Follow up to the European Parliament resolution on virtual currencies, adopted by the Commission on 7 September 2016
1. Rapporteur: Jakob VON WEIZSÄCKER (S&D/DE)

2. EP reference number: A8-0168/2016 / P8_TA-PROV(2016)0228

3. Date of adoption of the resolution: 26 May 2016

4. Subject:
The resolution recognizes the potential benefits of virtual currencies (VCs) and their underlying technology (distributed ledgers (DLT)/ blockchain) for society in a close future, but also points at the risks associated to virtual currencies. The resolution welcomes the proposal of the European Commission to regulate exchange platforms and insists that innovation is not stifled through regulation. It also calls for the creation of a Commission horizontal task-force on DLT.

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:

· "Stresses that VCs and DLT have the potential to contribute positively to citizens’ welfare and economic development, including in the financial sector (…)" (paragraph 1);

· "Notes that virtual currencies and DLT schemes entail risks which need to be addressed appropriately so as to enhance their trustworthiness" (absence of governance structures, high volatility, absence of regulatory supervision, safeguards and protection, limited capacity of regulators in the area of new technology, legal uncertainty, potential for "black market" transactions, money laundering, terrorist financing etc. (paragraph 2);

· "Calls for a proportionate regulatory approach at EU level so as not to stifle innovation or add superfluous costs to it at this early stage, while taking seriously the regulatory challenges that the widespread use of VTs and DLT might pose" (paragraph 14);

· "Points out that key EU legislation, such as EMIR [European Market Infrastructure Regulation], CSDR [Regulation on settlement and Central Securities Depositories], SFD [Settlement Finality Directive], MiFID/ MiFIR [Markets in Financial Instruments Directive and Regulation], UCITs [Undertakings for the collective investment in transferable securities] and AIFMD [Directive on Alternative Investment Fund Managers], could provide a regulatory framework in line with the activities carried out, irrespective of the underlying technology, even as VCs and DLT-based applications expand into new markets and extend their activities; observes, however, that more tailor-made legislation might be needed" (paragraph 18);

· "Welcomes the Commission’s suggestions for including VC exchange platforms in the Anti-Money-Laundering Directive (AMLD) in order to end the anonymity associated with such platforms; expects that any proposal in this regard will be targeted, justified by means of a full analysis of the risks associated with VCs, and based on a thorough impact assessment" (paragraph 19);

· "Recommends that the Commission draw up a comprehensive analysis of VCs and, on the basis of this assessment, consider, if appropriate, revising the relevant EU legislation on payments, including the Payment Accounts Directive (PAD), the Payment Services Directive (PSD) and the Electronic Money Directive (EMD), in light of the new possibilities afforded by new technological developments including virtual currencies and DLT, with a view to further enhancing competition and lowering transaction costs, including by means of enhanced interoperability and possibly also via the promotion of a universal and non-proprietary electronic wallet" (paragraph 20);

· "Calls for the creation of a horizontal Task Force DLT (TF DLT) led by the Commission, consisting of technical and regulatory experts , in order to:

(i)
provide the necessary technical and regulatory expertise across the various sectors of pertinent DLT applications, bring together stakeholders and support the relevant public actors at EU and Member State level in their efforts to monitor DLT use at the European level and globally;

(ii)
foster awareness and analyse the benefits and risks – including to end-users – of DLT applications in order to make best use of their potential, including by aiming to identify a core set of attributes of DLT schemes conducive to the general interest, such as non-proprietary open standards, and by identifying standards for best practice where such standards are emerging;

(iii)
support a timely, well-informed and proportionate response to the new opportunities and challenges arising with the introduction of significant DLT applications, including by means of a roadmap for future steps at EU and Member State level which would include an assessment of existing European regulation, with a view to updating it in response to significant and systemic DLT use where appropriate, also addressing consumer protection and systemic challenges;

(iv)
develop stress tests for all relevant aspects of VCs and other DLT schemes that reach a level of use that would make them systemically important for stability(…)" (paragraph 22);

· "Stresses the importance of consumer awareness, transparency and trust when using VCs; calls on the Commission to develop, in cooperation with the Member States and the  VC industry, guidelines with the aim of guaranteeing that correct, clear and complete information is provided for existing and future VC users, to allow them to make a fully informed choice and thus enhance the transparency of VC schemes in terms of how they are organised and operated and how they distinguish themselves from regulated and supervised payment systems in terms of consumer protection" (paragraph 23).

7. Response to requests and overview of action taken, or intended to be taken, by the Commission:
The Commission takes note of the main points of the resolution such as the potential benefits and risks that virtual currencies and DLT entail. Consideration will be given to developing a more granular approach to take account of the opportunities and risks.

The Commission undertook a comprehensive analysis of virtual currencies while working on amendments to the Fourth Anti-Money Laundering Directive (4th AMLD) in the accompanying impact assessment.

As regards the creation of a taskforce on DLT, the Commission welcomes the proposal and is currently reflecting on the best approach.

Replies as regards specific points raised:
Paragraph 14: "Calls for a proportionate regulatory approach at EU level so as not to stifle innovation or add superfluous costs to it at this early stage, while taking seriously the regulatory challenges that the widespread use of virtual currencies and DLT might pose":
This is in line with the Better Regulation principles of the Commission, i.e. ensuring that proposals meet policy goals at minimum cost and deliver maximum benefits to citizens, businesses and workers while avoiding all unnecessary regulatory burdens.

Paragraph 19: "Welcomes the Commission’s suggestions for including VCs exchange platforms in the Anti-Money-Laundering Directive (AMLD) in order to end the anonymity associated with such platforms; expects that any proposal in this regard will be targeted, justified by means of a full analysis of the risks associated with virtual currencies, and based on a thorough impact assessment":
The Commission has included provisions in the amendments to the 4th AMLD, adopted on 5 July 2016, together with a proposal regarding virtual currency custodian wallet providers.

Paragraph 20: "Recommends that the Commission draw up a comprehensive analysis of VCs and, on the basis of this assessment, consider, if appropriate, revising the relevant EU legislation on payments, including the Payment Accounts Directive (PAD), the Payment Services Directive (PSD) and the Electronic Money Directive (EMD), in light of the new possibilities afforded by new technological developments including virtual currencies and DLT, with a view to further enhancing competition and lowering transaction costs, including by means of enhanced interoperability and possibly also via the promotion of a universal and non-proprietary electronic wallet":

This matter would be one for further consideration by the FinTech Task-Force that the Commission intends to set up.

Paragraph 22: "Calls for the creation of a horizontal Task Force DLT (TF DLT) led by the Commission, consisting of technical and regulatory experts, in order to:

(i) provide the necessary technical and regulatory expertise across the various sectors of pertinent DLT applications, bring together stakeholders and support the relevant public actors at EU and Member State level in their efforts to monitor DLT use at the European level and globally;

(ii) foster awareness and analyse the benefits and risks – including to end-users – of DLT applications in order to make best use of their potential, including by aiming to identify a core set of attributes of DLT schemes conducive to the general interest, such as non-proprietary open standards, and by identifying standards for best practice where such standards are emerging;

(iii) support a timely, well-informed and proportionate response to the new opportunities and challenges arising with the introduction of significant DLT applications, including by means of a roadmap for future steps at EU and Member State level which would include an assessment of existing European regulation, with a view to updating it in response to significant and systemic DLT use where appropriate, also addressing consumer protection and systemic challenges;

(iv) develop stress tests for all relevant aspects of VCs and other DLT schemes that reach a level of use that would make them systemically important for stability":

The FinTech Task Force that will be created will have a dedicated workstream on distributed ledger technology and its various applications in financial services.

The details of this Task Force are not yet finalised but it is planned to build on the points set out in indents (i) to (iv), placing distributed ledger technology development and adoption within the broader context of technological innovation in finance.

Paragraph 23: "Stresses the importance of consumer awareness, transparency and trust when using VCs; calls on the Commission to develop, in cooperation with the Member States and the VC industry, guidelines with the aim of guaranteeing that correct, clear and complete information is provided for existing and future VC users, to allow them to make a fully informed choice and thus enhance the transparency of VC schemes in terms of how they are organised and operated and how they distinguish themselves from regulated and supervised payment systems in terms of consumer protection":
The Commission will consider asking the future workstream or subgroup of the FinTech Task Force to take up this call.
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