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This is a guest post by Lorenzo Bini Smaghi,
chairman of Société Générale and previously
an executive board member of the European
Central Bank from 2005 until 2011. In this
piece he argues that a Capital Markets Union
can never be formed in Europe if excessive
proximity between supervised financial
entities and their respective supervisors (and
in turn their proximity to local political
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authorities) is allowed to persist. Only a single
supervisory system can resolve the issues.
The European Union has been trying for years
to build a truly integrated capital market, as a
way to support European companies, in
particular SMEs and financial institutions. It
has not succeeded yet. This is one of the main
factors underlying Europe’s lagging growth,
compared with that of the US and China.
The main reason for this failure is political. All
policymakers, at the national and European
level, are publicly in favour of creating a Capital
Markets Union, but are in fact reluctant to take
the necessary steps. One of the key decisions, in
this respect, is the creation of a strong federal
institution in charge of financial markets
supervision.
It should be pretty obvious that there can be no
single capital market in Europe with 27
different national authorities. However, a whole
range of arguments continue to be used to
oppose such a move. The most frequent one is
that capital markets are still too fragmented to
allow for centralised supervision, which is
better performed at national level.
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Accordingly, the argument goes, regulatory
harmonisation should be pursued before
encouraging a shakeup. Another argument is
that national authorities have greater expertise
in supporting “local ecosystems”. Transferring
powers to an EU supervisor would thus render
supervision more remote from citizens and
local markets.
These arguments are similar in nature to those
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that were used to oppose monetary union and
banking union in Europe. The reasoning, in
short, can be summarised as “if it ain’t broke,
don’t fix it”. In other words, no change is
possible without a crisis. As Jean Monnet, one
of the founding fathers of the European Union,
(https://en.wikipedia.org/wiki/Jean_Monnet)
wrote over 40 years ago, this is always how
Europe integrated. Indeed, the adoption of the
euro was motivated by the European foreign
exchange crises of the 1980s and 1992. The
move to banking union was accelerated by the
2011-12 euro crisis and the emergence of the
“doom-loop” between sovereign and banking
risks.
If such a reasoning is to be applied to financial
markets, an overhaul of the supervisory
architecture can be possible only when a major
crisis occurs. The question is how big the crisis
should be for policymakers to realise that
change is needed. Is, for instance, the Wirecard
case (https://www.ft.com/content/76e424bb-1
77c-4c2a-b54a-fa6156f61ca2) sufficiently
relevant, or do we need something even more
shocking before the European Commission,
Parliament and finance ministers realise that,
without a single regulator, financial stability is
at risk over the coming years?
The main forces supporting the status quo are
strong. They are, incidentally, the same as those
that underline the fragility of the current
supervisory arrangements, as shown by the
recent scandal. They derive from the excessive
proximity between the supervised financial
entities and their respective supervisors, and
the excessive proximity between the latter and
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the local political authorities.
It is not by chance that the strongest opposition
to a single, more independent regulator often
comes from the supervised entities themselves,
including financial institutions, asset managers
and financial infrastructures, which have
developed over time a customary relationship
with their direct supervisor. Non-European
financial institutions, especially the largest
ones, are even more opposed to being
supervised by a European institution, since they
can currently choose their preferred national
regulator.
Some opposition also comes from national
authorities. This is not surprising. Monetary
union and banking union would probably never
have happened if the decision had been
ultimately left to the national central banks and
supervisors only. Turkeys don’t vote for
Christmas, to use the old metaphor.
National political authorities tend to say in
public that they are in favour of a Capital
Markets Union but may be reticent to loosen
their grip on their respective national regulator,
in the illusion that they can have an influence
on their local markets.
European institutions, meanwhile, appear quite
shy about pursuing the objective of a united
capital market. The failed attempts of the past,
in particular to strengthen the European
Securities and Market Authorities (ESMA), are
often mentioned as a reason for not trying
again, possibly with a better proposal. There
may also be underlying fears of losing influence
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and power.
If the Wirecard case is not considered as being
sufficiently grave to act more decisively towards
a stronger, more independent European market
supervisor, other crises will inevitably happen
in the future, hurting European savers and
taxpayers.

Copyright (http://www.ft.com/servicestools/help/copyright
) The Financial Times Limited 2020. All rights reserved.
You may share using our article tools. Please don't cut
articles from FT.com and redistribute by email or post to
the web.

Print a single copy of this article for personal
use. Contact us if you wish to print more to
distribute to others. © The Financial Times Ltd.

Read next:
Fintech, Financial services, Bitcoin

Wirecard: the cryptocard
consequences
For those who thought
compliant
Visa/Mastercardnetworked cryptocards
were too good to be true . . .turns out they
probably were.
YESTERDAY By: Izabella Kaminska

8

https://ftalphaville.ft.com/2020/06/26/1593172669000/Wirecard-proves-Europe-needs-a-single-financial-markets-supervisor/

Pagina 5 di 5

