriate prudential treatment for firms newly brought into the scope of investment firms. The CRR requires a review of the appropriateness of the prudential regime to the Investment firm population (Article 508). This review is currently being carried out; replying to the Commission's call for advice last year, the EBA has produced an initial report and has started work on a second, more detailed, report focusing on calibrating a more appropriate regime for investment firms. The latter report is expected to cover the wider population of MiFID II firms.

Paragraph 17, the Commission points out that exposures to non-financial counterparties are exempted from the CVA regulatory capital charge according to the CRR under the same terms as they are exempted from MiFID.

Paragraph 18, as part of the review of the European Market Infrastructure Regulation (EMIR), the Commission is assessing the possible reduction of the administrative burden, in particular for non-financial companies, which has been raised by a number of respondents in the Commission's public consultation on this issue. In considering possible solutions, the Commission will need to ensure that the system in place continues to guarantee a sufficient level of protection from systemic risk in derivative markets.

Paragraph 19, the Commission acknowledges the need to examine the effect that changes to the rules on acceptable collateral for CCPs could have. It will also consider giving certainty to pension funds which are currently subject to a temporary exemption. These issues have been raised by several respondents in the public consultation held as part of the EMIR review.

Paragraph 22, the Commission underlines that one of the objectives of the Action Plan on Building a CMU is to support Member States who want to build up their capital markets and improve companies' access to finance. Technical assistance will be provided to Member States through the newly established Commission Structural Reform Support Service.

Paragraph 23, the Commission points out that the Single Supervisory Mechanism (SSM) is a system of direct supervision by the ECB of significant banks whilst national supervisors continue to oversee directly less significant banks. For the banks directly supervised by the ECB, the ECB has established joint supervisory teams that include a majority of staff from national supervisors thereby securing relevant knowledge. For 2016 the ECB and all other national supervisors have committed to following the EBA guidance on the supervisory review process which contributes to a level-playing field and to transparency. The Commission confirms that legislation requires a proportionate approach to supervision and has no indication that the SSM generally follows a one-size-fits-all approach.

Paragraph 26, the Commission points out that much has already been done at EU level in recent years to strengthen the monitoring of risks outside the banking sector, in particular in shadow banking, and to implement a proper regulatory framework to address them. However, more needs to be done: the negotiations on new rules for money market funds (MMFs) need to be finalised; in addition, the Commission will prepare reports looking into banks' exposures to shadow banking entities as well as a review of the appropriateness of the ESRB's shadow banking monitoring capacities in the context of the upcoming comprehensive review of the EU framework for macro-prudential policy. These reviews will help assess the need to develop new legislative proposals in this area. As announced in the CMU Action Plan, the Commission will work with the Financial Stability Board and European Supervisory Authorities alongside the European Systemic Risk Board (ESRB) to monitor any emerging risks to financial stability arising from market-based finance.
Paragraph 27, the Commission believes that extending the range of funding sources for companies, SMEs and start-ups in particular, should be at the heart of building a CMU. The Action Plan on Building a CMU comprises a package of actions which aim at strengthening the overall funding of the economy and at improving the mix of funding sources through developing and diversifying non-bank sources of funding. This should lead to increased funding options for businesses, SMEs in particular, and for long-term and infrastructure projects. For example, the Commission: (i) is exploring ways to overcome the information deficit on SMEs which are declined bank loans; (ii) will adopt measures to support venture capital and risk financing, including a pan European funds-of-funds, and a review of the European Venture Capital Fund legislation; and (iii) will publish a report on the situation in the crowdfunding markets in spring 2016. For larger SMEs, the Commission is looking at the development of private placement with a view to drawing on best practice, and has presented a proposal to modernise the Prospectus Directive to make it easier for companies to raise money on the public markets. At the same time, the Commission agrees that banks will continue to play a vital part in the financing of the European economy. Therefore, one of the objectives of the CMU Action Plan is to leverage banks' capacity to support the wider economy, for example through the proposals to establish a framework on simple, transparent and standardised securitisation in the EU.
In addition, as part of its Call for Evidence, the Commission is reviewing the rules affecting the ability of the economy to finance itself and grow. Stakeholders have been invited to identify any undue obstacles to the ability of the wider financial sector to finance the economy, with a particular focus on SMEs (as well as innovation and infrastructure projects and climate finance). This complements other initiatives to review potential disproportionate regulatory constraints on financing, such as the ongoing review of the impact of the CRR on bank financing.

Paragraph 31, the Commission points out that its proposals in the area of Securitisation (COM(2015)  472 final and COM(2015) 473 final) aim at developing simple, transparent and standardised securitisation. These proposals ensure access to underlying information on the securitisations, calibrated according to the risk profile of these instruments. In its impact assessment the Commission has made a comprehensive assessment of the risks and benefits of securitisation for SMEs, investors and financial stability, and the marketability of securitisation instruments.

Paragraph 33, supervisory reporting requirements are fully harmonised within the EU through reporting standards developed by the EBA. In line with legal requirements, the EBA assesses the proportionality of reporting requirements when preparing reporting templates. Since supervisory reporting is an area subject to maximum harmonisation in the single rulebook, neither Member States nor supervisors (including the SSM) can set additional supervisory reporting requirements. The Commission is currently assessing responses to the CRR consultation that pointed at the disproportionality of supervisory reporting requirements. The Commission is considering whether and how supervisory reporting requirements should and could be made less burdensome.

Paragraph 34, the Commission has analysed broadly the interaction between IFRS and prudential requirements in the context of the evaluation of the IAS Regulation (COM(2015) 301). However, the Commission continues working on this issue, as this is one of the identified matters in the context of the call for evidence and will also be discussed in the context of further risk reduction in the banking sector.

Paragraph 35, as announced in the CMU action plan, the Commission will examine ways to address the debt-equity bias as part of the broader work being taken forward on the Common Consolidated Corporate Tax Base (CCCTB). A new legislative proposal for a CCCTB will be presented by late 2016.
Paragraph 37, the Commission agrees on the importance of promoting competition in the ratings market and is taking concrete action to limit potential barriers to entry, within the limits allowed by the provisions of Regulation 1060/2009 on credit rating agencies. The Commission also concurs with the importance of ensuring that SMEs can be rated in an affordable and comparable manner and underlines that this could also result from effective action promoting competition in ratings. The Commission will deliver an analysis on the appropriateness and feasibility of supporting a European Public Rating Agency for sovereign debt and/ or a European credit rating foundation for all other credit ratings by the end of 2016.

Paragraph 39, as announced in the Commission Communication "A roadmap for moving towards a more consistent external representation of the euro area in international fora" (COM(2015) 602 final), the Commission will work with Member States to establish enhanced mechanisms to coordinate positions for the Financial Stability Board and, as appropriate, for other relevant standard-setting bodies, as regards the euro area and, wherever possible, for the Union as a whole. The Commission recognises the valuable role that the European supervisory authorities (ESAs) play in standard-setting bodies such as the International Organisation of Securities Commissions (IOSCO) and the Basel Committee. The Commission is in frequent contact at high level with US counterparts to significantly strengthen regulatory cooperation. The Commission is persistently engaging with the US, both in the framework of the TTIP negotiations and in the existing regulatory dialogue, to turn the regulatory cooperation into a more systematic and accountable process that can ensure increased compatibility between both frameworks, including through mutual recognition.

Paragraph 41, the Commission attaches much importance to the consistency, coherence, transparency and practicality of its equivalence work, bearing in mind that certain key elements of the procedures leading to the adoption of equivalence decisions and the form of those decisions have been pre-determined in the enabling (Level 1) legislation by the legislator. The Commission stands ready to work towards further improvements of the current rather diverse framework.

The Commission's equivalence assessments are outcome-based and do not involve a line-by-line comparison. Third countries' adherence to international standards and agreements is duly considered during the assessment. Where possible, also taking into account resource constraints, ESAs are involved in advising the Commission on its equivalence assessments of third countries and thus already contribute to the alignment of the resulting decisions.

Paragraph 42, the Commission publishes updated information on the state of transposition of EU Directives in the field of financial services and the infringement proceedings launched against Member States (http://ec.europa.eu/finance/enforcement/index_en.htm).

As announced in its Action Plan on building a Capital Markets Union, the Commission will map barriers to cross-border investment, including those relating to national “gold-plating” measures, and will publish a report by the end of 2016.

The Commission welcomes the Inter-institutional agreement of 8 December 2015 which calls on the Member States to identify in the national transposing measures elements that are not related to the Union legislation. The Commission will analyse this national gold-plating of EU minimum rules carefully.

Paragraph 45, the Commission agrees with the need of an early involvement of relevant stakeholders which is part of its better regulation agenda set out in May 2015 (COM(2015) 215 final). The better regulation agenda ensures that stakeholders will be able to express their views right from the start of work on a new initiative (possibility to provide feedback on "roadmaps" and "inception impact assessments") and over the entire lifecycle of a policy initiative.

Possibilities to provide feedback will also be available for draft delegated and implementing acts, with some exceptions. Indeed, the draft texts of delegated and implementing acts will be published on the Commission's website for four weeks, in order to allow for stakeholder feedback.

The Commission also acknowledges the importance to ensure that all relevant stakeholders are consulted and to avoid privileged access for some stakeholders. For this reason, the Commission's Better Regulation Guidelines (http://ec.europa.eu/smart-regulation/guidelines/index_en.htm) require specific attention to the mapping of stakeholders and the consultation tools used. This commitment has been re-affirmed in the framework of the recent Inter-institutional Agreement (IIA) of December 2015.

Paragraphs 47/ 48, the Commission agrees that the ESAs should have the funding they need to deliver according to their mandate, while also ensuring that there is a credible and non-expansive budgeting process. The Commission will come forward with a White Paper which will focus on the ESA’s funding and governance. Moving to fully private funding within a solid and accountable budgetary framework should put the ESAs on a more solid footing.

Paragraphs 50-53, the Commission notes that the bundling of delegated acts can contribute to more coherent, accessible and easier to apply legislation. As agreed in the Interinstitutional Agreement on Better Law-Making, the Commission will, when bundling, provide objective justifications based on the substantive link between the different empowerments contained in a single legislative act and discuss this early on in the preparatory process.
The early legal review is an informal consultation of the Commission as the institution responsible for the adoption of Regulatory and Implementing Technical Standards (RTS/ ITS). It aims to solve, at an early stage, legal issues and to ensure the legislative quality of draft RTS and ITS. The ESAs remain fully responsible for the draft RTS and ITS. Transparency of the entire process is ensured at many steps in the process: by the public consultations held by the ESAs at an early stage, almost always on draft legal texts for RTS and ITS; by the formal submission of the RTS and ITS by the ESAs, which the Commission forwards to the Parliament and the Council, and by the acts adopted by the Commission.

The Commission always strives to respect the deadlines set by the legislators, but notes that in some cases the issues at stake take more time than the legislator had expected. It agrees that the transparency towards the legislators in case of delayed submission could be further increased.
Paragraph 56, the Commission points out that on EUR-Lex (http://eur-lex.europa.eu/), the central portal on EU law managed by the Publications Office, the consolidated versions of legislative acts are usually published within 2-3 weeks after the entry into force of an amendment published in the Official Journal. EUR-Lex also provides summaries of EU legislation (http://eur-lex.europa.eu/browse/summaries.html) which are intended for a general, non-specialized audience, and it includes a section on national implementing measures (http://eur-lex.europa.eu/collection/n-law/mne.html) where users can find measures taken by Member States to transpose EU directives into national law. Moreover, an overview of the state of play of the transposition of EU Directives and Regulations in the financial sector has also been recently introduced on the website of the European Commission (http://ec.europa.eu/finance/enforcement/index_en.htm).

Paragraphs 57-59, the Commission is committed to regular reviews of the effectiveness of its rules, which is part of the better regulation agenda. Proportionality is one of the key considerations in this regard. As part of the Call for Evidence, the Commission has invited specific feedback on whether EU rules are adequately suited to the diversity of financial institutions in the EU and whether there are areas that give rise to administrative burdens and excessive compliance costs, which may be disproportionate for smaller market participants and create barriers to market entry. The Call for Evidence will also provide a clearer understanding of the interaction of the individual rules and cumulative impact of the legislation as a whole including potential overlaps, inconsistencies and gaps.

Paragraphs 60-61, the Commission has received evidence and concrete feedback from various stakeholders through the Call for Evidence, in particular on:

· rules affecting the ability of the economy to finance itself and to grow;
· unnecessary regulatory burdens;
· interactions, inconsistencies and gaps;
· rules giving rise to possible other unintended consequences.
This exercise, as well as the ongoing reviews of specific rules mandated by legislation, is an important step towards a comprehensive assessment of the impact of the financial regulation agenda and therefore fully in line with the objectives of the Parliament's resolution.
-------------

� Information, including contributions to the Call for Evidence can be found under: �See http://ec.europa.eu/finance/consultations/2015/financial-regulatory-framework-review/index_en.htm#results
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