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EPFSF Briefing
“Financial Supervisory Architecture”

Background

The financial crisis revived a long standing need to review the present EU arrangements for
systemic risk management and regulatory and supervisory cooperation, to ensure that they were
adequate to address global and European market integration. The severity with which the crisis hit
Europe created a political momentum to design a stronger coordinated supervisory framework in
Europe.

In parallel, the G-20 Washington Summit in November 2008 and London Summit in April 2009
prompted a review of global arrangements, with the expansion and strengthening of the Financial
Stability Board, and the formalisation of colleges of supervisors to provide a framework of
worldwide cooperation and coordination.

Commission President Barroso, in October 2008, mandated an expert group chaired by Jacques de
Larosiére to make recommendations on the future of European financial services regulation and
supervision. The February 2009 “de Larosiére Report”l, amongst other recommendations for
reform, proposed the establishment of a European Systemic Risk Council, and replacement of the
current Committees of European Supervisors (“‘Lamfalussy Committees")2 with a European System
of Financial Supervision, consisting of three new European Supervisory Authorities for banking,
insurance and occupational pensions, and securities, operating in a network with national
competent authorities.

The Commission endorsed the Report and proposed in its May 2009 Communication® a new
European Systemic Risk Board (ESRB)4 and a new European System of Financial Supervisors
(ESFS) that are broadly in line with the Report’'s recommendations, although the Commission
proposed an accelerated implementation timetable.

The June 2009 European Council unanimously approved the project after the reservations of some
Member States had been resolved. A compromise notably specified that “decisions taken by the
European Supervisory Authorities should not impinge in any way on the fiscal responsibility of
Member States”.

Objectives

While the current three Lamfalussy Committees are charged with advising the Commission on
financial services legislation, improving supervisory cooperation and promoting convergent
implementation of legislation in the Member States, they operate by consensus and do not have
any legal powers under EU law.

In the envisaged supervisory architecture, the current three Committees would therefore be turned
into European Supervisory Authorities with a European mandate and legally binding powers in
some areas to fulfill their functions. They would notably contribute to enhance cooperation and
convergence between national supervisors and help to reduce the inconsistencies that can arise
from the large number of national options and discretions in EU banking legislation”. A key feature
revealed by the crisis is the depth of financial markets’ interconnection and their exposure to

! http://ec.europa.eufinternal_market/finances/committees/index_en.htm#delarosierereport

% The Committee of European Supervisors (CEBS); the Committee of European Securities Regulators (CESR);
the Committee of European Insurance and Occupational Pensions Supervisors (CEIOPS)

$Communication on Financial Supervision in Europe:
http://ec.europa.eu/internal_market/finances/committees/index_en.htm#communication

* The term “Board”, replacing the original term “Council”, was suggested by the June 2009 ECOFIN Council
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complex and cross-sectoral systemic risks. Therefore, a fundamental objective of the EU and global
reforms is to give a “macro” dimension to financial stability coordination and prudential supervision
(i.e. to consider and address risks to the stability of the financial system as a whole) — at global as
well as EU level - but importantly also to link — both structurally and institutionally - this “macro”
level to the “micro” level: the supervision of individual financial institutions.

In this respect, it is important to acknowledge that different financial sectors have different business
models. Accordingly, the extent and the way in which the respective financial sectors have
contributed and been exposed to the financial crisis have varied depending on the specificities of
their business models. The same can be said about their relative systemic importance to the
financial system as a whole. These issues need to be considered in the supervisory reform while
assuring a level playing field between providers of the same service.

Financial Supervisory Architecture

The Commission brought forward on 23" September legislative proposals for Regulations
establishing:

— A European Systemic Risk Board (ESRB) for macro financial stability oversight which would
collect and analyse information from national supervisory authorities and the three European
Supervisory Authorities, and provide early warnings as well as recommendations for remedial
action where relevant.

Members of the ESRB would include the ECB General Council (i.e. the President and vice-
President of the ECB and the governors of all Member States’ central banks), the Chairs of the
three European Supervisory Authorities, and a representative of the European Commission.
Non-voting members would be the Chair of the Economic and Finance Committee (EFC) and
one representative per Member State of the national supervisory authorities. The ECB General
Council would elect the Chair and vice-Chair of the ESRB from amongst its members. It will be
important to ensure that the ESRB has adequate representation from all three financial services
sectors.

— A European System of Financial Supervisors (ESFS) composed of the three new European
Supervisory Authorities® covering banking, insurance and occupational pensions, and
securities, operating in a network with the national supervisory authorities, which would remain
solely and legally responsible for the supervision of financial institutions.

The Authorities would take over the tasks and duties of the three Lamfalussy Committees. In
addition, they would have binding powers in specific areas to be determined in the respective
sectoral directives®, including the power to develop binding technical standards’ as well as to
settle disagreements between national supervisors. For the first time, a formal pan-EU
supervisory role would be granted to the Authority over credit rating agencies. The new
Authorities would work towards a single set of harmonised rules.

The devil is in the detail

While there is broad consensus on the overall shape of the forthcoming reform, much debate is
expected on the detail. The detail, for example in respect of the scope of technical standards and of
the binding powers of the EU Authorities, will be in the amendments to the respective sectoral
Directives (expected to be published on 28" October) as well as in the above-mentioned 23"
September proposals for Regulations setting up the new Authorities.

°Plus a joint Committee of European Supervisory Authorities on financial conglomerates

6 CRD; MIFID; Prospectus; MAD; Transparency; UCITS; Financial Conglomerates; Solvency Il; IORP; Insurance
mediation; CRA; AML

" These standards will have to be endorsed by the Commission; their scope will be specified in the above-
mentioned Community legislation.
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Furthermore, continuing effort will be needed, since supervisory and fiscal responsibilities remain
national prerogatives, to develop an efficient and effective European supervisory culture and
framework in a way that aligns with firms’ management of their cross-border operations, and with
the objective of the single market.

Financial stability and crisis management

The crisis has demonstrated that safeguarding financial stability requires improved coordination
between all public authorities: supervisors, central banks and finance ministries.

New, more formal arrangements for supervisory cooperation, including coordination through
colleges, streamlined interpretation of harmonised rules and convergence of supervisory practices,
are designed to overcome obstacles arising from national differences, strengthen crisis prevention,
and contribute to trust building and financial stability. It has nevertheless been argued that as crisis
management and resolution involve national funding and applying national insolvency law, the
scope for and effectiveness of the adoption of prompt and coordinated cross-border responses to
crises that are playing out across the globe is limited.

To support cross-border financial stability, the Commission is expected to propose soon

improvements to the EU early intervention and crisis management frameworks. It remains to be
seen whether and how it is possible to make further progress on EU burden sharing arrangements.
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Briefing notes are prepared by the Financial Industry Committee to the European
Parliamentary Financial Services Forum. For further information on the subjects raised in the
briefs please contact the Chairman, Members or Secretariat of the Financial Industry

Committee.

Chairman Financial Industry Members

Guido Ravoet, EBF Secretary General
Rue Montoyer 10, B-1000 Brussels

Tel: +32 2508 37 11/ Fax: +32 2 502 13 30

E-mail: g.ravoet@ebf-fbe.eu

Secretariat
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Tel: +32 2 514 68 00 / Fax: +32 2 514 69 00

E-mail: cdenis@epfsf.org

Steering Committee
Sharon Bowles MEP
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Robert Goebbels MEP
Malcolm Harbour MEP
Gunnar Hokmark MEP
Wolf Klinz MEP (SC Chair)
Astrid Lulling MEP

Gay Mitchell MEP

Olle Schmidt MEP

Peter Skinner MEP
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Financial Industry Committee

Alternative Investment Management Association (AIMA)
Assaociation of Mutual Insurers and Insurance Cooperatives in
Europe (AMICE)

Association of Private Client Investment Managers and
Stockbrokers (APCIMS)

AXA

Banco Bilbao Vizcaya Argentaria

Banco Santander

Barclays

BNP Paribas

British Bankers’ Association (BBA)

Chartered Financial Analyst — Institute (CFA)

Citigroup

Commerzbank AG

Crédit Agricole

Deutsche Bank AG

Deutsche Bérse AG

Euroclear

European Association of Public Banks (EAPB)
European Banking Federation (EBF)

European Federation of Accountants (FEE)

European Federation for Retirement Provision (EFRP)
European Fund and Asset Management Association (EFAMA)
European Insurance and Reinsurance Federation (CEA)
European Mortgage Federation (EMF)

European Private Equity and Venture Capital Association (EVCA)
European Savings Banks Group (ESBG)

Federation of European Securities Exchanges (FESE)
Fortis Bank

Futures and Options Association (FOA)

Goldman Sachs International

ING

International Capital Market Association (ICMA)
International Swaps and Derivatives Association (ISDA)
Intesa Sanpaolo

JP Morgan

LCH.Clearnet

Lloyds TSB

Lloyd’s

London Investment Banking Association (LIBA)
MasterCard Europe

Merrill Lynch

NASDAQ OMX

Nordea Bank Finland

NVB — Netherlands Bankers’ Association

NYSE Euronext

PayPal

Prudential Plc

Royal Bank of Scotland

Securities Industry and Financial Markets Association (SIFMA)
Société Générale

Standard & Poors

UBS AG

UniCredit Group

VISA Europe

Western Union International Bank
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