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CAPITAL MARKETS UNION Q&A
Will the Capital Markets Union create jobs and  

help finance SMEs? 

 HOW MUCH ADDITIONAL FUNDING DO WE NEED TO CREATE 

GROWTH AND JOBS?

There is already too much capital hence arguably no need to further increase it.

A 2012 report by the consulting firm Bain & Company found1 that “the relationship between the financial 
economy and the underlying real economy has reached a decisive turning point. The rate of growth of world 
output of goods and services has seen an extended slowdown over recent decades, while the volume of 
global financial assets has expanded at a rapid pace. By 2010, global capital had swollen to some $600 
trillion, tripling over the past two decades”, and is expected to “expand by half again, to an estimated $900 
trillion by 2020.” “Today, total financial assets are nearly 10 times the value of the global output of all goods 
and services. (..) Our analysis leads us to conclude that for the balance of the decade, markets will generally 
continue to grapple with an environment of capital superabundance.”

SMEs' main concern is lack of customers, demand, not lack of funding.

According to a recent ECB SAFE survey2, European SMEs' biggest concern today is "finding customers" 
whereas "access to finance" is their lowest. It is therefore not clear that there is a need to further increase 
access to finance for SMEs in general in Europe.There are funding issues in some southern Member States 
linked to national economic contexts, but overall there is no shortage of credit supply. 

If you want to truly help SMEs and create jobs, you need policies aimed at addressing the lack 

of demand, such as policies curbing inequalities like progressive tax reforms etc. See Stiglitz & Piketty. As 
European households are already indebted and worried about the future, they will not borrow more, however 
cheap it may be, to consume more.

 HOW CAN WE HELP EU START-UPS GET MORE FUNDING AND 

DEVELOP?

Start-ups need equity funding. Venture capital provides it.

Innovative start-up companies represent at best 10% of EU SMEs. Due to their unusual business model with 
intangible and soft assets they often struggle to get loans that are usually based upon tangible and hard 
assets. This is why they need more access to equity funding. 

Venture capital funds are the ones that provide equity funding to SMEs, hence we support the Commission 
idea to promote seed and venture capital.

Securitisation repackages and sells loans to investors. Since start-ups don't get loans, 

securitisation is not the answer for start-ups, as there are no loans to securitise.

1 Bain & Company, A World awash in Money, 2012; Haldane, A. G., The age of asset management?, 2014
2 Source: ECB SAFE survey 2015
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 HOW CAN WE HELP THE 90% REMAINING SMEs?

SMEs need stable funding that does not disappear in times of stress.

What we need is not more funding in general, but more stable funding that doesn't withdraw quickly in 
times of stress: there is no shortage of funding in good times, the issue is when the funding channels dry 
up very quickly during crises.

Retail funded local traditional banks are the ones that can provide this stable funding.

The crisis has shown that foreign investors and foreign banks retreat quickly within their borders in times 
of stress, as they always do, to refocus on their core markets.

Local banks on the other hand don't retreat as they have a vested interest in their local community and they 
have nowhere to go.

As importantly, traditional banks with local branches have long-standing relations with their customers, 
know the local economic context and competition, and are able to integrate in their credit decisions crucial 
qualitative elements such as knowing personally the management. This makes them more willing to support 
their clients in difficult times as they are confident that their business is fundamentally sound and they will 
get through this rough patch. On the contrary, an investor in Qatar, for example, who does not know the 
company and the local context will be more likely to cut his funding quickly in times of stress.

We should help local traditional banks, instead of helping TBTF banks.

The lesson is that we should help to strengthen local traditional banks. This could be done by removing 
the unfair advantage that the internal models (self-evaluation of risk-weighted assets, RWAs) give to large 
banks over small banks using the standardised approach in CRD IV. This could also be done by redesigning 
the liquidity ratios in CRD IV that implicitly promote liquid tradable short term securities over stable funding. 
This could also be done by not pushing retail savings away from bank deposits.

Lastly we should help struggling traditional banks to get rid of their non-performing loans, instead of helping 
large too-big-to-fail European banks as the CMU does.

 WHAT ARE THE RISKS AND BENEFITS OF PUSHING RETAIL SAVINGS 

TO CAPITAL MARKETS?

It is hoped that pushing retail savings into capital markets will facilitate the privatisation of 

pensions in Europe by providing additional returns to savers. Since there is no free lunch, it will 

not achieve this.

The CMU action plans shows clearly that this push is aimed at helping the privatisation of pensions, except 
that it is framed only in terms of increasing consumer choice and boosting returns. In substance, it is not 
about increasing growth and jobs. 

Pushing retail savings into capital markets will not increase risk adjusted returns, might not even increase 
returns in absolute terms and on the contrary increase risks when ECB raises rates. The point is that we 
should not create misleading expectations of higher returns.

[Extracts from CMU action plan: “The CMU aims to put European savings to better use, (..) It is widely 
accepted that due to increasing life expectancy and changing demographics, retail investors need to save 
more to meet their retirement needs.”

“European households face a number of challenges to save efficiently towards adequate pensions in the 
context of increased longevity, fiscal pressures at individual country level and protracted low interest rates. 
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To this end, the Commission is supporting the development of collective and individual pension plans to 
complement public pension schemes.

The EU financial system needs to support people in making provision for their own personal retirement 
savings.”]

It could on the other hand increase mis-selling and the risk of bubbles and crashes, see China's 

recent stock market crash.

The Chinese government encouraged retail savers to go into capital markets, which led to the creation of a 
bubble, then when the market turned a panic and subsequent crash. Are there lessons to be learnt for CMU?

It is also likely to reduce small banks' ability to lend and create more fragile bank funding 

structures, in contradiction with the lessons from the crisis.

Shifting retail savings away from bank deposits would reduce the core funding source of traditional banks, 
reducing their ability to lend.

Large banks are likely to compensate by increasing their reliance on wholesale funding, a very procyclical 
unstable form of funding that has been identified as a key factor in the crisis.

 WILL THE PROMOTION OF NON-BANK LENDING CREATE NEW 

RISKS?

Yes it will: it will increase the risk of domino effects (interconnectedness), increase the tendency 

to lend too much in good times and turn off the tap brutally in bad times (procyclicality of 

market-based lending). These are all key factors of systemic risk. 

There should at the very least be a regulatory level playing field between banks and shadow 

banking before we promote shadow banking

Unlike bank lending, non-bank lending does not have a direct and explicit access to public 

countercyclical backstops. Private backstops proved ineffective in the last crisis. It will therefore 

be unstable.

For shadow banking to be stable, we need an entity to be able to buy when everybody wants to sell and 
vice versa. In the case of banks this is the central bank. In the case of shadow banking, nobody plays that 
role officially.

For non-bank lending to be stable we would need either to expand the scope of public safety nets to shadow 
banking, which would increase moral hazard, or shrink the size of the shadow banking sector to a size where 
private backstops can be effective.

Yet CMU proposes to increase the size of shadow banking without any consideration or proposal regarding 
countercyclical backstops. This is a recipe for instability.
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