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Introduction 

Mr Chairman, Ladies and Gentleman, thank you for inviting me here today. 

I had planned to use this occasion to take stock of the state of progress on the 
delivery of the Financial Services Action Plan and, through it, our aim of an integrated 
pan-European financial market by 2005. 

But instead I would devote most of my comments today to recent events on global 
financial markets and what they mean for the European Union. 

Financial markets are nervous.  Why?  For three main reasons, all of which reflect 
the reality that financial markets today are interconnected and global.  First, because 
of the quantity and magnitude of accounting and corporate governance scandals.  
Second, doubts about the timing of economic recovery in the US and the EU.  
Third, continuing uncertainties about terrorism; and the international climate more 
generally. 

All of this has led to a sharp decline of confidence in capital markets and has thus 
produced a fall in equity prices, along with a move to safer investments.  Whilst we 
should not exaggerate the extent of current market instability and uncertainty, it is 
unlikely to disappear in the next week or so. 

Only the very foolish would pretend that recent events in America could not or will not 
happen here.  The issues raised by Enron, World Com, Xerox and others are issues 
for us all, and issues that we must address urgently. 

Let me draw five immediate lessons which I believe we can learn from what has 
happened; and identify five sets of actions that we can, and must, take in 
response.  Finally, I want to conclude with five key political messages. 

I. Five immediate lessons 
So first the lessons.  I have not, of course, reached a final judgement on recent 
issues.  We must await the detailed inquests that are carried out by the US SEC, 
Congress and others.  But I suspect that whilst they may add to and nuance this list, 
they are unlikely, fundamentally, to alter it. 

First lesson: as the Financial Times observed some days ago: “Accounting is now 
used for something else than its traditional purpose.  In the past, it was a tool for the 
board to assess the performance of managers, and for investors to assess the value 
of the company compared with its peers.  Instead it has become a means for 
managers to deliver a steady flow of announcements to the markets in ways that will 
push up – or at least prop up – the share price.” 

Let me be very clear.  It is of central importance that investors and financial markets 
have company accounts that are a true and fair statement of the health and wealth of 
companies.  They must not distort, hide, fabricate and present, in whole or in part, a 
misleading web of lies and deceit. 

This is fundamental for market confidence. It is understandable that few will be 
prepared to part with hard-earned savings if they have no confidence in accounting 
reports to the markets or have doubts about the company’s profitability, expenses, 
remuneration of directors and so on.  We must have factual, not fictional, 
accounting.   And our accounting and auditing firms must show greater leadership, 
due diligence and responsibility  worldwide. 
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Second lesson: any company payment system that over-rewards managers on the 
basis of share price performance rather than by a balanced remuneration package 
clearly risks creating perverse incentives. For under-performing executives to be 
massively rewarded, either when working for the company or leaving it with the soft-
landing of golden parachutes, is bad for business, bad for investors and bad for 
employees – particularly if accounts are falsified in order to reach forecast earnings. 
 Companies need to look long and hard at these issues.  Investors also. 

The third lesson is a vital element in changing such an environment : recent events 
point more than ever to the need for an efficient set of European take-over rules. 
Companies must be exposed not just to the scrutiny of their owners but also to that 
of the wider market.  New management may be needed to improve the overall 
efficiency and thus real investor returns.  Even what is sometimes seen as the 
menace of takeovers offers a valuable discipline to firms and their management. 

Fourth lesson: faced with a multitude of firms promising massive, never-ending 
profit flows, many professional investors disappointingly dropped their guard.  
Investors – or their professional advisers – must therefore pay far more attention to 
the companies they invest in, including attendance or active involvement in Annual 
General Meetings.  It is their company, not the management’s.  They should demand 
high standards of governance, due diligence and disclosure.  In short, the truth. 

The fifth and perhaps the most important lesson is that it is in companies’ 
fundamental economic interest to work to the benefit first and foremost of their 
shareholders.  The responsibility of Chief Executive Officers is to shareholders.  So 
corporate Europe too must start responding – with more leadership and more 
responsibility.  This is not just a moral duty, it is an economic duty to their firm, to 
their employees, to investors and to wider financial markets.  Ensuring that investors 
are properly protected is good for business and will ensure liquidity. 

Without such clear responsibility more and more investors will be making for what 
they perceive as the safe havens of bank deposits and government bonds.  If that 
happens, the cost of capital will rise for every EU company. 

To put it more simply: a single capital market without a strong investor base is like a 
fish without water, or perhaps I should say, liquidity ! 

If these five lessons are not learnt, more trouble is ahead.  

II. FIVE ACTIONS THAT WE NEED TO TAKE IN THE EU   

I have spoken about the dangers of complacency by companies and investors. But 
there is also complacency by governments and regulators. Without proper levels of 
investor protection, we risk financial scams such as those we have seen in recent 
years involving pensions and mortgage mis-selling, pyramid savings schemes and 
US stocks that have collapsed from billions of euros of capitalisation to peanuts in a 
flash.  

The European Commission has called a meeting of EU Finance ministries and 
regulators on 23 July to exchange views on the subjects.  

Protecting investors and consumers is also at the heart of our Financial Services 
Action Plan – it will remain there. As I have said, we must avoid complacency but we 
can at least be satisfied that many measures in the EU Financial Services Action 
Plan already tackle such issues : let me take five actions that reflect the five lessons 
already mentioned. 
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First, corporate governance : at the Informal ECOFIN meeting in Oviedo some 
three months ago, EU finance ministers agreed with the Commission's proposal that 
the remit of the High Level Group of company law experts chaired by Professor Jaap 
Winter should be expanded to include specific corporate governance issues that 
recent scandals had highlighted.  Key amongst these issues are the role of 
non-executive directors and supervisory boards; management remuneration; and the 
responsibility of management for the preparation of financial information.  Professor 
Winter has already presented its ideas in outline in the Ecofin meeting last June and 
will finalise the Group’s final report in September. My firm intention is to review these 
recommendations quickly and constructively and take any initiative that I feel is called 
for as urgently as possible. 

Second, we need to take measures to raise investor confidence in the numbers, 
through improvements in accounting standards. The Union has already taken the 
highly important step in its accounting strategy that almost all listed EU companies 
will be required to use International Accounting Standards by 2005.  Australia has 
recently joined us.  I invite other countries to follow.  

We must above all ensure that International Accounting Standards are implemented 
and enforced effectively and evenly across jurisdictions.  I also want to see IAS and 
US GAAP converge by 2005 so that there may be full reconciliation between them. 

This is why, when I was in Washington two months ago, I agreed with Chairman 
Harvey Pitt of the SEC that we should now begin an intensive and detailed technical 
dialogue to resolve our differences on accounting standards and trading screens and 
to bring about convergence, or at the very least, mutual acceptance.  I was 
encouraged by the US’ response and I hope talks will get underway in earnest in 
September. 

Third, we need to look even more intensively at the way the audit profession is 
regulated.  This is not a new concern.  We recently adopted a principles -based 
Recommendation on auditor independence.  It targets potential conflicts of interest 
by requiring that non-audit services should be provided only by a firm when there is 
no impact on the ability of the auditor to take a fully independent view.  In the next few 
weeks, a new Communication on statutory audit is planned and will address in 
particular the use of international standards on auditing (ISA) for all EU audits by 
2005, minimum requirements for proper public oversight of the profession at national 
and possibly EU level and some corporate governance issues, including the future 
role of audit committees in European listed companies. It will also explore whether a 
code of ethics should be spelt out at EU level to underpin professional integrity within 
our ever-expanding borders. 

Fourth, and at the heart of the long-term health of our companies, we must 
minimise risk by applying rigorously determined and agreed risk-based prudential 
rules.  In Basel II, in our insurance and security sectors, scrutiny of prudential rules 
and improved prudential measures remain our central concern.  The Occupational 
Pension Funds Directive – we hope for early adoption – will require funds to diversify, 
properly and prudently, their investments.  The modernisation of our UCITS 
Directives agreed last year goes in a similar direction. 
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Fifth and finally, disclosure .  Markets must have high quality financial information on 
a regular basis for all listed companies.  We are consulting on the disclosure 
requirements that should apply to companies.  The whole issue of “regular reporting” 
will feature strongly in our new directives: on takeovers, on prospectuses and on 
investment services.  Investors have a right to all the necessary up-to-date and 
accurate information so as to allow them to make informed choices, not blind 
guesses.  The market has, and will increasingly, savage all those companies that fail 
this test. 

III. Five key Political Messages 
I have five key political messages to leave with you.  The first is that whilst attacking 
the problems that we see in markets today, we also need to ensure that the whole 
financial environment is healthy and strong.  In Europe, that involves fully integrating 
our financial markets.   

It is the best way to stabilise markets, to absorb shocks, to protect investors and to 
ensure that companies have access to the capital they need.  We have the blueprint 
ready : the Financial Services Action Plan – agreed in 1999 – which we are now 
vigorously and successfully implementing to meet the 2005 deadline. 

Much has changed in the last three years, but the issues and measures identified in 
that plan are perhaps even more relevant today than ever.  We have made significant 
progress in the last six months and the markets are undeniably responding to this 
progress and, of course, to the challenges they face –  including Euroclear.  I am 
encouraged by this. 

We have the necessary broad consensus in the EU on what the problems are and 
that they need to be tackled; broad consensus on the scale of the potential benefits.  
Broad consensus about the measures that are needed.  And overall broad 
consensus that creating an integrated financial services market is an essential and 
central component of the Lisbon economic reform agenda. 

But my second message to you today is that if we are to integrate our financial 
markets, we need to adopt not the three-quarters we have achieved to date but all 
the measures in the Plan by the 2005 deadline.  The Plan is not an "à la carte" 
menu from which people can pick and choose.   

Indeed, there are lessons from the past : fourteen years ago, Cecchini said of the 
1985 White Paper’s 300 measures that were needed to deliver a European Single 
Market: “Implementation of half of the actions proposed in the White Paper will 
deliver much less than half of the total benefits” 

That is also true for an integrated European Financial Market.  We must capture all 
the benefits.  The prize is, according to the European Round Table for Financial 
Services chaired by Pehr Gyllenhammar, about half a percent of additional GDP 
growth - per year. 

My third message is that we need to take fully into account the opinions and advice 
of regulators, market participants and end-users from across Europe – a Europe of 
15 soon to become 25 Member States.  The Commission’s commitment to this view 
is clear – witness the extensive consultations that we have carried out on the 
Investment Services Directives, on the revision to the Regular Reporting Directives, 
Company Law Reform and so forth. 
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Increased consultation and transparency are key for the procedure we have adopted 
for securities legislation, along the lines of the Lamfalussy recommendations.  They 
will improve Community legislation and, in the end, speed up the legislative process. 

I want to see responses from all sectors of the financial economy.  You too are 
shareholders in the European Project.  Do make your presence felt as vigorously as 
possible.  "Les absents ont toujours tort !" 

Fourth, as I said earlier, we cannot afford to look at Europe, America or indeed any 
part of the international trading system as isolated silos.  We must work together.  
There are valuable lessons to be learnt.  As I have already mentioned, we are 
stepping up contacts with the US at both political and technical level. 

Fifth, and my central message : We have to drive forward and build that integrated 
financial market now.  We have a unique opportunity to craft the best rules in the 
world.  It will not be easy.  Our experiences have taught us that.  But it is absolutely 
necessary. 

We also need efficient decision-making structures for all sectors of the financial 
services industry, just as we now do for securities legislation with the Lamfalussy 
process. 

All this is under review in the Council.  Our legislation must be evenly implemented 
and rigorously enforced.  We must have proper, convergent supervisory structures 
across the Union to ensure good quality, even implementation across Member 
States – a point that France, quite rightly, has often stressed in the past. 

Conclusion 

Mr Chairman, Ladies and Gentlemen, we stand at a crossroads of European 
financial history. 

We have the vision.  And this country has been at the heart of much of it, with first 
the euro and now an integrated capital market. 

That means getting results.  Results that will make our European Union stronger.  
Results that will protect investors and boost confidence in the markets.  And so 
benefit the welfare of our citizens.  That is the noble goal we face.  A European 
capital market is, at last, within our grasp. 

So there it is.  Five lessons from the markets.  Five actions that have to be taken. 
And five political messages.   

But one single objective: a strong European capital market by 2005. 

Thank you for your attention. 


