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EUROPEAN CAPITAL MARKETS UNION: TOWARDS A MORE 

BALANCED FINANCIAL SYSTEM 

“Stronger capital markets […]could give Europe’s businesses more choices over funding; 

increase investment in infrastructure; […]and help those saving for their old age.” Jonathan Hill, 

EU Finance Commissioner 

“If CMU could make the EU behave more like a federation in terms of private-sector risk 

sharing, consumption could become less volatile.” Bank of England  

“Europe is basically 28 different markets; the US is one.” Hedge fund manager quoted by AFME  

 

1. A new balance between stability and growth?  

The financial and economic crisis triggered global efforts to restore stability to financial 

markets, in particular the banking sector. As a result, most banks are in better shape 

today. And while the focus so far has been predominantly on the micro-level, that is the 

stability of individual financial institutions, there are also attempts to make the financial 

system as whole more resilient, for example through monitoring the interconnectedness 

of different players and the wider environment in which they operate.1  

The increased resilience of one set of players, however, does not necessarily mean that 

financial markets function better overall. Some regulatory measures have created 

unintended side effects, such as reducing trading liquidity in certain markets and 

increasing volatility. Regulators have also at times extended new regulation from banks 

to other financial market players, without always fully taking into account differences in 

business models. One example is the classification of insurance companies as 

“systemically important financial institutions” that must hold additional capital for 

stability reasons – although capital plays a fundamentally different role in insurance 

compared with banking. 

The conundrum at the core of this evolving regulatory agenda is the ambiguous impact 

of global financial integration. On the one hand, capital flows have a stabilizing function:  

they serve to distribute and diversify risk. On the other, when large shocks hit the 

financial system, its very interconnectedness can amplify the impact, as risk spreads far 

and wide through contagion. The result is a financial system that is “robust yet fragile”2 

Recent reform measures have often addressed this fragility by trying to undo some of the 

interconnectedness. Many national regulators have implemented rules to ring-fence 

national assets. And despite considerable efforts to harmonize rules internationally, for 

example through the Financial Stability Board, national regulators increasingly add their 

own rules, which further hampers cross-border capital flows.  

Hence, increased stability after the crisis has come at the price of a financial system that 

is also more fragmented and complex, and in some ways less efficient.  Not surprisingly, 

many market participants view regulation as a major threat for their business 3 while a 

                                                                    
1 Arne Holzhausen, ‘Macro-prudential supervision: Hand in hand with long-term investors’, Allianz Research, 
October 6th 2015.  
2 Andrew G Haldane, ‘Managing global finance as a system’, Speech at Birmingham University, October 29th 

2014.  
3 Insurance companies have identified regulation as the chief external risk for three years running, ahead of 

macro-economic developments, interest rates or investment performance. PwC CFSI survey, ‘Insurance 

Banana Skins 2015’. 
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number of economists have predicted that greater stability and safety in the financial 

sector would have costs in terms of investment and output growth.4  

Against this background, the European Commission’s initiative for a European Capital 

Markets Union (CMU) came as somewhat of a surprise. It could represent Europe’s 

turning point in this regulatory cycle.  

When the Commission first mooted the idea of CMU, many thought it would be the 

capital-markets equivalent of Europe’s emerging Banking Union. The rationale behind 

the Banking Union is twofold: to prevent regulatory arbitrage and the dangerous 

inefficiencies that can result from a patchwork of national supervisors (remember the 

bloated Irish banking sector); and to break the nexus between fragile banks and 

sovereigns that are too weak to bail them out. Therefore, the focus of Banking Union has 

been on increased stability and coherence through centralized banking supervision, 

bailing-in private investors in times of crisis, and the establishment of mutual support 

mechanisms in case one country’s banking sector gets into serious trouble.  

 The impression that the Banking Union blueprint might be transferred to capital 

markets was reinforced in June 2015, when the leaders of the EU institutions suggested in 

a joint report that CMU should “expand and strengthen the available tools to manage 

financial players’ systemic risks […] and strengthen the supervisory framework, 

[ultimately leading] to a single European capital markets supervisor”.5 

The Action Plan for CMU that Europe’s Finance Commissioner, Jonathan Hill, put forward 

in September 2015 , however, looks very different.6 It is in many ways a classical European 

integration project: it focuses on freeing up local markets and removing barriers to cross-

country capital flows. Yet it differs from previous EU projects in that it embodies a more 

pragmatic, step-by-step approach. In the past, the EU often announced big, ambitious 

packages designed quickly to reach an “optimal” end state.7 Such programs have at 

times fueled a tendency for the EU to overpromise and underdeliver.  

Despite its portentous name, the objectives of the Capital Markets Union are more 

modest and less well-defined. The Action Plan consists of a range of stocktaking and 

benchmarking exercises, consultations and regulatory adjustments. Harmonization of 

national laws – traditionally the main tool in the Commission’s toolkit – is supposed to 

be used only when absolutely necessary or when non-legislative means, such as self-

regulation or benchmarking, have already been tried and failed.  

Some analysts have criticized the cautious approach and limited scope of the Action 

Plan.8 However, there are also good reasons why the Commission might want to adopt a 

pragmatic approach. 

First, in line with global developments, the EU has passed some 40 pieces of financial 

regulation since the crisis, with a focus on restoring stability to the banking sector and 

                                                                    
4 The Institute of International Finance, for example, has calculated that as a result of Basel III output in the 
advanced economies would be 3 percent lower than otherwise by 2015. Other bodies, such as the International 

Monetary Fund and the Bank for International Settlements, arrive at smaller cost estimates.  
5 Jean-Claude Juncker, Donald Tusk, Jeroen Dijsselbloem, Mario Draghi and Martin Schulz, ‘Five Presidents 
Report: Completing Europe’s Economic and Monetary Union’, June 22nd  2015. 
6 European Commission; ‘Action Plan on Building a Capital Markets Union’, Sept 30th 2015. 
7 For example “to become the most competitive knowledge-based economy in the world” in the case of the 

Lisbon reform agenda or “to ensure secure, sustainable, affordable and competitive energy for all citizens” in 

case of the European Energy Union. 
8 For example, Diego Valiante, ‘Light and shadows in Europe’s new Action Plan for Capital Markets Union’, 

ECMI Commentary, No 40, CEPS, October 5th 2015. Nicolas Veron, ‘Europe’s Capital Markets Union and the 

New Single Market Challenge’, Bruegel Blog, September 30th 2015.  
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other segments of the financial system. Meanwhile, the declared priority of the European 

Commission under President Jean-Claude Juncker is to foster “jobs, growth and 

investment”. In light of this broader objective, a recalibration of financial policy became 

necessary. With its CMU Action Plan, the Commission seems to be seeking a new balance 

between ensuring financial stability and allowing banks and financial markets to play 

their proper role in financing investment and business growth.  

To achieve this new balance, the Commission started with a stocktaking of existing rules, 

or more precisely the “interaction of the individual rules and cumulative impact of the 

[financial] legislation [adopted since the crisis].” Hundreds of companies, experts and 

business federations have submitted views on the issue over the last couple of months.9 

Once the Commission has sifted through them, it might find that some of the measures 

that have been taken since the crisis may well be inconsistent with the objectives of CMU. 

For example, while CMU is designed to smooth out financial flows during times of 

economic stress, new banking regulation could make lending more pro-cyclical. Other 

rules are duplicative. For example, there are several different EU Directives that tell 

companies selling financial products what kind of information they must make available 

to their clients. While the CMU initiative is unlikely to lead to the repeal of existing 

financial regulation, some rules might be tweaked and contradictions and duplications 

ironed out.   

A second reason why the Commission might want to tread carefully has less to do with 

concerns about financial market efficiency and more with political risk, in particular the 

British referendum on EU membership that will be held on June 23rd 2016. The British 

government and the City of London have both welcomed the CMU initiative – especially 

because of its emphasis on market mechanisms, evidence-based policymaking and lack 

of ambition regarding  new legislation and institutions. If the Action Plan had, for 

example, contained proposals to centralize capital market supervision through the 

European Securities and Markets Authority (ESMA), many UK-based financial companies 

would be up in arms against CMU. It might then have contributed to rising 

euroscepticism in the UK and increased the risk of Britons voting to leave in the 

referendum.  

2. The rationale for Capital Markets Union 

Attempts to create a single market for capital in Europe date back more than 50 years. A 

milestone was the EU Financial Services Action Plan from 1999, which promised to allow 

companies to raise capital EU-wide, create an EU legal framework for securities and 

derivatives, and remove barriers to cross-border trading.10  

While the EU has made good progress in some of these areas, it is still far from having a 

single, efficient and deep capital market. Some EU countries have sizeable non-bank 

financial sectors, but most do not. For example, in many Central and Eastern European 

countries, stock market capitalization is only around 10 percent of GDP, compared with 

100 percent or more in the Netherlands, Sweden and the UK. The economic and financial 

crisis then exposed just how dependent Europe’s financial system still is on bank 

lending.  

Between 2007 and 2014, bank lending in the EU fell by EUR 675bn. Capital markets 

compensated for the shortfall to some extent: euro-denominated corporate bond 

                                                                    
9 Accessible on https://ec.europa.eu/eusurvey/publication/financial-regulatory-framework-review-

2015?language=en 
10 European Commission, ‘Implementing the framework for financial markets: action plan’, May 11th 1999.  
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issuance nearly doubled between 2008 and 2014, to EUR 340bn, as companies took 

advantage of record-low interest rates.11 However, most bonds were issued in those 

countries where bank lending was holding up reasonable well anyway. In the more 

troubled countries neither banks nor capital markets offered much relief for businesses 

under strain.  

While cross-border finance would have been sorely needed in the crisis, the opposite 

happened: European financial markets, which had started to blend in the years before 

the crisis, re-fragmented. Meanwhile, small and medium-sized companies have 

remained excluded from capitals markets everywhere, and often suffered most from the 

dearth of bank lending. 

EU and US capital markets compared 

On average, European capital markets are only half as deep as corresponding markets 

in the US. The insurance sector is a notable exception.  

 

More homogenous regulation and the size of the market are key factors behind the 

development of the US’ more diversified financial system. There are, however, also 

historical and structural factors, for example12: 

 The Glass-Stegall Act of 1993 separated investment and commercial banking and 

encouraged the formation of investment banks and securities firms. 

 Restrictions on interest payments on bank deposits (Regulation Q) encouraged 

the development of alternative savings vehicles.  

 So-called 401k tax-advantaged private pension plans already took off in the early 

1980s and surpassed USD 1 trillion by the mid-1990s. 

The banking crisis and its economic consequences have certainly added urgency to the 

CMU project. When Commissioner Hill first explained his plans for CMU in April 2015, he 

added that “with low growth and high unemployment the need [for functioning capital 

markets] is greater”.13 CMU cannot, however, be a quick fix for lackluster investment and 

                                                                    
11 Figures from Bloomberg, cited in ‘Action Plan’, cf footnote 6.   
12 Bank of England, ‘A European Capital Markets Union: implications for growth and stability’, Financial 

Stability Paper No 33, February 2015. 
13 Speech by Jonathan Hill, April 17th 2015. http://europa.eu/rapid/press-release_SPEECH-15-4796_de.htm 
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growth. Financial systems tend to change slowly14, and there are many deeply engrained 

factors behind Europe’s strong reliance on banks – from risk aversion of savers to the 

prevalence of pay-as-you-go pension systems – that are beyond Brussels’ immediate 

influence (of which more below).  

Irrespective of the need to overcome the crisis, there are compelling reasons why the 

European economy would benefit from a more diversified financial system that relies not 

only on sound banks but also on deep and integrated capital markets.  

Higher growth  

Economists are still trying to work out the precise nexus between finance and growth at 

different stages of economic development. Available studies suggest that, in less 

developed economies, a solid and growing financial sector is good for economic 

development and growth. In richer countries, there seems to be a cut-off point after 

which a further expansion in bank credit is no longer conducive to growth, and might 

even become a drag on the economy. On the other hand, well-developed capital markets, 

in particular equity markets, appear to increase growth rates in richer, more 

sophisticated market economies.15   

This might be because capital markets  

 unlock funding that comes in addition, not instead of, bank lending; 

 allow for more diversification and less volatility in investment portfolios, which 

allows investors to put more of their money to work for riskier capital investments;  

 offer a wider range of financing options that corresponds better to the more diverse 

financing needs in sophisticated economies;  

 can encourage innovation and entrepreneurship, in particular through seed funding 

and venture capital for fast-growing start-ups, and through allowing entrepreneurs 

to ‘cash out’ by floating successful companies on stock markets. 

In short, financial systems with more balanced roles for banks and markets seem to be 

better suited to support growth than bank-dominated ones. CMU does not only aim at 

fostering national capital markets but also integrating them across borders. Cross-

border capital flows could be expected to bring additional growth benefits.  

 Capital could flow to its most productive use in a larger economic area. 

 More competition among the providers of financial services could mean better and 

cheaper services and therefore higher returns for savers.  

More balanced growth   

The European debt crisis has clearly illustrated the risks of bank-dependent economies 

to financial stability and growth. Economic shocks were amplified as fragile banks and 

                                                                    
14 In the US, the share of equity in total corporate funding has hardly changed in 30 years, for example. In the 

euro area and the UK, bank lending became more important as a source of corporate funding during the crisis 

but the role of equity has since recovered. Nicolas Veron and Guntram B. Wolff, ‘Capital Markets Union: a 
vision for the long term’, Bruegel Policy Contribution, April 2015.   
15 For an overview of relevant studies see European Commission, ‘Economic Analysis’ accompanying the 

CMU Action Plan, September 30th 2015, page 20. Bank of England, cf footnote 12.  
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weak sovereigns threatened to bring each other down. Current efforts to build a 

European Banking Union should go some way towards mitigating such risks in the 

future.16 Well-developed and integrated capital markets could further help allay the 

consequences of economic and financial crises17: 

 When an economy is hit by a recession, households and firms should be able to 

borrow or raise capital abroad to make up for tighter credit conditions at home. This 

form of private risk-sharing can cushion asymmetric economic shocks. 

 If investors hold a diverse portfolio of assets, including bonds and shares from 

various countries, they should be better able to keep up their consumption levels 

even if their own country gets into economic trouble.  

 Many economists consider equity more suitable for smoothing out economic swings 

than debt. If companies find their cash flows constrained, they can cut dividends but 

they cannot adjust their debt service payments – until they actually default. On the 

other hand, equity investments are often easier to unwind than debt.  

Currently, the level of risk-sharing and consumption smoothing is much lower in the EU 

(and the euro area) than in federal countries, such as the US, Germany and Canada. 

Studies show that in the past when a region or state within an existing federation was hit 

by a recession, the impact on local consumption was cushioned to a considerable extent 

(typically 80 percent). By contrast, in EU countries, the impact of an economic shock on 

local consumption was large and direct (only 40 percent of the impact of the shock was 

cushioned).  

The main reason why consumption tends to hold up better in federations is not only that 

they have larger central budgets. In the US in past crises, federal taxes and grants 

cushioned only around 15 percent of income shocks. Integrated and deep financial 

markets played a much bigger role. Around 45 percent of shocks were smoothed out 

through capital markets and 20 percent through credit markets.18 Not only does the EU 

(or euro area) lack a central budget, the stabilizing function of capital and credit markets 

is less than half that observed in the US, Canada or Germany. Studies have also shown 

that countries that have more market-based, as opposed to bank-based, financial 

systems tend to recover faster from economic crises.19 Therefore, the EU could expect to 

benefit in terms of economic stability if it had more integrated and well-functioning 

capital markets. 20 

3. Implementing the Action Plan  

In February 2015, Commissioner Hill’s team published a Green Paper that explained the 

rationale for Capital Markets Union and put forward ideas for early action.21 It also 

launched a public consultation on various aspects of CMU to which, over the following 

                                                                    
16 Nicolas Veron, ‘Europe’s radical banking union’, Bruegel Essay, May 2015. 
17 Bank of England, cf footnote 12. Diego Valiante, ‘Europe’s Untapped Capital Market: Rethinking financial 
integration after the crisis’, CEPS Paperback, February 2016.   
18 IMF, ‘Towards a fiscal union for the euro area; technical background notes’, September 2013. These figures 

have not been updated for the most recent crisis, where capital markets channels have been found to have 
amplified shocks in the eurozone.  
19 European Investment Bank, ‘Unlocking lending in Europe’, October 2014. Julien Allard and Rodolphe 
Blavy, ‘Market Phoenixes and Banking Ducks: Are Recoveries Faster in Market-Based Economies?’, IMF 

Working Paper, September 2011.  
20 The need for this kind of cushioning of cyclical fluctuations is arguably greater in the eurozone, where 
member countries can no longer resort to national monetary and exchange rate policies to react to economic 

downturns. 
21 European Commission, ‘Green Paper: Building a Capital Markets Union’, February 18th 2015.  
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months, hundreds of companies, consumer organizations, trade bodies and experts 

offered their comments and suggestions.   

In September 2015, the Commission followed up with an Action Plan that lists concrete 

steps the EU is supposed to take over coming months and years to  

 unlock more investment to boost growth and jobs; 

 integrate EU capital markets by bringing together business, savers and investors 

across borders; 

 make the European financial system more stable by alleviating the over-reliance on 

banks and allowing more risk-sharing across borders.22  

The CMU Action Plan touches on dozens of different areas, not all of which can be 

discussed here. Among the most important objectives of CMU are to unlock additional 

funding for European companies and infrastructure and to help Europeans save for their 

retirement in a more effective manner.  

3.1 Funding for companies and securitization 

The primary focus of CMU is to help European companies find the money they need to 

grow at various stages of their development. Most large companies in Europe do not 

usually have problems in obtaining funding, be it through bank loans or issuing bonds or 

equity. Smaller ones, however, tend to rely almost exclusively on banks. On average, 

European companies get roughly 70 percent of their funding from banks and only 30 

percent from capital markets. In the US, the shares are reversed. The European banking 

sector is correspondingly larger than the US one: roughly 300 percent of GDP, compared 

with 100 percent in the US.   

Some of the difference between the EU and the US is due to deeply engrained factors that 

cannot easily be overcome through policy measures. For example, the US economy is 

simply more tilted towards larger businesses, which can access capital markets more 

easily than smaller ones. For smaller companies everywhere, the effort of preparing the 

documentation needed for raising money from stock or bond markets is 

disproportionate.23 And the sums they need are often too small to make due diligence 

worthwhile for larger investors. In addition, in Europe most small companies are family-

owned and they might be uncomfortable with disclosing comprehensive information 

about their business or ceding stakes to outside investors.  

Although the Commission acknowledges such limits, it proposes a number of practical 

measures designed to unlock capital market funding for small and medium-sized 

enterprises (SMEs). For example, the Commission  

 is in the process of slimming down the Prospectus Directive, which lists the kind of 

information that companies must disclose when they want to raise money on 

capital markets;24  

                                                                    
22 ‘Action Plan’, cf footnote 6. 
23 Smaller companies typically spend 10-15 percent of the money they want to raise simply on complying with 
disclosure requirements, see ‘Action Plan’, cf footnote 6.   
24  European Commission, ‘Proposal for a Regulation on the prospectus to be published when securities are 

offered to the public or admitted to trading’, November 30th 2015. 
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 wants to forge national SME advisory bodies into a pan-European network and then 

use this network to offer simple and standardized credit information to potential 

investors across the EU; 

 is reviewing why a regulation that was supposed to facilitate cross-border venture 

capital funds (EuVECA) has not been embraced by the industry.  

Even if all these measures bore fruit, most small companies would continue to rely on 

banks for most of their external financing. The Commission hopes to encourage 

additional bank lending by making it easier for banks to repackage and sell some of their 

mortgages, consumer loans and SME loans, and so free up space on their balance sheets 

for new lending. This kind of securitization acquired a bad name after massive defaults 

on mortgage-backed securities in the US triggered the global financial crisis. Although in 

Europe only 0.1 percent of top-rated securities defaulted during the crisis (16 percent in 

the US),25 the European securitization market has remained moribund until recently 

while that in the US recovered quickly. Not only did volumes in some segments of 

European securitization markets fall by as much as 90 percent, banks also retained a 

much larger share of the securities, rather than selling them on to investors.  

Stricter regulation is likely to prompt European banks to further shrink their balance 

sheets going forward, while easy liquidity provided by central banks will dry up once 

monetary policies begin to tighten. Banks might then have stronger incentive to sell 

some of their loans. On the other hand, new regulatory capital requirements have made 

it rather unattractive for banks, insurance companies and other potential investors to 

buy the resulting securities. As part of its CMU plan, the Commission is now establishing 

a new class of “simple, transparent and standardized” (STS) securities. For such STS 

products, capital requirements for banks and insurers will be reduced.   

While the proposed new Securitization Regulation26 has the potential to create a more 

unified European market based on a universally accepted definition of high-quality 

securities27, it also contains new sources of uncertainty. For example, over 20 different 

criteria – some of them rather vague – will have to be fulfilled for a securitization to gain 

the STS label. If it turns out that banks and distributors wrongly used the STS label, they 

face (as yet undefined) penalties while investors could see their capital requirements go 

up.  

It will take time before all parties involved feel comfortable with the new regime. How 

much new lending could eventually be generated is hard to say, since various external 

factors, from monetary policy to credit demand, will play into it. The Commission 

reckons that if securitization returned to pre-crisis levels, and all the new securities were 

to be sold on rather than kept on banks’ balance sheets, an additional EUR 100-150bn in 

lending to companies and households could be generated. A vibrant securitization 

market could also distribute risk better throughout the economy, rather than 

concentrating it in the banking sector.  

Nevertheless, the European securitization market is unlikely to rival that of the US. Even 

at its pre-crisis peak, the size of the European securitization market was only around a 

third of the US one. And the US market has several features that the EU cannot (or might 

not want to) copy, such as the presence of large semi-public mortgage providers (Fannie 

                                                                    
25 ‘Economic Analysis’, cf footnote 15. 
26 European Commission, ‘Proposal for a Regulation laying down common rules on securitisation and creating 
a European framework for simple, transparent and standardised securitisation’, September 30th 2015.    
27 The STS label refers to the process of putting together and selling securitization products, not to the credit 

rating of the underlying assets.  
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Mae and Freddie Mac) that still repackage 70 percent of US mortgages, or the 

USD 1.2 trillion in outstanding student debt.  

3.2 Investment in infrastructure  

The European Commission estimates that between now and 2020 the EU will need EUR 

2 trillion to upgrade infrastructure in transport, energy, broadband, water and waste 

management. This number does not include infrastructure needs in healthcare and 

education, or for urban modernization. Further huge sums (the Commission says 

EUR 200bn a year) will be needed to transform European economies to meet climate 

change targets. 28 

Fiscal pressures mean that governments alone will not be able to fund these 

infrastructure needs. On the contrary: between the 1970s and the beginning of the new 

century, public investment in the EU-15 halved as a share of GDP, and it has kept on 

falling since. At the same time, there are plenty of private investors desperately looking 

for new investment opportunities, especially now that ‘safe assets’ such as government 

bonds yield little or nothing. In particular, institutional investors, such as pension funds 

and insurance companies, are keen to invest more in infrastructure.29 Nevertheless, 

private infrastructure finance has not taken off in a big way in most EU countries.     

As part of its program to foster long-term investments, the Commission in 2014 

launched the European Fund for Strategic Investments (EFSI, often called the Juncker 

Plan). The EU budget and the European Investment Bank together are providing 

EUR 21bn in capital and guarantees, in the hope of leveraging over EUR 290bn from 

national budgets and the private sector by 2017. The EFSI was slow to get off the ground, 

partly because of disputes over governance. By the end of 2015, maybe a tenth of the 

planned sums had been committed and fewer than half of the 28 EU governments had 

pledged some money.30 

Meanwhile, new regulation has made it harder for private investors to invest long term. 

Banks, which collect deposits and fund themselves in short-term interbank markets, are 

discouraged from taking on long-term financing projects, since this could result in a 

risky maturity mismatch. Institutional investors have long-term liabilities, so they would 

be better suited to fund long-term projects. The EU’s new risk-based capital regime for 

insurance companies, Solvency II, however, originally contained very high capital 

charges for infrastructure investment. In line with the growth and investment focus of 

CMU, these are now being reduced for certain infrastructure investments.31  

This recalibration of capital requirements might well help to attract more private finance 

into infrastructure. But other changes would have to follow – some in areas where the 

EU’s immediate powers are limited. First, investors would need more information on 

existing infrastructure projects to gain a better understanding of the risks and rewards 

involved.
32

 Second, most European governments do not draw up long-term national 

infrastructure plans or project pipelines, so investors are often unsure about what kind 

of projects will come to the market and when. Finally, there are political and regulatory 

                                                                    
28 ‘Economic Analysis’, cf footnote 15.  
29 Surveys show that institutions investors on average end up investing substantially less in infrastructure than 

they had planned, due to a lack of attractive projects and obstacles in the investment environment. Preqin, ‘Are 

infrastructure investors satisfied with the asset class?’; September 19th 2015.  
30 ‘Einjahres-Bilanz: Was hat die Offensive #InvestEU gebracht?‘, Euronews, December 21st 2015.  
31 For Solvency II updates dates see http://ec.europa.eu/finance/insurance/solvency/solvency2/index_en.htm. 

Clifford Chance, ‘Infrastructure – a new asset class for insurers’, October 2015.  
32 As part of its plans to promote long-term finance in the EU, the Commission has already supported the idea 

of standardizing and centrally publishing data on past infrastructure projects. European Commission, 

‘Communication on long-term financing of the European Economy’, March 2014.  

http://ec.europa.eu/finance/insurance/solvency/solvency2/index_en.htm
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risks. Several European governments have retroactively changed renewable subsidies or 

energy transportation charges in recent years. Since infrastructure investments have to 

be planned for decades in advance, a stable legal and policy framework is key. Such 

stability will be harder to achieve where people are skeptical about the very idea of 

private investments in infrastructure33, which could tempt politicians to change the 

rules of the game to curry favor with voters.  

3.3 Long-term savings 

If the EU is serious about mobilizing more money for long-term investment, it has to 

generate a larger pool of long-term savings. Europeans save, on average, more than 

Americans. But most Europeans tend to keep their money in instant-access bank 

accounts; or if they invest it, it is in real estate rather than in stocks and bonds.  

 
Therefore, CMU aims to help channel more European savings into longer-term 

investments. Such a reallocation would make more ‘patient’ capital available to finance 

business growth or infrastructure, be it directly or via financial intermediaries. And it 

would give Europeans the opportunity to earn higher returns than they do on bank 

accounts (which are usually zero in the current low-interest rate environment). 

The main reason why Europeans do not save as much in long-term assets as Americans 

is the prevalence of tax-funded pay-as-you-go retirement systems in most EU countries. 

However, given that populations in most European countries are aging rapidly, such tax-

funded systems will no longer be enough to ensure a comfortable retirement for most 

people. Governments all over Europe have been curtailing public pension entitlements. 

These reforms have made public pension systems more sustainable but increased the 

risk that pensioners might not have an adequate income in their old age. Therefore, 

incentives for people to save more and more effectively for their own retirement income 

will become increasingly important. 

                                                                    
33 Half of Germans, for example, are against private investments in infrastructure and only one in four thinks 

them a good idea. IfD Allensbach, ‘Bürger fordern mehr Investitionen in die Infrastruktur’, May 2015. 
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Long-term savings:  Many European countries are now encouraging their citizens to 

accumulate additional savings through company or private pensions. The Commission 

wants to encourage these efforts, for example by promoting a new template for cross-

border long-term investment funds, called ELTIFs34, and by looking into the design of 

simple personal pension products that would be on offer across the EU35.  

Financial education and consumer protection: Most Europeans shy away from investing 

in capital markets directly, let alone buying bonds and shares in another country. If 

Europeans are to become more acquainted with capital markets, a major effort at 

financial education is needed, which is mainly a task for public authorities in EU 

countries, in cooperation with the financial industry.  

To help savers understand the investment products they are buying, the EU has already 

passed several laws in recent years that oblige product providers to hand out clear, easy-

to-understand information. Such laws also seek to align the incentives of those advising 

on financial services with customer needs.36 Some of these laws have not yet entered into 

force, so the Commission wants to wait and see how they work before proposing new 

rules for transparency and consumer protection.  

                                                                    
34 For details see http://ec.europa.eu/finance/investment/long-term/index_en.htm. 
35 EIOPA, ‘Consultation paper on EIOPA's advice on the development of an EU Single Market for personal 
pension products (PPP)’, February 1st 2016. 
36 For example Directives for Markets in Financial Instruments (MiFID) II, Packaged Retail and Insurance 

based Investment Products  (PRIIPs) and Insurance Distribution (IDD).  
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3.4 Cross-border barriers  

The EU has already adopted framework rules that allow investment companies that are 

registered in one EU country to market their funds Europe-wide, namely the UCITS 

Directive for mutual funds and the AIFMD Directive for hedge funds, private equity funds 

and the like. UCITS registered funds have proliferated in recent years, although in 

practice, divergent requirements for registration, payment systems or tax filings as well 

as administrative fees can still make it difficult and expensive to market and sell 

financial products across borders.37 For financial products not covered by existing 

directives, cross-border marketing and selling tends to be even more cumbersome. 

Removing obstacles to cross-border business could allow the companies offering 

financial products to operate on a larger scale and to become more efficient and cost-

effective. Integrated markets could also provide customers with better choice and 

opportunities to diversify their investments.  

There are also obstacles on the demand side, however. Even with existing products, most 

Europeans are reluctant to buy from a country other than their own. Surveys have shown 

that more than a third of Europeans do not even know that they can invest their savings 

in financial products from another EU country.38 Although the ‘home bias’ of investment 

decisions has fallen over the last 20 years, 70-80 percent of the bonds and equities that 

Europeans hold directly still tend to come from their own country.  

Some of the barriers to cross-border investment, like language and cultural differences, 

cannot be removed easily by policy intervention. Others can only be eroded over time.  

Insolvency:  The vast differences that still exist between the insolvency regimes of various 

EU countries mean that investors cannot be sure how much of their investments they 

will be able to recuperate in case of bankruptcy, and how long this might take. The 

process of working through the liabilities of an insolvent company takes between five 

and seven years in most EU countries, compared with typically one year in the US.39 The 

Commission has already tried to encourage member countries to make it easier to 

                                                                    
37 Vincento Scarpetta and Toby Illingworth, ‘Asset management in Europe: The case for reform’, OpenEurope 
Report, 07/2015.   
38 Evidence cited in Bank of England, cf footnote 12. 
39 ‘Economic Analysis’, cf footnote 15. 
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restructure the debt of a struggling company, rather than closing it down, and to enable 

entrepreneurs who have failed to start anew.40 These recommendations have not had 

much effect in practice, and the Commission is now looking at – as yet unspecified – 

legal measures, although that will be controversial in many places.  

 

Taxation:  Even more controversial than harmonizing bankruptcy regimes would be 

efforts to even out differences in national tax regimes for investments. Taxation is an 

area where the EU can only take action if all 28 countries agree and some EU countries do 

not want Brussels to get involved. Therefore, the Commission is treading carefully here. 

The only concrete plan on the table is to make refunds of withholding taxes easier. At the 

moment, governments usually deduct withholding taxes automatically. If the investor 

lives in another EU country, he often gets taxed again at home. In principle, the investor 

is then due a refund. In practice, that is often too complicated – there are an estimated 56 

different reclaim forms in the EU, many financial institutions refuse to get into the 

process at all and billions of euros of tax refunds due remain uncollected each year.41   

Many experts have also been calling on the Commission to address skewed incentives 

that stem from the fact that in most European countries interest on debt is tax 

deductible but dividend payments are not. Since such tax questions reach deep into the 

fiscal policy autonomy of EU countries, the EU has decided not to include this issue in its 

Action Plan. It is also unclear to what extent the tax bias in favor of debt is holding back 

EU capital markets: in the US, tax relief on debt is at least as high as in most EU 

countries42 but it does not seem to hold back capital market activity unduly.  

4. Implications for financial stability  

Studies show that capital markets can be more resilient in times of financial crisis than 

banking systems. But that does not mean that non-bank finance cannot pose a risk to 

financial stability.  

While some capital market players are tightly regulated (insurers and pension funds are 

good examples), others are less so. As regulators have focused on tightening rules and 

                                                                    
40 European Commission, ‘Recommendation on a new approach to business failure and insolvency‘; March 

12th 2014. 
41 ‘Economic Analysis’, cf footnote 15. 
42 In 2007, the tax subsidy for debt was equal to an estimated 4.9 percent of GDP in the US, compared to 3.5 

percent in the UK and 2.4 percent in the euro area. ‘Economic Analysis’, cf footnote 15.  
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supervision for banks, financial activity – and associated risk – has migrated to non-bank 

actors, including hedge funds, money market funds, securities lending and repo 

activities. The ECB estimates that these non-bank actors (often referred to as shadow 

banks43) had almost EUR 24 trillion in assets in the eurozone at the end of 2014  – twice 

as much as a decade earlier.   

Regulators worry less about one of these financial entities getting into trouble – such 

risks are usually borne by the investor and not the taxpayer – and more about the impact 

this could have on the stability of the wider financial system. In particular, regulators fear 

that the ‘herd’ behavior of investment funds and other non-bank entities could amplify 

swings in asset prices. Such swings could then force other financial players to reduce 

their exposure to these assets, causing widespread instability in the system. Another 

channel through which capital market players could affect financial stability is through 

the close links they often have with the banking sector. For example, investment funds 

and other non-bank (non-insurance / pension fund) entities hold 10 percent of all bank 

debt securities in the eurozone, while 8 percent of euro area banks’ balance sheet 

exposure is to ‘shadow banks’.44   

The Commission insists that the capital markets it wants to see develop as part of  CMU 

should be “transparent and resilient”.45 It points to various pieces of legislation already 

adopted or in the works that regulate non-bank players, such as hedge funds, and 

activities, such as securities lending. It wants to address systemic risks by monitoring, 

together with European Systemic Risk Board, the growing interconnectedness of 

financial markets and concerns about sudden reductions in market liquidity.   

Financial innovation is another area that will affect CMU as it evolves. New technologies 

and business models are, on the one hand, a huge opportunity to create more efficient 

capital markets and broaden access to funding. On the other hand, they might create 

risks for financial stability if they are not properly regulated. This is why the Commission, 

as part of CMU, is looking at what kind of regulation might be needed for new areas, such 

crowdfunding platforms or loan-originating funds (funds that collect money for direct 

lending to companies).  

5. What next?  

The European Capital Markets Union program is unlikely to have an immediate impact 

on investment and growth in the EU. Financial markets and practices in Europe will 

change only slowly, even if the Commission manages to implement its entire Action by 

2019 –  a big if. National and sectoral interests and objections will inevitably cause delays 

or water down decisions.  

Moreover, the European Parliament must approve the various Directives and Regulations 

needed for CMU. Some MEPs, concerned that CMU might create new risks to financial 

stability, would like to shift the focus towards stricter regulation and more centralized 

supervision. For example, the Parliament has given itself more time to review the 

proposed amendments to Solvency II (meant to encourage infrastructure investment) 

and the new rules on securitization.  Progress on the latter is now reportedly being linked  

 

                                                                    
43 This ECB measure includes all non-monetary financial institutions apart from insurance corporations and 
pension funds. 
44 European Central Bank, ‘Financial Stability Report’, May 2015.  
45 See ‘Action Plan’, cf footnote 6. 
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to progress on a common deposit guarantee scheme under the European Banking Union, 

which, given that Germany is concerned about a hasty introduction of mutual 

guarantees, suggests rather long delays.46  

In the medium term, the EU would benefit from a more balanced financial system that 

combines a stable banking system with deeper and more effective capital markets. The 

impact of such a shift will, of course, vary from country to country. The Commission 

reckons that the biggest winners will be those countries that host global financial 

centers, notably the UK, as well as those that act as regional financial centers, for 

example Poland for Central and Eastern Europe. Other big winners will be those 

countries where capital markets are as yet underdeveloped.  

While most attention is currently being paid to CMU’s impact on corporate funding, in 

particular for SMEs, its implications for long-term savings should not be neglected. If 

CMU helped to shift European savings away from instant-access bank accounts and into 

longer-term, higher-yielding savings vehicles, it could make an important contribution 

to cushioning the adverse consequences of Europe’s aging societies.  

While the Action Plan contains many useful steps towards deeper and more integrated 

capital markets, the EU should not stop there. If it wishes to unlock the full potential of 

long-term capital in Europe, other measures will need to follow, for example in the areas 

of taxation or the more coherent implementation of EU regulation. One area that is 

notably absent from the CMU Plan is the treatment of sovereign debt in financial 

regulation. Since government bonds are in several aspects treated as risk-free, with low 

or zero capital requirements, financial institutions have strong incentives to invest in 

them rather than in other assets, such as corporate equity or infrastructure. A discussion 

about the treatment of sovereign debt should therefore be part of any future plans to 

develop CMU further.   

 

                                                                    
46 Jim Brunsden, ‘European parliament puts brake on plan to boost capital markets’, Financial Times, March 

3rd 2016. K&L Gates, ‘Capital Markets Union: a marathon not a sprint’, February 25th 2016.  
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These assessments are, as always, subject to the disclaimer provided below.  

ABOUT ALLIANZ  

Together with its customers and sales partners, Allianz is one of the strongest f inancial communities. About 

85 million private and corporate customers insured by Allianz rely on its knowledge, global reach, capital strength 

and solidity to help them make the most of financial opportunities and to avoid and safeguard the mselves against 

risks. In 2015, around 142,000 employees in over 70 countries achieved total revenues of 125.2 billion euros and an 

operating profit of 10.7 billion euros. Benefits for our customers reached 107.4 billion euros. 

This business success with insurance, asset management and assistance services is based increasingly on 

customer demand for crisis-proof financial solutions for an aging society and the challenges of climate change. 

Transparency and integrity are key components of sustainable corporate governance at Allianz SE.  

CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS 

The statements contained herein may include prospects, statements of future expectations and other forward -

looking statements that are based on management's current views and assumptions and involve known and 

unknown risks and uncertainties. Actual results, performance or events may differ materially from those 

expressed or implied in such forward-looking statements.  

Such deviations may arise due to, without limitation, (i) changes of the general economic conditions and 

competitive situation, particularly in the Allianz Group's core business and core markets, (ii) performance of 

financial markets (particularly market volatility, liquidity and credit events), (iii) frequency and severity of 

insured loss events, including from natural catastrophes, and the development of loss expenses, (iv) mortality 

and morbidity levels and trends, (v) persistency levels, (vi) particularly in the banking business, the extent of 

credit defaults, (vii) interest rate levels, (viii) currency exchange rates including the euro/US -dollar exchange rate, 

(ix) changes in laws and regulations, including tax regulations, (x) the i mpact of acquisitions, including related 

integration issues, and reorganization measures, and (xi) general competitive factors, in each case on a local, 

regional, national and/or global basis. Many of these factors may be more likely to occur, or more pronounced, as 

a result of terrorist activities and their consequences.  

NO DUTY TO UPDATE 

The company assumes no obligation to update any information or forward -looking statement contained herein, 

save for any information required to be disclosed by law.  


