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Executive Summary 

 

In 2007, Europe was hit by the financial crisis and governments reacted with austerity 

policies and banking reforms. While securing the financial system is important, it creates a 

climate in which SMEs and long-term projects struggle to find finance. In his introduction to 

the conference, Finance Watch’s Thierry Philipponnat stated that lending to non-financial 

companies constitutes only 28 per cent of banks’ balance sheets. Of these 28 per cent, only 

about 5 per cent are actual lending to SMEs.  This is because SMEs require long-term finance 

and often provide profits only after some time, while the banking sector is focused on short-

term gains. 

 

According to Philipponnat, this short-term orientation has its origin in three market ‘myths’. 
The first one is the idea that ‘the market is always right’. The second one is the idea that, so 
long as an investment is profitable, it is right for society. Finally, the third market myth is the 

popular obsession with liquidity. This is being re-enforced by the liquidity requirements 

included in many of the regulation reforms.  Additionally the financial markets directive 

MiFID has had the undesirable side effect that SMEs find it even harder to enter the stock 

market.  

 

http://www.finance-watch.org/our-work/events/546-conference-funding-the-real-economy-today-and-tomorrow
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In order for the situation to change, the focus in investment has to move from short-term to 

long-term, and the financial system has to be reshaped to make it more resilient. In this 

process, there is a balance to be struck between regulating banks so sharply that they 

cannot afford to take any risks on SMEs, and encouraging banks to lock all their assets away 

in long-term projects where they will be inaccessible in case of a crash. Philippe Maystadt 

argued in his keynote speech that there is a trade-off between prudential rules and long-

term financing. 

 

However, keynote speaker Oliver Guersent said that financial stability and economic growth 

are compatible goals, given the right regulations. In order to find ways to channel more 

money into long-term investment, the European Commission has released a Green Paper in 

March 2013, consulting the public on how the European economy can address financial 

institutions’ and markets’ ability to provide long-term finance, the cross-cutting factors that 

enable long-term saving and financing and the ease of SMEs to access finance. Guersent said 

the Commission intends to act on suggestions resulting from the consultation before the 

end of the year. He also commented on Liikanen and other banking reforms currently 

underway. 

 

The audience heard about the difficulty of funding long-term projects with a much delayed 

profitability. All the keynote speakers stressed the importance of channelling ‘patient’ 
capital towards these industries. Such capital could come, for example, from institutional 

investors with very long-term liabilities. Nicolas Firzli suggested that the UK was ahead of the 

curve on encouraging pension funds to invest in the long-term. In most of Europe, structural 

barriers are preventing this from happening.  

 

Professor Zambon highlighted in the second panel session that there are problems with the 

valuation of companies. The factors considered in financial reporting and the calculation of 

credit ratings does not give a representative picture of the total value created by a company. 

This creates an advantage for the large corporates. Professor Zambon stressed the need for 

a new reporting system to include intangible, non-finance aspects like social capital and 

social value creation. If these factors were included in the calculation of credit ratings, SMEs 

would stand better chances to get bank loans. 

 

The debate also produced many suggestions for new sources of finance for SMEs: public-

private partnerships, public guarantee schemes, securitisation, support from public 

investment banks, mezzanine funding and crowd funding were just some of the suggestions 

made. UEAPME’s Gerhard Huemer pointed out that the awareness of alternative sources of 

funding is increasing among SMEs, however they are still looking primarily to banks as a 

source of funding. Philippe Herzog, in his conclusion showed great concern at this 

dependence on banks, which he considers to pose a great strain on the Banking Union.  He 

called for a new banking system where banks originate credits and share part of the risk with 

public institutions for projects that can be labeled as of general interest. He stressed that 

there is a great potential for political involvement here and that the market must not be left 

to solve this on its own.  
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Introduction 

Thierry Philipponnat, Secretary General, Finance Watch 

 

Thierry Philipponnat welcomed speakers and delegates to the Finance Watch and Confrontations 

Europe conference on long-term funding. He thanked Confrontations Europe for their contribution to 

the preparations for this event.  

 

Looking back over the topics of past Finance Watch conferences, Philipponnat described a movement 

of interest away from prudential issues and how to regulate markets, to a more proactive way of 

looking at the economy and the effects of finance on the economy at large.  

 

He stressed that the two main missions for finance are to (a) serve the real economy and (b) do so for 

the long term. The real economy is made up of and affecting human beings and human beings must 

thus always be the objective. Finance is only a means; this means may seem indispensable, but it is 

still only a means. Finance is not the main purpose of our economy; finance is only an intermediary.  

He further clarified that the ‘long term’ has to be more than the sum of short-term periods.  

 

Philipponnat explained that the reasons for this short-term focus are three commonly subscribed to 

but largely unfunded theories.   

 

 The first is what is called the “Efficient Market Hypothesis”, the idea that the market is 
always right.  

 The second is the degenerated version of Adam Smith’s “Invisible Hand”, which is the idea 
that if a product or project makes money for someone, it is right for society. This is not what 

Smith actually said, but a highly simplified version.  

 The third – and most important – ideological cause for short-termism is what Philipponnat 

called the popular obsession with liquidity. This obsession is popular both with financial 

sector professionals and policy makers. The exaggerated concentration on liquidity is what 

distracts from the actual concerns of the real economy.  

 

To illustrate this last point, Philipponnat used the image of building a house and in the process only 

looking only for the doors because they symbolise exit, rather than solid structures. Doors are 

important, but a house needs other qualities to be useful to those living in it. When a real economy 

actor looks at the economy, they want to build a sustainable system. All too often, when a financier 

looks at a financial project, that person looks for the door: where is the exit?  

 

When you think about liquidity, this is what it means. A financier will look for how they get out of 

financing something. Nobody disputes that this is an important aspect, but it should not be the most 

important aspect. This way of thinking, in combination with mark-to-market, leads to an ideology that 

asks: how much money have I made over the last half an hour; how much money am I making right 

now? This is the ideology that leads financiers to get out of a project as soon as they stop making 

money. This is the situation where finance does not serve the real economy. 

 

He hopes that this debate will not follow the usual rhetoric and exceed the simplistic slogan of “We 
have to finance the real economy”. He would like to see concrete examples for regulation and how to 
encourage banks to lend for the long term and get to the real topic.  

 

He gave three concrete examples for the dominant rhetoric on the subject. First, the current debate 

on banking structure and banking regulation. A part of the banking lobby in this debate argues that if 

banks are over-regulated they will stop lending to SMEs. However, putting things into perspective, 

lending to non-financial companies constitutes only 28 per cent of EU banks’ balance sheets. Of 
those, probably between 5 and 7 per cent is actual lending to SMEs. So, while nobody is disputing that 

banks are indispensable for SME lending, that 5 per cent is hardly all the banks can do.  
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The second example is particularly current in France and Germany, where it is argued that lending to 

hedge funds is indispensable for the long-term finance of SMEs. This is a common opinion with high-

level policy makers in both countries. Hedge funds, by nature, are short-term lenders and cannot help 

SMEs. 

 

The third example of the dominant rhetoric on this subject comes from arguments of the lobby on 

high frequency trading. It has been argued that high frequency trading is essential to finance 

European corporates because it makes the market more liquid. It is therefore also essential to 

pension funds.  

 

Philipponnat thinks that these statements all have very little substance and he hopes that this 

conference will transcend the rhetoric and offer some real solutions for SMEs. 

 

 

Keynote Speech 

Philippe Maystadt, Honorary President, European Investment Bank 

 

Philippe Maystadt asked where SMEs can find the funding they need today. Traditionally, the most 

important source for SME funding has been banks. The share of the banking sector in the EU is 

relatively large. This means that the EU has a greater dependency on banking mediation. However, 

there is a risk relying excessively on the use of leverage. It is therefore understandable that 

governments instructed regulators to stamp out these practices and strengthen financial sector 

regulation.  

 

The new prudential rules for banks are preventing the return of past excesses and are working to 

regain consumer confidence. It has been argued – mainly by bankers – that the much higher capital 

requirements lead to a lower volume of bank lending and higher cost of capital. Maystadt admits that 

this may be true, looking at European Central Bank’s (ECB) lending stats. Credit standards have 
increasingly tightened in 2012. Banks are shortening tenders. New loans of 5 or more years have 

declined markedly in 2012 – and the trend for 2013 is downwards.  

 

Banks say they restrict lending because of their rising costs. This may be an exaggerated statement 

but policy makers ought to be looking at the issue. Commissioner Michel Barnier thinks that “the 

potential trade-off between restricting liquidity creation to ensure stability and providing long-term 

financing for the real economy explains the need for appropriate calibration and progressive 

implementation of the rules.”1
 

 

If the regulators are guardians of the real economy, they have to make a trade-off between the 

benefits of a more stable banking system with those of the wellbeing of the real economy. Stability of 

the banks means lower costs for taxpayers and greater confidence in the system but it also means 

that the provision of useful credit can decline, in Mr Maystadt’s view.  

 

Governments must recognise a contradiction between the desire to remove risk from the system and 

the call for banks to lend more, in his view. Some governments want both at the same time. Policy 

makers must strike a balance between the two extremes. Some authorities have suggested slowing 

down the introduction of the new prudential regulation but he is not sure this would actually solve 

the issue. The right balance lies in more calibration. Commissioner Barnier proposed review of the 

calibration of the parameters. The current calibration may make long-term lending less attractive.  

 

Besides, banks have a role to play in financing products and services. The European Investment Bank 

(EIB) tries to act as a catalyser. This may play a counter-cyclical role. The involvement of public banks 

could reduce the volatility of borrowing costs. The public development banks can also attract private 

                                                        
1
 Quote from the Green Paper on long-term financing of the European economy 

http://eur-lex.europa.eu/smartapi/cgi/sga_doc?smartapi!celexplus!prod!DocNumber&lg=EN&type_doc=COMfinal&an_doc=2013&nu_doc=150
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funds by offering to share the risk, by using project bonds, for example. Project bonds work in a way 

that a company planning a project will issue bonds to finance the project. To ensure that bonds reach 

the required rating from the rating agencies, the EIB and/or the European Commission will take a 

subordinated tranche to increase the rating level of the senior tranche. They would know in advance 

what would be the maximum cost to the EU.  

 

This is a formula which could work with other institutions too. The Commission consulted on the idea 

of project bonds and received strong interest. Many responses stated that it would be a good idea 

provided that Solvency II does not discourage long-term investment. Therefore the European 

Commission has asked EIOPA to examine in an impact study whether the detailed calibration of 

capital requirements should be adjusted to ensure that there is no regulatory bias against long-term 

financing. On the basis of this technical analysis the Commission will propose appropriate measures – 

most likely in the delegated acts of the legislation.  

 

Institutional investors can also represent an important source of long-term finance. Together they 

own an estimated total of €13.8trn in assets. Resources are there to be channelled. This is without 

other dedicated funds, which could be added. The donation of liabilities allows investors to offset 

longer-term risk. It is normal that the yield should be higher to offset the lower liquidity.  

 

But institutional investors need to behave in a patient manner and counter short-termism. It would 

be useful to have a look at the combined effects of this new financial regulation. Maystadt thinks that 

some of them do not make sense in the context of each other. This means that it could be 

detrimental for investors to buy and hold assets. There is merit in examining further whether these 

standards are fit for purpose in context of the economic consequences.  

 

Where bank credit is less readily available, there should be a blossoming bond market. This has been 

the case. The EU bond markets have come to hold an outstanding amount in debt securities issued by 

non-finance corporations: from €62bn in 2008, this had increased to €940bn in 2012. But still these 
bonds only account for 15 per cent of corporate debt because this source of funding remains only 

open to large corporate borrowers and is therefore not an option for SMEs. 

 

Another trend is that some corporations are seeking to raise money through private placements. 

Private placements are an option available to only a small number of investors. However, it has been 

noted that the number of investors working towards getting them is steadily increasing. Despite the 

fact that this market is still fairly small, it has become another place where investors can look for 

credit.  Alternatively, there is the option of inter-company loans. This could mean that big corporates 

like Philips start lending to smaller companies to continue R&D that benefits one of Philips’ business 

sectors. These models are gaining importance, especially in Germany and the Netherlands. 

 

Finally, there is a need for structural market innovation. SMEs do not have access to the bond market. 

Market innovation could create a market for asset-backed securities where the underlying assets 

would be loans to SMEs. This would make the market more transparent and increase transparency 

and investor confidence. Currently there is an obstacle in the fact that SMEs are small because this 

makes it more costly to get information about them. This is the structural reason why SMEs have so 

little access to the bond market. Securitisation could offer an opportunity for the custodians of large 

pools of European savings to channel part of these huge resources to SMEs.  

 

In this vein, the efforts made in the prime collateralised securities (PCS) initiative with the support of 

the ECB should be commended. They have defined common criteria on standardisation, quality, 

simplicity and transparency with the aim of improving market debt and liquidity for this type of asset-

backed securities on SME loans. Regulators have already realised the benefits of securitisation and 

have tailored new schemes to ensure the structural conditions necessary for securitisation to become 

a viable source of funding to dispel the historic ambivalence about such a source of funding. New 

standards could make this market more transparent and could encourage investors. 

        

In conclusion, while it is clear that regulators cannot lessen the credit risk of individual borrowers, 

governments can do that through reforms that improve the operating environment. Regulators have 
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a direct role to play within their mandate to ensure that financing is not a source of instability but also 

that regulatory requirements are not an impediment.  

 

 

Panel discussion 

What sort of funding do entrepreneurs, SMEs and public services need 

today? 
 

Substantial reforms are underway based on sensible principles. But will the impact of these reforms 

sustain investment in Europe’s real economy? Banks, institutional investors and certain businesses 

have been complaining about post-crisis regulation. Banks are cutting back their activities and laying 

off staff to maintain profit rates and bolster their capital reserves. What is the outlook now? 

Objectively speaking, are there reasons to worry about the future of bank lending? 

 

Panellists: 

 Gérard Rameix, President, Autorité des Marchés Financiers 

 Miquel Miro, Director, Fundacio Seira 

 Gerhard Huemer, Director of Economic Policy, UEAPME 

 Anne-Laure Vanier, CFO, Cleanea 

 Florian Moritz, Deutscher Gewerschaftsbund (DGB) 

 Philippe Maystadt, Honorary President EIB 

 

Moderator: 

 Jean-Louis Bancel, President, Credit Cooperatif Group 

 

Highlights 

 

Panellists stressed that there is no ‘one-size-fits-all’ financing solution that works for all kinds of SMEs. 
At different stages of their growth process, SMEs have different needs. For growing SMEs that have 

exceeded the ‘start-up’ stage, securitisation was discussed as an option because it would allow 
institutional investors with long-term liabilities to channel money towards SMEs. However, Cleanea’s 
Anne-Laure Vanier stressed that securitisation bears a possible risk dilution, especially for start-ups, 

and undermines relationship banking. Maystadt said securitisation could help but is “no panacea” and 
one must avoid the excesses of the past. Gérard Rameix said banks are best placed to fund SMEs, 

while Jean-Louis Bancel called for more bank openness. Other forms of funding that were discussed 

included mezzanine funding, especially through the public investment banks, and crowd funding. It 

was suggested that governments start more guarantee schemes and that regulators incentivise 

patient investment. Despite these alternative forms of finance however, the panel stressed that, 

while SMEs are more aware of alternative sources, they still look to banks as a primary source of 

finance. Top of their wishlist is to have a closer and more personal relationship with their banks. 

Other suggestions from the panel included more competition, steps to include social value in financial 

ratings, more investment and government money for R&D and infrastructure to tackle ecological 

problems like climate change, and steps to improve confidence such as boosting brokers and 

mentoring schemes for small companies and incorporating workers into the property of companies.  

  

Summary  

 

Anne-Laure Vanier (Cleanea) introduced herself as the CFO of a small company producing an 

environmentally friendly electrolysis cleaning solution that replaces common cleaning products. She 

said that what keeps her company alive is a tax credit from the French Government and various public 

and private innovation funds. What is most frustrating for her is the lack of efficiency in the funding 

system: there are too many providers asking for the same information in different format.  Her goal is 

to raise funds from the private sector and eventually become independent from the subsidies. Being a 
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small/medium-sized enterprise, her company cannot get a loan from any bank. Cleanea is not 

“bankable”.  
 

Miquel Miro (Fundacio Seira) said that his organisation tries to find alternative solutions to finance 

SMEs and cooperatives in Spain. Doing this in an economy like Spain can be depressing, but the 

internal devaluation has increased competitiveness. Wages are low, so it is a good time for investors. 

However, the Spanish banking crisis and bailout conditions from Brussels are aggravating the situation 

– for people and SMEs. What they need is capital, especially long-term loans. Both of those, the banks 

cannot provide in this post-crisis environment.  

 

Jean-Louis Bancel (Credit Cooperatif Group) noted that, in his experience, the people of Catalonia are 

relying heavily on banks but are unwilling and unable to pay them for long-term investment.  

 

Miro stated that demand is depressed, so there are no real great projects coming from the 

enterprises because the perspectives are poor. Many SMEs have little idea what the future will look 

like for them.  

 

Gerhard Huemer (UEAPME) said that 92 per cent of all enterprises in the European Union are micro-

enterprises and are responsible for one third of employment. 50 per cent of these micro enterprises 

are one-person enterprises. Most of those enterprises that employ more than 50 people will not grow 

any further in the next years.  

 

SMEs are still suffering from the crisis and the following bout of bank regulation. The crisis affected 

SMEs in two ways. First, the economic crisis affected SMEs financially. Secondly, SMEs are also the 

largest taxpayers and therefore most heavily suffering from the raised taxes. Additionally, the banks 

are still not in a good shape. SMEs are paying for the banks without getting much back. Nevertheless, 

European governments have done what they could to impede the crisis. 

 

Bancel pointed out that this comment goes to the heart of the real economy: workers are also 

consumers and taxpayers.  

 

Florian Moritz (DGB) explained that as a union his organisation represents the German trade unions. 

Because it is financed through members’ contributions it has not been directly affected by the crisis. 
However, they are of course aware of the economic crisis, a crisis they consider to be a policy-made 

crisis.  

 

The austerity policy in Europe is leading to internal devaluation in many countries and pressure on 

wages. At the same time, one major borrower, the public authorities, are not allowed to borrow any 

more. The diminishing demand leads to a severe recession. This recession is why companies are in 

trouble when it comes to financing. Creditworthiness is a big problem in such an environment. This is 

all due to the anti-crisis policies.  

 

However, there are still huge possibilities for investment and there is lots of liquid capital. How do 

you channel investment? In January 2013 DGB published a good paper on this. It is called ‘A Marshall 

Plan for Europe’ and in it, the DGB calls for more investment in sustainable power, R&D, jobs and 

training, transport, low-emission cities and in the efficiency of the public service. Only through 

investment can the recession be overturned.  

 

Gérard Rameix (AMF) opened by explaining that AMF, as a regulator, protects the interests of 

investors and makes sure that financial markets operate correctly. On that basis, France has two 

regulators: the AMF and the ACP, a prudential regulator for insurance and banks.  

 

The factors that gave a poor image of the financial markets are what he wishes away, because they 

damage consumer confidence. Finance is a means – but a necessary one. If this means it operates 

badly, that has bad effects for people. It is negative in his view that so many people no longer 

consider investing in shares because they think it is too risky. Nevertheless, it is understandable that 

they don’t trust finance anymore. 

http://www.dgb.de/themen/++co++d92f2d46-5590-11e2-8327-00188b4dc422
http://www.dgb.de/themen/++co++d92f2d46-5590-11e2-8327-00188b4dc422
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MiFID was well-intended but in the end has led to a financial market which operates in a way that is 

incomprehensible for the average person. One negative consequence was unbundling. Firms are 

allowed to make the work of average brokers more difficult. They used to get orders on the market 

and spent part of that money on SMEs. This is no longer possible. However, the financial policy of the 

crisis has meant that a credit crunch could be averted. All the guarantee schemes help a lot of new 

companies.  

 

Maystadt remarked that is interesting that, with Florian Moritz, there is a German suggesting a review 

of austerity measures.  

 

Thierry Philipponnat asked Maystadt what it will take to make investors more patient. In response, 

Maystadt suggested that a patient investor does not require short-term gains but can wait. By nature, 

some institutional investors should be able to have this patience because they have long-term 

liabilities they can match with long-term assets. Any further regulatory requirements must not 

discourage such patient behaviour. When bankers explain that they will reduce lending because of 

the liquidity requirements, and when insurers explain that they will not subscribe to project bonds 

because they are too expensive, the calibration has to be re-assessed.  

 

Maystadt also added that all long-term investment initiatives will require contributions from national 

governments. Given budgetary constraints, governments tend to reduce their commitment to the 

economy. In electoral terms, it is less risky to delete a contribution to an international fund from the 

budget than to reduce allowances. It is for this reason that there is a sharp reduction of credit going 

to development cooperation.   

 

Bancel pointed out that there used to be talk of using the proceeds of the financial transaction tax to 

fund development, and Maystadt agreed. He explained that the original idea behind the financial 

transaction tax was to invest the proceeds in developing countries. Then some wanted to use this 

money as ‘own resources’ for the EU. Now, all of this this has been forgotten and it looks likely the 
proceeds may return back to the national budgets.  

 

Bancel suggested that there needs to be more pressure from civil society on this. Some banks already 

charge themselves a transaction tax and give it to development. If the public rewarded these banks, 

more banks would do it.  

 

In response to a question on whether some banking systems (i.e. co-operatives and Sparkassen) work 

better than others, Huemer explained that countries which have de-centralised banking structures, 

especially structures that do not only follow the short-term value structures, have indeed suffered 

less from the crisis. He thinks the banking structure helped to avoid credit crunches.  

 

Moritz said that Germany’s three pillar banking system was a good example. Public sector banks like 
the Sparkassen and co-ops have benefitted from an institutional guarantee system. This makes it 

possible for one Sparkasse to check what the other Sparkasse is doing and highlight wrong-doing.  

 

Bancel stated that there is no one size fits all. There are different problems in different systems. In 

Spain, there were too many banks, while in other countries the banking landscape was not diverse 

enough.  

 

One of the delegates in the audience welcomed the healthy financial situation in the German unions 

and asked Moritz whether, in the future, unions could become entrepreneurs. Have they considered 

collaborating with the Kreditanstalt für Wiederaufbau? Or could the development banks cooperate, 

the Kreditanstalt für Wiederaufbau with the French equivalent institution or the European Investment 

Bank, for example?  

 

Bancel pointed out that funds like the FPQ in Quebec are already doing this. Moritz added that the 

DGB’s “Marshall Plan for Europe” outlines suggestions for how to invest in the real economy. 
However, workers’ capital funds are not as big in Germany as they are in countries with less 



9 

 

supportive pensions systems. In countries like the US such funds are more important. As for the 

Kreditanstalt für Wiederaufbau, it plays an important role for SMEs and companies with problems. It 

also plays an important role in times of recession when the normal credit markets are not working 

properly.  

 

Bancel pointed out that the European Commission appears to be moving on the question of 

development banks. 

 

A further intervention from the floor stated that MiFID has focused on liquidity and making things 

better for trading large caps while at the same time making life difficult for the small brokers, who 

used to be the ones to finance the small caps. Is there hope yet for small companies, now that MiFID 

is being revised? 

 

Bancel said that there are many proposals currently discussed in the EU and asked the panel what is 

useful about them and what is not.  

 

Vanier said that she hopes for a solution to long-term financing because the financial market is not 

able to provide her with one at the moment. Securitisation has led to a risk dilution. SMEs cannot 

afford such a risk. They need relationship financing where investors are at eye-level with them.  

 

A new loan initiative by the French authorities may provide loans for innovation. This is cause for 

optimism.  Private equity is a new game. She wonders why it is not possible for a small company to 

finance through working capital. Her company provides some excellent quality working capital that is 

being exploited by the much bigger companies they work for.  She thinks that regulation in this field 

could make life for SMEs much easier. She also endorsed the public purchase of company bonds.  

 

Miro said that while he buys Europe, he does not buy the economic and monetary union. Europe is 

the only continent where capital flows free through all the countries. There is no EU proposal 

currently that looks really good to a small company.  

 

Moritz added that in terms of the proposed regulation, none of the proposals currently on the table 

go actively into the wrong direction but, for him, the do not go far enough. He would very much like 

to see a strict product regulation in the financial market, for example. There is product regulation to a 

certain extent but it is not enough.  

 

In its study on the subject, the DGB proposes a “TÜV” for financial products – a mandatory MOT-type 

test that financial products would have to pass once every two years to check whether they are doing 

harm to society. This would be particularly appropriate for certain types of derivatives.  

 

On the subject of securitisation, he said that it makes sense to an extent but the problem in finance is 

the loss of interpersonal relationships. He is intrigued by Vanier’s call for “relationship financing”, but 
he agrees that the idea of a “Hausbank” needs to come back.  
 

UEAPME’s Gerhard Huemer commented on the Capital Requirements Directive (CRD IV). He is 
pleased that the risk weight for retail loans to SMEs was reduced. UEAPME agree that the quality and 

quantity of capital has to be improved, but think that the liquidity coverage ratio goes too far and will 

hamper long-term finance. The current CRD IV and Basel III look only on the equity side, not the 

structure of the risk weight structure as such. This has to be more closely examined. The European 

Parliament has decided to reduce the risk weights for SME retail loans for three years to compensate 

for the higher capital requirements, and will increase the threshold for retail definition to €1.5m.  
 

Because they are being squeezed very hard, commercial banks are neither willing nor able at the 

moment to lend to SMEs at the moment. The compensation offered by public institutions to take out 

the risk of lending to SMEs and to provide liquidity to the EIB and others to provide liquidity to the 

sector is bitterly necessary. Also the riskier ventures like start-ups are now finding mezzanine 

supported loans through the public investment banks. This is a very positive trend. Huemer 
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questioned however the desirability of having the public sector carry the risk of SME lending. In the 

long term, this risk will have to be transferred back to the financial market.  

 

He is however optimistic about the state of long-term financing. So far, Europe has done only the 

repair work to come out of the crisis, but Barnier’s Green Paper is a good start to actually make the 
real economy more attractive for investment.   

 

Rameix agrees with Maystadt. There are huge constraints on bank lending. Not only are banks too 

highly leveraged, but they also invested in state bonds which turned out to be riskier than they 

seemed at the point the investment was made. Public finance has to be rebalanced and so do banks. 

There are many options to facilitate reconsideration and rebalance of the system.  

 

The first duty of the regulator in this process is of course to protect the people that will invest in these 

new loans and funds. However, regulators also need to recognise the need to finance the real 

economy and especially SMEs. So it is important that they are not too negative in the assessment of 

these new financing schemes. Securitisation is not a good solution for start-ups. For more grown-up 

SMEs or intermediaries, it could prove useful. To answer asset managers, AMF have said that they can 

have assets as loans. Project financing has to be in there. This will be difficult but it is necessary.  

 

Some shortcomings can and will be corrected in the review of MiFID. However, the market will 

benefit from increased transparency. He will try and convince certain agents to change their attitudes 

but he does not think MiFID is the only obstacle for SMEs wanting to get listed in the stock exchange. 

Theoretically, lots of things can help them, but policy makers have to find the right combination that 

will allow people to have faith in the market again.  

 

Bancel suggested that more local money should be invested in local entrepreneurship, but Rameix 

said that public opinion on this does not appreciate the way finance works. There has to be a new 

framework for the private placement of bonds. AMF has been working together with the ACP a lot 

more on crowd funding.  

 

Maystadt agreed that, of course, securitisation is not a panacea. The securitisation market has gained 

a bad reputation recently so one must be prudent to ensure that the excesses of the past will not 

return. The Commission’s Green Paper states that securitisation, subject to appropriate oversight and 
regulation, can help to find finance. Of course, there have to be strong criteria for what goes into a 

portfolio, and this is why there are common criteria on simplicity and transparency. But securitisation 

could be an additional source of finance.  

 

Maystadt also stressed that the liberalisation of capital flows pre-exited the euro. Per se, capital flows 

can have huge benefits because they allow capital to go where it is needed. Since the euro, huge 

flows of capital went from Germany to other countries. Of course, there has been a flow back since 

the crisis. This is why there needs to be a European Guarantee Fund for non-residents to invest in 

countries under programme. This would help to locate the resources where they are necessary. If you 

could convince these resources to flow back to the south for productive investment, it would be an 

important step towards solving the eurocrisis.  

 

However, this may not be possible in today’s risk landscape. It would be an interesting scheme and a 
good sign of confidence. It would also be less costly than other schemes. Countries are already doing 

it when they invest in developing countries.  If the risk would materialise it is likely that the fund 

would be used to cover companies from the north. This makes the scheme politically more 

acceptable.  

 

Interventions from the floor questioned the panellists’ understanding of the fragility of the banking 
sector. For many banks today, even small risks can have tremendous consequences. To what extent 

are entrepreneurs themselves aware of whether their needs are for finance for the long- or short-

term?   
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Huemer emphasised that an entrepreneur always knows his needs but not always the solution. For 80 

per cent of entrepreneurs, the first port of call is to go to their bank and ask for a loan; the remainder 

goes first to their accountant. Whether they get a loan or not depends on the situation of the 

business and their balance sheet. Tax regulation provides incentives for SMEs to leverage as much as 

possible. This means, when a crisis comes, they have no room for manoeuvre.  

 

Already now, 19 per cent of companies in Austria are using alternative forms of finance like business 

angels and crowd funding, and a majority of the remaining companies have at least considered such 

forms of financing. The knowledge in the sector of these options is really improving. Mezzanine 

capital, securitisation, leasing  all of these are valid possibilities for SMEs.  

 

Vanier said her personal professional experience as an investment banker has helped her in her 

current role as a CFO. However the key question for her is who is going to bear the risk. Is it going to 

be borne by a bank or is it a capital risk? At the moment, the banking industry does not think they 

need to take any risk on SMEs. She re-emphasised that working capital requirements should be 

financed. In her case, she only has AAA customers but still she has to wonder who is going to fund her 

in the coming years. 

 

Rameix suggested that the links between banks and SMEs are very weak. This is a shame because the 

banks are the best placed to fund SMEs. This is the first issue. The second one is to persuade 

individuals to finance the real economy. The budget policy and the rules for taxation are very 

important to AMF. Francois Hollande is considering PEA, a special incentive scheme to increase 

investing in equity. Apart from that, the majority of instruments mentioned in this discussion have 

their use. The most difficult thing is how to moderate interest rates.  

 

Bancel asked the panel’s opinion on how bankers should behave. Are there differences between 
bankers that are making a difference for SMEs? 

 

Moritz said that there are obvious differences. There are even differences within one retail system 

and this is important. He recalled a statement made by Huemer who said that the majority of 

companies consider alternative finance because they don’t get a loan from the banks. This means that 
the first thing SMEs say when asked what they want is still “a bank loan” and not “more alternative 
finance”. So rather than investing time and money in coming up with new alternative finance options, 
the existing banking system ought to be made more accommodating for SMEs. In Germany, the 

private equity sector is relatively small because co-ops and Sparkassen are still looking after SMEs and 

really, small entrepreneurs prefer this to private money.  

 

Huemer stated that when the crisis started, the banks started to complain about the regulation. The 

majority of people think the regulation and the supervision was not right. He thinks that it is unfair to 

blame bank managers, when all they did was try to do the best thing by their shareholders. He is not a 

bad banker. He did what was his job, as the system conditioned it. If you want the job description to 

change, you have to change the regulation.  

 

Bancel argued that it is important to rely not only on regulation. There are questions around the 

checks and balances, questions of how to be more open. And the question of ethics is only slowly 

starting to seep into the debate on good banking. What is a good bank? Banks are working with public 

money, so they should give public information on what they do with the money people put into their 

accounts. The role of regulation is to help banks to be open. 

 

An intervention from the floor questioned whether Solvency II would act as a deterrent to long-term 

investment because it requires a basic solvency of 90 per cent and the longer you invest, the higher 

the capital charge. On top of that the rating varies. Should institutional investors go back on Solvency 

II? Bancel suggested that it was wrong to re-innovate Solvency I and now nobody admits to it. He 

thinks that if the insurers believed that Solvency II was a good idea, they would already be 

implementing it.  
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In response to a question about his experiences with the direct ombudsman system in France, Rameix 

said that this idea brought entrepreneurs and bankers round the same table and that often made the 

situation clearer. However, it is not a solution available to the great majority of banks. It was very 

much on a micro level but it did get people to speak to each other. SMEs are treated at a very low 

level in the hierarchy of banks. The main reason why certain entrepreneurs cannot find funding is 

because they cannot find anyone to take the risk. 

 

Philipponnat stated that two facts needed to be reconciled: firstly, the problem that excellent quality 

working capital cannot get financed. Secondly, he wonders why risk financing does not get financed 

by banks. He quoted Rameix who said that banks are best placed to assess the risk and to finance the 

risk. He agrees with this statement. It is the job of the banks to do these things. So how can it be that 

good quality working capital is not being financed? Rameix responded that the fact that many good 

projects are not getting funded is not only a question of financing; it is also a question of the bank’s 

strategy or the economic situation. He understands that it is very surprising that the working capital 

requirements are not covered. It should be.  There has been some progress made to convince big 

firms to pay their SMEs much quicker.  

 

Miro added that after the resolution of the Spanish banking crisis, there will be a bank cartel 

controlling the access to credit. This will make it even more difficult for companies to access credit. 

Huemer also added that if the current banking system fails, maybe that is because it is not fit for 

purpose anymore. He greatly favours the credit union system. The effect such a change would have 

on SMEs would surprise everybody.  

 

Asked why the panel has not mentioned the problem of too-big-to-fail so far, and Bancel said that 

only liberalism could break the cartels. There has to be a real market for banks. He asked what else 

the panel would suggest apart from more finance for SMEs. 

 

Rameix suggested that the best thing was to invest in research, in people and in new projects. The 

lack of competition at the moment is a huge disadvantage. People need to be better trained to be 

more competitive. You have make people talk to each other.  

 

Vanier said that what would be ideal for her would be if the social value creation of a company was 

given a more important role in the allocation of investment. She suspects that evaluating this and 

having the right decision tools would help many SMEs. So for example, she can imagine a situation 

where financial ratings including the social value variable.  

 

Huemer said that for UEAPME members it is crucial to ensure higher welfare standards in the future. 

This can be achieved through more investment in companies, in infrastructure and in qualifications in 

research. Governments need to learn how to channel money into these areas for the future. 

Productivity has to increase and the labour market has to become more competitive. He would like to 

see more targeting of real economy investment. During and before the crisis there was a lot of 

arbitrage in regulation. Regulation has to be improved on a global level. Otherwise, it will lead to the 

building up of borders in order to prevent money from moving to financial casinos all over the world.  

 

Moritz was particularly concerned about ecological problems like climate change. Dealing with these 

problems would require a huge investment in R&D and infrastructure, while Miro said that he has 

been thinking about how to restore confidence. There is not a lack of money in the market. The 

question is how to assure the flow of capital to cover the needs. This is where the lack of confidence 

comes in. He made three suggestions.  

 

Miro explained that first, most brokers currently dealing only invest in large listed companies. There is 

no profile of a broker who puts the money on small companies, corporate bonds. There has to be a 

way to open this kind of solution. Secondly, he thinks that confidence could be increased in small 

companies through mentoring schemes where persons transmit knowledge, experience and 

confidence. This would be particularly helpful for small and young businesses. Thirdly, he likes the 

idea of the incorporation of workers into property of company.  
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Concluding the discussion, Bancel praised the diverse ways of doing business and stated that getting 

big is not what it is all about.   

 

 

Keynote Speech 

Oliver Guersent, Head of Michel Barnier’s Cabinet, European Commission 

 

Highlights: 

 

Financial stability and economic growth are both possible with the right regulation, but delays in 

cleaning up banks after the crisis have hurt economic growth. Mr Guersent briefly surveyed current 

reforms including CRD IV, SSM, DGS and Banking Union and said the Commission’s impact assessment 

would be key to the implementation of the Liikanen report. EC impact assessments have looked at the 

cumulative impact of regulations, both quantitative and qualitative, and found that their benefits far 

outstrip the costs, but new measures must still demonstrate tangible, significant benefits to offset 

their costs. Regulatory costs can be mitigated by long phase-in periods, as with CRD IV, EMIR and 

SRM, and international regulatory convergence. The financial crisis affected the financial sector’s 
ability to channel long-term investment to where it would be most productive. The EC’s Green Paper 
on Long-term Financing launched a three month consultation and the Commission is aiming to adopt 

an action plan by the end of the year. He made further comments during the Q&A about the 

Commission’s impact assessment procedures and on the difficulties encountered with Solvency II. 

 

Summary: 

 

Oliver Guersent opened by explaining that funding the real economy is at the heart of today’s debate. 
There are three engines for funding the real economy: the public, the banks and the market. The 

public engine has been shut down almost entirely, the banking engine has been severely constrained 

and the market engine is what is currently being taken care of.  

 

Guersent said that he is aware that the Commission’s crisis response has contributed to this but he is 
also convinced that what they did was right, especially on banking regulation. Now, however, they 

have to assess all new proposals very carefully to make sure that they financial system is both 

resilient and funding the real economy.  

 

These times are critical for the economy and even more critical for the euro and eurozone. A crucial 

question now is whether financial stability can be achieved at the same time as sustainable growth. 

Or to put it differently: can the transition to a new regulatory system be conducted smoothly without 

hampering the financial sectors key function to finance the real economy? Is there an alternative to 

the bumpy road? Could financial market regulation even contribute to encouraging the kind of 

investment that is needed to push the European economy back to the forefront of global growth?  

 

The Commission thinks the answer is yes. Europe can return to the path of growth while ensuring 

financial stability. He would even go so far as to say that financial stability is a precondition to 

sustainable growth. It is all a question of the right balance. To achieve this difficult balance, the 

Commission first needs to finalise the transformation of the banking sector. Banks constitute three 

quarters of financial intermediation. History tells us that lagging behind in cleaning up the banking 

system after a crisis significantly slows the return to a growth path.  

 

With the recent adoption of CRD IV, the Commission has made major progress towards putting the 

financial sector on a new regulatory basis. The new framework will make banks more solid and will 

strengthen their capacity to properly manage the risks that are linked to their activities, and crucially, 

to absorb losses that are incurred in their business. This puts the EU in the frontline for a coherent 

application of Basel II rules, to create a level playing field and to avoid a divergence of rules in the 
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world’s two largest financial markets. He expects other G20 members, especially the US, to live up to 
their commitment in this respect. 

 

Guersent reminded the audience that when the Commission put forward CRD IV in July 2011, 

Commissioner Barnier refused to include the LCR and NSFR ratios because he believed they were ill-

advised. At the time, he was pretty much on his own in this opinion. Since then, a number of people 

have seen the light, and the Basel Committee has since included a far better calibration. This 

calibration is still in a trial period and the Commission believes it could still be improved, but is always 

better than hollowing the banks to finance the economy.  

 

The agreement on the Single Supervisory Mechanism (SSM) is another key success. It is a first 

fundamental step towards recognising that in the common currency area a negative spiral between 

failing banks and ailing sovereigns is a matter of common concern and that a genuine Economic and 

Monetary Union (EMU) cannot work without a banking union. If these rules had been in place earlier, 

much of the recent trouble could have been avoided. However, the case of Cyprus has recalled 

painfully that a major building bloc of the EMU is still missing. This is an important framework to 

manage bank crises in an effective and coordinated way; predictable for banks and predictable for 

their funders.  

 

This is why there is a need to be swift agreement to two draft directives tabled by the Commission in 

2010 and 2012 respectively. They concern the Deposit Guarantee Scheme and the Banking Union. 

Together these texts will underpin the single rulebook across the whole EU. However this should just 

be the fundament of an integrated resolution system for the eurozone and for all countries that 

choose to join the banking union. Together, these reforms will restore confidence in European banks 

and will ensure the solidity and reliability of the banking sector. More importantly, they will allow the 

EU to fight fragmentation in the internal market, which is one of the main threats to the European 

financial system. They will allow banks to build sustainable business models to cope with the 

challenges ahead.  

 

As a next step, it must be ensured that the regulatory reforms necessary to financial stability are 

conducted without causing damage to the banks’ main purpose of funding growth. Following the 
example of liquidity ratios, Guersent reiterated that the Commission is very sensitive to the issue of 

calibration and are conscious of their duty to be aware of the impact of proposed regulatory changes. 

They will continue to monitor the impact of the regulation. This is one of the key questions in the 

recent Green Paper on Long-Term Financing in the European Union.  

 

In order to rise to this challenge, each Commission proposal has been accompanied by a thorough 

review of the associated costs and benefits to the economy at large. Impact assessments will be key 

to the implementation of Erkki Liikanen’s report on the structure of the banking sector, and the 
consultation that was launched in its aftermath. The Commission is currently identifying best ways to 

deal with any outstanding risks by means of structural reform and a thorough assessment of the 

impact on the economy. This will all feed into the final proposal to be moved on after the summer.   

 

Guersent reassured the audience that the Commission will not underestimate the costs or 

overestimate the benefits in the interpretation of the impact assessments. Notwithstanding these 

difficulties, the Commission has made an attempt to assess the cumulative impact of these reforms, 

both quantitatively and qualitatively. The results were that the long-term benefits largely offset the 

costs relative to GDP by several orders of magnitude. The main cumulative benefits to public finances 

for many of the proposed reforms are two-fold. First, the reforms will reduce the probability that 

public finances will be called upon to rescue the economy in the future. Even if an intervention 

became necessary, the costs for public finances would be substantially lower than in the recent crisis. 

Secondly, the benefits of the reform will improve considerably over time as more and more of it is 

implemented.  

 

However, while the benefits are clear, there is a need to remain cautious so as not to let policy be 

directed by rough quantitative estimates of effects. Quantification of effects at the level of economy 

is extremely sensitive to a number of assumptions and specifications. Having said that, even where 



15 

 

the costs are small and the negative impact in the long run is doubtful, introducing a new regulatory 

method would not be justified unless tangible and significant benefits can be expected to offset the 

costs. There is also a timing effect in this. There may be long-term benefits in a new measure but the 

short-term costs still have to be considered.  

 

One way to mitigate transition costs is through phasing-in arrangements. The Commission has made 

significant use of this not only in CRD IV but also in EMIR and the proposal for a Single Resolution 

Mechanism (SRM). Another way to reduce compliance costs is through a common European approach 

with a single rulebook to avoid overlapping and contradiction of reforms and requirements. This is 

also why the Commission is striving for international regulatory convergence in the long term. CRD IV 

and EMIR have reached a remarkable degree of convergence within the G20 and the FSB but the devil 

lies in the detail. On-going work for clearing of derivatives is only one of the examples that are causing 

difficulties here.  

 

The next challenge is for the Commission to find how financial markets regulation can help the 

European economy return to the forefront of global growth. Finding an answer to this question is 

exactly the purpose of the Green Paper on Long-Term Financing, published in March this year. This 

publication has launched a three month consultation. It is the Commission’s intention is to use the 
responses to the Green Paper to distil an action plan and get these actions adopted before the end of 

the year. It is their analysis that the financial crisis has affected the financial sector’s ability to channel 
long-term investment to where it would be most productive. The current situation is one of market 

fragmentation where on some ends of the market there are huge amounts of cash that cannot be 

invested, while other ends of the market have need for investment yet have none.  

 

This raises the following question: can we develop a more diverse financial system, with more 

involvement of non-bank actors and greater direct capital market financing? This is a huge challenge – 

hence the broad focus of the Green Paper. For a number of issues associated with deep liquidity in 

the markets you immediately confront the issue of fiscal organisation. Things are not doable without 

fiscal incentives but those are difficult to achieve in a situation where all tax issues have to be decided 

upon at EU27 level and by unanimity. Building on the immediate crisis response, the Commission sees 

scope for further actions in four interconnected areas, which relate to questions in the Green Paper.  

 

1. The capacity of financial institutions to channel long-term financing  

 

There is a particular question on whether they have achieved the right calibration in their prudential 

framework. What they have done in the past, CRD IV, Solvency II and the calibration exercise that is 

currently ongoing under the authority of EIOPA, but also what needs to be done with respect to 

EIOPA and pension funds.   

 

2. The efficiency of financial markets to offer long-term financing instruments 

 

How could it be developed? There are a number of multi-dimensional issues here. They include tax 

issues and other very complex factors that they are trying to define in the process.  

 

3. The cross-cutting to enable long-term saving and financing 

 

4. The ease of access to capital for SMEs 

 

There are again a number of issues here. One of them is the efficiency of small caps.  

 

Europe is not alone in facing these challenges. The constraints of the financial system are being felt in 

many other jurisdictions. There is a growing international debate, including in the G20 and the 

international organisations, in which the Commission is already actively participating. The follow-up 

to the Green Paper will include an adapted regulatory approach in some areas, while in other areas 

stronger coordination of best practices among Member States; in the context of the European 

Semester, for example. There are some actions that are already in the pipeline. One of those is the 
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Commission’s commitment to make a proposal on long-term investment funds before the end of this 

year and the report from EIOPA on the impact of the Solvency II framework on long-term assets.  

 

Concluding, Guersent praised Finance Watch for the timing of this debate. This is the time to think 

outside the box and put all ideas on the table to restore the capacity of the financial system to better 

fund the real economy and the companies of Europe, in particular, but not exclusively, addressing the 

need for long-term finance.  

 

Guersent also highlighted a number of other issues for discussion. Long-term financing is not only the 

ability to provide capital to companies but also to provide them with the right mix of financial 

instruments at each stage of their development. The needs of a start-up are different from those of a 

growing SME and are different again for SMEs at other thresholds of size. The financial system needs 

the right toolbox of financial instruments to assemble the right financing mix to accompany all 

companies in their development. More importantly, they also need to take care of the processes. It is 

not enough to just have the right tools. International studies show that the main periods of weakness 

in the life of a company are when they transit from one mix of financial tools to another. There are 

currently very few tools that allow for support in this transition. 

 

The Commission wants to launch an open and lively debate without taboo. They hope to create the 

tools necessary to ensure financial stability and sustainable growth. To make good use of them, 

Europe must act in unity, decisively and without blurring responsibilities of different banks, countries 

and institutions. In implementing any reform, there has to be an awareness of the consequences on 

the economy and a consideration of the consequences that inaction would have for the economy and 

finance as a whole. 

 

Q&A 

 

In response to a question on the procedure surrounding impact assessments, Guersent explained that 

the Commission systematically impact assesses its proposals and takes into account all aspects of the 

issue and expected impacts; in other words, the expected impact on the resilience of the financial 

institutions as well as the impact on their ability to finance the wider economy. These impact 

assessments are conducted by the Commission services and are available on the internet at the time 

the proposal is released. Of course the proposals will be based on the results of the consultation. The 

resulting proposal will be then be impact assessed, like all Commission proposals to Parliament. Like 

all impact assessments, those made in the past, namely on CRD 4 and on Solvency II, are based on 

certain assumptions and include a certain degree of uncertainty; therefore, one of the main questions 

in the Green Paper is whether they have got the calibration right.  

 

On a question concerning long-term investment, Guersent replied that in a majority of member states 

there is a lack of an appropriate vehicle through which to channel long-term investment. There are 

many things that are being discussed at the moment, including thinking about long-term UCITS.  

  

In reply to a question on the environmental and social impact of EMIR and CRD IV, Guersent stated 

that he cannot see one. He finds it very difficult to evaluate the social impact of such proposals. He 

acknowledges that impact assessments can always be better and that it is very difficult to evaluate 

the likely future impact of a new regime. As such, impact assessments are necessarily based on 

assumptions.  

 

This is why the Commission is aiming to make it more thorough and objective. They are trying to 

structure impact assessments so as not to blur facts and policy choices. However, there are restraints 

in terms of resources. There is a balance to be struck between the number of people working on the 

actual proposal and the number of people working on its impact assessment. The number of people 

currently working on Banking Union, CRD IV, the SRM and all sorts of banking issues is not more than 

20. They research, think, write, negotiate and impact assess. With the available resources, he cannot 

see how the process could be further optimised.  
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Addressing a question on Solvency II, Guersent highlighted that this Commission inherited the policy. 

Initially it was pushed by the industry, and then was lobbied against by the industry once it was 

adopted. In consequence, the level two measures said the opposite of the level one measures they 

had once pushed.  

 

There are a number of flaws in Solvency II, however, there is a need to make the insurance sector 

more robust. The Commission’s suggestion in trilogue last year was to go for a parallel run; there are 
a number of uncertainties in the calibration of Solvency II as far as the likely negative impact is 

concerned. Solvency I is going to be kept for 18 months, but at the same time parallel accounts will be 

run on Solvency II, so that they are able to see where the real problems are. The final level two text 

can be calibrated. This proposal was widely rejected by the profession, which preferred a calibration 

through EIOPA. This was fine by the Commission but only reluctantly accepted by Parliament. 

However, the Commission is sure that whatever the results of this calibration study, they will make up 

the level two text. After the EIOPA consultation, the margins for change will be very limited.  

 

 

Panel discussion 

How can finance help society to meet its long-term economic and social 

challenges? 

 

Why do institutions with a long-term profile dedicate only a small portion of their portfolio to long-

term investments? What impact could the Green Paper on Long-term Financing have? What dangers 

must regulators watch out for? What is the role for public funding?  

 

Panellists: 

 David Newhouse, Senior Advisor, Financial Public Affairs, EDF 

 Claire Roumet, Secretary General, Housing Europe 

 Christine Berry, ShareAction 

 M. Nicolas J Firzli, Managing Director, World Pensions Council 

 Professor Stefano Zambon, Chairman, WICI Europe 

 Stanislas Dupré, CEO 

 

Moderator: 

 Rens van Tilburg, SOMO 

 

Highlights 

 

The panel discussed why long-term projects struggle to secure funding over the long term, including 

in R&D, housing and green infrastructure. It was argued that a lack of information available to 

investors discourages them from investing in smaller companies or longer-term projects. A change in 

financial reporting to include more intangible factors as well as ecological and social sustainability 

indicators could help alleviate this problem. Another issue was why pension funds that hold exactly 

the kind of patient capital required for long-term projects are not investing it over the long term. 

Panelists cited a fixation on benchmarks and agency problems as pension funds outsource investment 

decisions to asset management companies that may lack adequate long-term incentives. In the 

energy industry, volatile market prices made long-term financing more difficult. The EIB could play a 

role for projects that take 15-20 years to produce a profit. In housing, more community focus could 

improve long-term investment. It was stressed repeatedly that policy makers can and should support 

pension funds to lend more by creating tax relief. Finally, a cultural shift is needed as investors need 

to feel authorised to think about long-term issues. 

 

Summary 
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Rens van Tilburg (SOMO) opened the session on how to fund the long term. He introduced himself an 

economist working on innovation policy, explaining that in his research, he found that the way the 

financial sector is organised makes it almost impossible for entrepreneurs to get funding, no matter 

how good their ideas. He invited panellists to focus on the long-term challenges, including their ideas 

for how to improve long-term finance.  

 

David Newhouse (EDF) stated that at EDF Group, long-term investment is part of their business model 

and their expertise as a power utility. They successfully invest €12bn every year. They screen every 
investment opportunity for long-term profitability. Where the difference lies between EDF and other 

companies is in that they base their investment on long-term prognoses, with some covering up to 

100 years. In energy innovation, the turnaround from the stages of planning, commission and 

implementation is very long in comparison to other sectors. This ranges from four months for a wind 

farm to decades for a nuclear plant.  

 

As of the end of 2012, EDF was investing assets worth €11bn in works in progress, i.e. projects that 
are not yet operational and so are not providing any net income for EDF right now. This creates a net 

debt of €40bn, so they have to find ways to manage the long-term investment with the day-to-day 

challenges the company has to deal with. What is crucial in this process is first, the right allocation of 

risk among various stakeholders, and secondly, properly-designed capital structures and structures to 

help them find the appropriate funding.  

 

Stainslas Dupre (2 Investing Initiative) explained that his company works in research and advocacy, 

measuring investors’ contributions to financing long-term projects and the energy transition. The 2 
Investing Initiative is based on a concept of public financing, which is available to institutions 

providing research in line with the long-term financing needs of the economy. The idea is to promote 

the integration of long-term goals and financing needs.  

 

They have developed a three-pillar-approach to the subject:  

 

1. Develop methodologies to measure investors’ contribution to financing the long-term 

environmental transition. This means that they will assess the impact of portfolios on the 

real economy and rate them accordingly.  

 

2. Develop proposals for mandatory disclosure to have market players disclosing what they 

finance with money they lend. 

 

3. Develop proposals for regulatory incentives such as CRD IV to limit risky lending and 

encourage lending over the long term.  

 

The challenges in implementing this approach are particularly in the lack of investment in green 

economy, the real economy and in both R&D programmes and green infrastructures. On the other 

hand, there is too much capital invested in fossil fuel reserves. From an investment perspective, every 

euro invested in finding new resources is fighting climate change. On a capital market level, there is 

misallocation of capital; financial institutions are not channelling long-term capital in the right 

direction.  

 

Claire Roumet (Housing Europe) explained that her organisation represents the housing sector. They 

invest more than €36bn a year in projects that directly fund job creation. The numbers for financing in 
the housing sector are a lot larger than in most other areas. The sector invests three times the 

amount of the energy sector in the long term, and because of the nature of their industry, they also 

have a multiplier effect of almost 20 times.  

 

However, the problems they face are the same. While the whole industry is focused on the long term, 

it is difficult to get long-term loans because their work is not one big process – like the building of a 

power plant – but a large number of little projects. In terms of financial needs, this means that it is 

easier to name an exact figure for how much funding they need, but also that they have to fight for 

each project rather than just having a whole chunk of them approved and funded.  
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This has a direct impact on house prices and that shows. Last year 43 per cent of EU households 

thought they would have difficulties paying their rent or mortgage. It is therefore directly important 

for the people of Europe to find a solution to the problem of funding in the housing sector.  

 

Professor Stefano Zambon (WICI Europe) explained his theory that the lack of long-term financing in 

Europe is linked to the lack of available information. There is a need to provide investors with 

consistent information covering the entire period that they are financing. The quality of corporate 

information released by companies on most long-term projects is generally poor and does not orient 

towards long-term investors’ interests.  
 

The key question for potential investors is: why do those companies produce value in the long term? 

On which basis can an investor invest in a company without having a better understanding of that 

company? If you have no information available, it is difficult to make the kind of predictions that a 

bank or any kind of potential investor would like to see before agreeing to fund a project in the long 

term.  

 

The WICI Group (World Intellectual Capital Initiative) tries to improve capital allocation by providing 

better business reporting information on why companies create value and what the components of 

this value are. WICI is a private-public cooperation, operating closely with a number of organisations, 

including the European Commission and the International Integrated Reporting Council.  

 

Potential investors usually know about the physical capital, but the uncertainty lies is the capital that 

you cannot touch. Terms like the “information economy” are widely talked about but have little 
impact on the practices in the sector. It is a fact that the real economy will become more and more 

intangible and policy makers have to cater to this by creating an infrastructure for intangible 

information, such as relational capital or human capital.  

 

The WICI Group wants to push a management model based on intangibles, and less on physical 

infrastructure, as well as a new framework for business reporting. Financial reporting is fine but is not 

enough to understand future value creation. WICI promotes the use of digital standard technological 

languages as they help to digest the information available, so that the deficiency in the use of 

information becomes much bigger. Finally, WICI also aims to standardise information and indicators 

for each industry. Each industry must have an indicator. These are not necessarily financial indicators. 

In fact, most of them are non-financial, but even non-financial indicators greatly help to calculate the 

hidden capital of a project. 

 

Nicolas J Firzli (World Pensions Council) defined pension funds as sovereign wealth funds; in some 

countries central banks, and in some cases other public bodies aiming to provide a minimum level of 

retirement revenue. Typically, when you work in a public or private sector company, you enter the 

work force at one point, you work for 40 or 45 years and then retire. Over this time you would invest 

progressively into a pension fund for each year that you work. This creates liabilities for the pension 

fund.  

 

In the case of pensions these liabilities are explicit, and they have to be separately measured and 

quantified. In the case of sovereign wealth funds or central banks, the liabilities are implicit. This is 

where dual accounting comes in: you have liabilities on one hand and assets on the other. Chief 

investment officers of pensions funds need to invest the assets, and because the liabilities are long-

term, the investment of these assets needs to reflect the duration of the liabilities.  

 

In theory at least, pension funds should be the ideal long-term investor because they have what is 

called sticky money. They should be investing in long-term products; especially today because of 

Solvency II and Basel III. Banks are being regulated more aggressively than before and governments 

are less willing to put money in long-term infrastructure projects. Naturally, the governments and the 

banks are turning to insurers for help.  
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In Europe, the UK is ahead of the curve on pension funds acting as the new banks. Prime Minister 

David Cameron has championed this idea from the very beginning of his time in office. There is no 

doubt that this trend may well spill over to continental Europe; it has happened before in Canada and 

Australia. It is interesting to see that these countries are today still rated very highly by the rating 

agencies.  

 

Firzli argues that there is a close relationship between the economic health of a nation and the health 

of its pension industry. Further, there is a relation between the economic dynamism of a nation and 

the amount of money that it invests in infrastructure. Part of the BRICS miracle is that they are 

investing a lot in infrastructure and have very supportive pension industries. Within the BRICS, China 

invests much more in infrastructure than Russia, India or Brazil. Firzli would argue this is not a 

coincidence.  

 

Christine Berry (ShareAction) introduced her organisation as a charity promoting responsible 

investment and investment systems to serve savers and society. More recently, they have looked at 

different asset classes and other ways in which pension funds can be long-term financers. They have 

also looked into the structural barriers holding pension funds back from investing more. They were 

part of the UK Kay Review of equity markets and long-term financing. The challenge in the economy 

today is how to get the right kind of capital. Pension funds should be the natural provider of this kind 

of patient capital, and the Kay Review identified that the problem rests not simply with ‘short-term’ 
actors, such as high frequency traders, but with the structural problems that cause long-term 

investors to behave in a short-term way. Recent research in the UK shows that actuaries are ignoring 

long-term issues, such as constraints on key resources like land and water, when assessing the future 

risks to pension funds’ assets..  

 

Van Tilburg asked about the role of pension funds in the UK, and Berry replied that there is 

increasingly a debate about the role pension funds can play in financing infrastructure projects. For 

her organisation, it ought to be about more than just how to finance specific projects that have long-

term financing needs. It ought to be about a mentality in the industry. It is about how investors 

approach their responsibility across the board. Kay suggested that the problems are more structural 

than just a lack of money in infrastructure.  

 

Firzli agreed and added that infrastructure is just one of many sectors that need long-term finance but 

where the industry is just not catering to this need. Many projects that are not specifically considered 

‘long-term’ would benefit greatly if the assets were held for 10 or 15 years. However, in reality, even 

pension funds don’t hold the fund for a very long time. They give their assets to an asset management 
company to manage, who will not fund anything for longer than two or three years. 

 

The reality of what is going on in the financial market today is fairly disconnected from the ideal. EDF 

is a good example. The company is now listed on the Paris stock exchange and will have to justify its 

investment decisions for the next fifty or sixty years every three months before shareholders who are 

primarily interested in short-term gain.  

 

Additionally, there is an interesting point to be made on governance. One of the outcomes of the Kay 

Review is that very few pension funds manage their funds directly through an in-house equity expert. 

Usually, they outsource their investment mandate. That mandate goes typically to an asset 

management company, which in part is a subsidiary of an insurance company. This is where the crux 

of the matter lies: are there agency problems between where this money goes? An asset 

management company does what it pleases, within limits. This shows that governance is key.   

 

Van Tilburg agreed, noting that the Kay Review describes this as a shared problem of pension fund 

managers. Firzli added that large pension funds do have in-house analysts. Pension funds should hire 

and train more people. Most sophisticated pension funds use internal and external advisors in 

parallel.  

 

Dupre agreed that the sub-contracting of asset management is a problem. It is the main barrier to 

channelling capital towards the green economy. In the real world, you channel investment towards 
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one industry. In the Green Paper there is something on long-term benchmarks and user benchmarks- 

this could be a solution. 

 

Berry argued that fixation on benchmark loans is bad. Lord Myners said that people’s pensions are 
paid with relative returns, while this industry is focused on absolute returns. This is part of the 

problem that Kay identified. Asset managers, who saw the dot-com bubble and did not want to 

invest, were sacked. The market does not reward prudent action.  

 

Professor Zambon added that unless you change the information available, this would happen again 

and again. We need to change the information set to change the financial action set. Van Tilburg 

pointed out that sometimes there is a lot of information available, but people don’t use it.  
 

Firzli suggested that pension funds’ problem is that they invest in a world where regulation is 
extremely important. The laws don’t always take into account the potential long-term consequences. 

Basel II and III and CRD IV are examples. The intention was good: they wanted to equal out the 

balance sheet and make financial markets safer and more dynamic and the one way to archive this 

was to converge. Convergence was a driver of those policies. In consequence, credit ratings are issued 

by the private sector and Basel transferred public functions and powers to the private sectors. Ten or 

15 years ago when the regulation was drafted, this was not what they thought they did.  

 

Successful countries today are countries like Finland, Sweden, Canada, Australia; those who have a 

thick social security safety net. Deregulated countries are less successful, according to EuroMoney, a 

representative rating think tank.  The free market countries are not as successful as people tend to 

think they are.  

 

Van Tillburg said that this shows what kind of policies you should have as a country. But why do 

pension funds not make that match more often? The Kay Review looks to the pension funds 

themselves for action. Will pension funds learn this lesson or will policy makers to do it for them?  

 

Berry replied that the way the system is constructed; no actor has an incentive to change the reliance 

on short-term measures. Pension funds’ legal responsibilities are interpreted very narrowly. The issue 
is for clarification to give pension funds permission to take a more long-term perspective. This is 

where policy makers can help. If nobody in the system has an incentive to change, something from 

outside has to provide the stimulus. This could also come from the savers themselves.  It is both top-

down and bottom-up, which is also something Kay suggested. At a UK level, this has now been 

referred to the Law Commission; the issue is being dealt with but the outcome of the review is still 

unclear.  

 

Firzli stated that he sees a very clear role for Europe to play here. The ECB should be included in the 

process. The central bank has a very important role. In the UK, inflation has risen dramatically in the 

last 24 months. This is not a coincidence. In the entire northern hemisphere the most complacent 

money printing central bank is the Bank of England. This has happened to a lesser extent in Frankfurt 

and New York, but nowhere as bad as London.  

 

What you do by keeping the interest rate at an artificially low level is mess with the normal 

functioning of the market and you create a real problem for the pension funds. You create a 

dangerous phenomenon because the returns on which they depend are kept artificially low. Of 

course, governments are desperate to create economic growth and will try every means, but 

quantitative easing is only moderately successful at this and you are creating a real problem for 

pension funds. Governments are expropriating savers.  

 

Newhouse suggested that maybe pension funds should move to long-term funding like housing, 

infrastructure or sovereign bonds where they are safer. Firzli agreed that, in England, this is what the 

Government wants to achieve. David Cameron said that pension funds should invest in the longer 

term to restart economic growth. 
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Philipponnat asked whether pension funds should be allowed to invest in hedge funds, which are by 

definition short-term. Firzli replied that he is not sure whether they actually do that very often. 

Morally, it contradicts their mandate and they know that hedge funds will play with their money.  

 

Van Tilburg asked whether this should be controlled through regulation and Firzli replied that 70 per 

cent of the money invested in hedge funds money comes from private banks. It is rich people’s 
money, not that of pension funds.  

 

Dupre argued that funds with long-term liabilities ought to be investing in long-term projects.  

 

Roumet added that in the current context it might make sense to be more forceful in encouraging 

pension funds to invest in things like social housing. She thinks they might have to be obliged more 

strongly. It is her experience that, when pension funds are linked to a community, they care about 

long-term investment within that community. Apart from looking to strengthening links between 

investors and their investment, maybe there ought to be more obligations between the two.  

 

Professor Zambon suggested a change of incentives by addressing bonuses.  

 

Firzli pointed out that the debt level in Singapore is low but the average Singaporean has good social 

protection. These are nations that have their financial house in order while having a strong safety net. 

Some other countries, like France today, think that they have to slash pension funds to get their 

economy back on the road. But a country can be competitive without having a regressive social 

policy. 

 

In reply to a question on how can tax incentives be used to encourage long-term investment, Berry 

said that tax relief on pensions is highly debated. Does this set the right incentives? There is an 

academic argument that says that you cannot use tax credit if you are trading rather than investing.  

 

Newhouse added that one of the problems a long-term investor faces is about type of risk. His job is 

to build, invest and upgrade the assets for a long period of time. The price is an issue that could be 

addressed through a contract or by markets. However, markets are not always very good indicators. 

You cannot make any rational investment on the basis of market prices. There is a need to think 

about a new form of regulation.  

 

The UK solution to the problem was the Contract for Difference. When the price of power gets above 

a certain level, the generator will pay for the difference. If it gets below a certain level, the 

Government will pay the difference. This is one way to provide security for investors. Discussions on 

this are on-going because the UK has set very ambitious targets for emissions. They have to address 

the issue of power.  

 

Roumet said that she cannot say the housing market has no access to long-term investors. It is 

possible they do in all the AA or A+ countries, but the problem is in the southern countries where the 

need for funding is much more desperate. More generally, there is a need for policy to lower the cost 

of finance. Finance is available, but there is an issue with the cost at which it comes. The capital cost 

has to be managed to protect the public budget of the future. In the UK every year, £20bn is paid as 

landlord benefits. This is much more than what the UK is giving to the EU budget. The critical point is 

to lower the cost. There is no better solution than a public guarantee. The housing market needs to 

be stabilised across Europe. There is no other way to get a wider vision.  

 

Newhouse added that the cost issue is not the only one. In energy efficiency, you can pay an upfront 

payment through an operator but it requires 15 to 20 years to have a nice profit on that. For a long 

period of time no commercial bank would actually lend. The EIB could play an interesting role here. It 

provides securities to the commercial banks so that they can play their role more efficiently. Roumet 

agreed that this is also an area of critical need. The reality is that for many of these pilot projects it 

takes even longer than 20 years to get any sort of profit.  
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Dupre suggested that one major problem today is that when policy makers speak about the 

functioning of financial markets, they sound like they describe a very efficient engine that just needs a 

little tweaking. To him, it looks more like a crazy horse with a cart. There needs to be a better 

understanding of the link between financial assets and the real economy.  

 

In the public debate there are only two options of short and long-term funding. There is a need for 

further metrics. In many countries there are debates about transparency in the financial market. In 

Brussels, there is a debate about PRIPs; the Key Information Document (KID) is a good idea because it 

gives more information about where investors’ money goes.  
 

However, financial risk in these documents in both these documents is defined on the short term. It is 

defined with a period of one year. You don’t have an analysis of stress test on the long term. This is 
the same in papers of the energy sector. There is a basic assumption that the acceptability of nuclear 

power will remain the same over the next 20 years. However, this is unlikely to be the case. In fact, 

theory says that a catastrophe like Fukushima is likely in the next 40 years – this does not come up in 

any stress test.  

 

Professor Zambon explained that what WICI does is to standardise key performance indicators, non-

financial mainly, in some sectors. You have a number of indicators for each sector. They are logged in 

a system that works a bit like Wikipedia. They portray the value chain with its various steps, plotting it 

against the intangible key resources that are supposed to guarantee income over time.  This gives an 

idea of what is going on now and in the future. There needs to be a number of indicators to be sure 

whether a business is sustainable. You can have ecological and social sustainability but you need to 

incorporate this into business stability. This is not a solution, just part of the right path.  

 

Responding to a question on integrated sustainability reporting, Roumet agreed that there is a lack of 

non-financial information. Further, she would like to involve the local community more and tie 

investment to a local context. There is also a debate about how feasible a good impact assessment on 

non-financial info is. Newhouse added that EDF is trying to do sustainability reporting, but it is 

currently a work in progress. 

 

Van Tillburg asked whether it would help companies like EDF if sustainability reporting was required 

by the regulator. Newhouse suggested that would not be good because then there would be rating 

agencies rating companies on the face of their sustainability credit. That could change the dynamic of 

how people think about it. In a competitive market it ought not to be necessary to regulate 

sustainability because being sustainable would be a competitive advantage. That is the right way to 

think about it.  

 

Dupre added that he used to write sustainability reports for big companies and in his experience 

nobody reads them. Regarding regulation, he thinks it is interesting to have companies produce these 

reports to manage the internal culture but regulation ought to focus on incentives for investors. 

Metrics need to be used as a basis to investors.  

 

Berry agreed. Sustainability is important. What has come out of the Commission on the issue is 

encouraging but what is really important is that investors start taking a long-term perspective. 

Investors who feel authorised to think about long-term issues will also make the right financial 

decisions. There is a cultural shift needed on the part of the investors.  

 

 

Conclusion - Thierry Philipponnat and Philippe Herzog 

 

Concluding, Thierry Philipponnat stated that a wider audience ought to be included in this debate. 

The debate has highlighted that there is not only a need for the right incentives for financiers to 

invest in the long term, but there are also disincentives that need to be done away with.  
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Taking up the metaphor he used in his introductory speech, he said that investors must not be 

penalised for looking at the outside of the house and not the size of the doors. He thanked all 

speakers for very complementary and constructive discussions.  

 

Finance Watch will be responding to the Green Paper on long-term investment and this debate will 

feed into its response. He also thanked Confrontations Europe for the concrete support they provided 

in the organisation of the conference.  

 

In his concluding remarks, Confrontation Europe’s Philippe Herzog stated that this conference got 
right onto the target of the Commission’s Green Paper: how will we fund the real economy?  
 

Confrontation Europe was very involved in the creation of the Commission’s Green Paper, but this 
debate will last for more than three months. This is a change of focus from financial stability to how 

to finance the economy. While the restructuring processes have to be completed, in the future, much 

more attention will have to be paid to financing the real economy. There are two huge, intertwined 

tasks in this process. 

 

Change of focus in investment 

 

The first of these challenges is to restore the capacity of choice and valuation as regards investment. 

We have to completely turn around the way we look at the real economy when we take care of 

finance. Finance is much too often a bubble in the head of financiers and public actors and they do 

not pay enough attention to the problems the real actors are facing. The real actors are not just 

enterprises but also administrative bodies, especially at local level, which struggle to preserve the 

public good. Taking care of them means much more than just channelling funding to demand. There 

are not enough demands being made and what is needed is more than just channelling.  

 

How do we channel supply and demand? This is not a new dynamic. All the actors face public 

constraints for restoring public good. At the same time, the crisis goes on. There are public 

constraints on finance, there are problems of deleveraging for business and, in this context, the 

aversion to risk is a widespread macroeconomic problem. The problem is not just a question of how 

to avoid another financial crisis but how to get out of this sluggish situation with aversion to risk. This 

aversion to risk is connected with deleveraging and wrong public models. Thinking about the long 

term in such circumstances is completely out of order.  

 

Where this aversion to risk is experienced differently is in the north and the south of Europe. The 

southern part of Europe is facing the risk of deflation, so the value of investment is going down. The 

cost of funding is going up and at the same time, they are undertaking huge efforts to get back to 

stability. This creates the problem of what kind of real investment is needed, and how to value a 

project.  

 

Herzog noted that in the afternoon’s debate, there was a lot of discussion about the energy sector, 
while the morning’s discussions focused on SMEs. There were important differences between these 
two sessions. For instance, EDF and the housing sector say we have to invest in the very long-term 

and that profitability will be delayed. This means they need patient finance and insuring the social 

value. Also, there was the notion that small companies had to be accompanied through transitions. 

They go to brokers but these brokers are not mentors; they need more if they want their projects to 

be listened to.  

 

A component not sufficiently addressed in this conference was industry. Industry is struggling too. 

There is a need for new ecosystems but they need money to finance these sustainable systems. There 

is not enough finance for research and development. There is a universal call for an industrial strategy 

and a strategy for public goods. A change in outlook is required, so that the finance can be adequate.  

 

In the afternoon debate, there was also a deeper concentration on problems of valuation. Professor 

Zambon insisted that this was an information problem. In the past, information came from the 

market but this led to bubbles and systemic crisis. So there have to be new information systems. This 
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should be a public worry but it is not mentioned in the Green Paper yet. There is not enough 

information on how projects are being evaluated. It is very difficult to value a project and it is not 

clear which are the right signals for the market.  

 

The problem of accounting standards must also be addressed. Herzog thinks it is a political scandal 

and that the Green Book is only a start. As far as accounting standards are concerned, the Green Book 

says that the needs of the real economy are not the same as those of the financial economy, so what 

investors need is not the same interest as the enterprises and the public bodies that want a social and 

economic value added in the medium- over long-term.  

 

At the moment, there is an accounting system that comes from the IASB and people who only care for 

the dominant point of view on financial markets and investors. Getting control of this system seems 

to be a huge political problem. Already one of the board members replied to the Green Book arguing 

that there is no problem in the accounting system. They say the problem is monetary policy so the 

profitability of the long term is not there. This makes a debate on accounting standards impossible.  

 

Other questions coming from public bodies should also be underlined. The public bodies should take 

care of how they evaluate projects of interest. With social value added, it should be the role of the 

public investment banks, but this depends on a country’s expertise. For a country like France, the 

expertise on valuation has been broken. The comeback of public investment banks is a good thing but 

there is plenty of work to be done.  

 

Public-private partnerships will be very important in answering these questions because the pre-

requisite is human capital. How do you train people to place value in human capital? Big firms have 

some knowledge of the skills needed, so they should help the smaller companies. One thing raised by 

Maystadt was the necessity for investment in the southern countries with public guarantees. This 

comes back to the macroeconomic insights into public bodies. 

 

Re-shaping the financial system 

 

The second of the two big tasks is re-shaping the financial system so that it comes back into society. It 

has emancipated itself of society. Prudential rules are the first step in solving this, but it is a work in 

progress. However, as Maystadt highlighted, there has to be a trade-off between prudential rules and 

long-term financing.  

 

Previously, there is a shared industry in this trade-off. Industry has often criticised what has come 

from the Commission but they didn’t put enough value in what they could change themselves to get 
more involved in finding a solution. They ask for better regulation but few of them get involved in the 

debate around it. The question of the evaluation of prudential rules is not finished yet. And what was 

said on Solvency II earlier is bad news – this is the product of shared responsibility between industry 

and policy makers.  

 

Banks were recognised in the morning discussion as a core pillar in SME financing, not only of the 

past, but also of the future. With the banks as destabilised, what is the future of the financial market? 

Herzog is worried about this because SMEs are hugely dependent on banking. This is a huge problem 

for the banking union. At the core of the problem is the collision between the nation state and the 

domestic bank. Solving this will be very difficult because it is a matter of national sovereignty. He does 

not want to be pessimistic but the creation of a banking union is going to be very difficult. 

 

SMEs want to keep their relationships with banks. Banks cannot keep these risks to themselves, but 

they should not disseminate these risks like they used to. The solution, in his view, is to invent a new 

banking system along the idea of originate-and-share. Originate the credits, keep a part of the risk, 

but share a wider part of the risk with public institutions. Of course the new securitisation markets, 

which were called for, should be viewed in this perspective. These markets should be deeply 

organised and tailored for projects labelled to be of general interest.  
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There is a call for institutional investors but they are vulnerable – see pension funds. Social liabilities 

are huge and growing with the demographic situation. It goes wider than the problem of Solvency II 

and it means that investors need an in-house strategy. It also means that asset managers should be 

interested in the public interest. Maystadt spoke of a need for a cultural revolution. He was right to 

do so but did not give any ideas as to how to achieve such a change.   

 

Of course, institutional investors will ask for incentives and conditions. This ought to be a public 

debate about taxation, social incentives and, of course, regulation. This debate has to be open 

because there are huge savings being misallocated.  

 

Markets have not brought any new finance to business – on the contrary, they took profits. Of course, 

the regulation of these markets is not yet over. Miro argued for reasserting the freedom of 

circulation. Still, MiFID and other questions related to market regulation are still on the agenda. The 

ambition is to create pan-European profound and liquid market for bonds. Business needs equity. This 

could complement a financial system where banking remains the core, institutions could be more 

focused on the long term and markets have a complementary role.  

 

Political involvement is important in the valuation of projects and in the pricing system. But there is 

some sort of new control of timing of investment. The discount rate is a key question for long-term 

investment. Leaving it to the market would be completely stupid.  

 

The Commission has tried to take care of the governance side of Connecting Europe with the project 

bonds initiative, but that was not enough. Now it is trying to make national investment banks 

cooperate, but Herzog is sceptical about who will get authority to select projects eligible for project 

bonds. Parliament is not equipped to control these mechanisms. The public control for these facilities 

is another question to be answered at European level. His criticism is that these mechanisms are 

already being implemented but the governance is not fully thought out yet.   

 

Of course, there are problems with savings policies and especially harmonisation of fiscality.  For the 

SMEs and the people in the periphery Europe this is a big question. Another set of problems is to do 

with international competitiveness. Attracting capital from abroad is much easier for some EU states 

than others. All this means that without a (European) budget there can be no long-term investment 

into common interests. The ECB will have to be questioned on whether the signals it sends out (by 

using collateral in sovereign financing) really address the investment that is needed in SMEs and other 

places.  

 

In his final remarks, Herzog suggested that this may be a new period if everyone feels responsible for 

developing this debate in the public sphere. The next conference of this nature will probably be even 

more interesting.  

 


