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CMU was always seen as a very long term project. Its first phase, launched in 2015 was a good beginning. I would say, relatively successful. It was tailored to the situation of the EU of 28 Member States with financial centre across the Channel. It helped to enhance the building blocks of EU capital markets in terms of legislation and products. And it tried to set out a vision for the future of EU capital markets. During that phase, the focus was on financial stability but also on the need to stimulate economic growth through the focus on access to funding.  However, the legislative work focused mostly on national capital markets and their developments. Less was done on removal of cross border barriers and a single unified European CMU. At the beginning it was clearly a project for a Union of Capital Markets rather than for a single EU Capital Market. This is partially the reason why today we continue to have a fragmented market - and why there is a rather collective frustration about where we are today.

Your question about the role politics played in shaping dynamics of this European projects, most likely slowing decision making and weakening the European dimension is in my view legitimate. However, the answer is not at all not simple. There are many factors behind the gap between the verbal support for the CMU and political agreement. There is an intrinsic, DNA rooted problem of trust of Member States towards EU Institutions, toward European supervision. In short Member States prefer to take care of their kids themselves. New systemic solutions never start with trust. It must be earned. I also think that as long as the euro area is not a unified jurisdiction, trust does not come easily.

This is not CMU specific. Throughout the history of European integration there have always been centrifugal forces based on national sovereignty sentiment that worked against enlarging EU competences. We had periods when intergovernmentalism was stronger, resulting in growing national resistance to moving competences to European level in different segments of EU economies. Euro scepticism, though in different forms, has been accompanying European integration since its birth. Its persistence reduces EU capabilities to look strategically toward the future and agree on a truly single CMU. 

We do what is politically feasible, and not what is necessary. Politics which is often deeply rooted at national level sometimes blocks policies at European level. Frankly I think that a federal project of Europe is in the back of many of our heads, but it will be realized at the end of the road, after many more crises. There are as well some elements of the way we legislate that add to the sovereignty problem. The European Commission, to facilitate final political agreement, often consults with Member States the proposal at early stage so the official draft of the legislation is often kind of first compromise, already taking into account some of national sensitivities, reducing ambitious character of the legislative act.

Then, when working on general position of the Council, Member States seek to push national sensitivities even further into the legislative proposals. This also happens in the European Parliament, where national approaches also come to the surface. Finally, in trialogues national interests are facilitated to achieve a compromise. The end result is often a legislative proposal with much weaker European dimension that initially envisaged.

Then there are specific concerns of some member states related to national consequences of European level solutions. An example can be the issue of cross- border risk sharing in the euro area, where the bulk of the risk ends up in the public sector. There are many examples of situations where risk sharing perspective blocks further work on a legislation. EDIS raised the concerns of loss mutualisation, some states wanted it erased entirely from the legal draft, individual member states saw differently the usefulness of EDIS for them, the risk of moral hazard was seen as unacceptable, for years completion of BU blocked. The new version of EDIS did not involve any loss sharing, still existing mistrust between member states led to positions actually irrational from the point of view of European interest.   If you look at EMIR and rejection by Member States of European supervision of EU CCPs, you can also see the fear of national level consequences of European supervision. 

Can a uniform CMU supervision help risk sharing? It will not make risk disappear. But CMU would increase risk sharing across EU. And will mobilize private market participation.  There is also the question of what levers generate enough willingness to move forward towards European projects and reduce this verbal gap.  Probably crisis is such a lever but it is not a great tool because you cannot control where it stops. And of course, what keeps member states sceptical about European solutions is the fear that at the end of the day costs of crisis and of its overcoming will be paid nationally. When de Larosiere proposed something close to BU, it did not fly. Then there was a crisis and BU was decided in one European Council.  How near to explosion you need to be to make things move is another question. Finally, we do what is politically feasible and not what is necessary. 

In the context of CMU most of barriers to trust in European solutions come from different traditions in governance, democracy and shareholders rights, risk tolerance. And the interconnectedness with many other policy areas at national level. A lot of national options and discretions continue to make European level crisis management less effective.  Those differences have impact on individual capital markets and might require different supervisory responses. Also, we can see that consolidation can take place within member states, which deepens segmentation along national lines. There is also always the risk that progress in cross border integration can be reversed in the aftermath of a new crisis. To allow European solution to take more space at the expense of national sovereignty requires strong incentives.

The fact that EU has traditionally reformed itself being on the verge of collapse and crises which catalyze European project makes political will a crucial element of the European decision-making. But we see that this will often expires before the finalization of important projects. Hence, unfinished business stays with for a while.

How can these tensions be resolved in case of Capital Market Union? 
We need a new strategic vision to European Capital Markets, built on a unified approach.
Now that London has floated away, there is a window of opportunity for the EU to take ownership of its own capital market. This is the chance to move towards European solution. We should find the best solution for wholesale market and clearing. We must keep global mindset. Avoid regulatory arbitrage when national solutions apply. We must think ahead about our competitiveness. We should, I believe, move as much as possible away from over prescriptive law making and use level two legislation.  European institutions must abandon unanimity, not only the formal one, but also the functional one, when member states decide to avoid qualified majority and aim toward consensus which today allows sometimes frivolous national interest to block common advancements. The EU Supervisors need to be truly empowered and earn trust in their operations. And the EU supervisory ecosystem has to be rebalanced, extending the scope of ESMA activities to matters of systemic importance and maybe focusing on what is systemically important. On CMU more specifically, we have to agree on topics that have a true pan European or even global dimension. SSM and SRM are a good example here. 

Today the context in which we have these discussions is very different than when the CMU was launched. Europe is now grappling with the post-Brexit reality, while having to face the consequences of the COVID-19 pandemic, of the war, and to finance the green and digital transitions. The situation itself calls for a greater sense of responsibility - which I think can be the key to level the difference between the verbal and political support for the CMU. We need deeper pools of long-term capital. Ultimately, it all comes down to creating an ecosystem which is not only bank financed, we need a functioning capital market that might support the post COVID, post war, pro climate economy.

It is comforting to recognise that ESMA is capable of taking on more responsibility in its supervisory activities. As a general point, I think that from an institutional perspective, a strong European supervisory body is needed to foster the integration of capital markets. This has become urgent. That means that Europe needs to rebalance the supervisory framework. ESMA has done extremely good job both as a coordinator of national supervisors bringing more convergence to national solutions, avoiding the regulatory arbitrage and as a supervisory body with direct powers, gradually and persistently growing, with very good performance. My understanding is also that ESMA has built constructive cooperation with other jurisdictions. ESMA is on its way to becoming the central supervisor of the EU capital market and we have to consolidate its power.

By definition, EU of 27 national jurisdictions will always face the challenge of cross- border phenomena. In all policies where there is no single market, yet it implies the need to converge, coordinate, avoid the risk of race to the bottom, inefficiency. In case of CMU, given that risks do not stop at the EU internal borders there is a strong case for implementing the EU wide supervision of capital market. As I mentioned, we could follow the SSM approach, identifying systematically important segments of CMU for ESMA supervision with NCAs coping with others.

I trust that the European level supervision ensuring consistent implementation of a single rule book, will strengthen the case for the Capital Market Union. This would mean consistent implementation of a single rule book. And we must remember that supervision itself can be supportive and conducive to CMU. We need definitely more supervisory convergence, some people say it does not necessarily mean more powers to ESMA but I believe that otherwise we will not build capital market Union.

The fragmentation of supervision also has more hidden costs. It gives way to regulatory competition, reduces investor protection and ultimately increases the cost of capital.
It can reduce EU competitiveness, especially as we see other jurisdictions having a much more agile regime. Taking into account the geopolitical context of uncertainty, the fact that Brexit in financial sector is in fact a no-deal Brexit with potential de-alignment to go on, fragmentation will only increase in the next few years if urgent measures regarding rulebook and supervision are not undertaken.

I also think that we should look at how the UK approaches the capital market. In its Wholesale Market Review the UK is giving wide powers to the FCA to supervise their financial markets. The FCA will decide on the removal of the Double Volume Cap and supervise the percentage of dark trading in the British market for example.  More generally, the FCA will be able to shape actively changes to the UK wholesale financial markets The wholesale market is a segment of business that we largely lost in Europe, and that we now need to rebuild after London left the Union.

To be successful we need to trust the EU supervisor. And we need to learn how to move, where feasible, toward more principle-based legislation, which creates a more agile system ready to respond to market changes. There are options to be considered, such as empowering ESMA to supervise the percentage of lit versus dark trading in the Union, fix the current data standards or to calibrate the deferrals and the thresholds applicable to systematic internalisers. The upcoming review of EMIR also offers an opportunity to strengthen ESMA’s role. We have created a double supervisory system for CCPs. The main argument was that potential consequences of supervisory failure will be national. Today EU CCPs are supervised by NCAs.

But we need to ask whether that system is fit for a context where the volume of derivatives cleared in the EU will increase substantially. Will the national supervision angle be adequate then?
[bookmark: _GoBack]Finally, we need to recall that centralised supervision does not necessarily imply one supervisor only. As I mentioned before, in the Capital Market Union, ESMA should supervise those activities operating cross-border or being of systemic importance, while others could remain supervised at national level under ESMA’s guidance and single rule book. These two forms of supervision could be mutually reinforcing. I am, convinced that ESMA is well placed to increase its role. It has also established good working relationships with the supervisors from other jurisdictions. To conclude, having supervisory convergence with a stronger role for ESMA would accelerate the move towards a genuine CMU.
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