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A. Some basic assumptions

The view that the current financial system functions without the
existence of a regulatory or supervisory framework — or that it is
self-supervised — does not correspond to the reality

The neoclassical model on which the modern financial system is
based incorporates the possibility of market failures, in particular:

* the existence of information asymmetry, and
e the occurrence of negative externalities
The objective of regulatory intervention is to address them

The process of “de-regulation” was about the abolishment of
restrictive measures in the operation of financial systems, mainly
connected with state intervention for the allocation of borrowed
funds
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A. Some basic assumptions

4. In all market-based economies the existing regulatory
framework for the financial system consists of rules that seek to
ensure the following policy goals:

* Ensuring the stability of the financial system, its sectors
and infrastructures (banking sector — capital markets —
Insurance sector — payment and settlement systems)

« Ensuring the effectiveness of capital markets and investor
protection

e Ensuring the effectiveness of payment systems
e Ensuring the protection of consumers of financial services

e Combating the commitment of crime within the financial
system

5. Offshore financial centers constitute the exemption allowing for
regulatory arbitrage
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B. The existing European architecture of the monetary
and financial system

1. European monetary system: regional monetary union — single
monetary policy and use of a single currency

2. European financial system — architecture in the course of financial
Integration

2.1 Institutional framework: three categories of legal acts in the law-
adoption process (Lamfalussy process)

. basic legal acts (Co-decision procedure: European Parliament —
Council (mainly EcoFin))

. Implementing measures (European Commission with the assistance
of “regulatory committees” and “pan-european networks with the
participation of sectoral supervisory authorities” (CEBS — CESR —
CEIOPS), see below the diagram)

Soft law rules: CEBS — CESR — CEIOPS
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The European financial regulatory/supervisory structure
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B. The existing European architecture of the monetary
and financial system

2. European financial system (cont.)

2.2 Supervisory framework

absence of supranational, pan-European supervisory authorities
even after the establishment of the EMU (Treaty, article 105,
para. b)

each member state Is free to determine the institutional structure
of its domestic financial supervisory framework

EU rules on the division of responsibilities between national
competent authorities with regard to foreign branches

EU rules on the consolidated supervision of foreign subsidiaries

EU rules on consolidated supervision of “financial
conglomerates”

EU rules on cooperation between national competent authorities
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B. The existing European architecture of the monetary
and financial system

2. European financial system (cont.)

2.3 Regulatory framework:

2.3.1 Structured system of rules of (mainly hard but also soft)
European financial law with respect to all the above-
mentioned (page 5) policy goals of regulatory intervention
within the process of financial integration

2.3.2 Significant influence by international financial standards,
mainly those produced by:

 the Basel Committee (BCBS),
 the FATF, and
 the IASB
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C. Towards a new supervisory framework

1. The option of creating a supranational, pan-European
financial supervisory system

The main argument in favor of such a structure, which has been
discussed heavily especially after the establishment of the EMU

It represents one of the options to effectively supervise and
regulate pan-European, “systemically important” financial
conglomerates, due to the threats they are posing to the stability
of the European financial system
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C. Towards a new supervisory framework

1. The option of creating a supranational, pan-European
financial supervisory system (cont.)

Two main alternatives (taking as a starting point the current
structure of European financial law):

— establish a “European System of Financial Supervisors” (see
below under 2), or

— activate para. 6 of article 105 of the Treaty, according to
which the ECB could become, even though under
constraints, a European financial supervisory authority (see
below under 3).
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C. Towards a new supervisory framework

1. The option of creating a supranational, pan-European
financial supervisory system (cont.)

In principle, in either case the following eight (8) issues need to be
addressed:

the necessary extent of amendments of the Treaty,
e the institutional structure of the system,

«  the material coverage of its supervisory powers in the financial
system (banking sector — capital markets sector — insurance
sector),

« the personal coverage of its powers (which categories of
financial firms and groups would be subject to supervision and
by whom),




e ) HELLENIC BANK ASSOCIATION

C. Towards a new supervisory framework

1.  The option of creating a single supranational, European
financial supervisory system (cont.)

. the extent of its regulatory powers,

. its decision-making bodies, their composition and their
competences,

. the independence of its constituents, the decision-making
bodies and the persons appointed therein, and

. Its overall embedment within the existing institutional
structure of the European Union/Community.
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C. Towards a new supervisory framework

2. The establishment of a “European System of Financial
Supervisors” — outside the European Central Bank

General assessment:

. a legally demanding and time consuming option,

*  but still a more straightforward solution for the effective
supervision of European financial conglomerates (under
current Treaty provisions — article 105.6)
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C. Towards a new supervisory framework

2. The establishment of a “European System of Financial

Supervisors” — outside the European Central Bank (cont.)

Three options:

three authorities (“sectoral approach’) based on the existing three
so-called “Level 3 Committees” (i.e., CEBS, CESR and CEIOPS)
established by the Commission

two authorities (“twin peaks approach”)

one authority (“consolidation approach”)
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C. Towards a new supervisory framework

3. Assigning the task of financial supervision to the ECB:
General assessment:

. It renders the exercise simpler with respect to the majority
of the abovementioned questions, since its powers in the field
of financial supervision would be embedded within the
existing structure and institutional setting of the ESCB.

«  the relevant decision by the EcoFin Council could be taken
within a definitively shorter time horizon than if the decision
would be taken to create a European System of Financial

Supervisors.
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C. Towards a new supervisory framework

3. Assigning the task of financial supervision to the ECB (cont.)

General assessment:

. upon activation of art. 105, para. 6 of the Treaty (which requires a
unanimous decision by the EcoFin Council), the ECB could only
become a “sectoral supervisory authority”, since insurance
undertakings are explicitly excluded,

. a decision should be taken in this case as well with regard to the
range of financial firms and groups which would be subject to
the supervision of the ECB and those who should continue to be
supervised by the national competent authorities.
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C. Towards a new supervisory framework

3. Assigning the task of financial supervision to the ECB (cont.)
General assessment:

. need to consider the approach according to which conflicts arise
If a monetary authority iIs also, concurrently, a financial
supervisor,

. need to reconcile the supervisory powers of the ECB with
those of the national supervisory authorities, especially in the
case of the member states (which are now the majority within the
EU) which have adopted the “integrated approach”.
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C. Towards a new supervisory framework

D. The impact of the current crisis

1. New discussions on the need to establish pan-european
supervisory authorities for the financial system

2. Supervision has two dimensions:
* macro-prudential (the one mostly neglected)
e micro-prudential

3. The European Commission assigns the task of submitting
proposals to the “de Larosiére Group”
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I1. The two proposals of the “de Larosiere
Report” on re-adjusting the existing
framework for the exercise of supervision
In the European financial system:

an overall examination

P
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THE DE LAROSIERE PROPOSALS (1)

l. The short term proposal
Two (2) components:

A.  Strengthening of the quality of supervision exercised at
European level — Creation of a "European system of
supervision and crisis management”

B.  Strengthening of the quality of supervision exercised
by national supervisory authorities

P
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THE DE LAROSIERE PROPOSALS (2)

A. Strengthening of the quality of supervision exercised
at European level — Creation of a ""European system of
supervision and crisis management”

Two (2) parts:
1. European system of supervision

2. European system of crisis management: Strengthening
the regulatory framework governing the reorganisation
and winding-up of credit Institutions

PR
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THE DE LAROSIERE PROPOSALS (3)

European system of supervision

Establishment of two (2) European bodies:

(a) The European Systemic Risk Council (ESRC): a body for “macro-
prudential supervision” (immediately)

I. Proposal for a Regulation of the European Parliament and of the
Council “on Community macro prudential oversight of the financial
system and establishing a European Systemic Risk Board”, (COM (2009)
499 final, 23.9.2009).

1. Proposal for a Council Decision “entrusting the European Central
Bank with specific tasks concerning the functioning of the European
Systemic Risk Board”, (COM (2009) 500 final, 23.9.2009).
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THE DE LAROSIERE PROPOSALS (3)

1. European system of supervision (con.)

Establishment of two (2) European bodies:

(b) European System of Financial Supervision (ESFS) a body for the
“micro-prudential supervision” based on the operation of three
European Authorities (in two stages — see below page 29):

- European Banking Authority

Proposal for a Regulation of the European Parliament and of the
Council “establishing a European Banking Authority”, (COM (2009)
501 final, 23.9.2009).
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THE EBA COMPOSITION

Jaint Committee of European Supervisary Authorities
- Supervision of financial conglomerates —

EUROPEAN BANKING AUTHORITY e e : g ' : :
- joint decisions on implementation of Fin Congl. Directive

- - joint policies on supervision of financial conglomerates
Chair + Secretary General

- ensure cross-sectoral cooperation and consistency

Management Board Board of Supervisors

- Rotating Chair (annually) among Chairs of the 3 Authorities
- Monthly meetings

- 6 members (EBA Chair + - Obs -C ission ~ ESRB

Commussion + 4 members from

- 32 Members (EBA Chair + 1
Chair (& 1 alternate) from national

Board of Sup.) supervisory authorities per MS +

Non-voting: Commission + ESRB : : 0 -

2 Sk ol EUROPEAN SECURITIES EUROPEAN INSURANCE

- Declismn—makmtg. 2/3 majority of + ESMA + EIOPA) AND MARKETS AND OCCUPATIONAL
chEe — AUTHORITY PENSIONS AUTHORITY
- Appoint members of Board of - Technical standards (art.6) by (AL (HIaER)
Appeal QMY (INice Treaty):

- Guidelines & recommendations
- Budgetary powers (art.7) and emergency decisions

(art.11) by simple majority of
- Adopt annual work programme members
- Adopt annual report - Independence + EU mandate

Boarid of Appeal

Smaller composition of Board of Sup.:

- 7 members (EBA Chair + 6 voting members from the
Board of Sup.)

For decisions on:

- application of EU rules (art.8);

- mediation (art.9);

- emergency coordination (art.10)

Decisions by simple majority

- 6 members (each Authority appoints 2 individuals (+2
alternates) from outside the staff of the national
supervisory authomties and the national or EU
mstitutions)

Decide wupon appeals against the Authority’s
decisions on:

- application of EU mules (art.8);

- mediation (art.9);

- emergency coordination (art.10)

Decisions by simple majority (4 of its 6 members)
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THE DE LAROSIERE PROPOSALS (3)

1. European system of supervision (con.)
- European Securities Authority

Proposal for a Regulation of the European Parliament and
of the Council *establishing a European Securities and
Markets Authority”, (COM (2009) 503 final, 23.9.2009)

- European Insurance Authority

Proposal for a Regulation of the European Parliament and
of the Council “establishing a European Insurance and
Occupational Pensions Authority”, (COM (2009) 502 final,
23.9.2009)
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THE DE LAROSIERE PROPOSALS (4)

I1. The long term proposal:

Establishment of two (2) European Authorities for micro-
prudential supervision

e one Authority responsible for banking and insurance
prudential supervision issues, as well as any other issue
which is relevant for financial stability

e one Authority responsible for conduct of business and
market issues, horizontally across the entire financial
system
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[11. The two stages for establishing the
European System of Financial
Supervision (ESFS)

PR
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[11. The two stages

1. Initiatives on strengthening supervision at national level

2. Initiatives regarding the strengthening of level 3 Committees
(CEBS-CESR-CEIOPS)

2.1 Strengthening the budget
2.2 Full development of the “peer review process”
2.3 Strengthening the duties

2.4 Establishing the principle of qualified majority and further
strengthening of cooperation

2.5 Preserving the independence of the new Authorities building
upon the existing 3L3 Committees

3. Initiatives in relation to the other components for ensuring
stability of the financial system

3.1 Strengthening the degree of harmonization of rules
according to which regulatory intervention is exercised in the
financial system

3.2 Strengthening risk management mechanisms
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V. The two European “bodies” proposed
to be established

P
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The two European bodies

A. Macro-prudential supervision: The tasks of the European
Systemic Risk Council (ESRC)

1. Allocation of tasks and the conditions for their effective
performance

2. Ensuring a proper flow of information between the ESRC and
national supervisors

3  Macro-prudential warning mechanisms
3.1 Actions taken when risks are detected

3.2 Actions taken when serious risks are detected
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The two European bodies

B. Micro-prudential supervision: The tasks of the European System of

N o Ok D

Financial Supervision (ESFS)

Tasks in relation to systemically important, cross-border financial
service suppliers

Tasks in relation to specific EU-wide institutions

Tasks in relation to regulatory intervention rules

Tasks in relation to supervisory standards and practices
Tasks in relation to macro-prudential supervision

Tasks in the area of crisis management

Tasks in relation to international matters
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V. Post-script: current EU developments in
the field of financial regulation

and the rescue - recovery programmes

P
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A. Current EU developments in the field of financial
regulation

The main regulatory measures which have already been
undertaken or are under preparation relate to the following
ISSues:

Enhancement of the capital requirements framework

Proposal for a Directive of the European Parliament and of the
Council amending Directives 2006/48/EC and 2006/49/EC as
regards banks affiliated to central institutions, certain own
funds items, large exposures, supervisory arrangements, and
crisis management (COM (2008) 602 final, 1.10.2008)

Proposal for a Directive of the European Parliament and of the
Council amending Directives 2006/48/EC and 2006/49/EC as
regards capital requirements for the trading book and for re-
securitisations, and the supervisory review of remuneration
policies (COM (2009) 362 final, 13.7.2009)
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A. Current EU developments in the field of financial
regulation (con.)

2. Review of deposit guarantee schemes

Directive  2009/14/EC  of the European
Parliament and of the Council of 11 March 2009
amending Directive 94/19/EC on deposit-
guarantee schemes as regards the coverage level
and the payout delay (L 68,13.3.2009)

A Proposal for the amendment of the Directive

2009/14/EC 1s expected in December. l
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A. Current EU developments in the field of financial
regulation (con.)

3. Enhancement of transparency in financial markets and
securitization process

. Committee of European Securities Regulators (2009):
Measures adopted by CESR Members on short selling
(Regular updates since September 2008)

. Committee of European Securities Regulators (2009):
CESR Proposal for a Pan-European Short Selling Disclosure
Regime, Consultation paper, July,

. European Commission (2009): Ensuring efficient, safe and
sound derivatives markets, Communication (COM (2009),
332 final, 3.7.2009
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A. Current EU developments in the field of financial
regulation (con.)

3. Enhancement of transparency in financial markets and
securitization process

. European Commission (2009): Possible initiatives to enhance the
resilience of OTC Derivatives Markets, Consultation document, July

. Committee of European Securities Regulators (2009): Trade
repositories in the European Union, Consultation paper, September

. Proposal for a Directive of the European Parliament and of the
Council amending Directives 2003/71/EC on the prospectus to be
published when securities are offered to the public or admitted
to trading and 2004/109/EC on the harmonisation of
transparency requirements in relation to information about
Issuers whose securities are admitted to trading on a regulated
market (COM (2009) 491 final, 23.9.2009)
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B. The rescue - recovery programmes

1. Differences in scope (rescue versus recovery)

2. The main issues dealt with in the rescue and recovery programmes:
- the avoidance of undue distortions of competition, and
- the avoidance of moral hazard

3. The main points of criticism to these programmes:
- taxpayers are “footing the bill”,
- slow implementation of the support measures,
- the ongoing “credit squeeze”.

4. For an assessment of financial sector rescue programmes see Bank for
International Settlements (BIS) Paper No 48, July 2009
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V1. Other recent developments

PR
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A. THE PITTSBURGH SUMMIT 24-25.9.2009

1. the G-20 role: to be the premier forum for the international economic
cooperation. Establishment of the Financial Stability Board (FSB) to include
major emerging economies and welcome its efforts to coordinate and monitor
progress) in strengthening financial regulation (Leaders’ Statement, Preamble,
para. 19

2. G-20 leaders call on their Finance Ministers and Central Bank Governors to
reach agreement on an international framework of reform in the following
critical areas (Leaders’ Statement, main text, para. 14-16) :

. Building high quality capital and mitigating pro-cyclicality (aim of
implementation by end-2012)

. Improving over-the-counter derivatives markets (aim of implementation by
end-2012)

. Addressing cross-border resolutions and systemically important financial
institutions by end-2010

. international accounting bodies to redouble their efforts to achieve a single set

of high quality, global accounting standards within the context of their
independent standard setting process (complete their convergence project by
June 2011)
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A. THE PITTSBURGH SUMMIT 24-25.9.2009 (con.)

. Reforming compensation practices to support financial stability:
(i) avoiding multi-year guaranteed bonuses

(i) ensuring that compensation for senior executives and other employees
having a material impact on the firm’s risk exposure align with performance and
risk;

(i) making firms” compensation policies and structures transparent through
disclosure requirements;

(iv) limiting variable compensation as a percentage of total net revenues when it
IS inconsistent with the maintenance of a sound capital base; and

(vi) ensuring that compensation committees overseeing compensation policies
are able to act independently.

The FSB must monitor the implementation of FSB standards and propose
additional measures as required by March 2010.
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A. THE PITTSBURGH SUMMIT 24-25.9.2009 (con.)

fight non-cooperative jurisdictions (NCJs) : to maintain the momentum in
dealing with tax havens, money laundering, proceeds of corruption,
terrorist financing, and prudential standards

(i) expansion of the Global Forum on Transparency and Exchange of
Information, including the participation of developing countries. The main
focus of the Forum’s work will be to improve tax transparency.

(i1) the FATF to issue a public list of high risk jurisdictions by February 2010

(ili) the FSB to report progress to address NCJs with regards to international
cooperation and information exchange in November 2009 and to initiate a peer
review process by February 2010.
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B. Launch of SEPA Direct Debit Schemes

. The European Payments Council (EPC) launches the SEPA Core
Direct Debit Scheme and the SEPA Business to Business Direct Debit
Scheme on 2 November 2009

. From that point onwards banks will gradually roll out SEPA Direct
Debit services

. On 2 November 2009 2.607 payment service providers throughout the
32 countries that make up the Single Euro Payments Area (SEPA) —
the 27 EU member states, Iceland, Liechtenstein, Norway, Switzerland
and Monaco - will enable bank customers to make and receive both
domestic and cross-border euro Core (B2C) direct debit payments

. On 2 November 2009 2.366 payment service providers throughout the
SEPA will enable bank customers to make and receive both domestic
and cross-border euro B2B direct debit payments
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