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1. Responding to this paper

EIOPA welcomes comments on the Consultation paper on draft implementing technical standard on currencies pegged to the Euro. 

The consultation package includes: 
· The Consultation Paper

· Template for comments 

Please send your comments to EIOPA in the provided Template for Comments, by email cpXX@eiopa.europa.eu, by [dd Month yyyy]. 

Contributions not provided in the provided template for comments, or sent to a different email address, or after the deadline will not be processed. 

EIOPA invites comments on any aspect of this paper and in particular on the specific questions summarised in Annex II. Comments are most helpful if they:

· respond to the question stated;

· contain a clear rationale; and

· describe any alternatives EIOPA should consider.

Publication of responses

All contributions received will be published following the close of the consultation, unless you request otherwise in the respective field in the template for comments. A standard confidentiality statement in an email message will not be treated as a request for non-disclosure. A confidential response may be requested from us in accordance with EIOPA’s rules on public access to documents
. We may consult you if we receive such a request. Any decision we make not to disclose the response is reviewable by EIOPA’s Board of Appeal and the European Ombudsman.

Data protection

Information on data protection can be found at www.eiopa.europa.eu under the heading ‘Legal notice’.

2. Consultation Paper Overview & Next Steps

EIOPA carries out consultations in the case of drafting Technical Standards in accordance to Articles 10 and 15 of the EIOPA Regulation.

This Consultation Paper is being issued [*Briefly describe framework of the CP].

This Consultation Paper presents the draft Technical Standard (TS), explanatory text, and a technical annex where relevant. 

The analysis of the expected impact from the proposed policy is covered under the Annex I (Impact Assessment) and includes the chronology and results of previous consultations [where applicable]. 
Specific questions to the TS, explanatory text and/or technical annex are being asked for the purpose of the consultation and should be answered by using the template for comments provided by EIOPA. Annex II comprises the overview of all questions asked.

Next steps

EIOPA will consider the feedback received and expects to publish a final report on the consultation by [date] and to submit the [main document that is subject of the consultation] for endorsement by the European Commission by [date]. 

[Add additional steps where necessary]

3. Draft Technical Standard

Having regard to Articles 109a and 111 of Directive 2009/138/EC of the European Parliament and of the Council of 25 November 2009 on the taking-up and pursuit of the business of Insurance and Reinsurance (Solvency II) (Directive 2009/138/EC)
 modified by the Omnibus II Directive, as well as Article 172 of the Commission Regulation (EU) No .../...
Whereas: 

This implementing technical standard determines which currencies are eligible for a reduced currency shock as set by article 172CR1 of the Delegated Acts, and by which factors the factor referred to in paragraphs 3 and 4 of article 172 CR1 should be replaced.  

A currency is considered pegged to the euro when its Central Bank sets a central target rate along with a fluctuation band.
The calibration of the shock factor as set by article 172 CR1 depends on the fluctuation band around the central rate legally authorized by the parties that guarantee the pegging.
3.1 Technical standard 1 (article 172 CR1) – Currencies eligible to the reduced shock factors in the currency risk sub-module

Currencies pegged to the Euro which can be applied a reduced shock factor in the currency risk sub-module shall be limited to the following:

(a) Eligible currencies participating in the European Exchange Rate Mechanism (ERM II):

· Danish Krone (DKK)

· Lithuanian Litas (LTL)

· Latvian Lats (LVL)

(b) Eligible currencies where a decision from the Council recognizes pegging arrangements between this currency and the euro
· Comorian Franc (KMF)

· Central African CFA Franc (XAF)

· West African CFA Franc (XOF)

(c) Eligible currencies where the pegging arrangement is established by the law of country establishing the country’s currency

· Bulgarian Lev (BGN)


3.2 Technical Standard 2 - Shock factors for currencies pegged to the Euro in the currency risk sub-module.

Factors referred to in paragraphs 3 and 4 of Article 172 are set as follows:

	Currency
	Retained factor – Prudent 
	Retained factor – maximum reduction

	DKK
	2.25%
	0.42%

	LVL
	3.5%
	1%

	LTL
	2.7%
	0%

	BGN
	1.2%
	0.5%

	XOF
	0%
	0%

	XAF
	0%
	0%

	KMF
	0%
	0%


3.3 Technical standard 3 – Transitivity of shock factors

Reduced shock factors shall also apply between two currencies pegged to the euro. In this case, the reduced shock factor for each pair of currencies pegged to the euro shall be equal to the product of the two reduced shock factors assigned to each currency in Technical Standard 2.
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COMMISSION DELEGATED REGULATION (EU) No …/..
supplementing [N.B. when amending another act use/add the following: '[and] amending [name of act] ……… with regard to ……..'] [Directive xxxx/xx/xx] /[ Regulation (..) No xx/xxxx] of the European Parliament and of the Council with regard to regulatory technical standards for [text describing the subject matter of the standards required by the basic act]

of [     ]
THE EUROPEAN COMMISSION,
Having regard to the Treaty on the Functioning of the European Union, 

Having regard to [Directive xxxx/xx/xx]/[ Regulation (..) No xx/xxxx] of the European Parliament and of the Council of dd mmmm yyyy on ….
, and in particular Article x[(y)] ... thereof [provision conferring powers to the Commission]

Whereas:

(1) [More detailed recitals justifying the provisions adopted – one per substantial introduction in the text including any annex.]

(2) This Regulation is based on the draft regulatory technical standards submitted by the [European Supervisory Authority (European Banking/Insurance and Occupational Pensions/Securities and Markets Authority)] to the Commission. 

(3) [A more detailed Recital would be necessary where the Commission has amended the said draft due to specific circumstances or has deviated from normal procedure This Recital should also confirm that the Commission has followed the relevant procedure]. 

(4) [The European Supervisory Authority (European Banking/Insurance and Occupational Pensions/Securities and Markets Authority) has conducted open public consultations on the draft regulatory technical standards on which this Regulation is based, analysed the potential related costs and benefits and requested the opinion of the […] Stakeholder Group established by Article 37 of Regulation (EU) No 109x/2010.][NB. Recital should explain that the ESA has followed the correct procedure in Article 10 of ESAs Regulations [i.e. (EU) No 1093 or 1094 or 1095 /2010]. Where the ESA considered such analyses to be disproportionate in accordance with Article 10, then a recital to explain why. ]
(5) [Where the ESA does not submit a draft [see Art.10(2) of Regulation (EU) No 1093 or 1094 or 1095 /2010], then a recital is necessary to explain the procedure followed by the Commission to adopt its own standard according to Art.10(3) of Regulation (EU) No 1093 or 1094 or 1095 /2010]].

(6) [Where the delegated act [also] contains amendments to other acts, a Recital containing the reasons for these amendments].

(7) [Where deferred applicability is envisaged for certain Articles, then reasons have to be given here in a Recital],

HAS ADOPTED THIS REGULATION:

Article 1- Subject matter and scope

Article [ ] –Definitions

[…][NB. Definitions should strictly follow those in basic act. If any additional ones are added here, they should be kept to a minimum with very strict interpretation limited to this text – unless the basic empowerment is to 'further define…'], 

Article [ ]

[Normative provisions including one explaining the content of any Annex]
Article [] FOR AMENDMENTS[where necessary]

‘Article 1

Regulation (EC) No …/… is amended as follows:

1. Article 13(1) is replaced by the following:

‘‘1. …’’
2. Article 23 is amended as follows:

(a) In paragraph 1, points (f) and (g) are deleted;
(b) Paragraph 2 is replaced by the following: ‘‘2. …’’
(c) The following paragraph 2a is inserted:
‘‘2a. …’’
(d) The following paragraph 4 is added:
‘‘4. …’’.’ 
Article []
This Regulation shall enter into force on the day following that of its publication in the Official Journal of the European Union.

[It shall apply from […]. However, Articles x and y shall apply from […].]

This Regulation shall be binding in its entirety and directly applicable in all Member States.

Done at Brussels, 


[For the Commission


The President]




[For the Commission


On behalf of the President]



[Position]
ANNEX

[where necessary]
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COMMISSION IMPLEMENTING REGULATION (EU) No …/..[laying down implementing technical standards with regard to [text describing the subject matter of the standards required by the basic act] according to Directive xxxx/xx/xx] /[ Regulation (..) No xx/xxxx] of the European Parliament and of the Council]
of [   ]
THE EUROPEAN COMMISSION,

Having regard to the Treaty on the Functioning of the European Union,

Having regard to [Directive xxxx/xx/xx]/[ Regulation (..) No xx/xxxx] of dd mmmm yyyy of the European Parliament and of the Council on …. and in particular Article x[(y)] ... thereof [provision conferring powers to the Commission]
Whereas:

(1) [More detailed recitals justifying the provisions adopted – one per substantial introduction in the text including any annex.]

(2) This Regulation is based on the draft implementing technical standards submitted by the [European Supervisory Authority (European Banking/Insurance and Occupational Pensions/Securities and Markets Authority)] to the Commission. 

(3) [A more detailed Recital would be necessary where the Commission has amended the said draft due to specific circumstances or has deviated from normal procedure. This Recital should also confirm that the Commission has followed the relevant procedure]. 
(4) [The European Supervisory Authority (European Banking/Insurance and Occupational Pensions/Securities and Markets Authority) has conducted open public consultations on the draft implementing technical standards on which this Regulation is based, analysed the potential related costs and benefits and requested the opinion of the […] Stakeholder Group established by Article 37 of Regulation (EU) No 109x/2010.] [NB. Recital should explain that the ESA has followed the correct procedure in Article 15 of ESAs Regulations [i.e. (EU) No 1093 or 1094 or 1095 /2010]. Where the ESA considered such analyses to be disproportionate in accordance with Article 15 of Regulation (EU) No 1093 or 1094 or 1095 /2010], then a recital to explain why. ]
(5) Where the ESA does not submit a draft (see Art.15(2) of Regulation [(EU) No 1093 or 1094 or 1095 /2010]., then a recital is necessary to explain the procedure followed by the Commission to adopt its own standard according to Art.15(3) of Regulation [(EU) No 1093 or 1094 or 1095 /2010].
(6) [Where the implementing act [also] contains amendments to other acts, a Recital containing the reasons for these amendments];

(7) [Where deferred applicability is envisaged for certain Articles, then reasons have to be given here in a Recital],

HAS ADOPTED THIS REGULATION:

Article 1- Subject Matter and Scope

[Article [ ] –Definitions] [not likely in implementing provisions]
Article []  
 [Normative provisions including one explaining the content of any Annex]
Article []
This Regulation shall enter into force on the day following that of its publication in the Official Journal of the European Union.
[It shall apply from […]. However, Articles x and y shall apply from […].]
This Regulation shall be binding in its entirety and directly applicable in all Member States.

Done at Brussels, [   ]


[For the Commission

The President]





[On behalf of the President]



[Position]

ANNEX

[where necessary]
4. Explanatory text 


Technical standard 1 (article 172 CR1) – Currencies eligible to the reduced shock factors in the currency risk sub-module

Currencies pegged to the Euro which can be applied a reduced shock factor in the currency risk sub-module shall be limited to the following:

(a) Eligible currencies participating in the European Exchange Rate Mechanism (ERM II):

· Danish Krone (DKK)

· Lithuanian Litas (LTL)

· Latvian Lats (LVL)

(b) Eligible currencies where a decision from the Council recognizes pegging arrangements between this currency and the euro
· Comorian Franc (KMF)

· Central African CFA Franc (XAF)

· West African CFA Franc (XOF)

(c) Eligible currencies where the pegging arrangement is established by the law of country establishing the country’s currency

· Bulgarian Lev (BGN)

4.1.
 The Bank of England is party to the Agreement of 16 March 2006 (2006/C 73/08
) between the European Central Bank and the national central banks of the Member States outside the euro area laying down the operating procedures for an exchange rate mechanism in stage three of Economic and Monetary Union (“ERM II”), but has not fixed a central rate nor a fluctuation corridor with the Euro, and therefore the British Pound cannot be considered as pegged to the Euro. The same situation applies to the Central Banks of Poland, Sweden, Hungary and the Czech Republic.

The Bulgarian National Bank is party to the Agreement of 14 December 2007 (2007/C 319/04)
, which updates the Agreement of 16 March 2006, but is not yet considered as fully participating in the mechanism. Therefore, since Bulgaria has fixed its currency in a pegging arrangement by the 1997 Law on National Bulgarian Bank, the currency is considered eligible under point c) in TS1. The Romanian Central Bank is also a new party to this Agreement, but has not fixed its currency in a pegging arrangement.

Therefore it can be said that only Denmark, Lithuania and Latvia fully participate in ERM II.

4.2. Pegging of the CFA Franc and the Comorian Franc is recognized by the Council Decision (98/683/EC)
 of 23 November 1998 concerning exchange rate matters relating to the CFA Franc and the Comorian Franc.
4.3. Pegging of the Cape Verde Escudo to the Euro is recognized by the Council Decision (98/744/EC)
 of 21 December 1998 concerning exchange-rate matters relating to the Cape Verde escudo [Official Journal L 358 of 31.12.1998]. This Council Decision indicates that the convertibility of the Cape Verde escudo is ensured by a limited credit facility provided by the Portuguese government, and that the Portuguese government has given the assurance that the agreement with Cape Verde has no substantial financial implications for Portugal.  
The credit line open for strengthening of exchange reserves is however limited to 5,500 millions or 9,000 millions of Portuguese Escudos as per the referenced article in the Council Decision (Acordo de cooperação cambial entre a República Portuguesa e a República de Cabo Verde. (Decreto nº 24/98 de 15 de Julho 1998))
. 

Therefore the financial resources of the parties that guarantee the pegging might jeopardize the robustness of the pegging arrangement, which is a risk identified in Article 172.5 CR1.
	Technical Standard 2 (Article 172 CR1) - Shock factors for currencies pegged to the Euro in the currency risk sub-module.
Factors referred to in paragraphs 3 and 4 of Article 172 are set as follows:
Currency

Retained factor – Prudent 

Retained factor – maximum reduction

DKK

2.25%

0.42%

LVL

3.5%

1%

LTL

2.7%

0%

BGN

1.2%

0.5%

XOF

0%

0%

XAF

0%

0%

KMF

0%

0%




4.5. Two methods have been used for the determination of shock factors: a de jure approach, which used the official fluctuation band announced by the Central Bank around the target exchange rate to the Euro as the reduced shock factor; or the historical (de facto) approach, which determines shock factor based on past volatility of exchange rates.

For each currency, the retained shock factor was, in the case of the “prudent” calibration, the highest factor obtained from both methods; in the “maximum reduction” calibration, it was the lowest.
De jure approach:
4.6. A Danish Krone fluctuation band around its central rate against euro of +/- 2,25% was announced in the Vienna Communiqué of 26 September 1998
. 

4.7. The Latvian Lats fluctuation band around its central rate against euro of +/- 1% was announced in a press release dated 30 December 2004. 

4.8. A 0% fluctuation band was announced for the Lithuanian Litas in the law on credibility of Litas (Lithuanian version only)

4.9. Article 30 of the Law on the Bulgarian National Bank
 states that “On demand, the Bulgarian National Bank shall be bound to sell and purchase euro against levs up to any amount within the territory of this country on the basis of spot exchange rates which shall not depart from the official exchange rate by more than 0.5 per cent, inclusive of any fees, commissions and other charges to the customer”.
4.10. Council Decision 98/683/EC
 concerning exchange rate matters relating to the CFA Franc and the Comorian Franc recognises that France has concluded several agreements with the UEMOA (Union économique et monétaire ouest-africaine), the CEMAC (Communauté économique et monétaire de l'Afrique Centrale) and the Comores which are intended to guarantee the convertibility of the CFA and Comorian francs into the French franc at a fixed parity. It is further acknowledged that the convertibility of the CFA and Comorian francs is guaranteed by a budgetary commitment of the French authorities; whereas the French authorities have given the assurance that the agreements with the UEMOA, the CEMAC and with the Comores have no substantial financial implications for France. Cooperation between France and the EUMOA, the CEMAC as well as the Comores is founded on the unlimited guarantee given by France to all currency issued and on the deposit at the French Treasury of all or part of exchange reserves of those States, as stated in the relevant monetary cooperation agreements (Accord de Coopération entre la République Française et les Républiques Membres de l’Union Monétaire Ouest-Africaine
 , Accord de coopération monétaire entre la République Française et la République fédérale islamique des Comores
, Convention de coopération monétaire entre les États membres de la banque des États de l'Afrique centrale (BEAC) et la République Française
). 

The exchange rate is fixed in those agreements, with no fluctuation band allowed.

De facto approach:
4.11. Data on exchange rates were extracted from OANDA.com for the period October 4th 2006 to October 4th 2011. The approach used was that of rolling window annualization (thereby leaving only 4 years of daily data from the initial 5 years), from which the 99.5% levels are extracted.

The following table summarises the factors obtained:

	Currency
	De jure approach
	De facto approach

	DKK
	2.25%
	0.42%

	LVL
	1%
	3.5%

	LTL
	0%
	2.7%

	BGN
	0.5%
	1.2%

	XOF
	0%
	0%

	XAF
	0%
	0%

	KMF
	0%
	0%


3.3 Technical standard 3 – Transitivity of shock factors

Reduced shock factors shall also apply between two currencies pegged to the euro. In this case, the reduced shock factor for each pair of currencies pegged to the euro shall be equal to the product of the two reduced shock factors assigned to each currency in Technical Standard 2.


Technical Annex (Where applicable)

Historical record for pegging arrangements.

The foundation paper in the economic literature on pegging arrangements is Obstfeld & Rogoff (1995) “The Mirage of Fixed Exchange Rates”, with its famous quote that “literally only a handful of countries in the world today have continuously maintained tightly fixed exchange rates against any currency for five years or more”. 

This has sparked an entire sub-field of research, but the most relevant for our purposes is Klein & Shambaugh (2007) “The dynamics of exchange rate regimes: fixes, floats and flips”.  They use the Obstfeld & Rogoff definition for a peg: a country is deemed to have a fixed exchange rate if its month-end official bilateral exchange rate stays within the same +/- 2% band for an entire year. 

They use a panel of 125 countries, covering the period 1973/2004. Of the 3924 country/year observations, 47.5% correspond to pegs.

There are thus 398 peg spells over the period. The main result of the study is to show that, while many pegs do not last long (44% of the identified pegs last only one year), there is skewness in the distribution since the expected duration of a peg increases dramatically if it survives past 2 years.

An interesting result for our purposes is that, conditional on a peg being in place at date t-1, the probability of a peg being continued in year t is 81.5%. Therefore, for any given year, the probability of a peg being abandoned the following year is 18.5%.

Annex I: Impact Assessment (where applicable) 

In order to facilitate the presentation of the impact analysis output, the following structure of the IA section in the Technical Standard template is proposed. 
After each title in the structure below, there is a checklist (in bullets) for the main items, which should be included.  

In order to complete the IA section, please use the information gathered and the analysis based on the responses to the questions in the IA Questions Template (see IA Toolkit in the restricted area of the EIOPA Website https://eiopa.europa.eu/restricted-area/toolkits/ia-toolkit/index.html).

In order to facilitate the presentation of the impact analysis output, the following structure of the IA section in the L3 Guidelines and Recommendations template is proposed. 
After each title in the structure below, there is a checklist (in bullets) for the main items, which should be included.  

In order to complete the IA section, please use the information gathered and the analysis based on the responses to the questions in the IA Questions Template (see IA Toolkit in the restricted area of the EIOPA Website https://eiopa.europa.eu/restricted-area/toolkits/ia-toolkit/index.html).

	1: Procedural issues and consultation of interested parties


· Provide a general chronology of the IA process, including what evidence was used in the analysis.

· Consultation: 

· Indicate if external expertise was used, and if so, how;

· Indicate which groups of stakeholders have been consulted, at what stage in the IA process and how (pre-consultation, consultation, targeted consultation, and if targeted, why?, etc.)

· Indicate the main results, the different positions expressed and how this input has been taken into account or why it has not been taken into account;
	2: Problem definition


· What is the issue or problem that may require action? E.g. market failure?

· What are the underlying drivers of the problem?

· Who is affected, in what ways, and to what extent?

· What is the baseline?  

· How would the problem evolve, all things being equal? This should take into account actions already taken or planned by the EU, EIOPA, Member States and other actors.

· Does EIOPA have the right to act and is the added-value from the EIOPA initiative evident – e.g. based on the EIOPA regulation, fundamental rights limits, etc.
· Level 1 or Level 2 consultations may have already defined the problem, which you can use.
	3: Objective pursued


· What are the general policy objectives? What are the more specific/operational objectives?  This may repeat the objectives identified in Levels 1 and 2 consultations, but there may be specific, lower level, objectives in relation to the binding technical standard or guideline/recommendation.

· Underline the consistency of these objectives with other EU policies and, if applicable, horizontal objectives, such as the Lisbon and Sustainable Development strategies or respect for fundamental rights.  This should be achieved by reference to the Level 1 or Level 2 consultation documents.
	4: Policy options


· What are the possible options for meeting the objectives and tackling the problem? N.B. the ‘no EIOPA action’ option should always be considered and it is highly recommended to include a non-regulatory option (where applicable).

· Which options have been discarded at an early stage and why? Be particularly specific and precise for discarded options enjoying significant support among stakeholders.
· The options should be relevant and credible.
	5: Analysis of impacts


· What are the likely economic and social impacts of each of the shortlisted options?

· List positive and negative impacts, direct (e.g. regulatory compliance costs/administrative burden) and indirect (e.g. impacts on competition). Specify which social groups, economic sectors or particular regions are affected. Include impacts in the EU and outside the EU, where relevant.  

· Explain where there is uncertainty about impacts, and how sensitive conclusions drawn are to this uncertainty.

· Identify if impacts are likely to change over time and how, for instance because of anticipated changes in other regulations that affect the same market.
	6: Comparing the options


· In simple cases, the most favourable option should be clear from an analysis of the costs and benefits.

· In more complex cases options will generate benefits for some stakeholders and costs for others. Highlight these trade-offs and, discuss which impacts you have given more weight to than others to reach a conclusion about the most preferred option.
	7: Monitoring and evaluation


· What are the core indicators of progress towards meeting the objectives?

· What is the broad outline for possible monitoring and evaluation arrangements?

	Annexes


· Present technical background material.

· Present key public consultation documents and summaries of replies (unless available via public internet link).

· Provide key studies/work carried out by external consultants (unless available via public internet link).

Annex II:  Overview of Questions for Consultation
[The questions outlined below are also included in the Template for Comments]
Question 1: do you agree that both methods (de jure & de facto) are valid in the definition of the reduced shock factor, or that only one should be retained.
Question 2: if both methods are retained, what should be the final retained factor: the “prudent” factor, or the “maximum reduction” factor?

Question 3: do you agree with the fact that shock factors should be transitive between currencies pegged to the Euro? If yes, do you agree that such factor should be the product of the two factors for each currency?
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