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Dear Commissioner, - _,M’ ‘/
Businesses’ ability to access finance currently still varies considerably across Europe.
In some countries, for example, Spain, Italy and Portugal, the supply of finance,
particularly to SMEs is a key barrier to growth. In other countries, limited demand for
finance from businesses, who remain concerned by the weak and uncertain business
environment, is playing a greater role in contributing to the low investment rates we see
in Europe today.

But as the recovery gradually starts to take hold we will need to have ensured we have
begun to address the issues of access to finance as companies start to want to take
forward their investment projects.

We therefore believe the Commission’s consultation to build a Capital Markets Union is
extremely timely.

Our attached paper responds in detail to the issues set out in the Commission’s Green
Paper. Overall, we believe there are five key areas under which EU policy makers need
to take action to create a Capital Markets Union.

1. Improve information flows regarding growth-prospects for small and
medium-sized companies

The availability of widespread and diverse research on small and medium-sized
companies is essential to ensuring greater funding diversification. This will help to
improve access to capital markets for those growing medium-sized firms that are most
likely to benefit from easier access to finance, particularly longer-term, patient growth
capital. However, the EU should avoid a blanket approach for increasing transparency
of credit information which would impose disproportionate burdens on companies for
which increased transparency would not give any relevant and decisive help in the
search for alternative (non-bank) finance.
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2. Ensure that prudential rules strike the right balance between increasing
financial stability and supporting companies’ need for capital for
investment

BUSINESSEUROPE supports regulatory initiatives that address the regulatory failures
that led to the financial crisis and reduce the risk of new crises occurring. Companies
are the first victims of problems in the financial sector as we have seen.

But reforms must strike the right balance and be mindful of their consequences for non
financial companies which depend on the services of financial companies for their
investments in the real economy. This will be particularly important when taking forward
Solvency II and liquidity requirements.

Moreover, the Commission must urgently deliver a comprehensive impact assessment
which addresses the cumulative impact of different reform measures.

3. Develop complementary sources of finance to bank lending

For historic reasons, banks’ share of credit intermediation is 3 times higher in the EU
than in the US. Given regulatory and balance sheet pressures which will inevitably put
bank lending under pressure in the coming years it is particularly important to develop
alternative financing routes, particularly for SMEs. These include:

• Institutional investors: such as pension funds and insurance
companies, normally pursue a long-term investment strategy. These
investors should be encouraged to invest long-term risk capital to
generate employment and economic growth.

• Private placements: The Commission should support market-led
initiatives to agree common standards. To incentivise investment into
the uptake of private placements, Solvency Il calibrations should be
revisited.

• Venture capital and private equity: while the fall in lending in response
to the crisis is understandable, the industry remains must smaller than
that in the US. The Commission must support the industry’s
development as an essential source of risk finance and expertise for
innovative SMEs.

• Capital markets for smaller and medium-sized companies, remain
underdeveloped both for smaller bond issuance and equity listings and
we support initiatives which make both routes less costly for SMES.

4. Restore confidence in securitisation

Restoring confidence in the securitisation, particularly of SME loans, within a properly
regulated environment, can potentially play an important role in allowing banks to free
up their balance sheets and extend lending.
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5. Promote tax systems which support equity-financed investment

Equity-financed investment decisions may be hampered in some EU countries by a
corporate income tax system that present a bias towards debt over equity financed
investments. Also, the practice of withholding taxes on dividends on cross-border
portfolio investments constitutes one of the main obstacles to an integrated capital
market in the EU.

We hope that our comments and suggestions will provide a valuable contribution to the
debate on how to build a Capital Markets Union in the EU.

Yours sincerely,

J. Beyrer
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