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KEY MESSAGES

Channel household savings into capital markets by developing EU savings and retail investment
products that have few administrative burdens, without undue restrictions on portfolio
composition, and that do not require locking in of capital for long periods.

-

Increase capital markets financing by supporting the venture capital and private equity industry
and encouraging institutional investors such as pension funds and insurance companies to
invest in long-term risk capital.

Put in place a Banking Union which enables liquidity, including bank dividends, to flow freely
between Member States.

Ensure that the implementation of Basel IV supports companies’ need for capital and risk
management products whilst safeguarding a level playing field vis-a-vis other major
jurisdictions.
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Ensure that level 2 and level 3 acts published by the European Supervisory Authorities are
proportionate. This means that a flexible approach should be adopted in the context of the
definition of default.

6 Simplify financial rules that require banks and financial institutions to assess ESG risks for all
client companies, including smaller ones.

WHAT DOES BUSINESSEUROPE PROPOSE?

BusinessEurope urges the EU and the Member States to facilitate both private and public investments
atan unprecedented level to regain the EU’s lost competitive edge and to finance the green and digital
transitions. Finance needs to be available through a variety of channels and on reasonable terms.
We need to facilitate the free flow of capital in the EU and to promote cross-border investment.
Developing a Savings and Investments Union (SIUJ, which combines the Capital Markets Union (CMU]
and the Banking Union, should help to increase the availability of finance but the main goal should
be to make the EU more attractive to both foreign and domestic investors.
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BUSINESSEUROPE VIEWS ON THE SAVINGS

AND INVESTMENT UNION COMMUNICATION®

INTRODUCTION

As set out in the Communication, the EU has major investment needs as also identified by both the
Draghi and Letta Report. In such a context, access to finance, specifically long-term debt financing,
equityinvestmentand risk capital, is a pre-condition for companies to thrive and make the investments
necessary as well as bolstering the EU as an attractive location for investment and for start-ups and
scale-ups to thrive. Emerging necessities, e.g. due to the current global geopolitical uncertainties
and instability, highlight the urgency of ensuring the competitiveness and resilience of European
businesses and establishing an effective SIU. This is crucial for facilitating private equity and venture
capital investments in early-stage companies and startups and scale-ups, which play a pivotal role
in driving innovation needed to make the European Union more resilient in global turmoil.

The Communication correctly states that the EU economy has been structurally under-performing
for many years. Investment as a share of GDP in the EU, after falling for years, is currently lower
than that of its international competitors, even if its savings rate is relatively high. Although
BusinessEurope supports leveraging those private savings in support of the EU’s wider objectives,
developing a Savings and Investment Union (SIU] will not be enough to address the savings and
investment mismatch in the EU. This situation can only be addressed by improvements in the
business climate and by addressing the regulatory burden. Current events where US politics are
becoming increasingly unpredictable, may be an opportunity for the EU to attract investments if we
ensure such a stable and better business climate while ensuring free and fair competition within the
EU Single Market.

BusinessEurope is thus pleased that the Communication acknowledges that it is important to render
the EU a more attractive investment destination by enhancing its overall growth potential which
should include a simpler business environment in a single market with fewer barriers and long-term
commitment to agreements and targets set such as the climate goals.

BusinessEurope agrees that the Savings and Investment Union should build on the progress made
under the Capital Markets Union. As set out in the Communication, there are several measures that
stillneed to be fullyimplemented. 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. The creation of a European consolidated tape (bringing together market
data for the whole EU] and the setting up of the European Single Access Point (offering a single
access point for public financial and sustainability-related information about EU companies), should
help to overcome this limitation and encourage increased cross-border investments. Similarly, the
implementation of the Listing Act Package should make equity and bond financing in the EU more
attractive, including for SMEs and simplify national listing rules. We should also continue efforts to
reduce fragmentation of insolvency rules which creates additional legal costs and uncertainty for
cross-border investors, making those investments less attractive.

BusinessEurope recognises and shares the ambition of the Communication, and we sincerely hope
that it will be implemented swiftly and with measures that are genuinely impactful.

' Communication on the savings and investments union: A strateqy to foster citizens’ wealth and economic competitiveness
in the EU.
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SECTION A: CITIZENS AND SAVINGS

RETAIL SAVERS

The Communication rightly states that retail savers play a central role in indirectly financing the
EU economy by means of having bank deposits. This is why an efficient and competitive EU banking
system should also be an important objective of the Savings and Investment Union (see also below].
BusinessEurope agrees that retail savers should be encouraged and incentivised to hold more of
their savings in capital market instruments. We support exploring options for Member States to
mobilise household savings and developing an EU blueprint for savings and investment products.
Examples like the Individual Savings Account (ISA) in the UK, the Produit Epargne Retraite (PER] in
France, the Italian PIRs (Piani Individuali di Risparmio) or the Investeringssparkonto (ISK) in Sweden,
have proven to be success stories and effective in channelling household savings into long-term
investments; they could serve as inspiration for similar EU-wide tools. EU-level products should
ideally complement, not displace, well-functioning national frameworks. Preserving optionality and
allowing for tax incentives and coexistence with diverse national banking and insurance models
could help ensure broader uptake and public acceptance. It is also important that such products
have few administrative burdens and that using the products would not necessarily require locking
in of capital for long periods; they should include liquid products allowing for withdrawals without
unwarranted costs as well as long-term products and pension products. There should also not
be any undue restrictions on portfolio composition. Channelling long-term investments to EU
companies should not be addressed by a regulatory obligation but be left to the discretion of the
different Member States through national provisions. There should not be any onerous requirements
regarding the management of the funds. Additionally, the rules governing the distribution process of
investment products should be significantly simplified as this can make investing less challenging
for consumers. A regime where lighter requirements apply for small investments in simple, well-
diversified, and low-cost investment products can make investing less challenging for consumers,
unlockingvastamounts of resources. The recent European Commission recommendation on “Savings
and Investment Accounts” (SIAs) as part of the broader SIU agenda is a step in this direction.

BusinessEurope is pleased that it is set out in the Communication that the Commission will remain
vigilant that the final outcome of the negotiations regarding the Retail Investment Strategy is
ambitious while minimising administrative burdens and fragmentation. In our view, this initiative
does not respond to the initial objective which is to increase the participation of retail investors to
the capital markets. On the contrary, it will jeopardise the competitiveness of the banking sector
and make an already cumbersome client-journey even more difficult. Hence, the Retail Investment
Strategy should be streamlined and simplified so that the customer-journey should be simple and
understandable and converge as much as possible on the version of the European Parliament. In
this context, the combined effects of the reform, as it is currently designed and debated, risk not
creating favourable conditions for greater participation of retail investors in markets but instead
adding unnecessary complexity to the current regulatory framework, with negative impacts on
investor trust, businesses, their clients, and ultimately on the financing of the European economy.

DEVELOPING THE SUPPLEMENTARY PENSION SECTOR

BusinessEurope also supports encouraging Member States to use the pension system for channelling
household savings into capital markets. It is essential to strengthen the pension systems in EU
Member States, with special attention to the second and third pillars, in order to mobilize significant
amounts of capital and support the objectives of the SIU. There should be increased participation
in supplementary pensions to ensure adequate income in retirement and improving the capacity of
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pension funds to direct households” savings into productive and innovative investment. Individual
pension savings should be made more fiscally attractive, and administrative barriers should be
lowered through simplified regulations and standardized products, keeping in mind the key role
social partners play for occupational pensions. Additionally, transparency and digital access to
pension options should be improved, allowing citizens to make informed choices more easily without
creating unnecessary burdens on employers.

In the area of occupational pensions, schemes can be based on collective agreements between
social partner organisations or organised by employers autonomously as part of a suite of benefits
or through other negotiations with employees or employee representatives as appropriate. They
can be financed through employer premium contributions or through a mix of contributions from
employers and employees, including the possibility of State driven financial or fiscal incentives.
This diversity reflects national taxation and labour market systems and the autonomy of social
partners in designing arrangements that suit local economic and social contexts. In light of this, it is
essential that EU-level initiatives respect national competences and the role of social partners in the
governance of occupational pension schemes and the structure of diverse national pension systems.
Well-functioning systems, whether voluntary or mandatory, should not be undermined.

As a principle, automatic enrolment mechanisms do not respect the autonomy of the social partners,
and they are likely to disrupt or undermine well-functioning existing arrangements. This would be
counterproductive. Therefore, while being open to a future EU initiative on occupational pensions,
BusinessEurope would not welcome the EU to promote this particular type of measure as part of a
future EU initiative.

Importantly, efforts to increase participation in occupational pensions should be pursued in a way
that supports both adequacy and economic sustainability. Rather than creating additional financial
obligations, the upcoming EU debate on pensions should explore how existing resources within
pension systems across the three pillars can be used more effectively to finance the economy. We are
also open to discuss how the EU could promote broader coverage of occupational pensions schemes
in particular in countries where they are least developed to date. In doing this, the EU must respect
national competences and social partner autonomy while supporting a favourable environment for
employers and employment creation.

And lastly, at a time when pensions are usefully looked at to improve the financing of our economy,
it is important that the EU and Member States coordinate their actions to improve in parallel the
financial literacy of employees. Additionally, transparency and digital access to pension options
should be improved, allowing citizens to make more informed choices without creating unnecessary
burdens on employers. Pension tracking services can contribute to further raise financial awareness
(e.g. systems like in Belgium, Germany, the Netherlands and Sweden).
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SECTION B: INVESTMENT AND FINANCING

PROMOTING INVESTMENT IN EQUITY AND CERTAIN ALTERNATIVE ASSET CLASSES

BusinessEurope supports increasing capital markets financing by institutional investors such as
pension funds and insurance companies, which normally pursue a long-term investment strategy.
These investors should be encouraged to invest in long-term risk capital to generate employment
and economic growth. BusinessEurope supports the Commission addressing barriers to equity
investment by these investors, including regarding the prudential treatment of such investments, for
instance in Solvency 2, currently being reviewed. It is important that the Asset Management Sector is
also included in this exercise as they also contribute to long-term investing strategies.

Forbanks, BusinessEurope believes that the Commission should clarify what is meant by the provision
of guidance on the use of the favourable prudential treatment for investments under legislative
programmes. It is of great importance that every invested euro generates the maximum impact. This
requires a strategic approach where both public and private funds are optimally utilized to address
the challenges that Europe faces. Financing of riskier projects, such as innovative start-ups and
scale ups or transition financing, needs to be improved and the private equity and venture capital
industry, but also promotional banks together in risk sharing models with private and saving banks,
would be particularly suited for that task. BusinessEurope therefore supports a more streamlined
approach of promotional banks within Member States and at EU level as also suggested in the
Draghi report. Investment into the uptake of private placements should also be made more attractive
and the venture capital and private equity industry development must be supported as an essential
source of risk finance and expertise for innovative companies, considering that the industry remains
much smaller than that in the US. Consequently, BusinessEurope agrees that the rules for venture
and growth capital funds should be flexible and proportionate bearing in mind that a regime already
exists for this matter (EuVECA subthreshold) and that, in reality, the issue with venture/growth is not
a supply problem of funds, but a demand problem (capital raising - institutional investors’ appetite
to invest money).

For insurers, as mentioned, improvements targeted at capital requirements for long-term holdings
of equities are under discussion as part of the Solvency Il review. Other areas of the Solvency
Il review, aimed at reducing excessive overall capital requirements and volatility, such as the risk
margin and the volatility adjustment risk correction, also have a major impact on the capacity of
insurers to invest. It is therefore key that the Solvency Il Level 2 technical measures are finalised
taking into account the impact of the review on achieving SIU objectives.

LISTING ACT

BusinessEurope agrees that it is important to fully implement the Listing Act as this should make
equity and bond financing in the EU more attractive and simplify national listing rules. Focus should be
on promoting further simplification of listing requirements across European exchanges, encouraging
companies to list on exchanges and to ensure lower costs and reduction of the administrative
burden for companies so BusinessEurope supports the Commission ensuring that EU listing rules
established in delegated and implementing acts are simple and that burdens are minimised.
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INTRODUCTION OF ADEFINITION OF SMALL MID-CAP ENTERPRISES

BusinessEurope supports the introduction of a common definition of “small mid-cap enterprises -
SMCs” in financial regulation, which is essential to extend the existing mitigation measures, currently
available to SMEs, to this category of enterprises. SMCs, although larger than SMEs, face similar
challenges to SMEs and should therefore be able to benefit from proportionality in regulation, rather
than being subject to the same rules as large enterprises which are better equipped and have more
resources to deal with these rules. The recent European Commission proposal, within the Omnibus
IV Simplification Package presented in the last May, to introduce a definition of SMCs, in particular
in MiFID Il and Prospectus Regulation (in MiFID Il, enterprises with an average market capitalisation
equalto or higher than 200 million euros and lower than 1 billion euros and, in Prospectus Regulation,
also enterprises that are three times the size of SMEs as defined in Commission Recommendation
2003/361/EC] goes in the right direction. Furthermore, it is important to encourage Member States
to introduce measures to promote equity research coverage of listed SMEs and SMCs.

As regards State aid, BusinessEurope endorsed the intention to support companies beyond SMEs,
e.g. with the creation of an EU-wide small mid-caps definition specifically to reduce the regulatory
burden, such as reporting obligations. An adjustment of the EU SME definition should also be
considered and periodically reviewed. As the three criteria to define an SME were set in 2003, a
permanent adjustment of the two financial thresholds (e.g. to inflation) should be considered now and
more regularly in the future. Any decision in this regard should be based on research and analytical
work aimed to provide evidence on the exact adjustments needed.

TAXATION

BusinessEurope agrees that differences in national taxation procedures create administrative
burden and barriers to cross-border investment. We must improve tax systems to better support
equity-financed investment. However, such improvements should not come at the expense of the tax
regulations governing debt-financed investments. While BusinessEurope welcomes the aim of the
FASTER Directive, itmustbe underscored thatthe mere existence of withholding taxes on cross-border
portfolio investments is and will remain one of the main obstacles to an integrated capital market in
the EU. In this context, we encourage including the FASTER Directive in an Omnibus proposal on tax
matters. Withholding taxes on dividends, interest and capital gains within the EU negatively affect
the single market, investments, and the free movement of capital, generating complexity and legal
uncertainty for investors who are often not sure that they will be able to benefit from the reduced
rates which they are entitled to under tax treaties. Thus, the Commission should support Member
States to abolish all withholding taxes on dividends from portfolio investments, leaving the right to
tax exclusively with the country of residence of the investor. Also, Financial Transaction Taxes and
bank windfall taxes in several Member States continue to hamper investments and drain lending
capacity. Whilst respecting Member States’ competence in the tax field, such practices should be
reversed as they constitute a significant barrier to deepening integrated capital markets.

SECURITISATION

BusinessEurope agrees that securitisation is also important to reinforce the role of banks. We
need to advance the EU securitisation market and find ways to enable banks to free up capital and
liquidity for the purpose of providing additional funding to EU businesses. For a securitisation to
be compliant with European regulation, it must meet a lengthy series of criteria which are difficult
to satisfy. BusinessEurope thus supports reviewing the entire securitisation framework, including
improvements to the prudential treatment of securitisations for banks and insurers, and reporting
requirements, as this would also help non-financial companies wishing to securitise receivables or
other assets.
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SECTION C: INTEGRATION AND SCALE

SOURCES OF FRAGMENTATION

BusinessEurope supports the Commission identifying barriers and encouraging market participants
to signal barriers that they experience and that the Commission uses its powers to remove such
barriers and undertake simplification measures. European financial market infrastructure for
example, both in terms of exchanges and post-trade, remains fragmented. The further integration
of capital markets could reduce costs, leading to lower financing costs for companies and higher
returns for investors. This could increase liquidity in markets, making the EU a more interesting
place to list and invest.

BusinessEurope especially welcomes that the Communication specifies that simplification efforts
should also be undertaken by the European Supervisory Authorities. Level 2 and level 3 acts such as
Regulatory Technical Standards, Guidelines etc. published by the European Supervisory Authorities
should be proportionate and entirely coherent with the outcome of the legislative process and the
political agreement reached on the level 1 texts without going beyond what is strictly necessary.
Identifying and resolving gold-plating of commonly agreed EU legislation is key, not only at national
level by the Member States but also at EU level by the European Supervisory Authorities.

Member States should also be encouraged to improve the efficiency of their respective capital
markets by establishing an enhanced peer review process at EU level, enabling peer support and
benchmarking to support voluntary reform at national level by addressing challenges and learning
from successful practices without imposing harmonisation and ensuring that this would not lead to
extra reporting requirements on behalf of any market participant.

COMPANY LAW AND CORPORATE GOVERNANCE

The EU must deliver on its competitiveness focus and on its commitment to simplification and
administrative burden reduction, including the goal to reduce companies’ reporting obligations.
The EU should reflect on how to pursue effective initiatives around simplification, reduction of
administrative burden, consolidation, and digitalisation in the company law area.

The continued work relating to the Savings and Investment Union will require careful consideration
of the impacts on corporate governance systems across the Member States. The integrity of
national, tailored-made corporate governance models must be nourished and preserved. Current
corporate governance models in the Member States are well-functioning and have been developed
and fine-tuned over many years and adapted to their respective legal and cultural environments.
BusinessEurope does not see a need for a regulatory approach in this area. The models in the
Member States must remain flexible enough to give room for and incentivise continued financial and
organisational innovation, and the widely accepted “comply or explain approach” applied across the
EU in this area must not be diluted. Continued respect for the Member States’ different structures is
key for the competitiveness of European businesses. A potential future revision of the Shareholder’s
Rights Directive should focus on securing a helpful legal framework for EU corporations and serve
as an opportunity to identify and remove current practical obstacles to shareholder engagement.
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SECTION D: EFFICIENT SUPERVISION IN THE
SINGLE MARKET

EFFICIENT SUPERVISION

As regards supervision, BusinessEurope believes that it is essential to focus on simplification of
processes and reduction of compliance costs for supervised entities. Some BusinessEurope members
emphasise the importance of respecting the unique insights and expertise of local regulators in
this context provided that this does not lead to gold-plating or different interpretations of the same
regulations at national level. Supervisory barriers to cross-border activity should be removed, and
the application of the single rulebook should be ensured. This should foster a balanced adaptable
supervisory environment and ensure that oversight of supervised entities is proportionate and of high
quality across the EU. For example, securitisation oversight in the EU is highly fragmented, making
cross-border securitisation both highly costly and idiosyncratic. Consolidating such oversight would
remove costs and uncertainties, as well creating a common entry point to the market.

SECTION E: COMPETITIVENESS AND INTEGRATION
OF THE BANKING SECTOR

BusinessEurope is pleased that the Communication acknowledges the important role of banks in
providing finance to companies and as enablers of capital markets. An efficient and competitive EU
banking systemis essential to support the development of EU companies of all sizes. BusinessEurope
supports the EU continuing efforts to put in place a Banking Union. It is important that this enables
liquidity, including bank dividends, to flow freely between Member States. This requires that banks’
liquidity is not ring-fenced in specific Member States, enabling effective competition between
financial institutions and ensuring that savings are allocated to the right place. Moreover, any
proposed measures should not lead to price control mechanisms or compromise free competition
and innovation.

In addition to systematically taking into account the competitiveness of European players in European
legislation, strengthening the competitiveness of European banking players should become a
priority for the European supervisory and regulatory authorities, whose production of standards has
continued to increase (for example, following the banking package, the EBA received 130 mandates
for technical standards to be established). In very practical terms, this would mean introducing a
secondary objective - the competitiveness of the banking sector - into the objectives of the single
supervisor as well as those of supervisory authorities such as the EBA and the ESMA in particular,
since the financial strength of the sector is in fact a guarantee of its solidity. In that sense, the
EU would follow the example set by the United Kingdom in 2023 with the adoption of the Financial
Services and Market Act, which added the second objective for the Bank of England and various
authorities such as the Prudential Regulation Authority and the Financial Conduct Authority.

In this context, BusinessEurope looks forward to the announced report assessing the overall
situation of the banking system in the single market including the evaluation of the banking sector’s
competitiveness but more should be done already considering that the increase in banks capital
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and liquidity ratios have been significantly bigger in Europe than in other global regions and that the
forthcoming implementation of rules and guidance, following Basel IV, have been devised now. The
implementation of Basel IV should support companies’ need for capital for investment and trade
(bank loans, equity investment, trade finance) and ensure access to risk management products at
competitive terms. Careful attention should be paid to the EU market structure and the need to
ensure a level playing field vis-a-vis other major jurisdictions both in terms of implementation timing
and in terms of substance and operational burden.

This requires a gradual and consistent implementation of Basel IV to allow banks to truly support
enterprise development and remove undue conservatism in the regulatory framework thanks to
increased resilience of the banking sector. In this context, the EU should continue the conversation
on the application of the FRTB framework with the entire EU banking sector to ensure that practical
considerations and international competitiveness are both considered.

Given the current dependency of EU corporates on bank lending, we think it is also important to
maintain the solution found for unrated corporates, keeping it until a viable and capital neutral
solution has been found for corporates that do not have an external rating. It would not be in the
interest of Europe to force thousands of European corporates to obtain external ratings. EU legislators
should primarily propose EU-based solutions making good use of the existing information about the
creditworthiness of European corporates in Europe.

Regarding level 2 and level 3 acts such as Regulatory Technical Standards, Guidelines etc., published
by the European Supervisory Authorities, but also requirements in the area of sustainability reporting,
should be proportionate and entirely coherent with the outcome of the legislative process and the
political agreement reached on the level 1 texts without going beyond what is strictly necessary. In
this context, it is very important that the Commission, Council and European Parliament, pay greater
attention to assessing the capital impact and costs of proposed delegated and implementing acts.

For example, one of the new elements introduced by the European Banking Authority in the so-
called “new definition of default” is the application of the Net Present Value variation criterion to
decide whether a forbearance measure results in a diminished financial obligation that triggers
the classification of the obligor as defaulted. When a bank extends a forbearance measure towards
a debtor, facing or about to face difficulties in meeting its financial commitments, the Net Present
Value of the cash flows according to the new schedule shall be compared with the Net Present Value
of the cash flows according to the original contract. If the Net Present Value is reduced by more than
1%, this is considered a diminished financial obligation that triggers the default of the obligor. The 1%
threshold is very strict and limits the opportunity for banks to work with a solvent business without
marking it as forborne. Default status triggers severe consequences for the business concerned with
heightened cost of credit, immediate fall of rating/scoring, appearance in bad files and curtailing
access to credit from other institutions. Consequently, a more flexible approach should be adopted,
particularly for sound companies affected by temporary crises or catastrophic events and natural
disasters.

Likewise, changes proposed by the European Banking Authority to the capital requirements for
unused credit lines would raise the credit conversion factor (CCF) affecting banks’ capacity to
provide credit to EU companies. Analogously, some trade finance instruments may also be subject
to higher CCFs, leading to higher capital requirements undermining the competitiveness of EU
banks and corporates vis-a-vis international competitors. Other examples where the European
Banking Authority is adopting an excessively conservative approach are the credit card acquiring
business and product offers, where the proposed CCFs severely penalize these banks™ activities. The
new CCF requirements and the introduction of subjective criteria for the allocation of a 40% CCF
to Unconditionally Cancellable Commitments (UCCs) exceed Level 1 mandates and will increase
compliance burdens and costs for businesses.
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Moreover, concerning sustainable finance, it is of utmost importance that simplification introduced
with the Omnibus regulatory framework goes hand in hand with coordination with financial regulation
for banks and financial institutions, which has not been modified and significantly affects the bank-
business relationship. It should be recalled that financial rules require banks and financial institutions
to assess ESG risks for all client companies, including smaller ones, even in the context of credit
granting activities. These rules also need to be reviewed and simplified; otherwise, the simplification
of the Omnibus Regulation will remain merely theoretical, and frictions in the relationships between
businesses and the financial sector will persist, limiting the flow of finance needed by companies for
their sustainability transition. In this regard, it is a positive development that the Commission has
recently launched a Call for Evidence on the simplification of the Sustainable Finance Disclosure
Regulation (SFDR), which sets out ESG disclosure requirements for investment products marketed
by banks and financial market operators. However, beyond awaiting the decisions to be made on this
Directive, the issue of banking rules remains, and they too must be simplified.

Lastly, BusinessEurope calls for an omnibus package dedicated to financial services. Indeed, the EU
currently goes beyond Basel Il rules with additional buffers and specific requirements in the micro
and macroprudential field. 100 bn euros of capital of the 16 biggest European banks is locked up
due to discretionary micro or macro requirements by the European supervisors so this is an urgent
matter.
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BusinessEurope is the leading advocate for growth and competitiveness at the
European level, standing up for companies across the continent and campaigning
on the issues that most influence their performance. A recognised social partner,
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