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Opening remarks: Minister Luca Franchetti Pardo, Deputy Chief of Mission, 
Embassy of Italy !!
Good morning. Welcome to this piece of Italy in the heart of Washington. Thanks to 
FeBAF and Bretton Woods Committee. !!
This event brings together a panel of distinguished speakers to discuss an issue of 
paramount importance today and for the future of the European project and transatlantic 
relations. For many years, academics and policymakers alike have called for a stronger 
Banking and Capital Markets Union in the Eurozone as a means to reduce 
fragmentation, enhance stability and promote growth. !!
Following the financial crisis, significant steps were taken towards European integration. 
And important pillars of the Banking Union were established: the Single Supervisory 
Mechanism,  and the Single Resolution Mechanism. The Banking Union, 
complementing monetary union, is expected to promote a more integrated, efficient and 
safer banking system. Furthermore, the European Commission has announced Capital 
Markets Union with the aim of financial diversification in Europe and attracting more 
investment into the EU as well as making the financial system more stable by opening 
up a wider range of financing sources. !!
Both Capital Markets Union and Banking Union should be considered a part of the 
broader European integration project, with the ultimate goal of building a stronger, 
globally competitive region in Europe. !!
European Commission Green Paper has attracted great interest on both sides of the 
Atlantic. While Europe can learn from the US experience of capital markets 
development and integration, at the same time it is also important to draw lessons from 
the crisis and build a Capital Markets Union where capital markets development and 
financial stability go hand in hand.!!
On EU-US financial cooperation, once finalized, the proposed Transatlantic Trade and 
Investment Partnership - or TTIP - will provide a political stimulus and a great 
opportunity to establish and enhance structured, rule-based cooperation on financial 
services regulation beyond the existing but useful existing transatlantic dialogue 
between regulators. !!!
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MODERATOR: Professor Paolo Garonna, Secretary-General, FeBAF; Bretton 
Woods Committee Member !!
[Thank you, to our partners and hosts.]!!
There are many reasons this event is important for FeBAF. !!
The first is that policy analysis which informs discussions and partnerships is the way 
that we operate. We were founded by the main associations and institutions in the 
financial sector in Italy. Our special task is to deal with cross-cutting topics, acting as a 
think tank and promoting a reflection on what lies ahead of the curve. At FeBAF, we 
consider the future and look at the big picture. That’s why today’s discussion is 
extremely important and why our partnership with the Bretton Woods Committee is 
extremely important. !
 
The second is that FeBAF is extremely active on behalf of our shareholders and 
stakeholders in our international activities. We have an office in Brussels and are 
engaging in dialogues with similar institutions in other European capitals, including 
TheCityUK, ParisEuroplace and Centro Financiero in Madrid as well as other major 
institutions, including here in the US. We want to promote financial integration in Europe 
and globally. !!
The third is that the topic we are dealing with - Banking Union and Capital Markets 
Union - are important developments taking place in Europe. I believe it’s - to a certain 
extent - inspiring and refreshing to look at these topics from the other side of the Atlantic 
Ocean. It’s important for many reasons, the first one is that we have a lot to learn. It’s 
well-known that in the US, there has been a much better balance between stability and 
growth, a much better balance between bank lending and capital markets funding - 
providing financing for infrastructure and SMEs - a much better mix in the US between 
between monetary and fiscal policy and a better mix, and balance, regulatory and 
supervisory tools ensuring stability and market freedoms and market operations, for 
example the fact community banks here work under a different set of rules in the US, 
providing finance for SMEs. This we do not have in Europe. !!
So what can we learn?!!
The obvious objections from Eurosceptics on both sides of the ocean are that conditions 
are different in Europe, that Europe is not a state, and that there is no fiscal or political 
union and so no federal budget. It goes on, pointing out how Europe has no single army 
and no single language. In short, Europe is not the US. That is clear, and Europe will 
never be the US. But that makes the comparison very interesting, and means that what 
we are doing in Europe is an experiment without precedent in human history, bringing 
together different people and institutions in peace and in intergovernmental cooperation. 
I think it’s something that’s very complex and leads us to unchartered waters. !!
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Sometimes, we refer to Europe with the image of a castle in ruin. I would not use that 
image. Instead, the image I would use is that Europe looks like a sprawling city, one 
with unfinished buildings, in an emerging market. is like a It’s messy, but it’s striding on. 
Europe is a construction site. The financial institutional framework in Europe is a 
construction site. This is extremely interesting from the Bretton Woods perspective, 
because in that sense Europe looks to some extent like the rest of the world, probably 
also with lessons to teach on what it takes to promote financial stability and the 
development of capital markets.!!
On all these questions, that’s why we think this topic is important. Looking at what’s 
accomplished and what’s not in Europe and drawing lessons for the transatlantic 
dialogue. !!
[Introduction of panel.]!!
Introductory Remarks: Andrea Enria, Chairman of the European Banking 
Authority !!
Thank you.!!
I will try to focus on the image of a construction site you gave us and focus my remarks 
on three areas!!
1) Harmonization and lessons in standard setting at the global level !
2) Most difficult: the safety net, and how much progress we have made in integrating 

the safety net and the Banking Union in particular !
3) Risk sharing and the Capital Markets Union !!
Let me start with harmonization. In all these areas, my major tenet is that in Europe we 
have tried to pursue an integrated banking and financial market and along the road we 
learned the hard way that we had forgotten some pieces. We hit some walls. I argue 
that in all these three areas we have been pushed by the crisis to some extent, and 
been very fast and effective in defining and fighting the problems we have come up 
against. !!
So let me start with harmonization. The Single Market, at the beginning, was built 
around the concept of minimal harmonization. The idea was that we had minimum 
standards which applied to everybody and then each country can add on or treat the 
rules in one way or another, giving a common level of safety and integrate the markets 
through a single passport and cooperation among national authorities. !
 
What didn’t work in this process? First of all, having a minimum harmonization was not 
supportive of cross border business because compliance costs remained. If every 
Member State were in implementing the rules in a slightly different way, tweaking here 
and there, eventually those banks operating cross border had to comply with a different 
set of rules in each Member State and on the other hand, what was perceived to be a 



TRANSCRIPT - ENHANCING EUROZONE STABILITY: !
PROGRESS TOWARDS BANKING AND CAPITAL MARKETS UNION 

Page �  of �6 33

sort of hard floor of rules through time proved not to be so high and instead became 
very soft, due to the pressures of financial innovation on the one hand and also from 
how the rules used by national authorities were used as a competitive tool to promote 
national champions on the one hand or to attract business in national market places on 
the other. This eventually led to a weakening of the overall safe guards with regards to 
financial stability. I could give many examples but I think the definition of capital is the 
one that I witnessed more closely. When there was not a lot of competition in accepting 
normative capital instruments as regulatory capital, which led to a watering down of the 
safe guards in case of crisis. When the crisis hit we learned the hard way that that had 
led us astray. The lesson here was learned very fast and done so in the first months 
after the crisis, the EBA was established and we moved from the concept of minimal 
harmonization to maximum harmonization, and to the single rule book. So having 
exactly the same rule issued at the European level and legally binding in all the 28 
Member States. And in this area we’ve made a lot of progress. As the EBA, we’ve 
already issued hundreds of standards, and fifty more will be finalized by the end of this 
year, and the bulk of the G20 reforms in banking are being implemented in Europe 
through the single rules. So, common definitions for the first time of asset quality, non-
performing loans, which allows us to compare banks on a like for like basis and we have 
enhanced the disclosure available to the markets considerably. In the last stress test, 
we published up to 12,000 data points for each bank on a much more comparable basis 
now. So there’s been a lot of progress in this area.!!
Let me move to the most difficult part which is the safety net, the second point I want to 
raise in my introductory remarks. Here I think that in the Liikanen Report which was 
dealt with bank structural reforms in Europe, there was a very important session where 
they analysed the structure of European banking in terms of the ratio of assets to GDP 
and they showed that a graph which says a lot about the problem that we have been 
facing in Europe. If you take the issue of the ratio of assets to GDP in European banks, 
and if you compare the same with US banks, you see that if you take the European 
GDP the ratio is more or less the same, so the size of European banks against the state 
of the economy is more or less the same. If you compare it to the GDP of the home 
country, most of the large banks in Europe have assets which are higher than the GDP 
of the home country. So what happened is that we as policy makers told the banks to 
consider Europe, the Single Market, as their own domestic market, and they did so took 
up a size that was commensurate with this market, but then we told them that in terms 
of safety net, the fiscal capacity that mattered was the fiscal capacity of their home 
country. And then they were too big with respect to fiscal capacity. That was really the 
tension that exploded in 2011 and 2012. This led to two major consequences. !!
1) A slower process than in the US in repairing the banking sector !
2) The sovereign-bank loop, which developed to re-segment the Single Market along 

national channels and which lead to the Banking Union !!
Usually, a comparison is made between the repair done in the US with the use of TARP 
funds to recapitalize banks in 2009, and the much slower process in Europe. Now, it is 
interesting to notice, that there is a misleading narrative sometimes which says the 
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European banks have not strengthened their capital positions as much as the US 
banks. That the US banks have raised real capital while the EU banks have actually 
reduced risk-weighted assets, possibly tweaking the internal models and faking the 
repair. If you look at the data, that’s not actually the case. If you take the largest 20 
European banks and the largest 20 US banks, by chance, immediately after the 
Lehman Brothers crisis in 2008 they had exactly the same amount of nominal capital. If 
you take a snapshot of the banks at the end of 2014, the European banks have raised 
capital more than the US banks. What is different though is the time-profile of these 
increases, which was much more front loaded in the US than in Europe. And that’s why 
in the US there was a federal capacity for the bail out of the banks which allowed for a 
front-loading of the adjustment. We didn’t have that in Europe, due to the restrained 
fiscal capacity of some Member States and so we had to take much longer. We have to 
acknowledge that, and its impact on the rapidity of the adjustment process and also on 
delaying the recovery. Luckily enough, the last years, with the AQR and stress test, we 
have turned the corner and we are now seeing lending taking up again. !!
On the second point, on the sovereign-bank loop, it’s clear that if you say actually the 
sovereigns with domestic budgets are backing the banks, well then the markets start to 
look at the standing of the banks on the basis of the standing of the sovereign providing 
them with a safety net, which meant that we immediately had a decoupling of funding 
costs from banks across the European Union and this sort-of very pernicious loop 
between sovereigns and banks. which led us to close to the break-up of the Single 
Currency in 2012. !!
Again, here the Banking Union was a very important policy decision. I’ve been 
discussing centralization of supervision since I started working in these areas in the 
1980s, it’s always been difficult and then it was decided in one month in the summer of 
2012 and legislation was in place in the next 6 months and now it’s a reality and it’s up 
and running; we have institutions, the Single Supervisory Mechanism and Single 
Resolution Board which are actually working and they are being given very strong legal 
powers. That’s a real game changer. !!
There’s also a point I hear in the US: Europe doesn’t have an integrated fiscal backstop. 
So it’s a fine construction, but eventually, when things go to the worse case, if you don’t 
have a federal budget you are going to have problems. !!
But I think that this is not a correct point, my reading is that the efforts we’ve done in line 
with the G20 recommendations and FSB recommendations is actually that we don't 
want to be in a place where fiscal capacity is needed to bail out the banks. I mean, we 
want to be in a place in which large and complex financial institutions can be resolved in 
an orderly fashion, without the need for bailouts from tax payers’ money. So, what is 
missing if anything is the ability to provide funding for resolution. We have a resolution 
fund, the capacity might not be sufficient if you have a systemic crisis so the point is 
how would this fund find the resources in case of need, and again there are different 
options which are still being discussed. One is that of course you can have a European 
facility like the ESM, which provides this liquidity but this is politically controversial. The 
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second is that you have guarantees, a sort of internal European governmental 
guarantee which could be constructed. And the third is that if you have banks which are 
being resolved, which are actually illiquid but solvent, because you distinguished 
between good and bad banks, then central bank liquidity could be provided to resolve 
the issue. !!
These are the points that need to be raised.!!
Now let me move on to the last point, which is risk sharing. There is a very good 
literature here in the US which shows - empirically so - that when you have asymmetric 
shock in an integrated area, risk sharing mechanism is even more important than fiscal 
transfer. We have to acknowledge that in Europe we have not achieved that state, 
capital markets integration is not yet as advanced enough to provide debt risk sharing 
mechanisms. And we saw this clearly during the crisis. When the sovereign debt crisis 
started, we saw that the same sort of SME in Italy or Spain or France or Germany was 
facing very different access to finance and very different funding costs. So there was a 
complete divergence in the market and there was no re-equilibrium mechanism that was 
working. So, the idea is the Capital Markets Union. Here, admittedly, we are at the 
starting stages of the process, and it won’t be a short project. It’s not something that will 
be done in the next few months or even years - it will be at least a 5-years project. But 
there are shorter-term deliverables which are already in the pipeline. !!
I think the first step which can be portrayed as low-hanging fruit is securitization and 
reestablishing a well-functioning market for securitization on a sounder basis. Not the 
elements of the past, which were at the base of the elements of the problems we faced 
during the crisis - so high-leveraged, maturity transformation, originate-to-distribute 
features which really led securitization into being one of the main causes of the crisis. 
Instead, re-establishing a market for simple and transparent securitization that can 
actually allow loans to households and to SMEs to be pooled and sold on the European 
market. !!
In the longer-term, the key issue in my mind is restructuring and insolvency laws, which 
will be a tough nut to crack. But what we are seeing today, and it was also seen in the 
financial crisis and has been pointed out by the IMF, is that when you enter into a crisis 
and don’t have mechanisms to quickly write-down bad assets you risk having these 
problems lingering in the bank for a longer period and this is something that is a drag on 
the recovery and a drag on growth. !!
These are the main issues in my view. The European Commission is consulting now, it’s 
trying to gather input from market participants and ideally around the summer will have 
a road map for this project. !!!
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Introductory Remarks: Professor C. Randall Henning, Professor, American 
University !!
I have three points to make, as someone who is professionally committed to the idea of 
European integration and from this side of the Atlantic, I sound cautionary notes from 
time to time about the strategy by which integration is being achieved. On the basis of 
my own reflections on the US model - where I think it’s relevant - and where I think it’s 
not.!!
1) Cautionary note on the CMU agenda!
2) Advocate a change of strategy to fiscal integration!
3) Conclude with a comment on the role of the IMF !!
These three points are tied together by a common thread, and that is the political 
fragmentation of the [European] Union, and the lessons for the strategy for European 
monetary and financial integration. !!
So, I applaud the drive towards CMU - a successful CMU will help to distribute 
adjustment to shocks across the euro area, making the monetary union more robust. In 
this approach, which seems to be taken with respect to CMU, is in a sense European 
integration as usual with the CMU being the new program. We had the Single Market, 
we had the monetary union, and each is launched with a report soliciting ideas and 
brainstorming then a White Paper and then the European Commission makes a 
proposal and these are advanced to the legislative process. It takes a long time to get 
there, but eventually it’s done and we ratchet up European integration gradually over 
time. !!
But, I fear that the drive doesn’t quite fully acknowledge the lessons of the euro crisis. 
Here, I do believe that the fiscal fragmentation of the monetary union is a continuing 
issue and this fragmentation along the lines of Member States has proved to be 
damaging in the euro crisis. One of the consequences was the sovereign doop loop, or 
the loop between the banks and the sovereigns. We must ask, whether a CMU will be 
as vulnerable to fiscal fragmentation as the Banking Union was, even with the 
harmonization of the relevant regulations and related policies - and we should draw the 
lessons from that as to how we design the CMU. For example, let me pose the 
question: What happens when a large, too big to fail (TBTF) institutional investor 
becomes insolvent? It will have been encouraged to expand across borders within the 
context of the CMU, and would have to anticipate this problem proactively. I’m not 
saying there isn’t a solution to this, but I think that we should have the solution 
beforehand and not make the mistake of the monetary union and put the solution in 
place after we realize there was a problem.!!
So, similarly: How will the CMU operate with a less-developed market in very large, 
broad, deep, risk-free assets that’s provided by the US treasury securities market? What 
will be the equivalent of the repo market, which liquifies the system in the US, in 
Europe? !
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!
This is also a function of the depth of fiscal integration in the US. So my conclusion here 
is that the fiscal deepening will be important to CMU and I’m a consistent advocate of 
this in the euro area, but also sounding a cautionary note on the strategy so far that’s 
been pursued in Europe. The problem is that the mode that Europe has embarked on 
for a host of institutional and political historical reasons we could describe as a ‘bail out 
and intervene’ model. So, when Member States run into problems they appeal to the 
centre for financing and this is now provided by the ESM, and has been provided 
through the EFSF. I’ve been an enthusiastic advocate of the development of these 
firewalls in Europe as essential for addressing these fiscal problems but there needs to 
be an important distinction between the short-term and medium-term strategy for 
addressing the crisis on the one hand and the long-term consequences on the other, 
because this provision of financial assistance from the centre then comes hand in hand 
with conditionality and a strengthening of the fiscal rules and - more than that still - a 
need to intervene much more selectively and precisely in Member States that become 
fiscally dysfunctional - from time to time, every large federation will have some federal 
units that are fiscally dysfunctional. That’s been true in the United States and it’ll 
continue to be true in Europe from time to time. !!
But, in the US what we have is a ‘no bail out norm’ which is effective at the federal level, 
combined with a ‘live and let live’ attitude towards the fiscal attitudes of the [US] States 
and since the 1840s the ‘no bail out’ norm has been (without being written into the 
Constitution of the US) politically very effective and I believe unassailable. It’s been 
effective along with other rules in the US context in limiting debt accumulation on the 
part of States. !!
I’m concerned that the model Europe has chosen requires fiscal intervention on very 
precise and narrow issues which encroach on national sovereignty which may not be 
sustainable in the long-run and you can see this in proposals that are being made. Jean 
Claude Trichet, two years ago, suggested European governance by exception in cases 
where a Member State is fiscally dysfunctional or repeatedly violates the rules that are 
set by the centre, so this would involve for example a European decision to raise a tax 
in a European state or to cut spending on a particular budget item and he reconciled 
this with democratic sovereignty and democratic governance by making the European 
institutions more accountable, which is theoretically consistent with democratic 
governance but it assumes ultimately that the legitimacy of the centre becomes at least 
as great as the legitimacy of the Member States. This is problematic for the long-run 
and flies in the face of the political trends towards Euroskepticism that we see in a 
number of counties in Europe right now.  !!
So in the long-term, although not that many of us are focused on the long-term right 
now, it’s going to be important for Europe to think about switching models from the ‘bail 
out and intervene’ model to the reestablishing the ‘no bail out’ clause and giving it 
integrity. In the meantime, what can we do to be constructive to solve the problem of 
insufficient degree of fiscal mutualization for the backstop? What we could do is 
consider in the area of CMU the same sort of mutualization that we’ve done in the 
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Banking Union. I may have understated the amount of fiscal and debt mutualization that 
actually occurs in Europe, because we have this through the backdoor in the case of the 
funds that are being raised and being built by the fees on banks in the context of 
Banking Union. This is a form of mutualization because these will be tapped in the case 
of problems of resolution in the future, this is a form of mutualization which doesn't pass 
through a government entity but which is available to government and regulators in the 
case of a resolution problem. So this could be a model of what could be done with CMU 
to solve this problem that arises from fiscal fragmentation. !!
My third point has to do with the role of the IMF. Until such time as more robust 
structures are in place in the euro area, the euro area will seek to involve the IMF when 
sovereigns need assistance in financial crises. There’s a lot of unhappiness with the 
Troika right now, and the institutional arrangements surrounding the Troika and the role 
of the IMF, most of my European friends who are dedicated to European integration 
would like for Europe to solve its crises within the family without having to turn to the 
IMF and outsiders. !!
Until such time as Europe can be making decisions by majority voting rather than 
unanimity, there’s inevitably going to be member governments within Europe that are 
going to set the involvement of the IMF in the workout package as a condition for their 
approval of financial assistance. !!
This is for a couple of reasons. Usually in these meetings, around the Spring meetings 
and the annual meetings in the Fall the reasons that are decided for the inclusion of the 
Fund are technical - that the IMF has a well-developed system for designing programs 
and monitoring them, and possibly financial - that Europe would like to have the 
contribution of the rest of the world so that the rest of the world has skin in the game in 
the resolution of these problems in Europe. But it’s also deeply political, the role of the 
IMF and its involvement helps protect the right flank of a number of critical governments 
within Europe and it’s important in the German domestic political context especially. 
Whether the rest of the world accedes to the use of the Fund in this context is another 
question, I believe it should but I’m quite certain that until we move beyond inter-
governmental decision making and unanimity, we will have pressures in Europe for 
continued involvement of the IMF. !!!
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Introductory Remarks: Sandie O’Connor, Chief Regulatory Affairs Officer, 
JPMorgan Chase !!
When I was asked to take on the chief regulatory office role for JPMorgan, one of the 
reasons I said yes was the importance of the evolution of global policy and the 
restructuring of the world around the balance of financial stability, while maintaining 
capital markets that are effective and robust to allow world economic growth to occur. 
Policy impacts the way investment flows and that’s a very important thing to keep our 
eye on.!!
So my role here today is to talk a bit about the regulatory framework in Europe and what 
it looks like from the vantage point of an American bank that operates very distinctly 
around the world. It’s not just about Europe, it’s about the complexity of the world we 
operate in, in the 65 or 70 countries that we function across.!!
Firstly, we are hugely supportive of the work around Banking Union and Capital Markets 
Union for the reasons already laid out here, in order to get to the right layer of financial 
stability, particularly in Europe since fiscal union is really not on the table, my guess is in 
our lifetimes, the reality is we have to create some level of consistency and reliability of 
the banks that are engaging and involved in the currency that is a single currency. So 
the divorcing of the sovereign risk from the banking risk is really important to allow that 
stability to occur. And the SRM is extremely important step forward exactly in that space 
and we think about what’s going on in Greece, this year versus several years ago, the 
SRM is in place right now and in fact the European Commission has the ability to look 
into the banking balance sheets of the four largest Greek banks to see the flows of 
money and the capital and liquidity positions that exist there. Not through the sovereign 
but directly from the banks themselves and that is absolutely essential because that is 
what is required and necessary over time as it’s more consistently applied to create 
confidence, stability and consistency so it is a version if you will of standardization and 
fiscal unity and that’s absolutely essential here. !!
I think CMU is quite different from Banking Union and I would argue should be more 
broad, Banking Union being the Eurozone itself and CMU I think should be as broad as 
the entire [European Union] because the point is economic growth and depth of liquidity. 
Here’s the opportunity to create not only a market place that brings investors and 
borrowers together but it is exactly that market place that can deal with some of the 
components that will be essential for financial stability. Think in terms of the resources 
that banks in Europe will need to raise in order to ensure that they can move toward a 
plan of ‘no bail out’, total loss absorbing capacity, that’s a lot of capital, debt, 
subordinated debt that will likely need to be issued into the market place and if it’s 
issued into a fragmented market it’s likely not going to be adequate to achieve the level 
of issuance that needs to occur. So CMU, in my view, cannot come along quickly 
enough in order to ensure that we’ve got that robustness of both primary and secondary 
markets. !!
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To give you a little bit of perspective, of where our views are coming from at JPMorgan, 
we operate in 12 of the 19 Eurozone countries and in fact one of our subsidiaries, 
Luxembourg, is of such a scale that in fact it will be independently overseen by the ECB 
and the single supervisory framework. We also are in 15 of the 28 EU countries and in 
fact one of our largest global centers is in the UK, a non-Eurozone member. The EBA 
has a very important mandate that ensures that the ECB and the SSM are converging 
with what we need to be doing in the broader, non-Eurozone area. And it is absolutely 
essential that this mandate stays in place and the capacity of the EBA to do this remains 
in place especially for an international, multinational bank like JPMorgan. !!
What kind of parallels or lessons can we draw from the US? I’ll share with you what I 
think capital markets could look like and warn you of a few things that I think we should 
be cognizant of.!!
Firstly, most lending into the market place in Europe comes from bank balance sheets. 
In fact, according to a recent IMF paper, that figure is 75%. That’s a very high 
concentration, particularly when you want to make sure that you have financial stability. 
Having been a former trader and former treasurer at the largest US bank, 
concentrations are never good, because when the world changes you never want to be 
heavily concentrated in anything. So in the same guise, you don’t want 75% of your 
lending coming from only your banks. You need to create optionality and that’s really 
what CMU is meant to provide. What could that look like? While in the United States the 
balance is about 50-50, about 50% of all lending comes directly off of bank balance 
sheets and 50% comes from the market place itself. Now what’s also great about the 
market place itself is it brings together directly providers and takers of capital, and it 
creates a good balance in the great vote for capitalism to create pricing transparency 
and to create a counter, a competitive nature of bond issuance versus loan issuance, so 
to speak. I think those are all very valuable mechanisms.!!
We’ve been going through an awful lot of changes throughout the world, to say the 
least, with regard to capital, liquidity, stress testing, resolution, recovery, market 
infrastructure changes, banking structural changes and all occurring simultaneously. We 
have a big one on the horizon, in fact January 3, 2017 apparently we’re going to have a 
big bang in the implementation of MiFID II. And that’s where I would offer another note 
of caution, that is complete restructuring of the market place, and it’s a complete change 
in transparency that’s going to be required on positions that are taken. Now, the goal I 
agree with completely and utterly, but think about this: coming in on January 3, 2017 
and operating with a completely new infrastructure. I would caution a bit against a big 
bang, which is what we’re lining up for. I tend to like the phrase ‘rolling thunder’ because 
you want to see some phased-in implementation particularly when playing with market 
structure and market liquidity because you’re not exactly sure what it can present. A 
perfect example is how we’re seeing, and this hasn’t been a big bang, the impact of 
capital and liquidity requirements around the world and how it’s changing the depth of 
market liquidity both in the US treasury market as well as in the corporate bond markets 
around the world. And that’s a very important thing for us to understand, because it 
matters to the underlying investor. How people are able to get in and out of positions 
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and liquify their positions is absolutely essential, so we need to preserve depth of 
market and that’s why I go back to as we think about MiFID II, we’re going to go to a 
level of transparency on trading and we’re not exactly sure how buyers and sellers are 
going to react to that market place. We need to be cautionary that we don’t see a 
market place halt unexpectedly. So I would recommend that in this case to the extent 
that we can yes there’s a hard date, but how do we try it out on products, how do we 
see how liquidity starts to be impacted for both I guess illiquid and liquid products, and I 
know ESMA as been very much working on how do you classify certain securities that 
require different levels of transparency but I guess my question is this is hard work and 
what if they don’t get it exactly right? So, I think a little bit of caution here would go an 
awful long way.!!
The other part here is we only expect the final text in MiFID to occur and to come to us 
in November, and the kind of change that’s going to be required for institutions around 
the world will be new documentation, new contracts, new control processes, new 
business approvals, and how to transact. If you think about the number of days (and not 
just business days) there’s only about 230 of those between November and the 
following year of implementation. And that’s an awful lot to get done. And frankly, there 
is no benefit to be the first mover in the market place in this. Because if you’re shining 
lights on positions, what do you think will happen with trades? They will go to where the 
light doesn’t shine unfortunately for a while, until the light is forced to shine on them. 
Here, we have to be cognizant of potential risks that we might be creating. I almost think 
of it as we’re self-imposing Y2K. The objectives are all good, but we can’t afford a 
change in liquidity. !!
On resolution and recovery, we can provide a little bit of perspective because under 
Dodd-Frank (in which no public bail out is the law in the United States) we’ve done a lot 
of work under both Title 1 living wills, which is how to resolve yourself under bankruptcy 
as well as Title 2 which is orderly liquidation authority. As we engaged in the BRRD [EU 
Bank Recovery and Resolution Directive] discussions and the SRM discussions the 
important things that we’ve learned are 1) it really matters that people have the authority 
to do what they need to do and BRRD created clarity and who’s doing what to whom. 
That matters in the middle of a crisis. And by the way, Dodd-Frank provided that here in 
the United States because if you recall the FDIC [Federal Deposit Insurance 
Corporation] did not have the authority to resolve a bank holding company. So they 
couldn’t be there to help Lehman Brothers. Well, the good news is both what’s 
happened under Dodd-Frank as well as what’s happened under BRRD says who can 
do what to whom. That’s important. !!
The dominant guidance and guidelines around when resolution occurs that it’s not 
disruptive to the market place and minimized its reliance on public bail out and I very 
carefully used the world minimized because in Europe it’s not no public bail out yet. In 
the US, it is. What does that mean? In means that, in your plan you have to understand 
to what extent if you’re selling securities how liquid those securities are and once again 
we’re back to markets. How deep is the volume, how quickly can you sell, what is the 
consistency of the haircut and the margining that you’re going to be looking at when 
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you’re going to extract value? Because I can tell you from my experience when you’re 
selling a security, in a beautiful sunny day environment you will get exactly what you 
expected. But when it’s late at night in 2008, you better have a nice, sizable, appropriate 
margin that is a through-the-cycle margin, to understand how much liquidity you can rely 
on that security for when you sell it and - and this is very important - you need to know 
how long it will take you to liquify that position because if you’re going to try to trade five 
times the market size, in one day, guess what’s going to happen? It’s going to fall apart. 
Liquidity, liquidity, liquidity: people are still learning about it, and they need to understand 
more about it and it’s all the components - it’s not just sunny day liquidity. Liquidity only 
really matters when you really, really need it. !!
On recovery and resolution, a big lesson for Europe and for the rest of the world, how 
does recovery and resolution of your central counter-party clearing look against your 
biggest banking institutions? They are interrelated and cannot be separated. We have 
made systemically important clearing organizations and we need to understand what 
their resolvability looks like and when I say resolvability I don’t mean wind down, cause 
that’s no longer an option for these guys. If we’re putting all these derivatives contracts 
through them, they need to stay open for business no matter what. So how do you build 
the right kind of resolvability so that you can transfer ownership, stay open for business, 
allow critical operations to function - the same standards that we are holding our 
banking institutions to and we have to because they interrelate. !!
So, the other question I was asked to address is: What are the challenges an institution 
like mine faces are we look at the landscape. Frankly, we face exactly the same 
challenges as those that supervise us and regulate us. The speed, the scale, the 
complexity, the implementation, we’re just doing it from the other end. And the reality is, 
we have all been doing an awful lot of really hard work, in a really short period of time, 
because the objective has been financial stability. Because we operate across so many 
jurisdictions, consistency matters. In the international landscape, when minimum 
standards are set, that’s great as a good starting point but when every jurisdiction can 
tweak it in a fundamental way, just to make it unique and their own, that adds 
complexity, operational risk, time, resources, energy and the question I would ask is, is 
the change that’s being requested fundamental? Because if it’s fundamental, why don’t 
we get it into that minimum standard? And that doesn’t mean that everything has to be 
exactly the same, but I would say change or difference for difference’s sake minimizes 
the flow of capital and liquidity across nations which reduces liquidity broadly for capital 
markets. We should weigh the cost of those incremental requirements or differences 
versus international standards against the potential decline in access and liquidity. !!
The other thing to think about is that the more specialized things get, the more 
fragmented markets get, and that’s not a good outcome, and when there are 
fundamental differences - and this is where I think CMU is going to be a great 
challenger - activity will flow where it can be transacted efficiently and borrowers and 
lenders can come together in a good way. So where there are material differences you’ll 
see things go away from one area and to another. And given the different 
implementation timeframes, we’re seeing that with some of the derivatives markets 
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already. It’s really important that we and regulators figure out ways to get to the same 
place and recognize differences but identify equivalence because markets are in fact 
global. And whether it’s central counter parties, or the EU/non-EU trading venue 
recognition, it’s really important to come to the right terms with your counterparts around 
the globe to say, yes this works for us and then we should all be respectful of the home 
versus host relationship to allow markets to transact. There’s no such thing as an Italian 
derivative, or a German derivative, or a US derivative: it’s a global derivative and it 
trades on exchanges and on central counter parties. We need to make sure they are all 
safe and sound, because they’re fundamental to the global economy and then we 
should build a level of trust to get to a good place.!!
Looking at CMU, it’s a great objective and it will be how we continue to drive towards 
financial stability because it will be a big bearer of issuance and an engine of growth 
because investors and borrowers from all over the EU will be allowed and able to 
access each other which will be hugely important and I think it will be a good 
competitive field from the capital markets perspective vis a vis the capital markets in the 
United States, which haven’t been challenged before and that will also create an 
appropriate equilibrium around the world. !!!
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Jose Manuel Gonzalez-Páramo, Executive Board Member, Banco Bilbao Vizcaya 
Argentina (BBVA) SA!!
[Thank you.]!!
I agree with most of what I have heard around the table on many issues. Perhaps I will 
try to strengthen or add nuance to what I have heard. First of all I think we should as a 
take-away have a very clear view that this Banking Union project is a big success. It’s 
really a re-invention of the euro. It’s not an addition, it’s euro 2.0. It was decided in June 
2012 against the skepticism of many, in only 2 and a half years we built something that 
for those that love comparisons with the US, took the US more than 100 years to build. 
On that, we should congratulate ourselves, as we already had a well-advanced single 
rule book, thanks to the EBA, because they are doing an extraordinary job setting 
standards that are then transposed into national law when the European Commission is 
not opposed to them and those standards apply to the ECB as well as to the other 
countries of the European Union. This is a great driver for more alignment and 
convergence. We have the SSM - the Single Supervisory Mechanism - with the ECB - I 
think the success in setting-up in a record time a single supervisor with one thousand 
supervisors from scratch and at the same time doing the comprehensive assessment, 
so AQR and stress testing in the Eurozone with the EBA, is like driving a truck and 
changing the tire at the same time without stopping it and it was a non-event when the 
results of the stress tests were known in the market, which was very telling as to the 
credibility and rigor of the exercise. Then the single resolution mechanism was also 
agreed upon and is now in the making. So the board is operational in Brussels - a 
couple of days ago I had a board meeting with Dr Elke König just to get some 
knowledge of what the priorities are and I think things have also been done in an 
excellent way and so that in January next year they will be able to apply the new 
resolution principles that are applicable to all the members of the Banking Union, to the 
subset of countries in the Eurozone. !!
A chair can stand on three legs, but of course a fourth one makes things safe. So how 
necessary is this backstop? I agree that the design is not complete, without a backstop. 
To what extent will it be needed is a different matter and what do we mean by pubic 
backstop also deserves some comments. !!
First of all we have incorporated into our financial life going forward the ‘bail in’ principle 
instead of the ‘bail out’ and this means that when a banking institution goes into trouble, 
first you have to bail in this institution up to 8% of liabilities, which is quite a lot in 
particular if they are well capitalized all the more so when TLAC and all these things 
apply. !
 
Second, you could go for the single resolution fund up to 5%. Which makes 13% 
together and only after that the possibility of resorting to some kind of public help would 
come to the fore because you could also be forced to continue bailing in with creditors 
there. !!
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What is meant by public backstop could be many things. There are proposals out there 
that would call for a change in the Treaty of the European Stability Mechanism so as to 
make the ESM the backstop of the banking system, and I fully agree with those 
proposals but you’d need to change the statute of the ESM, because as it is crafted at 
the moment it doesn’t cater for the backstop unless we think about direct capital 
injections in banks, which is already catered for. When thinking of lending or rescuing an 
institution, this is not foreseen but could be - so I think many discussions in Europe are 
contaminated by the question of whether this calls for Treaty change or not. And I think 
it’s high time now to think about what do we need, and then to what extent we need a 
Treaty change or not. Because when we read for instance Gertrude Tumpel-Gugerell’s 
[2014] report on T-Bills and Eurobonds and redemption funds, you see that there are 
instances where you can activate those without changing the Treaty on the condition 
that they are pro rata and temporary so that you have to have the parliaments in the 
loop on regular periods. !!
If this could become an agency, because Treaty change is a big thing, you could block 
any big reforms and say, ‘OK, Treaty change and not until then we have what we need, 
you could progress in that direction if you don’t lose sight of that legitimacy. You 
shouldn’t do things with the idea that you hide them to the general population, because 
at the end fiscal resources would be put at stake without having the approval of the 
people. So a deep and very long agenda on the political front should be pushed but 
there are many things that could be done still by - ok this is not brilliant - 
intergovernmental agreements - instead of using the community method, applying the 
Treaty, article 352, and resorting to T-Bills or euro redemption funds which could be 
done. But it is true, and this was my point at the beginning, that Banking Union is not 
complete, if you don’t have this closure, and you deal with the question what would you 
do if you exhaust the bail in possibilities, [and] the funds in the single resolution fund? 
You have to explain that to the markets, hopefully you would never use it. But you have 
to have a complete architecture. So this is key to understand. !!
On the single resolution fund, somethings must be made clear in particular for those 
that are not Europeans here. First, it is a private, mutual fund - it is not government 
money. It’s money raised by the banks themselves, the amount is 55bn EUR, which is 
high or low depending on what you expect that a crisis would call for. If those funds 
were depleted or if a crisis is declared before the fund is fully loaded, because it will be 
60% loaded in 2016, in 2016 or 2017 so what to do in that case? I think a number of 
avenues are already foreseen so this fund could raise levies ex post on the banks, this 
fund could go for a loan in the market, but still there is not the foreseen possibility to 
have some lending from the ESM, which would be the natural closure here. !!
I think there are always warning about these issues but of course I also understand that 
the plate is full at the moment because the immediate challenge I think of the 
construction of the new euro 2.0 is to make the Banking Union fully operational which 
means creating a common culture at the ECB to get to know the institutions because 
they have inherited prominent and complex institutions which they have to directly 
supervise and I can tell you from one of those institutions that they are doing an 
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extraordinarily good job getting to know people face to face in very long meetings. And 
also of course the internal numbers of the banks that they started to know the 
[inaudible] of the comprehensive assessment. So on that one I am very optimistic that in 
the end we will have a single supervisor applying a single set of rules, but there is still 
some time to go for the ECB to assert itself as the supervisor that we would like to have. !!
Let me comment on a point I would be very brief because we need some time for 
discussion on the collaboration within the Union because I have always found at least 
among many observers in the US some lack of understanding [on Europe] and this is 
justified on how Europe works. We are a very strange animal. We admit it. And you hear 
all the noises. But precisely because you hear all the noises you have to be aware of 
the good things, the European Union moves at ahead in a very collaborative way. You 
have to know that many of these things that we see done in 2 and a half years are done 
on the back of agreements of 28 governments represented in the European Council, 
that the Commission is also involved, the European Parliament with representatives of 
all the countries has to be on board in the co-legislation process, and that you also have 
the boards of many institutions including the EBA, the ECB, the Commission, ESMA, 
the ESRB and nonetheless, we move. Immediately, and this is a very tragic way of 
describing the evolution of the European Union, we need crises just to remind us that 
we have to forge ahead, let’s hope that we don’t need a big one to leap forward in the 
direction of a fiscal union, but the collaborative spirit in the European Union is very high 
and we have seen a great show of the outcome of this with the creation of the Banking 
Union and now we are suspended [?] to Commissioner Hill’s announcement milestones 
that he will do in the summer, so spelling out what the milestones are going forward in 
order to create this CMU that is so important for us and realize that I am a banker, but it 
is so key to create alternatives, it is so key to create a genuine securitization market in 
the Union, a genuine ABS market so you can have liquidity, now there is nothing like 
that there has never been because there is no liquidity, you have to have an ABS tailor 
made - what is that? - what is the market for that? It doesn’t exist. And I am very positive 
that - I wouldn’t go as far as saying this is a low-hanging fruit, because I know the 
difficulties, by chance one of my many hats is I chair the Supervisory Board of the 
European Datawarehouse, which is the backbone in order to produce transparency and 
you see there the nitty gritty that makes this difficult. But it can be done and done in a 
reasonable time frame. !!
Final point on - well it’s very pretentious to speak like this from Europe - but what could 
the US take away from this collaborate spirit? I think the force of unity is key. If you 
understand the problem in the same way you should align your forces. And this links 
very much to consistency, at the very moment, I’m sorry I have many hats, but I’m 
European Chair of the Transatlantic Business Dialogue, and we are the ‘groupies’ of the 
negotiators, we want to align them in the direction of understanding, that we need to 
sign a good treaty, not excluding any relevant matters, that have an impact on 
transatlantic trade. And financial services is a part of it, and we know what’s going on, 
we have a lot of ring-fencing, re-nationalization of things, lack of consistency in 
increasingly so in spite of G20 efforts and extra-territoriality which makes life extremely 
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difficult for the institutions that have an outlet here, are in Dodd-Frank and in [inaudible] 
and it makes life bitter. !!
So, if some kind of mutual recognition of standards would be there, and that’s not so 
difficult, and of course a more formalized platform for financial dialogue between 
regulators would help a lot to align ourselves in the direction of being more consistent, 
avoiding extra-territoriality when this is not justified, and creating a truly global market, 
and just realize that at the moment we remain [US-EU] 40% of global trade, but in a 
decade or two, we will be tiny, and at that point our capacity to set standards in a global 
template for trade would be much less relevant than today. !!
=!!!
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Interactive Discussion and Comments !!!!!
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Question from Professor Garonna to Andrea Enria, Chairman of the European 
Banking Authority !!
Andrea, your institution issued last week an interesting report on supervisory 
convergence. I wanted to ask you how do you see the distinction between euro and 
non-euro constituencies, considering that in the euro area you have new institutions 
being set up and the cooperation is very good but at all levels, but I wanted to know 
from you directly your direct experience on the challenges that you perceive, and also 
going beyond legislation, harmonization and regulation, then I think we are faced with 
practices and I think that in the end we have to change the mindset and hearts of 
people and the way they behave and I wonder if you have from your daily experience I 
know you’re working on the hand book of supervisory practices but how do you see 
things, do you think that we are making progress? And what challenges are ahead? !!
Answer from Andrea Enria, Chairman of the European Banking Authority!!
It is a very complicated question but I would frame it like this, first of all with Banking 
Union, there is the issue of keeping the Single Market together. This is an important 
move towards consistency and convergence, but at the same time there is a risk of a 
polarization within the Single Market, or a decoupling of the euro area ins and the euro 
area outs. So what are the things that can keep together the Single Market? !!
They are basically two.!
 
The first, the single rule book. The second one is to have some communality of 
supervisory practice. To give you an example, up to now, under European legislation we 
have a joint-decision process on the level of capital - we should set by all the authorities 
the level of capital for a banking group as a whole and all the subsidiaries. Sometimes, I 
sit around the table because the EBA has a task of mediating when there are conflicts 
and you know, two authorities can [inaudible] for the same institution and come up with 
two figures of capital which are [hypothetically] 8% and 18%, so how can you mediate if 
you don’t have a common methodology for defining these figures, a common practice 
for defining how much capital is enough in that situation. So that is why we have worked 
a lot in developing common methodology, why when participating in colleges we try to 
iron out these differences, it is a very difficult job, but let me add one point - the issue of 
consistency. From the process we have been through in Europe, I think that there could 
be lessons also at the global level. A body which I look at with a lot of interest, although 
this is a sore point between the EU and US, is the IFRS [International Financial 
Reporting Standards] board. You have a body which is composed of - it’s not a body 
which is for national bargaining between national authorities, it’s a body which is 
composed of the best professionals in the field to define technical standards. And then 
you have a process for instance in Europe, through which those standards which are 
defined at a global level are to directly transposed into European legislation and 
become binding for all the Member States. There could be cases in which politicians 
say ‘we don’t agree with this specific rule’ and they ask for a carve out, but in general 
the rule is that the international standards become the national standard, become 
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directly binding. Those at the global level, I mean, take the definition of capital - why do 
you need to have a definition of capital which is different in the US, Japan or in Europe? 
Equity, is equity is equity. Or if it comes to absorbing losses, in the same way in the 
same jurisdiction so why can’t we have the same process - talking of Bretton Woods 
institutions - why can’t we also think of developing institutions - I mean in general, to 
force these objectives, the lessons are we have gone a long way in Europe trying to 
promote a consistency, convergence, [while] maintaining national prerogatives, 
maintaining national powers. And designing rule which everybody needs to abide by. 
[But t]he other element of European integration is of course institutions, is the 
Community principle, is the Commission, is generating institutions that can express a 
European view point and can promote it directly. I think we need to find a new balance, 
between these two elements, in Europe we are finding it, we have dialogue, let’s say the 
EBA, the SSM, we have a number of new institutions which are moving in that direction, 
and maybe we need to think of that also at the global level, the FSB has been a step in 
this direction, but we need to think of maybe moving further again. !!
Question from Professor Garonna to Professor C. Randall Henning, Professor, 
American University!!
You know the US capital markets better than most, and also the history. The way I see 
it, you have three basic elements, one is institutional architecture, which dates back to 
the 1930s, the Federal agencies were created at that time, but then you also have two 
more important factors which played a role much later when the success of capital 
markets in the US took place: one is case law and the role of jurisdiction, it was a 
decision of the Supreme Court which triggered the competitive re-regulation at the end 
of the 1970s and the beginning of the 1980s and the other is the policy drive and 
political leadership, at those days in the 1980s it was not only Reagan but also Carter - 
there was a push in the political discourse towards freer markets and to let them 
operate. And in Europe, we had the ‘big bang’. Now, how do you compare this - which is 
history - in terms of the factors explaining the success of capital markets in the US, with 
the situation in Europe? How do you see the differences? We hear now from the 
Commission, from Lord Hill, a different tone in terms of approach, a more bottom-up 
approach, to rely more on markets than we heard in the past from the previous 
Commission, so how do you compare the success and the secret of the success of US 
capital markets with the prospects for CMU in Europe?!!
Answer from Professor C. Randall Henning, Professor, American University!!
I am pretty confident that I’m not the best person in the room to answer you question, so 
I’m going to stick to the rule of not speaking to issues which the audience knows at least 
as much as I do. !!
I wouldn’t necessarily hold up the trajectory of US capital markets as the model. There 
is fragmentation, there’s been fragmentation in regulatory authority across different 
sectors within the United States, then there’s been fragmentation across insurance 
markets and between the Federal level and the State level as well, so I’d have to think a 
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lot more deeply before driving the lessons for the specific project for CMU. Except to 
underscore the points made earlier, is that the development of capital markets in the 
United States has taken place within the context of a federal fiscal structure, and I think 
that the federal fiscal structure with a strong centre that’s large relative to the Member 
States and in which there is issuance of traditionally-regarded risk free assets, there’s a 
large deep and liquid market, there’s a real advantage to the development of these 
capital markets, and the absence of these conditions in Europe doesn’t mean that we 
can’t move forward, it means that it has to move forward carefully, and identify exactly 
what the requirements for mutualisation are and satisfying those requirements come 
before taking these steps. !!
Americans and the IMF, let me add this thought. One might have thought a decade ago 
that the US would find European monetary integration and European financial 
integration to be a threat - a threat to the international role of the dollar, a threat to the 
ability of the US to operate in international finance or finance even government balance 
of payments deficits in a crisis. After all, this was one of the rationales introduced in the 
report One Market, One Money (October, 1990) was the creation of the euro would 
create a cemetery in the international system, and perhaps block the exorbitant privilege 
of the US to finance deficits by liability issuance. You also might have thought that the 
IMF would regard the development of European institutions and what is a proto-
European Monetary Fund in the form of the ESM as something of an institutional threat. 
It’s important to recognize that both the US government and the IMF staff are 
enthusiastic advocates of Banking Union, Capital Markets Union completion and 
deepening with a fiscal union. In fact, these institutions are more enthusiastic advocates 
of European deepening and integration than a number of European Member States and 
the reason is of course that they don’t have to bear the cost of European integration in 
the same way that some of the triple AAA rated [?] countries in Europe will. And 
because they realize the completion of these structures in Europe is important, not only 
for Europe’s sake but also it’s also important to prevent Europe crises in Europe from 
spilling over into the rest of the world economy, so whatever the US model offers, 
Americans and the international community are cheering the Europeans onward. !!
Question from Professor Garonna to Sandie O’Connor, Chief Regulatory Affairs 
Officer, JPMorgan Chase !!
How does the industry perceive the regulatory challenges to CMU in terms of getting out 
of the regulatory overhang, capital requirements, Solvency II, and CRD IV, but also the 
broader picture of tax harmonisation and insolvency legislation - it’s very ambitious - but 
how do you see it?!!
Answer from Sandie O’Connor, Chief Regulatory Affairs Officer, JPMorgan Chase !!
So, I guess I would start with - under the great work of regulatory policy workers around 
the world, G20 has gotten to a really good place. So let’s start with that. Capital - 
whether institutions are there or not - they will get there for the largest institutions 
around the world, they will be around two times higher than they had been pre-crisis - 
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that’s sort of ‘ish'  what the numbers are going to look like. Liquidity - gone are the days 1

when the largest banking institutions would actually borrow money to balance their 
balance sheets, because under the Basel requirements, banks of a certain size will 
forever be loan-funded - probably to about 25% of their balance sheet. Which is cash 
and cash equivalents which is a great thing. The stress testing that exists, and this is 
where I think the SSM and the stress testing [in Europe] are super important as well as 
the CCAR (Comprehensive Capital Analysis and Review) in the US, hard complicated, 
yes, absolutely, but ultimately creating a check and balance to reinforce are capital 
levels at the right amount, are liquidity levels at the right amount, given how the world is 
evolving over time, so that durability and that reinforcing mechanism is really good - so, 
well done. But we still have a whole bunch of rules coming down the pipe, whether it’s 
TLAC - the Total Loss Absorbing Capacity proposals on numbers that are out there, and 
that’s potentially looking for a range of 16-20% of resources that could be used and 
maintained and pre funded on your balance sheet, or on a bank’s balance sheet, that 
ultimately then, in the event of a resolution event could be used to recapitalize an 
institution. Well, I guess the question is how does that look in the context of the lower 
probability of default that we’ve just put out there? By the way, I think having those 
resources is absolutely essential, because you know what? If you’ve got a handbook 
and a plan, and you’ve got the money to do it, the probability of you ever having to do it, 
goes even lower. But I would caution here, is more always better? I would argue, what’s 
the right number and I would think that’s the big challenge. Similarly, why could 
international standards be so different across jurisdictions? If we can get to a good 
place through Basel, then why are some jurisdictions creating more and my jurisdiction 
does that on a regular basis. The question is, when super equivalence is required, it 
should have a high threshold and we - the private sector and governments - should 
require policy makers to show the math. To make sure it makes sense in the context of 
the risk appetite that’s being done, how much safety incentive and at what expense? 
First, you have to get to the right level, you don’t care what that costs, that’s what we’ve 
just been through, but now we’re in a reasonably good place, so how do we get to ‘how 
much more’ and I would just say, if we could really focus on an objectives-basis, our 
rules don’t have to be exactly the same. In fact, maybe we should stop writing so many 
rules. Maybe we should start thinking about the objectives that we need to achieve and 
what are those standards? Orderly resolvability of our largest banking institutions, 
adequacies to recapitalize them so they can stay open for business, if it’s derivatives 
clearing, do we have appropriate margining and risk-management? And do we trust 
each other, and then I’m going to go back to TLAC because you can tell that one’s on 
my mind, right now one of the biggest discussions is ‘how much is needed in resources 
for aggregate companies’? That makes perfect sense, you want to make sure - you 
know - in the game of musical chairs in 2008, there wasn’t enough to go around and 
you saw a lot of bad behavior - bad behavior by institutions, bad behavior by 
governments. If there’s enough to go around, that’s what the goal is, but then we’ve got 
the find the right balance between home and host, how do we engender trust? Because 
it’s in everyone’s best interest to ensure that neither one can afford to walk away. But 
what does that mean? That means neither 100% of the resources should sit with the 

 Approximately. 1
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home, nor highest levels with the host. Because otherwise we’re not engendering the 
need to work together like every other organization. And I would argue, some of those 
pre-positionings that we’re looking at are awfully high. And why is that occurring? And 
let’s find the right balance, because again going back to the multinational stage, you 
want to have efficiency of flow, you want to ensure that there is the right amount to go 
around, you want to ensure the right behavior, and trust among governments and 
amongst regulators worldwide. And I think those are the fundamental challenges that 
certainly I see and I do think these kinds of conversations hopefully help us get to the 
right place. !!!
Question from Professor Garonna to Jose Manuel Gonzalez-Páramo, Executive 
Board Member, Banco Bilbao Vizcaya Argentina (BBVA) SA!!
I would like to ask you a question on CMU, which is definitely the most ambitious 
program of financial integration in Europe with wide-ranging and deep implications in 
terms of harmonization and legislation. Now I think that there are two radically opposed 
approaches, one draws on the analogy with the Banking Union and says we should do 
as we did with the Banking Union, so a top-down approach, single supervisor, single 
rule book, maximum harmonization legislation, and the other approach is more bottom-
up, saying, well, this would take years, and it’s also politically very controversial, so let’s 
start from the markets, let’s try to make markets work, maybe replicating the ‘big bang’ 
approach, let’s start with private placement let’s start with securitization, what can we do 
without going through actual institutional engineering and re-engineering. Both 
approaches have pros and cons, because in terms of harmonization we all know that 
obstacles, for instance to capital markets integration, were spelled out very clearly in the 
Giovannini Report, ten or fifteen years ago, not much has been done, tax harmonization 
we have been talking about in intergovernmental fora for years, and it didn’t happen, so 
I think there are pros and cons to both approaches so where do you stand? And how do 
you think we should move in this regard?!!
Answer from Jose Manuel Gonzalez-Páramo, Executive Board Member, Banco 
Bilbao Vizcaya Argentina (BBVA) SA!!
I think your question is spelling out the answer: it is obvious that this is not, in my view, a 
process that is similar to Banking Union because it is not about a central authority here, 
it’s about making rules and practices and not creating obstacles. And such markets 
nowadays don’t exist, and for each problem I could think of different processes and this 
is why I have a lot of interest in Commissioner Hill’s report. Because, for instance, let 
me refer to securitization: you have here examples where public intervention without 
regulation capacity can force the creation of such markets but some other interventions 
but at the same time kill the possibility of those markets. I’m thinking of in the first place, 
when the ECB decided to accept ABSs on the condition that they would be reporting 
loan-by-loan information to the European Datawarehouse in a way the ECB which is not 
the regulator of ABSs is forced to bring the creation of transparency according to some 
standards. So you are conducive to the acceptance in the market of a given standard of 
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simplicity, without the regulation capacity. So I think for very good reasons, first of all 
from the ECB point-of-view, we have to manage the risk of the paper they take as 
collateral, so it’s understandable that they collect this loan-by-loan information, but this 
is at the same time conducive to the creation of a let’s say ‘high quality’ securitization 
market, because you define standards. But on the other hand you have Solvency II, and 
this discourages the investment of insurance companies in ABSs, so some coordination 
should take place, at least between the public institutions. Again, it’s not a centralization 
process like the Banking Union, when you use centralized resolutions and have a single 
rule book with a big push always by the EBA, it’s more about removing obstacles of very 
different types, depending on the markets, many companies have discovered the capital 
markets during this crisis because the banks were in such a bad shape, that they had to 
engineer access to the markets. Blue chips discovered that they could issue paper, at a 
cost which was way cheaper than the banking cost. So, spontaneously the market 
creates these opportunities. So, I think that in each market I think that you have to look 
at what the main obstacles are to create a market as such and I would venture that the 
answer you get is different depending on which market we are talking about, so let’s go 
back to the Giovannini Report, let’s take stock, and I hope that the European 
Commission is well-inspired in defining these milestones. !!!
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Q&A!!!
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Professor Garonna introduces the Q&A!!
Q: One of the biggest global threats is shadow banking: are we able to quantify in the 
euro area the size of the shadow banking sector and what are we doing to tackle this? 
Will the Banking Union and Capital Markets Union reforms be able to tackle this issue 
completely? !!
Q: Securities regulators and prudential regulators seem to talk past each other often, 
but there does seem like there’s times when the different regulations pile up on top of 
each other and could actually reinforce things - creating a liquidity problem - with some 
of the rules that are coming out of ESMA for MiFID II, and how does that match up with 
what the prudential regulators are coming out with from Basel and on capital standards 
and liquidity standards particularly for market making? Is there good discussion and 
coordination among regulators about these international standards to make sure you 
don’t have an unintended consequence that comes along? !!
Q: On securitization, what we have at the moment in Europe is a number of work 
streams happening at the same time, one is through the BIS, from the Commission, 
EBA etc. And the role of the ECB is also key. There is a big debate about what should 
be the safe, transparent and reliable securitization in the future. Do you think that the 
ECB should play - although it’s not a regulator - an even more active role in defining 
what this securitization market that we want to see in Europe should look like? We have 
this ABS project at the same time […] it seems the regulatory approach is taking a lot of 
time, whereas the ECB has the ability to move forward quite quickly. !!
Answer from Jose Manuel Gonzalez-Páramo, Executive Board Member, Banco 
Bilbao Vizcaya Argentina (BBVA) SA!!
I think there are different quantifications out there on shadow banking, including the 
FSB’s. I don’t know if Europe has done its own quantification but the key issue I think is 
not just about how much [shadow banking] there is, but also making sure that we 
monitor and when it becomes a risk to financial stability we do a bit more than 
monitoring. Maybe from transparency requirements to more than that because the ABS 
market is one of these elements of the so-called ‘shadow banking’ sector. We should be 
very careful and this is perhaps what’s behind your question of new players that perform 
banking-like business without being banks which means without needing a banking 
license and not falling under supervision. We have seen in China discussions […] and 
we are now seeing the Googles, the Apples of this world also doing things that in a way 
unbundle the value chain that banks manage, cream skimming, I would say, this cake. 
But OK that’s legitimate, the riskier thing is if you take deposits to make loans, you are a 
bank. And that I think is the key point. If you are a bank, you fall under supervision you 
have to fulfill all the requirements of competitors. I would say the number issue, the size, 
is less important than the subject matter - if you are a bank, you should be supervised 
like a bank. !!
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On the second point I think we can improve a lot on coordination because at the 
moment we have the FSB and the G20 process and this is very good, but we see how it 
lands when it comes to national application of the same principles, so we hear 
messages that OK for the sake of being finically stable I don’t care about how you are 
organized worldwide but for me you here are a subsidiary and if you are not, I don’t 
care. FBO (foreign banking organization) applies. That’s dangerous. At least do it 
[bilaterally], you should talk. And if possible you should pre inform. Just to enter into 
discussion, not to seek agreement - because national sovereignty remains national 
sovereignty - that is well understood but let’s have some more room for an exchange of 
views on regulation in order to avoid mistakes and unintended consequences. I have 
the impression that we have fragmented markets that were not fragmented before. !!
Finally, on your question to be very short, yes: even if you are not a regulator the 
regulatory process may take to long for a good thing. So, it isn't about forcing the hand 
of regulators if you decide ahead of them what do you think a high-quality security is, I 
don’t think when you think about it that the prerequisites or the list of features of a 
security would be very different an outcome from a regulated process, but it is true that 
the ECB, by the same token the BoE is fully aligned with the ECB on this one, so they 
work together and I would very much favor a more active role for the ECB, I know as 
active as they can be also in Basel trying to foster this discussion and to precipitate an 
early agreement but so far they haven’t been as successful as we would like them to be. !!
If through the indirect way through defining which collateral should benefit from lower 
haircuts because it’s high quality collateral from that process you could catalyze the 
creation of a genuine high quality ABS market I would say yes, go ahead.!!
Answer from Sandie O’Connor, Chief Regulatory Affairs Officer, JPMorgan Chase !!
Just to run through a couple of things I would agree completely with Jose on non-
regulated banking activity - or banking activity moving to non-regulated places - I think 
the real question is, if that’s the objective of trying to push activity out of the non-
regulated sector because we don’t want our banks to engage in it, so for example if 
there’s a decision that leveraged lending is not something that you want banks to do 
and you want private capital to solely engage with it that’s perfectly fine, and you 
monitor it and you watch it and if you’re comfortable with it allowing that to fail, that can 
be alright, but I do think that what I find a bit worrisome is that when traditional banking 
activity is solely moving out of banks because either can’t carry on doing it because it 
either doesn’t allow them to optimize their balance sheets or there are too many capital 
charges against it and it just migrates to a place where there are [fewer] rules so for 
example non-operating deposits which have no liquidity value and draw capital charges 
in a substantive size, there’re no longer valuable to banking institutions so you’re seeing 
some direction of them moving off of banking balance sheets, they’re likely going to end 
up in the asset management side, and the question is what will happen to them there, 
and where will they be invested. !!
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And I think that’s a real question we should ask ourselves, it’s banking activity that’s 
moving because there’s no room left for it, because it’s too expensive to do - that 
doesn’t make a lot of sense to me. !!
On the prudential [regulators] and securities [regulators], I think they can no longer be 
divorced from each other and too frequently they are not in the room together having 
the right discussion, I think we’re seeing massive improvements around the globe but it 
would be great to work out a policy versus what’s happening in the market post-policy 
because as policy makers are designing what the future’s going to look like, I think it 
would make sense to have securities regulators' arms and even monetary policy 
implementers’ arms thinking about it with them so we understand end-to-end impacts 
before we see them in the market place. I think that would be a valuable elaboration of 
the discussion. On securitization, I could not be more supportive of CMU and I think that 
Lord Hill has rightly said let’s not go for things that almost feel unreachable like tax 
uniformity, insolvency uniformity but we can create uniformity in the securities in the 
market place so if we build the regulations around or the guidance around how things 
are issued so they are standardized so anyone who buys them is subject to the same 
sort of approaches I think that’s a way to sort of address this, whether it’s securitizations 
or prospectuses, or any other activity that we’re doing there and I think that at the end of 
the day investors also need to understand what their objectives and what what they are 
buying and can they turn it into cash when they need it, so for example, if your’e a 
money fund in the US, and you’re buying an underlying product, regardless of whether 
it’s a highly rated securitization or not, if you’re risk is that you can be called on a daily 
basis on demand to redeem cash, then you have to figure out what the right balance of 
that in your portfolio is, and there are ways to manage that, similarly if you’re that 
insurance fund chances are you have a lot longer time horizon and you have a lot fewer 
calls in the sort end, you have a different profile and understanding that and having 
discussions around both buy-side and sell-side that represent that liquidity, that will 
reduce the amount of fire sales or the risk of fire sales because the investors who can 
lean long, have less liquid securities component in their portfolio and those who can’t, 
won’t. !!
Professor Henning - Pass !!
Answer from Andrea Enria, Chairman of the European Banking Authority !!
On shadow banking is still a very elusive concept and we need to distinguish things. 
There is a transition from banking intermediation to capital markets intermediation which 
to some extent is a policy objective of the CMU, so having this move of let’s say of 
business is something that we are looking for. Sandie mentioned the excessive reliance 
in Europe on banking intermediation, compared to the US, and also the European 
Systemic Risk Board recently published a paper arguing hat maybe the banking sector 
is bloated and that maybe moving some parts of intermediation to capital markets would 
be a positive. So, what we see now in the markets is that quite a lot of why banks have 
been deleveraging or maintaining size more or less unchanged we have seen a lot of 
increase in institutional investor activity and so it is plain vanilla investment funds which 
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are not taking balance sheet risk which is a positive thing and I would not cast these 
under the say, to some extent, negative heading of shadow banking, Instead, these 
could be activities which could be an illusion of banks remember a debate in the early 
2000s, here in the US too, when the heading of ‘non-bank banks’ which is an oxymoron, 
to some extent, basically entities which were not regulated and which were providing 
truly bank-like services and some of it is in China - so that’s a different type of issue. 
Having common rules and enforcement of the definition of bank.!!
On the cooperation between securities and prudential regulators, and the issue of 
market liquidity, let’s say first of all - to some extent within prudential regulation it’s very 
difficult to keep everything together. The amount of work which has been triggered by 
the banking reforms is such that sometimes there are people working on market risk 
and others on liquidity and others on capital that don’t alway talk to each other and 
sometimes can do things that move in different directions. For instance, now we are 
pushing banks to push more in treasuries under the liquidity regulations and at the 
same time discussing making the treatment of treasuries harsher in terms of capital. So 
there are a number of areas in which it’s difficult to keep the whole picture together. We 
need to stay humble and see how these ideas… and set of rules… we need to finish the 
package and we then need to see how these rules impact on the market and if there are 
actions that need to be taken to adjust we need to be open to do it. And the same 
applies when you look at the cross over between securities regulators and banking 
regulators - we have for instance in Europe a so-called joint committee which puts 
together the three authors on securities, insurance and banking which we talk quite a lot 
together and we try to iron out differences - do we always succeed? Probably not 
always but we have done a lot of work together, for instance the work on securitization 
to a large extent is developed jointly by the EBA, ESMA and EIOPA. I see the industry 
raising more and more this point of market liquidity which is a fair point, we know that 
market liquidity is going down, there is a legitimate concern which the IMF has also 
been raising that if there is another shock that there might be more difficulty in finding 
shock absorbers in the inventories of the financial sectors, there are however a lot of 
factors at play, the idea that it is the overhang of rules which is just driving this process I 
think is still to be proven but there might be rules that push it in that direction but we 
need to understand what is the intended effect of the rules and what is an unintended 
effect. Pushing banks to change business models to move ahead to excessive 
exposure to capital market risks and structured finance and the like was an intended 
objective of the regulation as for the push to developments that make a stampede for 
the exit in case of a shock more likely, we don’t know I mean for instance if it is 
institutional investors which are taking up this role we don’t usually see institutional 
investors run for the exit. There could be gateways that could be activated to avoid an 
excessive offloading of assets so we need to work further to understand our these 
issues.!!
On the question of securitization, this is a really an effort which needs to have all the 
parities paying together in the same direction I think in Europe this is working and at the 
global level we have had the BoE and ECB which have raised the point - and the ECB 
in particular because it was also to address an issue that was linked to the 
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malfunctioning of the transmission mechanism of monetary policy in the euro area, so 
there has been a central banking push, and banks have over-reacted in this direction in 
the absence of rules but at the same time the BoE and ECB are working with us to 
develop the new regulatory framework and the idea is to move in a two tier framework in 
which you have a first tier which was our proposal and which Commissioner Lord Hill 
has taken up, that you have a definition of what is a simple transparency securitization 
which is done by legislation and is valued across sectors, it’s valid for insurance 
companies it’s valid for securities markets and is valid for banks. And then you have 
another layer which is the risk aspect which is the credit quality aspect which is done at 
the sectoral level and which needs to be consistent and which we are developing. !!
The idea is to close the whole package by the end of this year. That’s not maybe a low-
hanging fruit, but the fact that we are already working so hard so far makes it more 
credible that we can close the book by the end of the year. !!
Professor Garonna !!
Thank you. This transatlantic framework for considering issues is very useful and with 
the reciprocity approach we should now consider, in the EU, what’s happening in the 
US. !!

END TRANSCRIPT 


