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A European Securities and Exchange Commission (SEC)
is on the cards

Karel Lannoo*

Creating a European SEC is now firmly on the cards in Brussels, 10 years after the single
supervisor for banking began its work. Compared to the attractiveness of the US capital market,
also the case for European investors, Europe has failed to create an environment to stimulate
its own competitiveness and innovation. Europe sits on an enormous savings glut, which —
because of fragmentation and inefficiency of its financial markets — does not often find its way
into the domestic capital market.

The crucial role of capital markets has been recently featured prominently in several high-level
reports on Europe’s economic priorities. There is no doubt, a more developed and attractive
capital market could greatly contribute to the EU’s competitiveness. The eternal question,
however, remains how to get there. Its role has been discussed ever since the birth of the euro
25 years ago but the EU has still not found the silver bullet... or policymakers and relevant actors
just simply do not want to bite the bullet.

How to successfully operate a capital market is what many countries desire but few manage to
achieve. Unlike supervising institutions, where it is a matter of setting capital standards and
enforcing them, it is creating the ecosystem where the expectations of issuers and investors in
securities meet. This requires the presence of many different actors over different layers in
securities markets, in well-regulated financial infrastructures and market intermediaries, as
well as in effective self-regulatory organisations and government institutions. The US
experienced many booms and busts before enacting federal securities legislation in the 1930s,
which took another 40 years to become prominent, with the rise of the US securities markets
in the 1970s.
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The EU has advanced a lot from the time that the role of stock markets differed or when insider
trading was not a criminal offence in several of its Member States. It has enacted many laws
and created the European Supervisory Authorities, albeit with limited powers. To advance, a
combination of strong enforcement of existing and new EU legislation will be required, mutual
recognition ensured, and combined with the vigilance of competition policy authorities to
ensure openness and interoperability.

The recent reports by Irish Minister Paschal Donohue for the Eurogroup and the former Italian
Prime Minister Enrico Letta on the single market, rightly emphasise the crucial role of retail
investors, through user friendly, attractive and cost-efficient long-term savings products, and
the promotion of a ‘capital markets culture’.

To translate this into reality will be a big challenge, especially when one looks at the huge
fragmentation of the mutual fund markets in Europe and providers’ strong resistance to more
price competition in these markets.

A more integrated supervisory structure should be created to allow for a SEC-like environment
where investors are protected on an equal footing across the EU. The problem is similar as with
the financial crisis — regulatory arbitrage undermines confidence in the single capital market
and open competition is not sufficiently at play among capital market intermediaries.

Thinking ahead, and building upon the current system, European supervisors will need to have
the structure and capacity to ban the mis-selling of investment products and they will need to
have the powers to subpoena national regulators. To do this, their governance will need to be
revised or an entirely new structure created from scratch.

To be particularly frank, if EU legislation were to have been originally enforced well —and this
concerns for example the conflict of interest rules as contained in the market rules (MiFID |, the
EU version of RegNMS) of 2004, or the interoperability of securities depositories rules (in the
CSDR) of 2014 — market integration and consolidation would have happened and we would not
have the problems we are once again discussing today.

Now, even more supervisors will have to be engaged, as we also did when the single banking
supervisor began its work in 2014, to tackle such ‘hard fragmentation’. Or new rules will need
to be adopted, which will make the maze even more complex and difficult to escape. But a hard
design will have to be found sooner rather than later to make Europe’s capital markets finally
work together effectively as one.
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ECMI conducts in-depth research aimed at informing the public debate and
policymaking process on a broad range of issues related to capital markets. Through
its various activities, ECMI facilitates interaction among market participants,
policymakers, supervisors and academics. These exchanges result in commentaries,
policy briefs, working papers, task forces as well as conferences, workshops and
seminars. In addition, ECMI undertakes studies externally commissioned by the EU
institutions and other organisations, and publishes contributions from high-profile
guest authors.
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Centre for European Policy Studies

CEPS is widely recognised as one of the most experienced and authoritative think
tanks operating in the EU. CEPS acts as a leading forum for debate on EU affairs,
distinguished by its strong in-house research capacity and complemented by an
extensive network of partner institutes throughout the world. As an organisation,
CEPS is committed to carrying out state-of-the-art policy research leading to
innovative solutions to the challenges facing Europe and to maintaining the highest
standards of academic excellence and unqualified independence. It also provides a
forum for discussion among all stakeholders in the European policy process that is
supported by a regular flow of publications offering policy analysis and
recommendations.
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