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On 30 September 2015, the European Commission (“the Commission”) published an
“Action Plan on Building a Capital Markets Union” (“the Action Plan”). [1] This memo
summarises the workstreams and initiatives in the Action Plan, and analyses the proposals
against those discussed in the Commission’s earlier Green Paper [2] and Public Hearing [3],
to which ICI Global responded. [4] It also considers the influence of the conclusions and
resolutions of the European Parliament (“the Parliament”) and the Council of the European
Union (“the Council”) in respect of the Capital Markets Union (“CMU”).

The Commission published a number of documents accompanying the Action Plan [5]
including the supporting economic analysis [6] and a feedback statement on the prior
Green Paper. [7] Furthermore, the Commission published: (i) a call for evidence on the
cumulative impact of recent financial services regulation [8]; (ii) a consultation on the
development of a pan-European framework for covered bonds [9]; (iii) a review of the
European Venture Capital Fund and European Social Entrepreneurship Fund Regulations
[10]; (iv) amendments to the delegated regulation under Solvency II [11]; and (v) a
package of two measures related to securitisation. [12]

Background to the Capital Markets Union Initiative
The CMU is a flagship initiative under the Commission’s “jobs and growth” agenda. [13] The
Commission’s stated objective for the CMU is to “create opportunities for investors, connect



finance to the wider economy, and foster a more resilient financial system, with deeper
integration and more competition”. [14] Following the initial announcement of the CMU by
Commission President Juncker in October 2014, the Commission launched its work in
January 2015 [15], following which it published a Green Paper and held a public hearing,
both leading up to the publication of the Action Plan.

Overview of the CMU Action Plan
In the Action Plan the Commission sets out what it considers to be “the building blocks for a
well-functioning and integrated Capital Markets Union, encompassing all Member States”.
[16] The Commission reaffirms its commitment to put in place a CMU by 2019, but states
that as the CMU is a long-term project, it will assess achievements and re-assess priorities
in 2017.

The publication of the Action Plan follows the Commission’s Green Paper [17], published in
February, to which it received c.430 responses. [18] ICI Global’s response supported the
Commission’s stated objectives for the CMU. Overall, the Commission has taken a step-by-
step approach to the CMU. This approach has been supported by statements from the
European Parliament [19] and from the Council of the European Union [20], whom have
also broadly supported the priority areas of focus identified by the Commission.

The European Parliament has called on the Commission to “to speed up its work on the
action plan and put forward legislative and non-legislative proposals as soon as possible to
achieve the objective of a fully integrated single EU capital market by the end of 2018”. The
Commission’s stated intention is to put in place the CMU by 2019

In the preamble to the Action Plan, the Commission asserts that “stronger capital markets
will complement Europe’s strong tradition of bank financing” and will deliver the following
four outcomes:

Unlock more investment from the EU and the rest of the world;
Better connect financing to investment projects across the EU;
Make the financial system more stable;
Deepen financial integration and increase competition.

To achieve these outcomes, the Commission sets out actions under the following five
priority areas:

Providing more funding choices for Europe’s businesses and SMEs – through (i)
revisions to the Prospectus Directive; (ii) the promotion of best practice on tax
incentives to support equity financing; and (iii) the promotion of private placement
and loan-originating funds;
Ensuring an appropriate regulatory environment for long-term and sustainable
investment and financing of Europe’s infrastructure – through revisions to Solvency II
and the Capital Requirements Regulation, and by assessing the coherence and
consistency of previous regulatory reforms.
Increasing investment and choices for retail and institutional investors – by looking at
ways to boost choice and competition in cross-border retail financial services, through
a Green Paper published later this year
Enhancing the capacity of banks to lend – by (i) revitalising simple, transparent and
standardised European securitisations; and (ii) building a pan-European covered bond
framework;
Bringing down cross-border barriers and developing capital markets for all 28 Member



States – by (i) taking forward principles based legislation on business insolvency; (ii)
providing greater certainty around securities ownership and improving cross-border
clearing and settlement; (iii) strengthening supervisory convergence across the EU;
and (iv) reviewing macro-prudential supervisory tools.

Workstreams comprising the CMU Action Plan
The Commission intends to pursue actions under the following six workstreams:

The path to growth - financing for innovation, start-ups and non-listed companies;
Making it easier for companies to enter and raise capital on public markets;
Investing for the long term, infrastructure and sustainable investment;
Fostering retail and institutional investment;
Leveraging banking capacity to support the wider economy
Facilitating cross-border investing

The actions that are relevant for investment funds are outlined below, under each
workstream.

1. The path to growth - financing for innovation, start-ups and non-listed companies

The Commission identifies various measures to support the financing of small and medium-
sized enterprises. The measures of direct relevance to funds include: (i) a commitment to
“assess the need for a coordinated approach to loan origination by funds and the case for a
future EU framework”; and (ii) supporting the promotion of industry initiatives to draw on
the best practices for private placement. In respect of the latter, the Commission
underscores the potential it sees for growth in the EU private placement market if this is
“channel” of finance is developed.

The Commission has also identified possible future actions to break-down credit-information
sharing barriers and to support the development of: (i) crowdfunding; and (ii) venture
capital and risk capital financing, through revisions to the EUVECA and EUSEF frameworks.

2. Making it easier for companies to enter and raise capital on public markets

The Commission identifies various measures to support the financing of mid-sized and large
companies. Of particular relevance is a commitment by the Commission to review “the
functioning of the EU corporate bond market, focusing on how market liquidity can be
improved, the potential impact of regulatory reforms, market developments and voluntary
standardisation of offer documentation”. The Commission also plans to revise the
Prospectus Directive. [21]

The Commission has committed to: (i) ensuring the regulatory environment for the
admission of small firms to public markets is fit for purpose, including through possible
changes to accounting practice; and (ii) examining ways to address debt-equity bias that
impede efficient capital market financing.

3. Investing for the long term, infrastructure and sustainable investment

The Commission identifies various measures to support new long-term and sustainable
investment. Of particular note is the Commission’s commitment to launch “a call for
evidence to evaluate the interactions between rules and the cumulative impact of the
financial reforms on the investment environment”. [22] This call for evidence is discussed in
more detail later in this memo.



Alongside the Action Plan, the Commission has also published proposed revisions to
calibrations in Solvency II [23], with the objective of ensuring that insurance companies are
subject to a regulatory treatment that better reflects the risk of infrastructure and ELTIF
investments. [24] Furthermore, the Commission will also work to support the pooling of
private and EU resources to increase infrastructure financing, including working with other
bodies to provide guidance as to eligibility under the European Fund for Strategic
Investments (EFSI). [25]

4. Fostering retail and institutional investment

The Commission identifies various measures to support the investment chain, including
providing confidence and certainty to retail investors, and creating an environment to
foster investment opportunities that meet the requisite return profiles of institutional
investors. As outlined in greater detail below, several measures proposed by the
Commission are of direct relevance to funds.

Retail Investors

The Commission identifies choice and the ability of investors “to compare products and find
the most suitable savings vehicles at competitive prices” as key components of competitive
financial markets that remove barriers to retail investors saving via the capital markets.
[26] By the end of 2015, the Commission has committed to publishing “a Green Paper on
retail financial services and insurance that will seek views on how to increase competition
and cross-border supply of and access to retail financial products”. Furthermore, work will
be undertaken by the European Supervisory Authorities [27] on the “transparency of long-
term retail and pension products and an analysis of the actual net performance and fees”.
[28]

The Commission also identifies the importance of ensuring that retail investors have “have
easy access to a range of suitable and cost-effective investment products and affordable
and independent advice”. The Commission highlights the transition to online distribution of
investment products and the emergence of technology. The Commission commits to
undertaking “a comprehensive assessment of European markets for retail investment
products, including distribution channels and investment advice, drawing on expert input.
The assessment will identify ways to improve the policy framework and intermediation
channels so that retail investors can access suitable products on cost-effective and fair
terms. The assessment will examine how the policy framework should evolve to benefit
from the new possibilities offered by online based services and fintech.”

The Commission notes that no effective single market for individual (“third pillar”) personal
pension plans currently exists, and that the patchwork of rules at EU and national level is a
barrier to a large and competitive EU market for personal pensions. [29] Furthermore, it
asserts that market fragmentation prevents personal pension providers from maximising
economies of scale, risk diversification and innovation, thereby reducing choice and
increasing cost for pension savers. The Commission commits to assessing “the case for a
policy framework to establish a successful European market for simple, efficient and
competitive personal pensions, and determine whether EU legislation is required to
underpin this market.”

Institutional Investors

The Commission highlights the long-term nature of many institutional investors, but notes



the decline in equity investment by institutional investors over the last couple of decades.
The Commission commits to assessing “whether changes are warranted and, if so, prepare
amendments which could be brought forward in the context of the Solvency II review”.

The Commission notes the increase in cross-border investment by funds into equity and
corporate bond markets over the last 20 years. As was highlighted in ICI Global’s response
to the Green Paper, the Commission acknowledges that market fragmentation is a
prevalent issue for the European asset management sector. Factors such as (i)
discriminatory tax treatment; (ii) varying national requirements on the marketing of funds;
(iii) and fees for cross-border notifications, are cited as restricting cross-border fund
activity. The Commission therefore commits to “gather evidence on the main barriers to the
cross-border distribution of investment funds. This would include in particular
disproportionate marketing requirements, fees, and other administrative arrangements
imposed by host countries and the tax environment. Based on the evidence provided, the
Commission will seek to eliminate key barriers, through legislative means if necessary.”

5. Leveraging banking capacity to support the wider economy

The Commission outlines a number of actions of direct relevance to banks. These actions
include revisions to the prudential calibrations for banks and insurers under the Capital
Requirements Regulation [30] and Solvency II [31] Regulation respectively. The
Commission has also published a consultation on the development of a pan-European
framework for covered bonds. [32]

6. Facilitating cross-border investing

The Commission has identified several obstacles that it considers stand in the way of cross-
border investments. The obstacles and resulting actions are summarised below.

Legal certainty and market infrastructure for cross-border investing

The Commission highlights the importance of efficient and safe post-trade infrastructures. It
acknowledges long-standing and deep-rooted obstacles that exist in securities law,
property law and insolvency laws, but asserts that the increasingly cross-border nature of
most securities transactions warrants action. The Commission proposes to:

take forward early targeted work on uncertainty surrounding securities ownership. On
the basis of further consultation and impact assessment, the Commission will also
propose uniform rules to determine with legal certainty which national law shall apply
to third party effects of the assignment of claims; and
undertake a broader review on progress in removing Giovannini barriers to cross-
border clearing and settlement, following the implementation of recent legislation and
market infrastructure developments.

Removing national barriers to cross-border investment

The Commission underscores the importance of “consistency in the application,
implementation and enforcement of the legal and supervisory framework” to the free
movement of capital and the creation of a level playing field. It identifies several underlying
factors that can result in barriers to cross-border investment including national “gold-
plating” of EU minimum rules. Working with Member States, the Commission commits to
“map and work to resolve unjustified national barriers to the free movement of capital,
stemming, amongst other things, from insufficient implementation or lack of convergence



in interpretation of the single rulebook and from national law that are preventing a well-
functioning Capital Markets Union and publish a report by the end of 2016”

Promoting financial stability and supervisory convergence

The Commission highlights the on-going work being undertaken by the FSB [33] to
understand and address vulnerabilities related to entities undertaking bank-like activities in
capital markets. The Commission asserts that ensuring a global regulatory approach to
potential emerging systemic risks, will both support financial stability and facilitate cross-
border investment. The Commission commits to “work with the FSB and ESAs alongside the
European Systemic Risk Board (ESRB) to assess possible risks to financial stability arising
from market-based finance. Further analytical work will be conducted, for example to better
understand the issues of market liquidity and interconnectedness in the financial system,
and to assess if additional macro-prudential instruments should be developed. The
Commission will make any changes necessary to the macro-prudential framework in the
context of the forthcoming ESRB review.”

The Commission considers that deeper financial integration under the CMU “will need to be
accompanied by increased focus by ESMA on achieving convergence of supervisory
outcomes across the EU”. As was highlighted in ICI Globe’s response to the Green Paper,
the Commission also acknowledges the emphasis placed by other respondents to the Green
Paper on ensuring supervisory convergence and consistent implementation and application
of EU financial services legislation. [34] The Commission therefore commits to “work with
ESMA to develop and implement a strategy to strengthen supervisory convergence and to
identify areas where a more integrated approach can improve the functioning of the single
market for capital. The Commission will also work with ESMA to enhance the effectiveness
of its thematic and country peer review decision-making. The Commission will publish a
White Paper in 2016 on the governance and the financing of the ESAs.”

Facilitating international investment

The Commission asserts that “for EU capital markets to thrive, they will need to be open
and globally competitive, and able to attract additional equity and debt investment from
international investors.” It commits to ensuring that the CMU will take account of the wider
global context. Furthermore, that the Commission will continue to work closely with EU
Member States and third countries in international fore such as the FSB and IOSCO to
develop convergent policy responses in order to support the development of global capital
markets. In addition, the Commission will seek to establish frameworks for regulatory
cooperation in financial services with key third countries to strengthen integration of capital
markets. [35]

Feedback Statement on the CMU Green Paper
The Commission received 430 responses to its Green Paper. [36] The Feedback Statement
provides a detailed overview of responses. [37] Extracts from this overview, of particular
relevance to funds, are outlined below (question numbers relate to those in the CMU Green
Paper)

Priority areas for action (Q1) - A majority of the respondents supported the
Commission’s proposed five priorities for early action. [38] Respondents also cited the
need to finalise the reform of Money Market Funds, improving corporate bond market
liquidity, and lowering legal barriers to support efficient post-trade processes for
cross-border securities transactions;



Private Placement (Q4) – A significant number of respondents favoured market-led
solutions, over a legislative initiative, to create a European private placement regime;
Access to Funding and Channelling of funds (Q5) – Asset management associations
called for a more holistic approach to corporate reporting and advocated a
consolidated tape for equities;
Corporate Bond Market Liquidity (Q6) - The majority of respondents considered that
there is a liquidity issue in the secondary market for corporate bonds that warrants
action. Many respondents focused on the need to pros and cons of standardisation.
Several other measures were suggested by respondents, including developing
electronic platforms for corporate bond trading, using the Prospectus Directive review
to facilitate the subscription of bonds by retail investors, removing the dual standard
for disclosure and supporting the development of a consolidated tape of transactions
in the secondary corporate bond market;
Boosting Institutional Investment (Q10) – a series of policy measures were proposed
by respondents, including: (i) revised capital requirements for high-quality
securitisation; (ii) establishing a cross-border investment-friendly tax environment by
removing unfair tax treatment (mainly in the withholding tax area); and (iii)
introducing tax incentives;
Costs and barriers to setting up and marketing funds across the EU (Q11) –
respondents pointed out that in spite of the passport regimes available under the
UCITS and AIFM Directives, the EU investment fund market remains highly
fragmented. Respondents noted that such fragmentation resulted in: (i) proportionally
higher costs; and (ii) barriers to economies of scale.  Respondents also cited (i)
domestic tax regimes; (ii) national marketing requirements on cross-border
competition; (iii) administrative fees imposed by regulators for cross-border
notifications; and (iv) requirement for appointing a local paying agent, as particular
barriers and/or factors that excessively increase cost without resulting benefits to
investors;
Single Market in Pension Provision (Q13) – a large number of respondents supported a
European Personal Pension Product (EPPP) as a cross-border alternative to existing
national schemes. National social and tax legislation were cited as potential obstacles.
Consumer organisations felt an EPPP should allow for several investment options,
withdrawal restrictions with some key exceptions, and several pay-out options;
Increasing cross-border retail participation (Q17) – respondents suggested that to
increase cross-border retail participation in UCITS it would be necessary to: (i) re-
establish trust in capital markets; (ii) ensure the provision of unbiased and affordable
advice and transparency; and (iii) remove barriers to cross-border sales. Respondents
also cited: (i) a stable legal framework with consistent enforcement of existing rules;
and (ii) the need to provide financial education to retail investors, as important steps.
Tax, marketing and distribution issues were cited as burdens to the cross-border sale
of UCITS within the EU. The importance of cross-border retail markets outside the EU
was also highlighted. Respondents urged the Commission to preserve the preserve a
strong footprint for UCITS in Asia by exploring opportunities to engage in strategic
partnerships in the region;
ESAs’ contribution to ensuring consumer and investor protection (Q18) – many
respondents suggested that, going forward, the ESAs should have a stronger focus on
achieving supervisory convergence and consistent and effective implementation of EU
rules. Several asset managers called for improvements to reporting channels and the
development of centralised IT systems to avoid overlaps and improve the efficiency of
reporting;
Increasing retail investment (Q19) – respondents highlighted the importance of



ensuring that investors have the confidence, trust, knowledge and support necessary
to understand the risks and benefits of different products and services, in order to
make informed investment decisions. Many respondents asked for consistent and
clear information disclosure requirements for all retail investment products. Industry
respondents highlighted the importance of a simple, predictable and consistent
regulatory framework, as well as clear and, where possible, convergent fiscal rules;
International competitiveness (Q21) – the CMU was perceived as a positive movement
towards increasing Europe's competitiveness and making it a more attractive place for
investment. Specific proposals for new measures included a better assessment of the
overall impact of financial regulation, in particular cross-sectorial effects, and a closer
alignment of EU regulations with international standards. Improvements to provisions
governing third-country access in the current legislation, especially "equivalence"
provisions, were also drawn to the Commission’s attention by respondents;
EU access to third countries (Q22) – respondents cited the development of a
framework for global coordination towards regulatory convergence as an important
longer-term objective. A shorter-term approach, based on mutual recognition, was
highlighted as important to facilitate cross-border business. The need to ensure that
European players have a similar treatment to local players in third countries was also
highlighted;
Functioning and efficiency of markets (Q23) – many respondents recommended policy
actions to improve market liquidity on secondary equity and bond markets.
Respondents called for the preservation of market-making activities and an
appropriate regulatory framework for these activities. MiFID II pre- and post-trade
transparency requirements, particularly for corporate bonds, were seen as potentially
significant drivers of market liquidity. The impact of bank structural reforms, and a
Financial Transaction Tax, were both cited as potentially detrimental to market
liquidity. Other respondents were in favour of greater use of electronic trading
platforms for corporate bonds and a European consolidated tape;
Taxation barriers (Q30) – respondents cited tax issues as presenting challenges to an
effective CMU. Respondents highlighted the impact of withholding taxes on the
income derived from cross-border securities investment, the lack of harmonisation of
tax systems in the EU, and the Financial Transaction Tax (FTT) as particular issues.
Some respondents cited recommendations from the OECD Base Erosion and Profit
Shifting System (BEPS) project and inconsistencies in national tax regimes, as acting
contrary to the goals of the CMU.

Call for Evidence – EU Regulatory Framework for Financial Services
As noted above, the Commission has launched a call for evidence [39] to examine the
cumulative impact of EU financial services legislation [40] put in place in response to the
financial crisis. [41] The stated objective of the call for evidence is to examine the
interaction, combined impact, and unintended consequences of the legislation.
Furthermore, the Commission wants to examine: (i) whether there are areas where action is
needed to support the promotion of jobs and growth; and (ii) whether there are unintended
barriers to new market entrants and innovation.

Through the call for evidence, the Commission is seeking to gather feedback in the
following areas:

Rules affecting the ability of the economy to finance itself and growth – (i)
unnecessary regulatory constraints on financing; (ii) the positive or negative effects of
regulation on liquidity; (iii) the positive or negative effects of regulation on investor



and consumer protection; and (iv) proportionality and the preservation of diversity in
the EU financial sector;
Unnecessary regulatory burdens – (i) excessive compliance costs and complexity; (ii)
reporting and disclosure obligations; (iii) contractual documentation; (iv) rules
outdated due to technological change; and (v) barriers to entry;
Interactions, inconsistencies and gaps – (i) links between individual rules and overall
cumulative impact; (ii) legislative definitions; (iii) overlaps, duplications and
inconsistencies in legislation; and (iv) gaps in legislation;
Rules giving rise to unintended consequences – (i) risk; and (ii) procyclicality;

The Commission will assess responses to the call for evidence against the following
objectives:

promoting economic and financial stability in the EU;
maximising the benefits of the financial system to the economy, jobs and sustainable
growth and promoting better access to finance, notably for SMEs:
completing the EU single rulebook and promoting the single market for all 28 Member
States:
restoring trust in the financial system following the crisis and ensuring a high level of
consumer and investor protection;
ensuring the EU rules are as simple and clear as possible and keeping regulatory
burden to the minimum necessary; and
promoting the competitiveness of the EU economy.

ICI Global has highlighted the importance of evaluating the impact of post-crisis regulatory
reforms before proceeding with new initiatives under the CMU. [42] Furthermore, ICI Global
also highlighted the need for such initiatives to seek to enhance the coherence of EU capital
markets regulation, collectively support stronger retail investor engagement with the
capital markets, promote the liquidity and depth of the capital markets, and incentivise
investment by reducing fragmentation and regulatory barriers.

In their respective Resolutions and Conclusions on the CMU, both the Council [43] and the
Parliament called on the Commission to undertake an evaluation of financial reforms.
Furthermore, the Parliament is currently undertaking its own stocktake of financial
regulation, [44] and work to examine the impact of financial regulatory reform is also
underway at international level in the FSB [45] and other international bodies.

The Commission is inviting responses to the call for evidence by 6 January 2016, [46] and is
expecting to report on the main findings and next steps by mid-2016.  As noted above, in
2017 the Commission intends to assess achievements and re-assess priorities for the
delivery of the CMU. By 2017, reviews of several current legislative initiatives including the
Capital Requirements Regulation (CRR) [47] and the European Market Infrastructure
Regulation (EMIR) [48] will have been completed. The Commission is also required to
prepare various other reports in 2017 including a review of the AIFM Directive by 22 July
2017 [49] and reports on the functioning of aspects of the Securities Financing Transactions
Regulation. [50] These reviews and reports are likely to feed into the Commission’s
progress assessment on the CMU.

Conclusions and Resolutions of other co-legislators in respect of CMU
The Council and the Parliament have adopted Conclusions and Resolutions for the CMU,
respectively. The conclusions adopted by the Council recognise the need to strengthen
“equity culture in the EU …to encourage long-term investment” and stress the need to



develop “non-bank financing opportunities for all SMEs”. Furthermore, the Council “recalled
the importance of increasing retail investment and ensuring robust investor and consumer
protection” and “the need to ensure that Europe’s capital markets can compete on a fair
basis with other economic areas”. The Council identified securitisation, the identification
and removal of “barriers to the free movement of capital”, the “potential of private
placements”, and the simplification and streamlining of the preparation and approval of
prospectuses, as short-term priorities for action. [51]

In addition to the formal Resolution adopted by the Parliament in relation to CMU, MEP
Burkhard Balz (German, EPP) has prepared a draft report on “stocktaking and challenges of
the EU Financial Services Regulation: impact and the way forward towards a more efficient
and effective EU framework for Financial Regulation and a Capital Markets Union” [52] for
discussion by the Economic and Monetary Affairs Committee (ECON). The draft report
contains a number of proposed recommendations to the Commission including “that a
sound and robust CMU has to acknowledge the interdependencies with other financial
sectors and has to be based on well-established existing structures; stresses the need for a
holistic view of EU financial services regulation”. [53] Opinions of other Parliamentary
Committees have underscored the importance of reflecting the global context of the CMU.
[54]

Next Steps
The Commission has announced a number of measures, reports and proposals for delivery
during the remainder of 2015 and in 2016. Of particular note, in the near-term, is the call
for evidence on the EU regulatory framework for financial services (noted above), for which
the Commission is accepting responses until 6 January 2016. The Commission has also
indicated that it will publish a Green Paper on retail financial services and insurance before
the end of 2015.

The Commission intends to assess achievements and re-assess priorities in 2017, with a
view to putting in place a CMU by 2019.

A table summarising the timeline and actions in the CMU Action Plan that are of particular
relevance to investment funds is contained in Annex (i).
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