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that banking union was introduced as a euro-area policy (albeit with an option to expand3) 

while the geographical scope of the European System of Financial Supervision (including the 

EBA, EIOPA, ESMA, collectively referred to as the three ESAs, and the ESRB) covers the entire 
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or a supervisory ‘race to the bottom’, triggered by supervisory competition in an integrated 

cross-border EU market. More broadly, and as developed in the next subsection, the integra-

tion of the banking and capital-markets components of the European �nancial system are 

complementary, mutually supporting policy endeavours to achieve both higher growth and 

greater stability. �e application of the subsidiarity principle to these objectives suggests a 

more comprehensive supervisory framework at the Union level than is currently the case8. 

�is does not imply, of course, that all �nancial services policies could or should be con-

centrated at EU level. In 2009, member states committed themselves to a ‘single rulebook’ for 

prudential and market regulation, following their discussion of the Larosière Report (Euro-

pean Commission, 2009) and as they simultaneously decided to establish the three ESAs. But 

this vision remains far from ful�lled, partly (but not only) because of di�erences in national 

legal frameworks. �ere is a widespread consensus that the day-to-day supervision of smaller 

�nancial �rms that serve local markets should be carried out by national authorities, even if 

the corresponding supervisory policies are set at the European level: for banking supervision, 

such an arrangement has been embedded in the SSM Regulation. Moreover, policies that 

have a structural impact on the �nancial system, including the taxation of �nancial �rms and 

activities, insolvency law and the frameworks for pension �nancing and for housing �nance, 

are generally not understood as pertaining to the ‘single rulebook’ and can be expected to 

remain overwhelmingly at the national (or subnational) level for the foreseeable future. 

As for proportionality, there is a longstanding debate, which is in no way unique to the 

European Union, about whether smaller �nancial institutions should be subject to a lighter 

regulatory framework than larger ones. Under principles of good regulation, it is appropri-

ate to constantly question whether the burden of regulatory compliance is excessive and 

whether it can be reduced without a�ecting the ful�lment of its objectives. Caution, however, 
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vision and crisis management frameworks across national lines was at the root of the harmful 

bank-sovereign vicious circle9
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ing decision be made by that date and not further delayed, because of the obvious damage 

caused by the current uncertainty for the EBA’s operations, the motivation of its sta� and its 

capacity to attract new talent. �e corresponding EU legislative process should be expedited 

swiftly after that decision
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the operation of banking union so far. (There have been, by contrast, many cases of delays 

and bottlenecks at the level of the Supervisory Board, including some that the SSM has 

acknowledged publicly). As for the SSM’s supervisory independence, it may have been 

less than perfect on some occasions19. But indications so far suggest that such lapses of 

independence were caused by political pressures originating in individual member states 

and possibly channelled through discussions and votes in the Supervisory Board, as 

opposed to an inherent misalignment of objectives with monetary policy and/or inter-

ference by the Governing Council or Executive Board. Overall, and based on detailed 

observation of nine member states together representing more than 95 percent of the 
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