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Capital Markets Union - background

Mission letter from Commission President to Lord Hill, the new Commissioner for Financial 
Stability, Financial Services and Capital Markets Union

 .....bringing about a well regulated and integrated Capital Markets Union, encompassing all 
member states by 2019, with a view to maximising the benefits of capital markets and non 
bank financial institutions for the real economy”

Objectives

 Cut cost of capital notably for SMEs

 Reduce dependence on bank debt

 Increase attractiveness of EU as a place to invest

Focus on growth – shift in regulatory emphasis
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What is wrong with the EU that Capital Markets Union could 
help fix?

Growth - lack of growth could threaten financial stability

Bank deleveraging continues – complement with non bank sources of finance

European capital markets are less broad and deep than in the US

EU capital markets need to be globally competitive - to attract investment

But - can capital markets really be the answer for all SMEs? Or rather medium to large 
sized companies?  - need to be realistic
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What form should Capital Markets Union take?

Differentiate between Capital Markets Union and Banking Union

 EU as a whole

 Growth agenda rather than supervision and resolution agenda

Three elements could contribute to Capital Markets Union

 Regulation – more regulation or better regulation?

 Supervision - more centralised supervision of capital markets? If so how?

 Development of Capital Markets

5



ICMA’s vision for a practical agenda for Capital Markets Union

Regulation

 Review of existing EU regulations - move to BETTER REGULATION

Penalties on FI are disproportionately large and undermine capital

Bank structure reform - impact on secondary trading

Capital requirements - impact on investment in securitisation

Abandon FTT
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ICMA’s vision for a practical agenda for Capital Markets Union

Potential Infrastructure initiatives

 Remove remaining cross border barriers to complete stalled FSAP - will be difficult

 Fragmented clearing and settlement infrastructure

 Collateral - important that repo market is not further impeded

 Securities law - difficult

 Insolvency law - significant differences between EU member states - difficult

 Withholding tax regimes are national and differ

 Centralised public filings (European EDGAR?)

 Common SME credit information standards across borders? 

 Harmonising retail investment across national boundaries
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ICMA’s vision for a practical agenda for Capital Markets Union

Promotion of capital market products

 Pan European Private Placements 

 ICMA leading Pan European Private Placement Working Group

 Securitisation

Clear and simple structures

ECB considers could be important channel for SME’s

EC adopted delegated acts on solvency II and CRR to encourage securitisation (more 
needed, also on LCR)

ECB - private sector

 ICMA Securitisation Buy-side Working Group 
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ICMA’s vision for a practical agenda for Capital Markets Union

 L-T finance for Infrastructure Projects

EFSI - Euro 315 bio from Euro 16 bio in EU budget and Euro 5 bio from EIB

Commission regulation to provide European Long Term Investment Funds to mobilise 
funding for infrastructure

 ICMA is co-ordinating with other associations to bring together private infra initiative 
guide to infrastructure investment through the capital markets due Q1 2015

 Covered bonds – pan European framework for covered bonds?

 ICMA Covered Bond Investor Council - transparency and structural issues
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The Fair and Effective Markets Review: 
an international objective

The Fair and Effective Markets Review (FEMR) focuses on fixed income, currency and 
commodity (FICC) markets.

FEMR is being undertaken by HM Treasury, the Bank of England and the FCA in the UK.  

But the aim is to raise standards in fixed income markets globally.

The underlying rationale is that raising standards is good for market firms in the long 
term, whatever the short-term costs, and good for London as an international financial 
centre.

 If FEMR works well, the UK authorities clearly hope that other financial centres will follow 
suit.
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The Fair and Effective Markets Review: 
organisation and timing

 The FEMR Secretariat is run out of the Bank of England by Andrew Hauser, reporting to Minouche
Shafik, as Deputy Governor for Markets and Banking.  Charles Roxburgh (HM Treasury) and Martin 
Wheatley (FCA) are Co-Chairs.  

 A market panel has been set up to provide advice.  This is chaired by Elizabeth Corley of Allianz.

 The FEMR is due to report by June 2015 (ie shortly after the UK General Election due on 7 May).

 The FEMR Secretariat is currently consulting stakeholders on 49 sets of questions, including 
consultations in other financial centres.  

 Responses to FEMR’s consultation document are due by 30 January.  ICMA is responding to the 
specific questions on fixed income markets.  

11



The Fair and Effective Markets Review: 
key issues for consultation

What does “fair and effective” mean in the case of FICC markets?

Are there any areas where FICC markets are not as fair and effective as they should be?

To what extent have regulatory, organisational and technological changes since the crisis 
addressed these deficiencies?

What further steps should be taken to help improve fairness and effectiveness?

Can these steps be taken by the industry itself, or should the authorities intervene?
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The Fair and Effective Markets Review: 
specific issues relating to fixed income

Market microstructure: Can and should corporate bond issuance be more standardised?
Can and should the new issue process be more transparent?

Competition and market discipline: Where do potential conflicts of interest arise in fixed
income markets? Is technological innovation likely to improve competitiveness?

Standards of market practice: Are standards of market practice sufficiently clear,
consistent and understood by market participants? What role can market codes of
practice play? Should there be professional qualifications in fixed income markets for
individuals? Should the scope of regulation be extended?

Responsibilities, governance and incentives: Can performance assessment be used more
effectively to incentivise good conduct?

Surveillance and penalties: Can more be done to encourage whistle-blowing? Can firms
do more to punish malpractice (eg by shifting business away from affected firms)? Is
there a need to widen criminal sanctions for misconduct?
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Markets in Financial Instruments Directive II /
Markets in Financial Instruments Regulation (MiFID II/MiFIR)

MiFID II/MiFIR introduces changes that will have an evolutionary impact on the EU’s
financial markets. Changes include liquidity, transparency and market structure
requirements for a broader range of asset classes than in MiFID I (equities only). Bond
trading will firmly be in scope for MiFID II.

The objective of MiFID II is enhanced transparency and improved functioning of financial
markets.

On 19 December 2014, The European Securities and Markets Authority (ESMA) launched
a consultation process on implementation of MiFID II/MiFIR. Deadline 2 March 2015.

MiFID II/ MiFIR will be in force January 2017.
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Markets in Financial Instruments Directive II /
Markets in Financial Instruments Regulation (MiFID II/MiFIR)

ESMA MiFID II Consultation Paper – 19 December 2014

 The role of ESMA is to adequately define the liquidity and transparency parameters and
thresholds for EU market participants. Provisions are in place to attempt to calibrate
these new transparency and liquidity thresholds.

 ESMA has communicated that its policy decisions will be based on analysis of concrete
data and holding extensive consultations with all relevant stakeholders.
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Markets in Financial Instruments Directive II /
Markets in Financial Instruments Regulation (MiFID II/MiFIR)

ESMA MiFID II Consultation Paper – Early Industry Expert Opinion

 “Transparency does not equal Liquidity”

 The liquidity test classification is too broad

 Size specific to the instrument is too large

 Post Trade transparency deferrals in too short a timeframe
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Markets in Financial Instruments Directive II /
Markets in Financial Instruments Regulation (MiFID II/MiFIR)

ESMA MiFID II Consultation areas of focus

 Liquidity - definitions and methodology

 Pre-Trade Transparency - trading models, waivers, indicative prices

 Market Structure - trading venues, market-making, reference data

 Post-Trade Transparency - content and timings, deferred publications, waivers
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Markets in Financial Instruments Directive II /
Markets in Financial Instruments Regulation (MiFID II/MiFIR)

ESMA MiFID II Consultation - Paper Next Steps

 ICMA “MiFID II Consultation Paper Technical Working Group”

 Achieve buy-side and sell-side market practice consensus to CP questions.

 Propose specific, evidenced-based solutions to ESMA’s questions.

 We hope ESMA will regard ICMA’s consultation paper response as a true market view 
and take any necessary action required, in order to benefit orderly functioning of the 
markets. 
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Central Securities Depositories Regulation (CSDR)

Regulation aims to improve safety and efficiency of securities settlement in Europe

 Includes regulation on Settlement Discipline

Level 1 was passed into law in August 2014

The deadline for the ESMA consultation on the regulatory technical standards is 19 
February 2015

The timeline for implementation under the Level 1 text is late 2015/early 2016

ESMA recommend 18 month delay in implementation (but this has to be approved by the 
European Commission who have described a delay as a ‘novelty’)
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CSDR Settlement Discipline

There are 3 main components of Settlement Discipline in Level 1 text:

 CSDs to establish systems to monitor fails. Publishing names of the ten participants 
with the highest fails rates

 CSDs to provide penalty/compensation mechanism which will serve as a deterrent for  
settlement fails

 Mandatory buy-ins
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Mandatory buy-ins

According to the draft RTS:

 Initiated by a CSD, trading venue, CCP, or the receiving counterparty.

 Appoint a buy-in agent, or by means of auction.

 Execute after 4 days for failing liquid securities, 7 days for illiquid securities, and 15 
days for SME stocks.

 The time from initiating the buy-in to settling the buy-in will be 4 days for liquid 
securities or 7 days for illiquid securities  (the buy-in cannot be halted during this 
period).

 End-legs of all SFTs in scope. Start-legs of all SFTs where practicably possible to settle 
the buy-in before the end-leg (so 9 days for liquid securities and 15 days for illiquid 
securities).

 Where buy-in is not possible, cash settlement remedy.
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What will be the likely impact of mandatory buy-ins?

 Increased risk and cost to market-makers, who will either only show offers in securities
they hold, or will widen spreads to reflect risk.

 Increased administrative and legal stress, as well as market risk, as number of buy-ins to
manage increases exponentially.

Market disruption caused by multiple buy-ins, particularly in less liquid securities.

Reduced lending of securities where SFTs are in scope of buy-ins.

A reduction in settlement efficiency and increased fails as lending pool of securities
reduces.

 Ever more buy-ins as an unvirtuous circle of settlement inefficiency takes hold.
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