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FCA chairman John Griﬀith-Jones is concerned that wealth
managers are focusing too much time on complying with its rules
at the expense of their clients. In a speech given to the Wealth
Management Firms’ Board late last year, Griﬀith-Jones suggested
that boards should spend less time on compliance issues and more
time on managing their business. While this might seem odd
coming from a regulator which has introduced a series of conduct
and prudential reforms since the crisis, Griﬀith-Jones maintains that
if ﬁrms focus more on their energy on providing “valued and
trusted service”, there will be less need for regulatory and
supervisory oversight and the marketplace will “ﬂourish”.

The ﬁnancial services industry is in the midst of unprecedented
regulatory upheaval. The Baringa Guide to Regulatory Developments
provides a consolidated timeline to track critical regulatory initiatives
and provides commentary on the latest hot topics and trends.

But not all regulation leads to negative impacts. On 18th March,
UCITS V came into force across all 28 EU Member States. Since
ﬁrst adopted over 20 years ago, the UCITS Directive has been the
basis for an integrated retail market in Europe facilitating the
cross-border oﬀer of collective investment funds.The revised
regulation aims to protect the UCITS brand based on the
experience from the ﬁnancial crisis, so as to continue to ensure the
safety of investors and the integrity of the market.
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Like with other ﬁnancial services ﬁrms, events in the political and
economic environment will be need to be carefully monitored by
compliance professionals. In particular, the UK’s future within the
EU will take centre stage as the country gears-up for an in-or-out
referendum in June. A decision to leave could have far-reaching
political, economic and regulatory implications for asset and wealth
managers. Some are already making contingency plans for a
possible ‘Brexit’, exploring the viability of moving operations out of
the UK. Most will be adopting a wait-and-see approach but
possibly delaying large-scale investments in their UK arms until
some of this uncertainty clears.

Wealth managers have taken signiﬁcant strides in demonstrating
the suitability of their clients’ portfolios, according to the FCA. As
part of a thematic review, the FCA found that the proportion of
high risk (of being unsuitable) or unclear ﬁles in its sample had
fallen from 79 per cent to 59 per cent since its last review a few
years ago.
However, the FCA was “disappointed” at uncovering a number of
poor practices, and called on ﬁrms to make “substantial
improvements” in gathering, recording and regularly updating
customer information. The FCA also suggested that ﬁrms need to
do more to ensure that the composition of the portfolios they
manage “truly reﬂects the investment needs and risk appetite of
their customers”, especially those who have a limited capacity for,
or desire to expose themselves to the risk of, capital loss. In its ﬁnal
main recommendation, the FCA suggested that ﬁrms should ensure
that their “governance, monitoring and assessment arrangements
are suﬀicient to meet their regulatory responsibilities” in relation to
suitability.
The FCA wants all ﬁrms providing discretionary and advisory
portfolio management services to review carefully the ﬁndings of
its thematic review, in particular the examples of good and poor
practice identiﬁed from the ﬁle reviews and on-site visits. Getting
suitability right is fundamental to providing a portfolio
management service that meets customers’ needs, particular as
ﬁrms prepare from the introduction of the MiFID II regime.
Management need to also consider whether any of the issues
identiﬁed in the thematic review apply to their own businesses, and
take action where necessary. . By being able to demonstrate how
the portfolios they manage are suitable in this dynamic fashion, the
FCA believes that ﬁrms will be able to secure the long-term future
of their business and the wealth management industry in the UK.
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Shedding light on repos

The FSB has targeted systemic risks in the asset management
industry as part of the 2016 work programme which could result
in greater supervisory oversight and the introduction of enhanced
capital requirements in the future.

On 11th March, ESMA issued a Discussion Paper on the SFTR. The
SFTR, published in December 2015, is Europe’s response to the
global initiative to bring more transparency to shadow banking
activities.

This renewed focus is partly fuelled by the fact that the current
low-yield environment has created unprecedented challenges for
asset managers. There are growing concerns that the alleged
search-for-yield behaviour, coupled with ample market liquidity,
leads to mispriced risk and overvaluation of some asset classes.

The SFTR looks to enhance transparency on market participants’
behaviour, the nature of the transactions and more importantly the
nature of the collateral: where it originates, whether it has been reused or is available for re-use and what haircuts (if any) have been
applied.

An investment fund’s relative size is also an emerging problem and
concentration in a particular asset class could be dangerous,
particularly in the event of a ﬁre-sale scenario. Not only has the
relative importance of the asset management industry grown, but
banks have also retrenched from many market-making activities,
possibly contributing to a reduction in market liquidity.

UICTS managers are large users of SFTs as they help in managing
portfolios eﬀiciently, and as such they will be heavily impacted by
the regulation. While total return swaps, used for the same
purpose, are not legally SFTs, the EC considers that the substance
of the transaction matters, not just the legal form. So UCITS
managers may also be required to report these. A detailed impact
assessment will have to be carried out to identify which
transactions fall under the regulatory reporting scope.

New regulations may also accentuate, and not mitigate, systemic
risks in the asset management industry. For example, MiFID II
forces changes to market structure and increases transparency to
help promote better price discovery. Poorly-calibrated pre-trade
transparency measures could “undermine” liquidity in less liquid
markets that rely on dealers acting as market makers (many of
whose are exiting this business), according to Mark Carney,
Governor of the Bank of England. In these cases, he believes that
increased pre-trade transparency could make it “harder” for market
makers to exit positions without the “market moving against them”.
These and other potential stresses in liquidity markets will be an
important concern for regulators who will be closely monitoring
the liquidity impacts of future reforms.
During 2016, the FSB will examine some of these issues together
with speciﬁc ones such as operational risks in transferring
investment mandates. It plans to release a consultation paper
outlining its policy recommendations in time for the Japanese G20
Summit in September 2016.

In addition, pre-contractual documentation will have to reﬂect the
manager’s policy with regards to SFTs and their collateral, to give
investors more information on the risks associated with investing
with the manager (which is highly increased the more a collateral
is re-used). The UCITS prospectus and AIF disclosure
documentation to investors will have to be updated to include the
ﬁrm’s positions on SFTs. Firms complying with UCITS V and PRIIPS
will have to take this into strategic consideration when going
through the process of updating their documentation to make sure
they don’t duplicate their eﬀort.
In terms of next steps, ESMA intends to publish a follow-up
consultation in the second half of 2016. With regards to the
regulation, reporting obligations for most ﬁnancial institutions will
come into force on 13th January 2018.

The asset management industry can play a major role in building
the Capital Markets Union (CMU), according to Steven Maijoor,
Chair of ESMA. As part of plans to reduce reliance on bank funding
in Europe, regulators are exploring ways to mobilise capital,
stimulate cross-border activities and attract more investors to
capital markets.
The initial focus on the asset management industry is not
surprising given the success of the UCITS brand in unlocking the
pan-European retail market. In recent years, the UCITS framework
has been further developed by the introduction of the
management company passport and measures to facilitate crossborder fund mergers and master-feeder structures. Moreover, new
regulations, such as AIFMD, have extended the regulatory
parameter to capture alternative investment funds, leading to a
comprehensive coverage of investment funds in the EU.
So if a strong and robust regulatory framework has created the
necessary conditions to generate cross-border investment, will the
CMU result in more regulation for the asset management industry?
In its green paper on the CMU, the EC made clear that new
legislation would be developed “only when necessary” and that the
focus should now be on how to make “existing legislation work
better”. So outside these initiatives and regulations already in train
(i.e. the European Venture Capital Funds Regulation), the asset
management industry should expect less, not more, new rules (e.g.
UCITS VI) in the future.
Instead the focus will be more nuanced than direct rule-making,
with regulators focusing on breaking down barriers to investment,
harmonising national regulations and increasing transparency for
investors. But less regulation doesn’t mean less scrutiny, whether in
relation to remuneration, conduct and culture, or systemic risk. A
successful CMU project will imply bigger and more interconnected
EU capital markets, and ultimately greater national and panEuropean supervisory focus.
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u Basel III/CRD IV
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u G-SIB
u Supervisory stress
testing
u TLAC/MREL

Liquidity
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Leverage

u Leverage Ratio

Trading

u Dodd-Frank
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NSFR rules ﬁnalised by BCBS

FCA’s MiFID II
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u CASS
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u CASS
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Phased implementation of the TLAC/MREL
capital standards.

January 2019: FRTB implementation date;
January 2019: Capital conservation buﬀer and
the countercyclical capital buﬀer under Basel II
will become fully eﬀective; Securitisation and
Large Exposure framework take eﬀect
Deadline for EC to submit legislative proposals, if appropriate, on introducing the net stable
funding ratio and on introducing the leverage ratio as a binding measure as of 2018

Variation margin requirements for uncleared
trades expected to come into force for all other
counterparties under EMIR

FCA expected to issue Handbook rules and Policy
Statement on MiFID II; other EU Member States are required
to implement MiFID II in their national legislation

ESMA expected
to publish Q&As
on product
governance and
other MiFID
II/MiFIR topics

UCITS V transposed into
law by EU member states

RRD: Bail-in measures in
force; PRA to publish ﬁnal
rules and supervisory
statements on ring fencing

SEP

2017 | Q2

EBA expected to publish review of leverage
ratio and its appropriateness for EU ﬁrms

ESMA exptected to publish ﬁnal report
and ﬁnal UCITS V remuneration guidelines

Investment
Management

AUG

EBA expected to publish report on phase-in
of LCR and appropriateness for EU ﬁrms

Leverage ratio framework enters into force followed by a 12 month transition period

ESMA expected to
deliver its ﬁnal
package of draft
ITS on MiFID II to
the EC

JUL

2017 | Q1

Results of the US CCAR stress tests released
for large ﬁrms; Deadline for submission of
CCAR stress tests results and capital plan by
ﬁrms with consolidated assets between
$10 - 50bn

Deadline for submission of US CCAR
stress tests results and capital plan to
Federal Reserve by ﬁrms with
consolidated assets > $50bn;
Revised Pillar 3 disclosures in force

Trilogue expected to endorse ESMA’s
September 2015 draft RTS on MiFID II;
FCA expected to publish a MiFID II conduct
issues consultation paper

Market
Structure/
Conduct

JUN

2016 | Q4

BCBS expected to publish
proposals on Large Exposures
to CCPs

Basel III capital buﬀers phased-in;
CRD IV deductions from tier-1 capital
for speciﬁed items rise to 60 per cent

Financial
Regulation

2016 | Q3

Phase-in of variation and
MAD II/MAR to
initial margin requirements
apply across the
for uncleared derivatives
EU (UK is not
under EMIR; ESMA expected
participating in
to publish guidelines on
MAD II); Member
MiFID II/MiFIR topics
states expected
to adopt and
publish measures transposing MiFID II into national law

EU states to transpose into
law transparency rules for
PRIIPs

Prospectuses must be
updated with information
required under UCITS V

Contracts entered into
before the reporting start date
and no longer outstanding on that
date must be reported to trade
repositories under EMIR

Eﬀective date for
clearing of derivatives
by NFCs under EMIR

SFTR requirements for reuse of ﬁnancial
instruments received under collateral
arrangements apply

January 2018: SFTR reporting obligations apply;
PSD 2 applies across the EU
January 2018: MiFID II to apply across the EU;
MAR provisions related to OTFs, SME growth
markets, emission allowances or auctioned
products apply
The EC will start a review on the application
and scope of the AIFMD

Migration to the new
cheque payment system

PRIIPs applies
across the EU

Post RDR
implementation
review

March 2018: Transitional provision for
depositaries ends. All appointed depositaries
will be required to meet the requirements in
UCITS V

Deadline for EC to review the basis for the target level for resolution ﬁnancing arrangements

EU structural reform: EBA
to publish a list of covered
and derogated banks.

Volcker Rule - holdings in CLOs must be divested; Eﬀective date of
Volcker Rule for parties that requested one-year extension; Deadline
for FBOs to set up IHCs holding US subsidiaries and compliance with
US prudential standards

Final date for all relevant ﬁrms (including foreign banks with UK branches) to notify the PRA and FCA of the approved
persons who are to be senior managers under the SMR. Grandfathering notiﬁcations to include ﬁrms' responsibilities
maps and statements
of responsibilities
Full FCA regime for consumer credit regulation to come into eﬀect, replacing the interim permission regime

Clawback and
New Senior
Start of the FCA
deferral
Managers Regime Asset Management
requirements will
into force
market study
apply to variable
remuneration awarded for performance periods

Withholding begins on US ﬁxed, determinable,
annual, periodical payments on pre-existing
obligations of non-documented entities and
individual non high-value accounts

January 2018: NSFR
minimal standard into eﬀect
January 2018: Full
implementation of LCR

Application of FCA conduct rules to staﬀ at relevant
ﬁrms who are not within the SMR or certiﬁcation
regime. Deadline for ﬁrms to issue certiﬁcates for
individuals under the CR

Results of the FCA's Asset Management market
study published

January 2018: EU structural reform provisions relating
to the prohibition on proprietary trading applies
July 2018: EU structural reform provisions relating to
the potential separation of trading activities applies
January 2019: Key provisions of the UK Financial
Services (Banking Reform Act) 2013, including
ring-fencing and depositor preference applies

First annual submission notifying breaches of
the conduct rules required for staﬀ included
in the CR

Withholding on gross proceeds begins under FATCA

Limited FFIs/limited branch
FFIs in non-intergovernmental approach jurisdictions and FFIs in Model 2 intergovernmental approach jurisdictions to start reporting
status expire; First
CRS reporting
period starts
Deadline for the transposition of MCD into national law across the EU
GDPRD expected to apply across the EU

EU Benchmarks Regulation expected to enter
into force; G-SIBs must meet all of risk data
aggregation and reporting standards outlined
by the BCBS

IFR business
rules apply

Deadline for PAD to be transposed
into national law across the EU

EU Benchmark Regulation expected to apply across
the EU; Key provisions of PAD apply across the EU

PSD 2 regulation to come into force
(two years after adoption)

January 2018: GDPR expected to apply across the EU
January 2018: PSD 2 applies across the EU
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