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Capital markets union (CMU) is a Eurgt Zan (EV) goal that will lead to a single
market for financial services and f ow of capiteg MU offers a harmonised pan-
European capital market where ens can invest in kets of other countries as if they
were investing on their own M4l bourse. CMU is good 1€ conomic growth, good for
financial stability, and gogf *Or the international role of the € But to assure its
success, CMU also reg ies well-organised regulation, to prote@ savestors and foster
prosperity.

Last sum a High Level Forum reported on the progress needed to ma MU work.
One of plog’s authors was a Forum participant. The authors of this blog 1¢ ed up
by pit shing a blog post detailing the five inescapable “S” features CMU needs:
ber, the European Commission, which convened the Forum, published a CN
ion plan that also factored in the evolving Covid-19 pandemic as well as the Unitec
Kingdom’s (UK) EU exit.

In this blog, we explain why, to achieve a successful CMU, one of those “S” features,
supervision, must comprise three pillars of European supervision. These pillars are:
leading in areas of financial innovation, enforcement of supervisory convergence, and
direct supervision of institutions with a cross-border footprint. We acknowledge that some
aspects of supervision are best handled by national regulators within European countries,
while others require a pan-European approach in step with CMU. Harmonised and
integrated financial supervision in Europe, reflecting the principles of subsidiarity and
proportionality in EU Treaties, is crucial for building safer capital markets and ensuring a
level playing field for all market participants.

The convergence of supervision practices has become even more pressing post-Brexit. In
the past, the concentration of wholesale financial services — such as derivatives clearing
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— meant that t K supervisor acted de facto as a central agent for th . This will no
longer be the casc wither because of regulatory divergence over tisf “or decentralised
financial services. M aver, the EU may face tougher competiti€ “trom the highly-
developed UK capital mc %et hub, as well as from financial es in Asia, the Middle
East, and the United States ). This means European f& ‘ncial services need a strong
CMU. And boosting Europea aervision is one of t ame changers.

First steps taken — more p"Qfss needed

The regulations passed in the after of the = 8 financial crisis dealt mainly with
investor protection and market trazf Jarency (MIFIE. ¥R), trading of derivatives (EMIR),
securities depositories (CSDR d securities financi FTR). They defined a more
complete single rulebook fo#f "J capital markets. In 2011 » European Securities and
Markets Authority (ESMAC nd the European Insurance and upational Pension
Authority (EIOPA) wef Created.

However, the i entation of this rulebook and the set-up of the st yvisory
authorities red onsible for it still differ from one EU country to another. Ei_ycement
powers ast siten splintered among several national regulators.

Theg dllenge for the EU is to define and build up an efficient supervisory model*
h onises markets and upholds transparency and investor protection. At present,
ergent supervisory practices across the EU hamper cross-border investments.

federal level is the best guarantee for a deep and integrated market. The two main
agencies, the Securities Exchange Commission and the Commodity Futures Trading
Commission, have clear missions to enforce US laws on securities and markets, propose
new rules, and supervise financial institutions operating in the US capital markets. They
provide central supervision for the US market as a whole.

We believe European capital markets need increased powers and responsibilities for
ESMA and EIOPA, with a three-pillar structure. First, the EU should ensure ESMA and
EIOPA take a leading role in defining regulations and supervision practices applying to
new financial and market activities. Second, the EU should strengthen the enforcement
powers of ESMA and EIOPA to guarantee the convergence of market practices. Third,
the EU could draw inspiration from banking union to implement direct supervision by
ESMA and EIOPA of the most international market participants, such as cross-border
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