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The European financial supervision system is undergoing significant changes, stemming from the two major
European projects underway - the Banking Union and the Capital Markets Union - and the UK’s exit from the
European Union in the wake of the Brexit vote.

In view of this new scenario and in order to anticipate the new and rapid developments in the financial
markets, the European Commission has published its draft Regulations to strengthen and improve the
European Financial Supervisory System as a whole, which aims to strengthen the coordination of
supervision in Europe.

The proposal by the Commission is not new, since it contains the messages from the Five Presidents’
Report and the Reflection Paper on Economic and Monetary Union. In addition, these projects were
announced in the revision of the Capital Market Union working plan in June and are based on preliminary
public consultations and impact analyses.

The amendments are aimed at reviewing the functioning of the new authorities that emerged in 2010 in the
area of micro-prudential and macro-prudential supervision in response to the financial crisis. In the micro-
prudential field, Europe has three separate supervisory authorities depending on the sector: banking (EBA),
securities and markets (ESMA) and insurance and pensions (EIOPA).The Commission proposes to
streamline the internal governance of these three agencies by providing them with new executive boards
with permanent members, similarly to what the ECB already has. Their funding sources are to be expanded
and reinforced so that these agencies have budgets and equitable resources for their tasks, establishing
proportional contributions from the industry and other market participants, which complement the funding of
agencies from the EU budget.

In addition, as a result of the need for supervisory convergence tools to ensure consistency in the EU vis-a-
vis third countries, the Commission proposes to extend the powers of ESMA, giving it genuine “direct
supervision” powers in specific EU capital market sectors such as critical benchmarks (Euribor or Eonia),
issue or authorisation prospectuses for certain EU collective investment vehicles. It also proposes to
complement the functions of this agency with the coordination of data reporting services and aspects related
to market abuse. All these are measures designed to set up a single supervisor of the capital market.

As regards the macro-prudential authority, the European Systemic Risk Board (ESRB), which is responsible
for preventing and mitigating systemic risks to financial stability, the proposals by the Commission pursue
the same objective: to increase the efficiency of the ESRB and increase its coordination with the other
European agencies, to this end proposing improvements in its governance, and submitting its regulation to a
consultation among market participants.
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Lastly, it is worth highlighting that the Commission is promoting supervision practices for financial
technologies (FinTech) and in terms of sustainable finance, in line with the European Agenda 2030.

There is no doubt that, if implemented, these proposals will promote greater integration of the European
capital market and greater efficiency in the management of the financial sector, while at the same time
bringing about changes in supervisory relations with non-EU countries.

As we speak, however, these are proposals by the Commission for which an arduous legislative process in
the EU institutions is now getting underway, which is expected to lead to intensive discussions both in the
Council and in the European Parliament. Complex issues are being tackled (such as the assignment of
competencies to supranational supervisors or contributions to be made by the private sector) that could lead
to lengthy negotiations.

This is probably why the Commission has urged the EU institutions to address these proposals as a matter
of priority, with a view to completing them by 2019, coinciding with the completion of the current legislative
projects on Banking Union and Capital Market Union, in order to achieve a stronger and more integrated
Economic and Monetary Union.
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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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