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Summary

Thematic review on systemically important banks (SIBS)

Enhancing resilience of financial institutions and the supervisory framework. Among many of the
consequences of the recent financial crisis, one reflects on the efforts carried out by supervisors to increase
oversight of financial entities, mainly global systemically important banks (G-SIBs). The Financial Stability
Board (FSB) has explored changes in methods and tools to intensify supervision. This peer review covers
those jurisdictions, home to G-SIBs, gathering the feedback and describing its main findings of the review on
supervisory approaches and frameworks for SIBs.

Banking structural reform

Council gives green light to its agreed position. After months of negotiations, Council reached an
agreement on 19 June on its position on banking structural reform. This position includes important changes
on the Commission’s original proposal. It softens the proposal by introducing the mandatory separation of
proprietary trading instead of the prohibition. It incorporates a more flexible and risk-based approach
establishing a menu of options for competent authorities to take on trading activities. Separation is no longer
the only measure to be adopted, but an additional one in the toolkit of the authorities. This is a first step. Only
if Parliament reaches an agreement, trilogues will begin between European Parliament, Council and
Commission in order to reach a final text

The Five Presidents Report

Enhancing the eurozone’s governance. The European Council on 26 June discussed the “Five Presidents
Report” on “Completing Europe’s Economic and Monetary Union” that lays out a 10-year roadmap towards full
financial, fiscal, economic and political unions in two stages. Until 2017, it focuses on completing the banking
union, working under the existing framework, and postpones more far-reaching transformations to a second
stage (2017-25). The end of the road is a genuine EMU by 2025 at the latest. This report is a milestone for the
eurozone’s governance, although a more ambitious approach would have been welcome.

EC initiative for better regulation in the EU

Open up policy-making further and refresh current rules. Over the last decade, the EU has introduced a
comprehensive set of better regulation tools, that the EC is intended to reinforce with the new Better Regulation
Package, published on 19 May 2015. The EC sees better regulation, understood as designing EU policies and
laws so that they achieve their objectives at minimum cost, a major political priority for both new proposals and
existing legislation. The aim of the EC is to provide a basis for timely and sound policy decisions that,
ultimately, give rise to an EU rulebook that is fit for purpose, modern, effective, proportionate, operational and
as simple as possible. But this is not an easy task, given the large number of rules approved in the aftermath of
the financial crisis, whose revision would be advisable in order to favour their simplicity and consistency,
considering also whether they are producing the intended effects.

EU Commission’s consultation on EMIR implementation

The state of the art. The European Commission is required to prepare a general report on EMIR to be
submitted together with any appropriate proposals to the Council and the EU Parliament. The report will
analyse some of the critical aspects of the EMIR regulation that have been supplemented, in addition to the
article of the Regulation 648/2012, by various delegated and implementing act during the last three years.
Regulators and market participants may highlight core critical elements that have arisen over the years and
focus additional analysis on the adjustments required to achieve a more solid and efficient OTC derivatives
market at global level.

BRRD transposition In Spaln

A milestone in implementing an effective resolution regime. On 11 June, the Spanish Parliament approved
the transposition of the Bank Recovery Resolution Directive (BRRD) into the Spanish law and it came into force
on 20 June. This is the last step in the implementation of a resolution framework which sets out the
responsibilities, instruments and powers to enable Spanish authorities to resolve failing banks in an orderly
manner, by protecting critical functions and without exposing the taxpayer to the risk of loss.

Final compromise text of the PSD2

A fundamental change in the payments industry. The European Council released on 4 June the final
compromise text of the new Payment Services Directive (PSD2), after the agreement with the European
Parliament in the Trilogue of 5 May. The PSD2 will make fundamental changes in the payments industry by
giving third-party payment service providers (TPPs) access to the banks’ infrastructure.
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1 Thematic review on systemically important banks

Enhancing resilience of the supervisory framework

Among many of the consequences of the recent financial crisis, one reflects on the efforts carried out
by supervisors to increase the oversight of financial entities, mainly global systemically important
banks (G-SIBs). The Financial Stability Board (FSB) has explored changes in methods and tools to
intensify and improve supervision. This peer review covers those jurisdictions, home to G-SIBs,
gathering the feedback and describing its main findings of the review on supervisory approaches and
frameworks for SIBs.

Addressing too-big-to-fail

G20 leaders called on the FSB to propose possible measures to address too-big-to-fail (TBTF) problems
associated with SIFls and consequently develop and integrate a set of policy measures, lately gathered in a
report, covering the progress and remaining efforts to fully and effectively implement the SIFI framework.

On this basis, this report takes forward the recommendation set out in the TBTF Report, and launched a
peer review and assessed progress towards enhancing supervisory frameworks and approaches for G-SIBs.
Increasing supervisory effectiveness is a key pillar of the FSB policy framework for reducing moral hazard.

Thematic review: content and main findings

The peer review found out that all surveyed national authorities have taken significant steps, but they have
not moved at the same pace. A common focus across all jurisdictions has been the development of the
recovery and resolution plans. Corporate governance is another area of focus. Despite these differences, all
authorities have made changes to their supervisory approach, and major changes have been made in their
organisational structures.

This report has highlighted a number of key outstanding challenges, which need to be addressed in order to
further progress supervisory effectiveness. The identified challenges are related to the need for authorities to
i) establish and implement clear and transparent supervisory strategies and priorities; ii) maintain a high-level
dialogue with institutions; iii) ensure data requests to effectively support supervisors, iv) further develop
international supervisory cooperation; and v) effectively manage volume of regulatory and supervisory
change.

Throughout four sections, the review: i) takes stock of how supervisors have changed their supervisory
framework and approaches; ii) summarises feedback from surveyed G-SIBs, and iii) describes national
authorities’ approaches to assessing supervisory effectiveness. Overall, iv) findings and conclusions of the
review also set out recommendations to address identified challenges which are hindering progress towards
a more effective supervision.

Figure 1
Main findings and recommendations

Main findings Recommendations

Redefinition of scope of supervision | ‘ — ‘ —

g Vore fokbased supervEon | (1] Define strategy & priorities of supervisory authorities |

‘ ‘ O strengthen engagement between supervisors - banks |
@)__Supenvisory approach: more engaged. forward looking | o e T oo TE TS E |
@)_Attracting & retaining supervisory resources remain a challenge | O = ive s Of (aa 1e0LESS oM SUbervEars |
@) ust enhance Supervisory colleges and crisis management groups | o e Ll imolermeniaton of BCES Prigines |

Early stage {o assess effectiveness of new supervision | ‘ - —
g Infensity Of SuDervision has ncreased | @[ Foster greater crosshorder supervisory cooperation & coordination |
- — (7] NCAs must atract and retain skilled supervisory resources |

(8] More work needed to improve supervision |
Source: BBVA Research
Next steps

Although implementation of these reforms has led to a greater supervisory intensity, it does not necessarily
translate into more effective supervision. Good progress has been made in implementing the FSB
recommendations for more enhanced and effective supervision. However, more work is needed to further
improve supervisory effectiveness and its assessment.

The FSB will continue to discuss supervisory practices for SIBs as well as other SIFIs. Following this report,
any challenges and impediments to more effective supervision that have been identified in this peer review
will be addressed by the FSB and the next report on progress of its implementation will be issued in 2016.

4/15 www.bbvaresearch.com
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Banking structural reform: Council agrees a position

Council gives green light to its agreed position

After months of negotiations, Council reached an agreement on 19 June on its position on banking
structural reform. This position includes important changes on the Commission’s original proposal.
It softens the proposal by introducing the mandatory separation of proprietary trading instead of its
prohibition. It incorporates a more flexible and risk-based approach by establishing a menu of
options for competent authorities to take on trading activities. Separation is no longer the only
measure to be adopted, but an additional one in the authorities’ toolkit. This is a first step. Only if
Parliament reaches an agreement, trilogues will begin between European Parliament, Council and
Commission, in order to reach a final text.

Figure 2
Council’s Position

° Stepl Step 2
Allocation into Tiers Assessment & Measures
D ————
Trading activities are assessed Extensive reporting obligations
to identify prop trading and that will serve the competent
excessive risk. authority as a basis to identify
Tier A potential proprietary trading or
Entities not allocated in Tier 2 !m prflnf\p\c‘, re measures excessive risk in activities
- € T - applied. presumed as allowed.
Tier 2 - Separation of trading activities
Entities with trading activities - Capital add-on
> EURT0OO0ObnN. - Other prudential measures

Source: BBVA Research

Main aspects of council’s position

e The entities exempted from this Regulation have widened, including groups containing a credit
institution in the Union or even a single entity where total eligible deposits amount to less than 3% of its
total assets or EUR35bn (arguably in reference to genuine big investment banks).

e Proprietary trading is no longer prohibited, but separated from the Core Credit Institution. An
assessment will be developed in order to identify proprietary trading and require its separation from the
Core Credit Institution. This assessment shall be conducted in the context of the supervisory review and
evaluation process (SREP) and shall be carried out at least every year.

e Entities would be allocated into two Tiers (Tier 1 and Tier 2). Entities will be allocated to Tier 2 when
their trading activities over the last three years exceed EUR100bn. Those entities not allocated to Tier 2
will be allocated to Tier 1. A stricter supervisory approach is developed for those entities in Tier 2, with a
wider assessment of their trading activities and stricter reporting requirements.

e Trading activities will also be subject to a risk assessment for Tier 2 entities. Competent
authorities are empowered to adopt several measures to address that excessive risk. These measures
are: i) separation of those trading activities; ii) a capital add-on, and iii) other prudential measures in
accordance with CRD IV.

e Council’s position includes an exemption for UK banks already applying their national
legislation. This is achieved through a two-option framework by which Member States can decide
either to replace chapter Il of the Regulation by national regulation or to apply the whole European
Regulation. This framework has been long discussed as it may represent a negative precedent
regarding the single market.

Assessment
There is still ground to doubt whether this reform is needed. Most of the powers provided to the
authorities under this legislation are already available either under the new Bank Recovery and Resolution

Directive (BRRD) or other regulatory measures already adopted to address the too -big-to-fail problem.

The effect of this Regulation on market-making operations and market liquidity is under the spotlight.

Many fear that, as a result of it, many banks may withdraw from certain market activities, thus resulting in a

reduction of liquidity in the markets.

It is not clear to what extent this regulation is compatible with another Commission’s priority, the Capital

Market Union, which is aimed at ensuring enough financing for the real economy in Europe.

Next steps

Parliament will resume negotiations in September. This will be done under the Luxembourg Presidency.
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The Five Presidents Report
Enhancing the eurozone’s governance

The European Council on 26 June discussed the “Five Presidents Report” on “Completing Europe’s
Economic _and Monetary Union” that lays out a 10-year roadmap towards full financial, fiscal,
economic and political unions in two stages. Until 2017, it focuses on completing the banking union,
working under the existing framework, and postpones more far-reaching transformations to a second
stage (2017-25). The end of the road is a genuine EMU by 2025 at the latest. This report is a milestone
for the eurozone’s governance, although a more ambitious approach would have been welcome.

The EU strategy to advance towards more integration was established in 2012 in a report, "Towards a
Genuine EMU" (the “Four Presidents’ Report”) produced by the Presidents of the European Council, the
ECB, the Commission and the Eurogroup. Three years later, the European institutions are reviving the
integration thrive. The outcome is the new “Five Presidents Report”, with the collaboration of the Parliament’s
President this time. In 2017, ahead of the second stage, CE will publish a White Paper with the next steps. The
decision on reforming the EU Treaties has been postponed until after the UK referendum in 2017.

Focus on the financial union until 2017

The new label “Financial Union” broadens this first building block to encompass the new capital markets union

flagship, yet the immediate priority is to complete the banking union by 2017. This requires first and foremost

that Member States fully transpose the BRRD and ratify the IGA on the Single Resolution Fund (SRF), as well
as set up a bridge financing mechanism before 2016. Until 2017, the report proposes:

e Setting up a credible common backstop for the SRF, to be financed by banks’ ex post contributions.

e Launching a common European Deposit Insurance Scheme (EDIS), although this cannot be achieved
overnight. In the first stage, it would be designed as a reinsurance system for national schemes at
European level. Nevertheless, it remains unclear whether this implies a truly new European scheme or just
a formalisation of the voluntary loans among national funds. A truly European EDIS is preferred to the
existing framework, as it would increase Europe’s resilience and provide for greater risk-sharing.

Reviewing the ESM'’s direct recapitalisation instrument by relaxing the eligibility criteria.
Ensuring a level playing field for all eurozone banks, reducing the margin for national discretion.

The report also envisages strengthening Europe’s macroprudential framework, by reinforcing the powers of the
European Systemic Risk Board (ESRB). In the medium term, the report also considers a potential revision of
the sovereign exposures treatment that would set a large exposure limit.

Fiscal and economic unions

The report aims at promoting convergence on fiscal and economic policies across the eurozone, and
maintaining an appropriate fiscal stance at the eurozone level. Until 2017, it proposes creating an advisory
European Fiscal Board to provide an independent assessment of national budgets, and a euro area system
of Competitiveness Authorities. In the longer term, the report proposes formalising the convergence process
with a set of economic indicators (mostly on competitiveness and labour markets). Convergence with those
indicators would be a pre-condition for access to a common shock absorption function to be set-up, although
its design has not yet been clearly defined.

Political union: integration underpinned by enhanced democratic legitimacy
The report calls for integrating the IGA on the SRF and the Euro Plus Pact under the acquis communautaire
already in stage 1, and fully integrating the ESM within the EU Treaties in the medium term, as a way to
reconcile it with the no bail-out clause to governments. Finally, a Eurozone Treasury will be set up to
coordinate the construction of collective fiscal policies, although full centralisation is not envisaged.

Assessment

This report is a crucial step in the right direction, as it lays out the roadmap towards enhanced financial,
fiscal and political integration, including much, although not all, of the necessary work ((see related BBVA
Research Watch). Financial union is the area where faster and deeper progress can be expected, in contrast
to a more timid impetus to the fiscal and economic unions. A major shortcoming is that debt mutualisation
(i.e. eurobills), a key element of a fiscal union, is not even discussed. There are also several uncertainties,
for example on the exact design of the EDIS or the reform of the Treaties, which is an unavoidable step for a
genuine EMU. The exceptional developments in Greece may trigger a much more ambitious progress in
fiscal union, thus helping Member States converge in the next key step for the euro.



http://www.ecb.europa.eu/pub/pdf/other/5presidentsreport.en.pdf
http://www.ecb.europa.eu/pub/pdf/other/5presidentsreport.en.pdf
https://www.bbvaresearch.com/wp-content/uploads/2015/06/Watch_5-Presidents-Report_20151.pdf
https://www.bbvaresearch.com/wp-content/uploads/2015/06/Watch_5-Presidents-Report_20151.pdf
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EC initiative for better regulation in the EU

Further open up policy-making and refresh current rules

Over the last decade, the EU has introduced a comprehensive set of better regulation tools, that the
EC is intended to reinforce with the new Better Regulation Package, published on 19 May 2015. The
EC sees better regulation, understood as designing EU policies and laws so that they achieve their
objectives at minimum cost, as a major political priority for both new proposals and existing
legislation. The aim of the EC is to provide a basis for timely and sound policy decisions that,
ultimately, give rise to an EU rulebook that is fit for purpose, modern, effective, proportionate,
operational and as simple as possible. But this is not an easy task, given the large number of rules
approved in the aftermath of the financial crisis, whose revision would be advisable in order to
favour their simplicity and consistency, considering also whether they are producing the intended
effects.

New proposals to reinforce better regulation
In the EC_Communication “Better regulation for better results — an EU agenda”, the EC states the aim to
work more transparently and inclusively to produce higher-quality proposals, and to ensure that existing rules
deliver important societal goals more effectively. New Better Requlation guidelines and the associated
Toolbox have been published, the former setting out the mandatory requirements for each step in the policy
cycle, whereas the latter provides additional guidance. These new guidelines will apply to EC’s work from 19
May (transitional period until the end of 2015 for those initiatives which are already well advanced).

Table 1

EU agenda for better regulation: new initiatives

Lines of action Measures

Views can be expressed over the entire lifecycle of the policy:
"Roadmaps" and "inception impact assessments”, 12-week public
consultations for new proposals and to evaluate and carry out "fitness
checks" of existing legislation, etc.

All stakeholders will be able to provide feedback on EC delegated
acts setting out technical or specific elements.

Explaining better Improved explanatory memorandum

Everyone’s chance to have their say | New website "Lighten the Load - Have Your Say"

Better regulation as a balanced Consider both regulatory and non-regulatory means

agenda Apply “Think the small first” principle (to protect SMEs)

Better tools New Regulatory Scrutiny Board with a strengthened role and new

EC open to scrutiny composition, to allow the delivery of an impartial opinion. It will also
check major evaluations and “fitness checks” of existing regulation.

All EU institutions and MS are required not only to commit but also to
stick to better regulation principles. This will prevent, for example, gold-
plating practices by MS.

Strengthen the REFIT (Regulatory Fitness and Performance

Keeping the EU law fit for purpose: Programme, launched in 2012) to be more targeted, quantitative

at inception and afterwards (potential benefits and cost savings and updates; check real impacts on
the ground) and embedded in political decision-making.

Initiatives to reduce burdens, to repeal outdated legislation and to
improve the implementation of EU law (e.g. broad review of reporting
Refreshing REFIT in action requirements). Possible future evaluations and fitness checks

the stock of across awide range of policies and legislations (e.g. EU Derivatives
legislation Regulation and Capital Requirement Regulation).

New "REFIT Platform", which will soon be operational, consists of two
standing groups, one for Member State experts (“government group")
and one for representatives of business, social partners and civil society
("stakeholder group"). It will collect suggestions for regulatory and
administrative burden reduction, assess them and make concrete
proposals to the EC. Chair: the First Vice-President of the EC.

Openness Consulting more, listening better
and
transparency

for better
policies

A shared commitment from EU
institutions

An inclusive approach

Source: BBVA Research based on EC Communication

Next steps

The EC recognises that it cannot deliver better regulation on its own, but that a shared commitment by all
EU institutions, Member States and other actors is required. To this end, the EC has invited the EP, the
Council, the European Economic and Social Committee and the Committee of the Regions to start
negotiations - on the basis of the EC’s proposal for a new inter-institutional agreement — aiming to finalise it
before the end of 2015. This agreement is of great importance for better regulation principles to materialise
in practice, to a greater extent than before.



http://ec.europa.eu/smart-regulation/better_regulation/key_docs_en.htm
http://ec.europa.eu/smart-regulation/better_regulation/documents/com_2015_215_en.pdf
http://ec.europa.eu/smart-regulation/guidelines/toc_guide_en.htm
http://ec.europa.eu/smart-regulation/guidelines/toc_tool_en.htm
http://ec.europa.eu/priorities/democratic-change/better-regulation/feedback/index_en.htm
http://ec.europa.eu/smart-regulation/better_regulation/documents/c_2015_3262_en.pdf
http://ec.europa.eu/smart-regulation/better_regulation/documents/c_2015_3260_en.pdf
http://ec.europa.eu/smart-regulation/better_regulation/documents/c_2015_3261_en.pdf
http://ec.europa.eu/smart-regulation/better_regulation/documents/com_2015_216_en.pdf
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Commission’s consultation on EMIR implementation

The state of the art

The Regulation (EU) No 648/2012 on OTC derivatives, central counterparties and trade repositories
(EMIR) responded to the commitment by the G-20 leaders (2009 — Pittsburgh) to regulate clearing and
risk mitigation obligations for OTC derivatives contracts, the reporting obligation for derivatives
contracts and the necessary requirements for Central Counterparties and Trade Repositories.
Following a number of delegated and implementing acts developed by the ESAs, the EU Commission
(“EC”) is consulting the stakeholders on the implementation of EMIR to date.

EU consultation on EMIR review: main features

Under article 85(1) of EMIR, the Commission is required to prepare a general report on EMIR to be
submitted together with any appropriate proposals to the Council and the EU Parliament. In such report the
EC will have to assess the impact of the regulation on: i) the access of CCPs to central bank liquidity
facilities; ii) the use of OTC derivatives by non-financial firms; iii) the supervisory framework for CCPs, iv) the
efficiency of margining requirements, and (v) CCPs policies of collateral margining and their adaptation to
particular risk profiles. Such analysis is necessary to reduce the risks that may be generated in the EU due
to the implementation of the EMIR regulation, and to enhance the solvency of the system in case of shocks.
The analysis of the access to the central bank liquidity facilities, to enable CCPs to withstand a potential
liquidity crisis in case of market shock, is particularly relevant considering the central role played by such
entities at European and global levels.

The EMIR analysis may also yield important information to the regulators in evaluating the impact of the
changes of the market infrastructure in the OTC derivatives space. Regulators drafting the technical
standards or delegated/implementing acts that still have to be fully implemented (such as MIFID2-MIFIR) will
also benefit from the findings of this consultation.

Additional analysis: mandatory clearing and third country equivalence

The consultation paper issued by the EC is also a good opportunity for market participants to highlight some
of the consequences that may occur following a lack of legislative equivalence for third countries’ regimes on
OTC derivatives regulation. As of today, the EU has adopted implementing acts® declaring the equivalence
of the EMIR framework (that will allow CCPs and Trade Repositories based in third countries to provide their
services in the EU) for the following countries. Some of the key markets at global level are still lacking full
recognition by the EU.

Table 2
Approved implementing act and implanting act under discussion

Australia 30th Oct 2014
Hong Kong 30th Oct 2014
Singapore 30th Oct 2014
Japan 30th Oct 2014
USA under analysis
Mexico under analysis

Source: BBVA based on ESMA and European Commission

Next steps

The review of the EMIR framework and its impact on the structure of the European financial markets is key
in pushing for the harmonisation of the implemented (or soon to be implemented) EU rules with the
corresponding regulations of third countries, to allow smoother and safer transactions across different
jurisdictions.

! http://europa.eu/rapid/press-release IP-14-1228 en.htm?locale=en
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6 BRRD transposition in Spain

A milestone in implementing an effective resolution regime

On 11 June, the Spanish Parliament approved the transposition of the Bank Recovery Resolution
Directive (BRRD) in Spain (Ley de recuperacion y resolucién de entidades de crédito y empresas de
servicios de inversion, Law 11/2015, of 18 Junez), and it came into force on 20 June. This is the last
step in the implementation of a resolution framework which sets out the responsibilities, instruments
and powers to enable Spanish authorities to resolve failing banks in an orderly manner, by
protecting critical functions and without exposing the taxpayer to the risk of loss.

The newly implemented law substitutes the former Spanish resolution framework (Law 9/2012) implemented
in the context of the Financial Assistance Program led by the Troika in 2012. The new resolution powers and
tools are based on four main pillars:

e The new law sets a two-tier institutional framework. On the one hand, the Bank of Spain would be
responsible for pre-resolution tasks organised under two different units: i) the supervisor will assess
the recovery plan and ii) the new resolution unit will develop the resolution plan. On the other hand,
an independent institution (the Fondo de Restructuracién Ordenada Bancaria, or FROB) will be
responsible for all resolution functions during the execution phase.

e Spain shall establish a Resolution Fund for the purpose of ensuring the effective application of the
resolution tools, which will gradually be merged at the eurozone level between 2016 and 2024. This
fund will be constituted by annual contributions from credit institutions with a target level of at least 1
percent of the covered deposits of all entities. The resolution fund may assume losses only after
shareholders and debt holders have assumed losses up to at least an 8% of the liabilities. This
constitutes an additional cushion for retail deposits, even for those not covered by the deposit
guarantee scheme.

e The new resolution tools provide a wide range of options to deal with banks in trouble. Particular
attention should be paid to the new hierarchy of claims in the insolvency law, providing a maximum
degree of protection for retail deposits as shown Figure 1.

e On the subordination issue, Spain follows a contractual approach. In fact, it changes the Spanish
Insolvency law, making Tier 3 debt feasible and credible. Whether or not other European countries
will implement a contractual or statutory approach is not yet clear. However, it is worth emphasising
that a harmonised subordination scheme across Europe is highly desirable.

The resulting hierarchy of claims depending on which subordination method is implemented is
summarised in Figure 1:

Figure 3
Contractual subordination versus statutory subordination

Pre-BRRD — r— Contractual subordination — — Statutory subordination —
Corp. depos SME & SME & Household depos ex-DGS SME & Household depos ex-DGS

Senior debt ex-DGS, Household
derivaties,... depos ex-DGS Senior debt Corp. depos ex-DGS, Corp. depo ex-DGSs, derivatives & other

Subordinated debt

derivaties & other

Senior debt

Source: BBVA Research

Debt with subordinated clauses

2 Law 11/2015, of 18 June 2015: http://www.boe.es/boe/dias/2015/06/19/pdfs/BOE-A-2015-6789.pdf

9/15 www.bbvaresearch.com
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Final compromise text of the PSD2
A fundamental change in the payments industry

On 4 June, the European Council released the final compromise text of the new Payment Services
Directive (PSD2), after the agreement with the European Parliament in the Trilogue of 5 May. The
PSD2 will make fundamental changes in the payments industry by giving third-party payment service
providers (TPPs) access to the banks’ infrastructure.

New rules for the European payments business

Through PSD2’s current text, TPPs (third-party providers, i.e. payments initiators and information
aggregators), will be granted access to client accounts, enabling them to provide their services via the banks’
infrastructure. However, it remains unclear how the relationship between banks and TPPs will be managed,
since the text explicitly determines that a contract between the parties shall not be required, but banks must
provide access to third parties without discrimination, once authorised by the customer. Therefore, TPPs
would benefit from the banks’ payments infrastructure without contributing to its maintenance and
improvement. This forces banks to rethink their business model to find new sources of value in the way they
offer services to those TPPs.

The first technical solutions are currently emerging from the industry via APIs (Application Payments
Interface), although there are no fixed standards that guarantee interoperability. Nevertheless, the European
Banking Authority (EBA) is committed to having a greater active involvement, in order to provide guidelines
and establish technical standards related to the authorisation of payment institutions, security protocols and
communication between parties, as well as business relationships and liability issues. Indeed, by September
2018, the EBA will have to upgrade its newly published Guidelines on the security of internet payments (that
were developed before the PSD2 and will be applicable from 1 August 2015) extending their scope to new
entities and covering new PSD2 requirements.

A single market for electronic payments

The authorisation as a payment institution, granted by the competent authorities of the home member state,
will allow for the provision of payment services throughout the European Union. However, when wishing to
provide services for the first time in another member state, a payment business will have to communicate its
intention, together with information regarding the use of agents or branches or the outsourcing of operational
functions, to the competent authorities of its home member state. These will have to exchange information
with their counterparts in the host member state and decide on the registration of the agent or branch.
Regarding supervision, payment institutions may in practice be subject to the monitoring of both the home
and the host competent authorities, as the directive allows the latter to require periodical reporting on the
activities carried out in its territory. In case of non-compliance, it is the responsibility of the home authority to
take all appropriate measures. Yet the host authority may take precautionary measures in emergency
situations. Given the cooperation regime between national authorities, the proper functioning of the single
market for electronic payments will depend on the smoothness of that cooperation. The EBA’s guidelines
and standards will play a key role in this regard.

Together with the initiatives just released by the European Commission in its Digital Single Market strategy -
focused on tackling the barriers that hinder e-commerce- the passporting of payment services is another
step to boost cross-border digital activity within the EU.

Enhancing innovation in the European payments landscape

The PSD2 and the European faster payments initiatives are expected to create a breeding ground for the
innovation in payments to flourish. Faster payments initiatives aim to develop real-time infrastructure that
facilitates account-to-account (p2p or p2b) payments. Thanks to the ‘access to accounts’ provisions of the
PSD2, TPPs - but also incumbent players - would be able to offer faster convenient payment solutions to
consumers, who will be the true beneficiaries of these new rules.

Next steps

The Directive is expected to be approved by the European Parliament by next autumn and then adopted by
the Council. Once into force, member states will have two years to transpose the Directive into their national
laws and regulations. At the same time, the European Banking Authority (EBA) will have to develop
guidelines and establish technical standards to develop some of the issues covered by the Directive. Most of
them will be review by the EBA on a regular basis. This is particularly important, given the rapid technological
changes in the payments landscape.
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Main regulatory actions around the world over the last month

Recent issues

Upcoming issues

GLOBAL

EUROPE

On 26 May FSB published thematic review of supervisory frameworks and
approaches for systemically important banks

On 2 Jun BCSB, IOSCO and IAIS reported on credit risk management in
global banking, securities and insurance sectors

On 8 Jun BCBS launched a consultation on interest rate risk in the
banking book

In June 2015 BIS and I0SCO published a report on monitoring of the
implementation of the principles on financial market infrastructures

On 17 Jun 10SCO published a report on credible deterrence approaches
in securities market regulation

On 22 Jun BCBS published the disclosure standards for the Net Stable
Funding Ratio (NSFR)

On 24 Jun I0SCO launched a consultation on international standards on
fees and expenses of investment funds

On 28 Jun BIS published its 2014/15 annual report

On 22 May EBA updated the guidelines on management of interest rate
risk in non-trading activities under the SREP

On 26 May EBA published guidelines on triggers for resolution

On 28 May EBA published guidelines on contributions and payment
commitments to deposit guarantee schemes

On 29 May EBA published a report on monitoring of Additional Tier 1
(AT1) instruments of EU institutions

On 28 May EC adopted RTS for the disclosure of information relating to
countercyclical capital buffer

On 1 Jun EBA published final guidelines on creditworthiness
assessment and arrears and foreclosure and consults on draft
guidelines for passport notifications under the Mortgage Credit Directive
On 2 Jun EBA published a questionnaire to assess third countries’
regulatory equivalence with CRR/CRD

On 2 Jun ESRB published an updated list of national competent or
designated authorities for CRDIV/CRR instruments and implementation
of macroprudential instruments

On 10 Jun EBA published final technical advice to EC on contributions to
the Single Resolution Fund

On 10 Jun ECB published an opinion on the Spanish draft law that
transposes the BRRD to national legislation

On 11 Jun EC adopted a Delegated Regulation setting out the conditions
for exemption from the internal ratings-based (IRB) approach for certain
categories of equity exposures under the CRR

On 15 Jun the Council approved the new data protection rules under the
digital single market strategy

On 16 Jun the EU Court of Justice formally approved the ECB's OMT
programme (2012)

On 17 Jun EP and Council reached a political agreement on the
regulation on reporting and transparency of securities financing
transactions.

On 17 Jun EC presented its Action Plan for fair and efficient corporate
taxation in the EU and launched a related consultation

On 19 Jun Council adopted its position on the banking structural reform

On 22 Jun the EU institutions published the "Five Presidents Report" on
completing the EMU with a financial, fiscal, economic and political union.
The report was discussed at the European Council of 26 Jun

On 23 Jun the ESAs launched a consultation on key information
documents (KIDs) for PRIIPs

On 24 and 25 Jun the EP and the Council approved the rules on the
European Fund for Strategic Investments (EFSI)

On 25 Jun the ESRB published a Handbook of operationalising the
macroprudential policy in the banking sector and a review of the EU
macro-prudential policy

On 26 Jun EBA published advice on criteria and capital treatment for
securitisations

In Nov Turkey will host the G20 Leaders
summit in Antalya

On 1 Jul Luxembourg will take over the
Council Presidency for the next six months

In 2H 2015 an EC consultation is expected
on retail financial services, insurance and
consumer policy issues

In 2H 2015 EC will publish an action plan
on Capital Markets Union

In 2015 EC will launch a consultation on an
EU covered bonds framework

In 2015 EC will publish a proposal on an EU
framework for recovery and resolution of
systemically important financial
infrastructures such as CCPs

Continued on next page
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cont. Recent issues Upcoming issues
On 29 May Condusef modified the rules on the Financial Institutions
Bureau, establishing the Financial Products and Services Catalogue to
MEXICO  provide the public with detailed information.
On 26 Jun the Financial Stability Committee issued its statement on
risks and strengths of the financial sector
In Jun Peru's Central Bank cut reserve requirements in domestic currency  In Peru the limit to banks' gross short-
from 7.0% to 6.5%. positioning in FX derivatives will go down
to 90% in July and 80% in August (from 95%
LATAM now)
In Colombia the Financial Superintendent proposed increasing the
regulatory and supervisory powers of the Superintendence on financial
conglomerates and holdings.
The Senate Banking Committee released a draft of a financial reform bill  In 2015, regulators expect banks to step up
that would provide regulatory relief for banks of all sizes, tailor the standards for governance, consumer
regulatory structure for systemically important banks and begin protection compliance, third-party risk
restructuring within the Fed system and at Fannie Mae and Freddie Mac. management, cybersecurity, credit
guality and anti-money laundering
compliance. Other supervisors' priorities
include the Volcker Rule, liquidity
requirements and resolution planning.
USA
On 2 Jun Fed announced a requirement for medium-sized financial Fed intends to assess banks' proprietary
institutions to disclose for the first time the results of the stress tests trading and market-making exercises as
enforcement of the Volcker rule takes
effect.
On 16 Jun the Federal Agencies finalised the revision of the capital rules
applicable to advanced approaches banking organisations
In Jun Fed initiated its census of non-bank financial institutions
On 30 May the coverage of liabilities subject to reserve requirements of
foreign branches of banks incorporated in Turkey has been broadened
TURKEY  |n Jun Turkey issued new regulations related to fees and commissions
on Private Pension System to comply with international standards.
Effective on 1 January 2016
On 5 Jun China Banking Regulation Commission (CBRC) promulgated
the Notice to enforce the internal control for banks and other financial
institutions, in order to prevent the operational risk of counter service.
ASIA On 9 Jun the Reserve Bank of India announced ‘Strategic Debt

Conversion' for the Indian banking sector, which automatically gives
lenders an option to convert loans to equity and even a controlling stake in
the stressed corporate.

Source: BBVA Research
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AIFMD
AQR
BCBS
BIS
BoE

BoS
BRRD
CCAR
CcCcpP
CET

CFTC
AMC

CNMV
COREPER

CPSS
CRA
CRD IV
CRR
CSD
DGSD
DFA

EBA

EC

ECB
ECOFIN
ECON

EFSF
EIOPA

EMIR
EP
ESA
ESFS
ESM
ESMA

ESRB

EU

EZ
FASB
FBO
FCA
FDIC
Fed
FPC

Alternative Investment Fund Managers Directive
Asset Quality Review

Basel Committee on Banking Supervision

Bank for International Settlements

Bank of England

Bank of Spain

Bank Recovery and Resolution Directive
Comprehensive Capital Analysis and Review
Central Counterparty

Common Equity Tier

Commodity Futures Trading Commission
Company for the Management of Assets
proceeding from Restructuring of the Banking
System (Bad bank)

Comisién Nacional de Mercados de Valores
(Spanish Securities and Exchange Commission)
Committee of Permanent Representatives to the
Council of the European Union

Committee on Payment and Settlement Systems
Credit Rating Agency

Capital Requirements Directive IV

Capital Requirements Regulation

Central Securities Depository

Deposit Guarantee Schemes Directive

The Dodd—Frank Wall Street Reform and
Consumer Protection Act

European Bank Authority

European Commission

European Central Bank

Economic and Financial Affairs Council
Economic and Monetary Affairs Committee of the
European Parliament

European Financial Stability Facility

European Insurance and Occupational Pensions
Authority

European Market Infrastructure Regulation
European Parliament

European Supervisory Authority

European System of Financial Supervisors
European Stability Mechanism

European Securities and Markets Authority

European Systemic Risk Board

European Union

Eurozone

Financial Accounting Standards Board
Foreign Bank Organisations

Financial Conduct Authority

Federal Deposit Insurance Corporation
Federal Reserve

Financial Policy Committee

FROB
FSAP
FSB
FTT
IAIS

IASB
IHC

1F
IMF
I0SCO

ISDA
ITS

Joint Forum
LCR

LEI
MAD
MiFID
MiFIR
MMFs
MoU
MPE

MS
NRAs
NSAs
NSFR
0J

oTC
PRA

QIs

RRPs

RTS

SCAP

SEC

SIB (G-SIB, D-
SIB)

SIFI (G-SIFI, D-
SIFI)

Sl (G-SlI, D-
=)

SPE

SRB

SREP

SRF

SRM

SSM

ucITS

Spanish Fund for Orderly Bank Restructuring
Financial Sector Assessment Program
Financial Stability Board

Financial Transactions Tax

International Association of Insurance
Supervisors

International Accounting Standards Board
Intermediate Holding Company

Institute of International Finance
International Monetary Fund

International Organization of Securities
Commissions

International Swaps and Derivatives Association
Implementing Technical Standard

International group bringing together I0OSCO,
BCBS and IAIS
Liquidity Coverage Ratio

Legal Entity Identifier

Market Abuse Directive

Markets in Financial Instruments Directive
Markets in Financial Instruments Regulation
Money Market Funds

Memorandum of Understanding

Multiple Point of Entry

Member States

National Resolution Authorities
National Supervision Authorities

Net Stable Funding Ratio

Official Journal of the European Union

Over-The-Counter (Derivatives)
Prudential Regulation Authority

Quantitative Impact Study

Recovery and Resolution Plans

Regulatory Technical Standards
Supervisory Capital Assessment Program
Securities and Exchange Commission
Global-Systemically Important Bank, Domestic-
Systemically Important Bank
Global-Systemically Important Financial
Institution, Domestic-Systemically Financial
Institution

Systemically Important Insurance

Single Point of Entry

Single Resolution Board

Supervisory Review and Evaluation Process
Single Resolution Fund

Single Resolution Mechanism

Single Supervisory Mechanism
Undertakings for Collective Investment in
Transferrable Securities Directive




BBVA Financial Regulation Outlook
June 2015

DISCLAIMER

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

Estimates 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.

With particular regard to investment in financial assets having a relation with the economic variables this document may
cover, readers should be aware that under no circumstances should they base their investment decisions on the
information contained in this document. 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. Its reproduction, transformation, distribution,
public communication, making available, extraction, reuse, forwarding or use of any nature, by any means or process,
are not permitted except in cases where it is legally permitted or expressly authorised by BBVA.



BBVA ‘ RESEARCH

This report has been produced by:

Financial Regulation Outlook

April 2015

Chief Economist for Financial Systems & Regulation

Santiago Fernandez de Lis
+34 91 5379852
sfernandezdelis@bbva.com

Chief Economist for Regulation and Public Policy

Maria Abascal
maria.abascal@bbva.com

Santiago Mufioz
santiago.munoz.trujillo@bbva.com

Rosa Gomez Churruca
Rosa.gémez@bbva.com

Arturo Fraile
arturo.fraile@bbva.com

Lucia Pacheco
lucia.pacheco@bbva.com

Chief Economist for Recovery and Resolution Policy

José Carlos Pardo
josecarlos.pardo@bbva.com

Victoria Santillana
mvictoria.santillana@bbva.com

BBVA Research

Guillermo Martin
gmartin@bbva.com

Pilar Soler
pilar.soler.vaquer@bbva.com

Head of Supervisory and Regulatory Affairs-Frankfurt Office

Matias Viola
matias.viola@bbva.com

Chief Economist for Financial Inclusion
David Tuesta
david.tuesta@bbva.com

Head of Regulation CIB
Graziano Crema
graziano.crema@bbva.com

Group Chief Economist
Jorge Sicilia Serrano

Developed Economies Area
Rafael DoménechVilarifio
r.domenech@bbva.com

Spain

Miguel Cardoso Lecourtois
miguel.cardoso@bbva.com
Europe

Miguel Jiménez Gonzélez-Anleo
mjimenezg@bbva.com

us

Nathaniel Karp
Nathaniel.Karp@bbva.com

Contact details
BBVA Research

Paseo Castellana, 81 — 7th floor

28046 Madrid (Spain)

Emerging Markets Area
Alicia Garcia-Herrero
alicia.garcia-herrero@bbva.com

Cross-Country Emerging Markets
Analysis
Alvaro Ortiz Vidal-Abarca
alvaro.ortiz@bbva.com
Asia
Le Xia
le.xia@bbva.com
Mexico
Carlos Serrano Herrera
carlos.serranoh@bbva.com
LATAM Coordination
Juan Manuel Ruiz Pérez
juan.ruiz@bbva.com
Argentina
Gloria Sorensen
gsorensen@bbva.com
Chile
Jorge Selaive Carrasco
jselaive@bbva.com
Colombia
Juana Téllez Corredor
juana.tellez@bbva.com
Peru
Hugo Perea Flores
hperea@bbva.com
Venezuela
Oswaldo Lépez Meza
oswaldo.lopez@bbva.com

Tel.: +34 91 374 60 00 and +34 91 537 70 00

Fax: +34 91 374 30 25
bbvaresearch@bbva.com
www.bbvaresearch.com

Financial Systems and
Regulation Area

Santiago Fernandez de Lis
sfernandezdelis@bbva.com

Financial Systems

Ana Rubio

arubiog@bbva.com

Financial Inclusion

David Tuesta
david.tuesta@bbva.com
Regulation and Public Policy
Maria Abascal
maria.abascal@bbva.com
Recovery and Resolution Strategy
José Carlos Pardo
josecarlos.pardo@bbva.com
Supervisory and Regulatory Affairs
Frankfurt Office

Matias Viola
matias.viola@bbva.com

Global Areas

EconomicScenarios

Julian Cubero Calvo
juan.cubero@bbva.com
FinancialScenarios

Sonsoles Castillo Delgado
s.castillo@bbva.com
Innovation&Processes

Oscar de las Pefias Sanchez
oscar.delaspenas@bbva.com

15/15

www.bbvaresearch.com


mailto:graziano.crema@grupobbva.comP%C2%BA
http://www.bbvaresearch.com/

