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Fostering banking union and capital markets union - a top-down or 
bottom-up approach?1 

di Valdis Dombrovski 

 

It is a pleasure to be here at the European Central Bank for the launch of our annual 

report on European Financial Stability and Integration, so thank you for the 

invitation. Whether in Frankfurt or in Brussels, this event has become something of a 

spring tradition. It may not yet be as well attended as the raising of the Maibaum, or 

as popular as asparagus in the spargel season… But we are working on it. 

As usual, the ECB is also publishing its own high-quality report on financial 

integration today, and I welcome its support for our financial integration policies. 

These two reports come at the right moment. We are less than two months away from 

a European Council meeting where further integration of European banking and 

capital markets will dominate the agenda. This is necessary to build an Economic and 

Monetary Union that is resilient and capable of withstanding future challenges.  

When it comes to promoting a stable, efficient and truly integrated financial system 

in the EU, we have two main priorities: to complete the Banking Union and put in 

place a Capital Markets Union by next year. So these are the two main topics I will 

cover in today's speech. 

But let me first address the broader economic and financial picture. Overall, the 

European economy is doing well. Last year, both the EU and the euro area grew at 

the fastest pace in a decade. This was supported by good global growth, structural 

reforms and macroeconomic policies in Member States, and the low interest rate 

environment. We expect robust growth to continue this year and next. 

                                                 
1 Speech at the joint European Central Bank and European Commission conference, Frankfurt, 3 
May 2018 
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The solid economic performance translates into tangible benefits for Europeans: 

employment is at record levels, and unemployment is at its lowest level since 2008. 

Social trends are following suit, however unevenly. The share of people at risk of 

poverty or social exclusion is falling. But we will keep our focus on inclusive 

economic growth that leaves no one behind. 

Turning to the financial side, in 2017 we saw a narrowing of corporate bond spreads, 

as investors moved into new and riskier bond segments. EU stock markets moved 

higher, in line with the favourable economic conditions. Earlier this year, we saw a 

spell of high but brief volatility. Looking ahead, the report highlights some risks, 

such as the possibility of a sudden reassessment of risk premia. And there are risks 

coming from outside Europe, such as geopolitical ones, or the siren call of 

protectionism. 

But on the whole, the financial climate is stable and conducive to growth. All things 

considered, we can expect 2018 to extend the window of opportunity we need to 

reform our financial system and put our common currency on a more solid footing. 

This brings me to the first priority for reform, which is to complete the Banking 

Union. 

* * * 

As of today, the Banking Union has two pillars in place, and experience shows that 

they are functioning well. 

The Single Supervisory Mechanism is in its fourth year of operation, supervising 118 

significant banks directly and many more indirectly. And we have the Single 

Resolution Mechanism, which has successfully handled its first EU bank resolution 

case. 

But this setup is still incomplete. To manage a banking crisis with the least possible 

impact on financial stability and taxpayers, we need more. I have always been clear 

that risk reduction and risk sharing should go hand in hand. One depends on the 

other. 
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Together we have come a long way when it comes to reducing risks in the banking 

sector: 

 Since the crisis, capital and liquidity have strongly improved, and so have 

governance and supervision. 

 We expect that the negotiations on the 2016 Banking Package should be 

concluded shortly. 

 And we welcome last December's agreement on the finalisation of the Basel III 

framework. It is essential that all major jurisdictions implement all the key 

elements of the agreement, and we are committed to doing so following a careful 

impact assessment. Based on a first exploratory consultation, we have now 

identified the key issues which we need to look at in more detail. On that basis, we 

will launch shortly a call for advice to the European Banking Authority.  

 Finally, we have reduced significantly the share of non-performing loans in the 

EU banking system, from 6.7% to 4.4% between Q4 of 2014 and Q3 of 2017. In 

March, we presented a package of measures to help banks further reduce current 

levels of NPLs, and prevent them from building up again in the future. With this 

package, we have gone further in the risk-reduction measures originally planned 

in the Council's Banking Union roadmap. 

Today's report shows that the risk reduction effort is also reflected on the ground. In 

2017, banks limited their exposure to market risk by reducing bond and derivative 

portfolios. We see that private credit in the EU continued to recover. And 

performance improved slightly, although profits remain low. 

Co-legislators now need to move on the remaining elements of the Banking Union. 

That entails first of all a clear mandate for a workable backstop to the Single 

Resolution Fund. To be workable, the backstop should satisfy certain criteria: It 

should be efficient; with decision-making that allows a resolution to be completed 

over one weekend. It should provide certainty on the availability of funds within 

short notice when resolution decisions are taken. It should have a sufficient size. And 

it should be permanent. 
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The second missing element is the European Deposit Insurance Scheme, or EDIS. By 

pooling resources, one can diversify risks, contribute to a level-playing field for 

European banks, and reduce the likelihood that individual deposit guarantee schemes 

will fall short.  Our ambition is to agree in June on the principles on how EDIS could 

be introduced in phases. 

* * * 

A completed Banking Union would be strongly complemented by a genuine single 

market in capital. So let me now move to the Capital Markets Union, our flagship 

project to develop and integrate capital markets across the EU. 

CMU will diversify sources of finance for European companies, in particular SMEs, 

who often overly depend on bank funding. In addition, an integrated EU market for 

capital will help to cushion local financial shocks thanks to cross-border holdings of 

financial assets. The result will be a system that better supports growth and is more 

resilient to future crises. 

We can already look back on some important CMU achievements: 

 Two months ago, new legislation to boost venture capital funds entered into 

application. 

 We have also adopted an improved prospectus to help companies raise capital 

more easily on public markets … 

 … and new rules on simple, transparent and standardised securitisation. 

But CMU is far from complete. Out of 13 legislative proposals tabled so far, ten are 

still under discussion by the European Parliament and Member States. At this rate, we 

would not reach our goal of putting in place the building blocks of CMU before the 

European elections. So we need determined support from the other EU institutions, 

not least because Europe's largest financial centre is about to leave the single market. 

By the time of Brexit, the conditions for a true single market for capital need to be in 

place. 

We have a three-pillar strategy to put in place the most essential aspects of the 

Capital Markets Union: 
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First, we want new EU-wide financial products for consumers and investors to 

benefit fully from the single market. For example, we proposed last June a Pan-

European Personal Pensions product. It would help Europeans make the most out of 

their savings and prepare for retirement. I hope that the European Parliament and the 

Council will be ready to start negotiations right after the summer. We have also put 

forward an EU-label for covered bonds, to give another example. 

Second, we want more consistent supervision of EU capital markets, so that rules are 

harmonised not only on paper, but also in practice. Last fall we proposed to better 

equip European Supervisory Authorities to promote supervisory convergence and 

address new challenges. For example, we want to reinforce decision-making, and 

promote independent reviews of national authorities. 

Our third and final focus is on simpler and clearer rules for companies, to help 

develop deeper capital markets. With our Call for Evidence, we identified measures 

to simplify and reduce the regulatory burden on businesses. Ever since, this has been 

a priority for upcoming legislation. For example, later this month, we will propose 

more proportionate rules for SMEs to list and issue on SME Growth Markets. I would 

also like to highlight our 2016 proposal on business insolvency, to promote 

preventive restructuring and give viable businesses a second chance. 

Today's report takes a deeper look at local capital market developments, with a 

special focus on Member States in Central, Eastern, and Southeastern Europe. In 

these 11 countries, capital markets remain less developed than in their Western peers, 

in terms of both size and liquidity. In fact, these countries account for 20% of the 

EU's population, 8% of the EU's GDP, but only 3% in terms of capital markets. To 

create a properly functioning single capital market across the EU, those local markets 

need to catch up. 

Because smaller companies often do not have the means to look abroad for financing, 

they usually turn to local sources of finance. But if SMEs rely disproportionately on 

financing from local banks, they are also at particular risk to shocks to the financial 
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system. So strengthening local capital markets and supporting SME funding goes 

hand in hand. 

In addition, national initiatives play a role, and we support them, for example, 

through the Commission's structural support reform service, or SRSS. Important 

projects are ongoing on capital market strategies, modernisation of the business 

environment, and the use of public financial support for capital markets. 

Finally, we are planning to set out our strategy on local capital market developments 

in a dedicated Communication in a few months. CMU is as much about developing 

local markets as it is about linking them together across borders.  

* * * 

Ladies and Gentlemen, 

I hope that the two reports presented today can serve as reminders of the work that 

still needs to be done to complete the Banking Union and the Capital Markets Union. 

There is a lot at stake, and we are starting to run out of time. We now expect Member 

States to come together at the June European Council and commit to a clear and 

ambitious path forward, both on risk sharing and risk reduction. 

This is a crucial milestone. Technical work is complete on most of the reforms 

necessary, waiting only for political action. The economy is doing well, although no 

one knows for how much longer.  Finally, the European Parliament has only one year 

left before the next elections. So this year is an unmissable opportunity for reform, 

and I hope we will seize it.    

Thank you very much. 

 

 

 


