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Introduction 
The European Parliament (EP) has played an understated role in shaping financial regulation in 

the European Union, one that betrays the institution’s influential powers in this field. The 

legislative activity of the EP in this regard has been largely overshadowed by a focus on the 

political response to the euro crisis, rather than on the EU legislature’s collective contribution to 

financial market reform. While less prominent than the United States’ Dodd-Frank Act of 2010,1 

the European Union’s collective ‘bundle’ of financial reform has proceeded at a healthy pace, 

with many legislative proposals from the European Commission being adopted at first reading.2 

While Dodd-Frank may have been enacted relatively quickly by the US Congress, its 

implementation relies heavily on delegated authority, much as how the EU is rolling out financial 

reform. The nature of EU legislation, however, means that enacting an overarching ‘Act’ 

containing the main points of regulatory reform (i.e. in the mould of the Dodd-Frank Act) is not 

possible, as each piece of EU legislation must be set against a specific legal basis in the EU 

Treaties. The Commission, however, on October 29, 2008, launched its ‘European Framework 

for Action’ that sought to coordinate the anti-crisis arsenal of EU Member States, focusing on 

three objectives: 

 

• Establishment of new financial market architecture, focusing on a new supervisory 

framework at EU level, guidelines and rules on remuneration of executive pay, corporate 

governance in financial institutions reforms, more stringent capital requirements, 

regulation of credit ratings agencies and regulation of the shadow banking sector. 

• Measures to encourage GDP growth by increasing investment in innovation and 

research, promoting new social models such as flexicurity, promoting green growth and 

cutting down on red tape and barriers to business in the internal market. 

• Strengthening of the Stability and Growth Pact to ensure structural reforms to 

accompany monetary stimulus. 

 

The latter point encompasses arguably one of the strongest pieces of legislation passed by the EP 

during the crisis period. The EP exerted an essential influence over the final shape of the so-

called ‘Six Pack’ of legislation – designed to strengthen the Stability and Growth Pact – by 

limiting attempts by a number of Member States to weaken the ‘automaticity’ of the new rules. 

                                                        
1 Dodd-Frank Wall Street Reform and Consumer Protection Act (in force as of July 21, 2010). 
2 Lannoo, K., The EU’s Response to the Financial Crisis: A mid-term review, CEPS Policy Brief No. 241, April 2011. 
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Without a degree of automaticity, the Stability and Growth Pact would essentially have remained 

the paper tiger it became following attempts by France and Germany in 2003 to erode the Pact’s 

enforcement arm.  

 

Outside of the SGP, however, the role of the EP in economic and monetary union is limited to 

‘soft’ power tools such as monetary dialogue with key players in the crisis, including the President 

of the European Central Bank, the President of the Commission and the future permanent 

President of the Euro Summit should the 2012 fiscal treaty be ratified.3 

 

Another example of ‘soft’ power is exemplified in the work of the European Parliament’s ad hoc 

committee on the Financial, Economic and Social Crisis (CRIS), chaired by German MEP Wolf 

Klinz. Based on recommendations drafted by the chair of the EP’s Employment and Social 

Affairs Committee, Pervenche Berès (France-S&D), the EP endorsed in July 2011 a crisis 

response plan consisting of inter alia promoting long-term investments in innovation, education 

and green energy; launching common bonds in the euro area (so-called ‘eurobonds’); 

transforming the European Stabilization Mechanism into a European Debt Agency; a ban on 

naked short-selling; and the launch of a European Energy Community to implement EU2020 

growth goals in the energy sector.  

 

But the European Parliament’s real strength lies in internal market reform. Although the EP has 

long held status as an equal co-legislator alongside the Council of Ministers for internal market 

legislation, the Lisbon Treaty increased the powers of the EP in the area of delegated and 

implementing acts (Articles 290 and 291 of the Treaty on the Functioning of the European 

Union). Such acts have been of crucial importance throughout the Lamfalussy process of 

financial regulation and the nominal equality between the Council and the EP in delegated acts4 

has ensured a greater role for the EP in financial regulation since the election of the new 

legislature in 2009.  

 

The EP during this period has delivered a rapid adoption of legislative proposals that have 

shaped the European Union’s financial ecosystem and resulted in substantive changes to the way 

financial institutions do business, including through a transposition of Basel Requirements, the 

reinforcement of consumer rights and reform of the derivatives sector. Many of these legislative 

                                                        
3 The fiscal treaty requires the President of the Euro Summit to keep the European Parliament informed on the 
preparation and outcome of Euro Summit meetings. 
4 Kaczynski, P., ó Broin, P. et al, Delegated and Implementing Acts under the Lisbon Treaty: What Future for Comitology?, 
in ‘The Treaty of Lisbon: A Second Look at the Institutional Innovations’ (CEPS-Egmont-EPC), September 2010, p. 104. 
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changes are transpositions of G20 commitments to enhance market regulation and in some 

respects have emulated reforms adopted in the United States under the Dodd-Frank Act, 

although important differences exist between the European and United States’ approaches. 

 

Within the institutional order of the EP, two policy committees5 in particular have been among 

the most active in terms of legislative activity since 2009: the Economic and Monetary Affairs 

Committee (ECON) chaired by Sharon Bowles (UK-ALDE) and the Internal Market and 

Consumer Protection Committee (IMCO) chaired by Malcolm Harbour (UK-ECR). The ECON 

Committee has been the busiest policy committee thus far during the 2009-2014 legislature and 

has been assisted by an ad hoc committee on the Financial, Economic and Social Crisis (CRIS), 

chaired by Wolf Klinz (Germany-ALDE). 

 

Extensive analysis has already examined the main contribution of the EP to economic 

governance reforms via the ‘Six Pack’ legislative package designed to strengthen the Stability and 

Growth Pact and the excessive deficit procedure,6 while various measures adopted by the EP 

aimed at fostering growth in the European Union (e.g. by considering the potential job-creation 

to be garnered from free trade agreements) do not to date follow a cohesive strategy, despite the 

endorsement of growth programs such as EU2020 and the Euro Plus Pact.  

 

This paper concentrates instead on the role played by the EP in shaping financial regulation in 

the European Union. 

 

Internal market reforms 
The onset of the financial crisis in 2008 followed almost a decade of financial services integration 

in the European Union under the banner of the Financial Services Action Plan (FSAP). This 

process was aimed at integrating financial markets of the Member States by 2005, and was a 

direct response to the transition to the third stage of economic and monetary union (i.e. the 

‘irrevocable’ fixing of exchange rates and the physical introduction of euro currency in euro area 

states). The strategy adopted by the Commission has essentially been to build upon the existing 

Financial Services Action Plan, by amending existing measures and re-launching shelved 

proposals made under the Lamfalussy process. In this respect, the EP has found itself re-

                                                        
5 ‘Policy committees’ exclude those committees that serve a technical or supervisory role, such as the Legal Affairs and 
Budgetary Control committees. 
6 See for instance McArdle, P., The Euro Crisis: Economic Governance and Budgetary Surveillance, Institute of 
International and European Affairs, 2011. 
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assessing legislative proposals that had been rejected prior to the crisis (so-called ‘recast’ 

directives and regulations), as well as a number of transpositions of rules decided upon in the 

Basel Committee on Banking Supervision and the G20 framework.  

 

Below is a summary of the headline pieces of legislation sent before the European Parliament for 

scrutiny, amendment and adoption. 

 

European System of Financial Supervision (ESFS)  

 

The most significant piece of financial reform legislation was the establishment of the European 

System of Financial Supervision, adopted by the European Parliament in September 2010. The 

ESFS is a macro-prudential supervisory system at EU level proposed by former IMF Managing 

Director Jacques de Larosière. It replaces existing ‘soft’ bodies (the Lamfalussy Committees) with 

a new system composed of (1) a European Systemic Risk Board, whose chairperson is the 

President of the European Central Bank and the role of which is to assess financial trends or 

shocks that could pose a severe threat to the European financial system (in essence a European 

version of the G20 Financial Stability Board); and (2) European Supervisory Authorities 

(ESAs), of which there are three, coordinated by a Joint Committee. The ESAs are designed to 

enhance coordinated regulation among national regulators. In certain circumstances, the ESAs 

may issue binding instructions to national regulators, which is the main difference between ESAs 

and their predecessors the Lamfalussy Committees. The goal of the ESFS is to increased 

coordination between national supervisors to ensure a collective responsibility for safeguarding 

EU financial markets. 

 

The ESAs are the leverage point for many of the subsequent legislative reforms enacted by the 

EP as the authorities are provided with stronger supervisory powers in many sectors of financial 

supervision. 

 

There are three ESAs:  

 

– European Banking Authority (EBA) 

– European Insurance and Occupational Pensions Authority (EIOPA) 

– European Securities Markets Authority (ESMA) 
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The EP had called for stronger powers to be given to the ESAs (in particular the EBA), but the 

Council was unwilling to remove supervisory powers from national authorities entirely, and EU 

law does not allow for agencies of the EU to be vested with powers the EU itself does not 

possess.7 The EP does, however, have a mandate to exercise democratic control over the new 

ESAs, with the power to hire and fire the chair of each ESA and summon them before the EP to 

answer questions from MEPs. 

 

A real litmus test of the effectiveness of the new ESAs will be seen in 2012. In many cases ESAs 

are responsible for drafting guidelines and standards for the implementation of recently adopted 

EU regulations and will advise the Commission on the adoption of delegated acts. All three ESAs 

have a heavy agenda in 2012 in this regard, but according to the EP they lack the resources to 

carry out their responsibilities effectively. Sharon Bowles, Chair of the ECON Committee, has 

stated that the ESAs will be completely undermined if their resources do not allow them to work 

as required. 

 

Rapporteurs: Sylvie Goulard (France-ALDE) and Ramon Tremisa i Balcells (Spain-ALDE) for ESRB; José-

Maria Garcia Margall y Marfil (Spain-EPP) for EBA, Peter Skinner (UK-S&D) for EIOPA and Sven 

Giegold (Germany-G/EFA) for ESMA 

 

Hedge Funds and Private Equity (‘Alternative Investment Funds Directive’) 

 

Part of the so-called ‘shadow banking sector’ which had by and large escaped the torchlight of 

EU regulation before the crisis, hedge funds and private equity are now subject to a stricter 

regulatory system via the Alternative Investment Funds Directive. The EP adopted the Directive 

in November 2010. It requires compulsory registration, reporting and initial capital requirements 

for alternative investment funds. ESMA will control issuance of ‘passports’ for non-EU hedge 

fund managers in return for compliance with transparency rules. Private equity managers must 

abide by limits on the sale of assets in the immediate wake of a takeover, while private investors 

will be required to provide the employees of companies under their control with information on 

their future plans for such companies. 

 

The upshot of these new rules is to subject hedge funds and private equity firms to the same 

rules that currently apply to mutual and pension funds that are designed to protect investors. 
                                                        
7 Ferran, E., Understanding the New Institutional Architecture of EU Financial Market Supervision, Legal Studies Research 
Paper No. 29/2011, May 2011, University of Cambridge Faculty of Law. 
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Pascal Canfin (France-G/EFA) however criticized the final compromise with the Council, in 

particular the rule preventing non-EU hedge funds without a ‘passport’ from receiving EU 

investor’s capital. 

 

Rapporteur: Jean-Paul Gauzès (France-EPP) 

 

Naked Sovereign Credit Default Swaps (CDS) Ban 

 

In October 2011 the EP voted in favour of naked sovereign CDS where the person or entity 

organizing the swap does not have ownership of the underlying government debt (i.e. naked 

ownership), in a situation that has been described as akin to a homeowner taking out insurance 

on his neighbour’s property. Proponents of the ban highlight the role played by short selling of 

sovereign CDS in aggravating price declines during periods of financial distress. The IMF, 

however, cautioned that a ban on naked sovereign CDS positions may assist in spreading 

contagion rather than containing it, which is addressed in the legislation by the ability of a 

Member State to apply to ESMA for an exemption from the ban. 

 

Rapporteur: Pascal Canfin (France-G/EFA) 

  

Credit ratings agencies (CRAs) 

 

The Credit Ratings Agency Regulation which was adopted in 2009 requires CRAs to apply for a 

licence from the European Securities and Markets Authority, communicate their methodology of 

attributing ratings to ESMA and comply with a number of procedural requirements, including a 

pre-notification of a ratings action to the sovereign concerned.  The Commission will propose 

stricter rules in 2012, although it is unlikely to include a provision to prevent CRAs from issuing 

sovereign ratings when a Member State is in receipt of bailout funds (the so-called ‘blackouts’ 

rule). 

 

Rapporteurs: Wolf Klinz (Germany-ALDE), Jean-Paul Gauzès (France-EPP) and Leonardo Domenici (Italy-

S&D) 
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Corporate Governance in Financial Institutions 

 

Financial conglomerates are typically multinational financial groups that operate in both 

insurance and banking sectors. Such entities tend to be difficult to regulate due to their 

containing multiple, splintered corporate entities within the group and their geographical reach 

across national borders. The revision of the Financial Conglomerates Directive aimed to close a 

number of loopholes that prevented national supervisors from effectively regulating the activities 

of a financial conglomerate. 

 

Rapporteur: Sebastein Bodu (Romania-EPP) 

 

Capital Requirements Directives (CRD III and IV) 

 

Includes rules on bankers’ bonuses, with CRD IV to include even stricter rules on executive 

remuneration in financial institutions. The new rules under CRD III, which the European 

Parliament approved in July 2010, stipulate that at least 50% of the bonus should consist of non-

cash instruments such as shares or bonds in the financial institution. The rules also require that at 

least 40% of the bonus should be deferred over a period of three to five years, unless the bonus 

is particularly high, in which case a minimum of 60% should be deferred. 

 

CRD IV will also focus on making the system of bankers’ bonuses stricter, but also includes 

proposals on the increase of the amount of capital cushions banks should hold in reserve. 

Rapporteur Othmar Karas has stated that the new rules should apply a 6% tier one reserve ratio 

by 2013, one year sooner than proposed by the Commission. 

 

Rapporteurs: Arlene McCarthy (UK-S&D) for CRD III; Othmar Karas (Austria-EPP) for CRD IV 

 

European Market Infrastructure Regulation (EMIR) 

 

At the G20 Summit in Pittsburgh in September 2009, political leaders undertook to reform the 

market for over-the-counter (OTC) derivatives. These are securities that are traded off-exchange 

and therefore subject to less formal requirements, including rules on transparency. The EMIR 

proposal requires all standardized OTC derivatives contracts to be centrally cleared (either 

through an EU central clearing party (CCP) or a non-EU CCP licensed by ESMA) and recorded 
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in trade repositories by the end of 2012. Rapporteur Werner Langen proposed a number of 

changes to the text, including restricting the Regulation to OTC derivatives in line with decisions 

reached at the G20 Summit, but with reporting obligations applicable to all derivatives; a role for 

ESMA to play alongside national supervisory authorities in deciding the types of derivatives that 

require central clearing and a requirement that CCPs hold a capital cushion of at least €10m in 

case of possible defaults on OTC derivatives trades. The Council of Ministers set reached a 

common position in January 2012 and will now negotiate the final version of the legislation with 

the EP. 

 

Rapporteur: Werner Langen (Germany-EPP) 

 

Omnibus II and Solvency II 

 

Solvency II is a proposed prudential supervisory framework for insurance firms and their 

corporate groups. The Omnibus II Directive proposes changes to Solvency II that introduces a 

tiered phase-in of new regulatory measures. 

 

Markets in Financial Instruments Directive (MiFID) II 

 

Another implementation of the G20 Pittsburgh Summit is the MiFID II Directive. The 

Commission proposal plans a new type of trading platform called an ‘Organized Trading Facility’ 

(OTF) on which OTC derivatives contracts and commodities would be traded (the latter 

responding to the G20 Cannes Summit call to respond to price volatility in global food prices). 

The Directive also proposes reforms in investor protection, transparency and supervisory 

requirements for financial products and services provided by banks. The rules were proposed by 

the Commission in October 2011 and are currently under scrutiny by the European Parliament. 

EP rapporteur for the Directive, Markus Ferber, launched a market survey to seek the input of 

industries that stand to be affected by the new proposals in January 2012. 

 

Rapporteur: Markus Ferber (Germany-EPP) 

 

UCITS IV implementing measures 
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The UCITS Directive is a key piece of EU legislation that has led to deeper integration in the 

European investment fund industry. UCITS IV was approved by the European Parliament in 

January 2009 and brings a number of reforms to the funds industry, including a requirement for 

standardization of key investor information designed to improve ‘fair, clear and understandable’ 

information for investors. UCITS IV also created a ‘management company passport’ that enables 

a management company of a fund that operates in one Member State to be physically based in 

another. Over the course of 2010/2011, the Commission has been responsible for implementing 

the changes. 

 

Rapporteur: Wolf Klinz (Germany-ALDE) 

 

Deposit guarantee schemes 

 

In the event of a bank collapse, depositors are entitled to insurance that enables them to recover 

part of their savings. In July 2010 the Commission proposed changes to deposit insurance to 

harmonize and simplify rules applicable to deposit insurance, including faster payout times and a 

deposit insurance cap of €100,000 in all Member States. EP rapporteur Peter Simon has stated 

that under the new rules under scrutiny in the EP’s ECON Committee, banks will have to pay 

1.5% of all deposits covered by the deposit insurance into a special fund comprising at least 90% 

cash deposits and at most 10% low-risk assets over the next fifteen years. The changes 

recommended by the ECON Committee provide for Member States to organize their deposit 

insurance schemes as they see fit, provided they comply with rules provided for in the future 

Directive. 

 

Rapporteur: Peter Simon (UK-S&D) 

 

Single European Payments Area (SEPA) 

 

The SEPA creates an integrated electronic payments system across the European Union and 

European Economic Area states. This will enable customers based in one participating state to 

make a payment to a company or individual based in another participating state using a single 

payment system. EP rapporteur for the Regulation called SEPA a “fundamental element of the 

internal market”.  
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Rapporteur: Sari Essayah (Finland-EPP) 

 

Consumer rights 

 

A more controversial piece of legislation was the Commission’s proposal to update consumer 

protection rules contained in four separate directives. In the vote on the draft Consumer Rights 

Directive, designed to boost consumer confidence in digital businesses (especially small and 

medium enterprises), the EP’s Internal Market & Consumer Rights Committee (IMCO) split 

along party lines, with Socialist members calling the proposals a step backwards for the small 

business environment. Nevertheless the new rules were adopted in October 2011, with Christian 

Democrat rapporteur Andreas Schwab highlighting the benefit of harmonization of consumer 

rights rules that the Directive will bring for consumers and small businesses. 

 

Rapporteur: Andreas Schwab (Germany-EPP) 

 

Conclusion 
The reforms adopted by the European Parliament to date focused on enhancing the role of pan-

European oversight through the new ESAs, as well as adopting common enforcement rules. The 

EP’s voting record has tended to support the regulatory agenda of the G20, benefiting from at 

least an agreement in principle among the EU and its partners in the G20. However, recent 

initiatives to support the euro, such as the Euro Plus Pact and the fiscal treaty, do not benefit 

from unanimous support in the EU. Planned legislation such as the establishment of a common 

consolidated corporate tax base and the creation of a financial transactions tax are likely to result 

in greater tensions among Member States, which will make the role of the European Parliament 

even more crucial in the months ahead. 
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