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On June 8 the European Commission published the Mid Term Review (MTR) Action Plan for a Capital Markets
Union. One and a half years after the publication of the original Action Plan, this MTR comes at a convenient
moment to take stock of what has already been done and analyse future challenges arising from recent
events such as the decision of the United Kingdom to leave the European Union (Brexit). This revised Action
Plan has been issued after consulting with the industry on further developments that could help boost the
project. The CMU is still one of the main priorities of the European Commission, as was highlighted in the
recently released Reflection Paper on the Deepening of the Economic and Monetary Union. A well functioning
CMU will increase private risk-sharing, the resilience of the financial sector and the shock-absorbing capacity
of the economy.

The CMU remains a flagship priority of the Commission. The MTR Action Plan constitutes a further effort to give a
final boost to the development of this project and towards to its planned completion in 2019. Since the publication of
the Action Plan in September 2015, more than half of the 33 actions in the plan have already been delivered. Most
notably significant work has been undertaken in cornerstone areas of the Action Plan:

e Promoting alternative sources of funding for SMEs, with the recent passing of a new regulation for European
Venture Capital Funds (EuVECA) and European Social Entrepreneurship Funds (EuSEF).

e Revitalising securitisation markets in Europe, with the recently reached agreement on a regulation for simple,
transparent and standardised securitisations.

e Promoting access to capital markets, with the new regulation on prospectuses that will simplify the rules,
administrative procedures and cost of issuance in capital markets.

This MTR Action Plan builds on actions already developed and analyses new challenges arising from a changed
economic environment, mainly due to the Brexit. It identifies new priority actions to help finalise implementation of the
CMU agenda.

Towards a Capital Markets Union 2.0

The decision of the United Kingdom to leave the European Union creates a new economic environment for capital
markets in Europe. The United Kingdom has the largest capital market in the EU, providing key services to the rest of
the EU, such as in risk management. Yet, far from detracting from the project, Brexit actually reinforces the idea that a
genuine CMU is more necessary than ever.

Based on the responses to the recent consultation and taking into account the new challenges arising, the Mid Term
Review re-examines the CMU agenda and sets out new priority actions for a Capital Markets Union 2.0.
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New priority initiatives

The MTR includes a new set of priorities which will be included in the Commission’s 2018 work programme and can
be grouped into 7 major categories:

Figure 1 CMU priority areas
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Source: BBVA Research based on the European Commission's Mid Term Review of the Capital Markets Union Action Plan

e Strengthening the effectiveness of supervision to accelerate market integration. To this end, the
Commission will propose amendments to the functioning of the ESAs, and specifically of ESMA, in order to
promote regulatory harmonisation and convergence with a view to removing barriers to cross-border investment. In
this vein, the recent Reflection Paper on the Deepening of the Economic and Monetary Union already included the
possibility to move towards a Single European Supervisor for markets and insurance.

e Enhancing the proportionality of rules to support initial public offerings and investment firms. To follow up
on the work already done on SME access to public markets, the Commission will assess possible modifications to
currently existing rules to achieve a more proportionate regulatory environment for SMEs. Moreover, the
Commission will issue a legislative proposal for a revision of the current regulatory framework for investment firms
to make it more proportional to their size and the nature of their activities.

e Harnessing the potential of FinTech. Based on the findings from the recent consultation on the impact of new
technologies on financial services, the Commission will gauge the viability of developing an EU licensing and
passporting framework for FinTech activities.
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e Using capital markets to strengthen bank lending and stability. Non-performing loans are highlighted as a
challenge for certain national banking systems. To help overcome this, the Commission will take several actions
aimed at reinforcing secondary markets for these assets.

e Strengthening the EU’s leadership on sustainable investment. The Commission will decide on concrete follow-
up actions for the High-level Expert Group’s recommendations. Specifically, efforts will be made to improve
disclosure and to build sustainability into rating methodologies and supervisory processes. An interim report is
expected to be released by July 10, with the final report to be published next December. This will contain a raft of
recommendations for integrating sustainability into the EU’s financial regulation.

e Cross-border investment. To promote the geographical distribution of funds among jurisdictions, the Commission
will work on providing guidance about applying EU rules on how to treat cross-border investments and on amicable
resolution of investment disputes. Moreover, the Commission will weigh up the options for a legislative proposal to
facilitate cross-border distribution and supervision of funds.

e Supporting the development of local capital market ecosystems. Building on the Vienna initiative’s Working
Group, the Commission will propose a strategy at EU level to support local and regional market development in the
EU, especially in Central, Eastern and South-Eastern Europe (CESEE).

Future lines of work

The revision of the Action Plan and agenda for the CMU is based on a concrete set of actions that need to be taken in
the run-up to 2019. The Commission provides a very detailed plan to deliver specific actions (see Figure 2):

Figure 2 Future lines of work proposed by the Commission
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Source: BBVA Research based on the European Commission's Mid Term Review of the Capital Markets Union Action Plan

Regulation Watch / 13 June 2017 3



BBVA ‘ Research

Three legislative proposals that are central to the creation of CMU

Among all the envisaged measures, the Commission has announced to move quickly in three specific actions:

A legislative proposal on a Pan-European Personal Pension product (PEPP) (June 2017). This product is
conceived as a long-term retirement savings product to complement existing pension products and schemes.
Legislative proposal for conflicts of laws rules for third party effects of transactions in securities and
claims (Q4 2017). By removing the uncertainty about the applicable law, this legislative proposal will seek to
promote cross-border investments.

Legislative proposal for an EU framework for covered bonds (Q1l 2018). Designed to achieve a more
integrated market in the EU that maintains the quality of existing covered bonds.

BBVA Research assessment
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This Mid-Term Review of the CMU Action Plan is well-timed to take stock of what has already been done,
and to take into account and adapt the CMU agenda to new challenges. This project needs a final boost
towards its completion in 2019, especially after some of the more recent events, such as Brexit which, far from
diminishing the significance of this project, increases the need to develop a genuine CMU for the European Union.
Nevertheless, the envisaged timeline for specific actions seems ambitious and will require a substantial effort to put
all the measures in place.

Supervisory convergence is key to the success of the CMU. The need to harmonise supervisory and
regulatory practices for capital markets is even greater with Brexit, all the more because the relocation that this
event will give rise to is not likely to play out en masse or be towards only one Member State, but rather to several
different jurisdictions. In this context, regulatory and supervisory convergence will play a key role in avoiding an
uneven playing field and helping to address fragmentation issues while maintaining high regulatory and
supervisory standards.

Banks will still play a major role in the CMU. Promoting alternative funding sources for SMEs and facilitating
their access to capital markets is a positive goal, but we must not forget that banks play (and will continue to play)
a significant role, both as intermediaries in capital markets and as providers of funds for the real economy. Here it
is important to have certainty about the regulatory framework and to avoid piling pressure on banks in the context
of incipient economic recovery.

The focus on cross-border investment and private risk-sharing is also positive. Nevertheless, involvement
and commitment from Member States will be necessary to harmonise certain policies which persist on a national
level and are still seen as a major barrier to cross-border investments, such as tax rules.
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DISCLAIMER

This document has been prepared by BBVA Research Department, it is provided for information purposes only and expresses
data, opinions or estimations regarding the date of issue of the report, prepared by BBVA or obtained from or based on sources we
consider to be reliable, and have not been independently verified by BBVA. Therefore, BBVA offers no warranty, either express or
implicit, regarding its accuracy, integrity or correctness.

Estimations this document may contain have been undertaken according to generally accepted methodologies and should be
considered as forecasts or projections. Results obtained in the past, either positive or negative, are no guarantee of future
performance.

This document and its contents are subject to changes without prior notice depending on variables such as the economic context or
market fluctuations. BBVA is not responsible for updating these contents or for giving notice of such changes.

BBVA accepts no liability for any loss, direct or indirect, that may result from the use of this document or its contents.

This document and its contents do not constitute an offer, invitation or solicitation to purchase, divest or enter into any interest in
financial assets or instruments. Neither shall this document nor its contents form the basis of any contract, commitment or decision
of any kind.

In regard to investment in financial assets related to economic variables this document may cover, readers should be aware that
under no circumstances should they base their investment decisions in the information contained in this document. Those persons
or entities offering investment products to these potential investors are legally required to provide the information needed for them
to take an appropriate investment decision.

The content of this document is protected by intellectual property laws. It is forbidden its reproduction, transformation, distribution,
public communication, making available, extraction, reuse, forwarding or use of any nature by any means or process, except in
cases where it is legally permitted or expressly authorized by BBVA.
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