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Motivation for greater EU integration

* As Europe emerged from its worst post-WWII financial crisis in 2012,
it sought to protect its economy & financial sector against future
shocks.

e June 2012 summit: EU leaders asked EC to issue proposals “to
develop a specific and time-bound road map toward a genuine
Economic and Monetary Union (EMU),” incl. greater fiscal & financial
integration, to ensure EMU irreversibility.

e 2012 launch of banking union: most important policy initiative to
advance euro-area integration since 1999 euro adoption; launch of
CMU followed in 2015.




Motivation for CMU

* Initial impetus for CMU: Europe’s slow recovery from GFC and need to
identify alternative financing sources for companies at a time when
banks were deleveraging (NPLs, higher capital requirements.

* Businesses in Europe rely much more heavily on banks than capital
markets for funding rel. to the US; deeper K markets would broaden
range of funding sources for investment.

* More recently, focus has shifted to the need to tap private capital for
Europe’s large investment needs in defense, innovation & green
transition (Draghi Report, 2024: €800 billion/yr).



US capital markets provide 75% of debt financing
for business investment vs. 12% in Euro area *

Debt financing of non-financial corporations
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The US is the favorite destination for global savings

U.S.sharein global bond indexes
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Ample EU hh savings not channeled efficiently into LT
investments; bank deposits main vehicle for storing
savings

Household savings, 2024 (billion USS)
1600

1.360

1400

1200

975

1000

800

600

400

200

US EU



EU household wealth invested in capital
markets is lower than US, UK, Japan

Household wealth in capital markets instruments (%GDP)
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The market cap of EU-listed companies is less than
half the size of the US

Market capitalization of listed shares, March 2025
(USS trillions)
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CMU Action Plan prioritized removal of low-
hanging fruits obstructing capital movements, but

controversial initiatives delayed *

e EC laid out its vision for CMU soon after president Jean-Claude
Juncker assumed office in Nov. 2014.

* Action plan (2015) aimed at identifying and removing obstacles to
cross-border capital markets transactions.

* It helped revive market for high-quality securitizations post-GFC to
free up space for new lending in bank BSs; harmonized prospectus
requirements for IPOs.

* More controversial initiatives were delayed (harmonizing insolvency
procedures; single supervisor); EU states opposed reforms that
would surrender national sovereignty to a central authority.



Market-based funding requires large pools of capital
invested in market assets (e.g. pension fund assets)*

Deep pools of capital unlock access to market-based funding

40
30

25
China _...=*" Japan Australia
20 o o o apP °

°®
[}
[}
L]
.
L)
.
°
[}
[}
[}
®
[
]
L]
[
[}
]
e®
[]
*®
[

.
o*
.

15
10 EU

5
0

Market-based funding (Equity and Bond
issuance as % of total corporate financing)

0 100 200 300 400

Pools of capital
Household market assets (%GDP)

Source: European Securities Markets Association (ESMA), November 2024 0



Pan-European Personal Pension Product (PEPP)

* CMU Action Plan 2015 included PEPP, a voluntary private pension
scheme to supplement existing national pension schemes.

* PEPP was introduced to strengthen and integrate the EU pension
market, but failed to create a truly pan-European pension scheme,
with same contribution limits and withdrawal options throughout EU.

» Key elements of EC proposal were diluted by European Parliament in
response to member states pressure, who chose to maintain different
limits on:

tax-exempt contributions to private pensions

lump-sum payments

pension age

different taxes on pension benefits
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* Help retail investors diversify their investments and improve returns;
constitute the pools of capital required to fund private sector growth.

* Make the financial system more stable & diversified by broadening
the range of funding sources.

* Reverse capital outflow from EU (€426bn, 2.8%GDP in 2024) and
attract portfolio investment from ROW.

* Offer an important channel for risk sharing; geographic diversification
— less volatile returns, less correlated with domestic income; private
risk sharing through financial markets is a substitute for fiscal risk
sharing through jointly issued Eurobonds.



Risk sharing in a Monetary Union

 Mundell (1961) defined an optimum currency area (OCA) as one
where internal factor mobility is high & business cycles are similar.

* Well-integrated K markets provide insurance against idiosyncratic
shocks and thus enable countries to exploit their comparative
advantage instead of diversifying their production base for insurance
purposes (Kalemli-Ozcan, Sorensen and Yosha 2003).

e US empirical research found that bulk of risk sharing is provided
through cross-border asset ownership, rather than by federal govt:
62% of shocks to p.c. income of US states are smoothed through
market transactions, 13% by federal transfers, 25% not smoothed (P.
Asdrubali, B. Sorensen and O. Yosha 2006). *



Brexit vote was a setback for CMU project

* Brexit vote 2016: clear setback; UK has by far the deepest and most
liquid capital markets in the EU.

 Single supervision not part of EC’s vision, largely because of UK
opposition.

* Brexit provided an opportunity to launch a more ambitious CMU
agenda for remaining 27 EU members — opportunity was missed.

* Intense bargaining over access rights for securitized products of
non-EU members post-Brexit, with final text less open to outsiders
than original proposal.



Draghi Report: Fragmented capital markets is the

root cause of low investment financing in the EU

* Key reason for less efficient financial intermediation in Europe:
fragmentation & lower flows of savings into K markets. Ending
fragmentation would contribute to more efficient allocation of K across
member states.

* Main obstacles:

(1) Lack of single securities market regulator & single rulebook; high
variation in supervisory practices and interpretations of regulations.

(2) Clearing and settlement in EU far less unified than in the US.

(3) Different tax and insolvency regimes across member states (different
creditor hierarchies, collateral issues).

(4) EU capital markets are undersupplied with LT capital relative to US &
UK, due to the underdevelopment of pension funds.




EU capital markets are undersupplied with LT capital
due to underdevelopment of pension funds

Pension assets (%GDP)
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Venture capital investment in Europe lags behind the US

Venture capital investment by development stage
USD hillion, 2023
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Only 6% of global funding for Al start-ups
goes to EU companies

Share of global funding for Al start-ups
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EU lags behinc

US & China in start-ups

reaching Unicorn status

2.5: Geographic distribution of Unicorns (left) and number of EU
companies reaching Unicorn status by year (right)
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Rebranding: CMU project renamed
“Savings and Investment Union”

 CMU project stalled; yet EC President Von der Leyen recognized the
enormous funding potential of integrated K markets.

e EC 2024-2029 policy guidelines: commitment to develop a ‘European
Savings and Investment Union’.

* Aim: create better financial opportunities for EU hhs to save for
retirement & other LT goals (children’s education, home buying),
while improving the fin system’s ability to channel LT savings into
productive investments.

* By allocating part of their savings into EU priority investments
(climate transition, innovation, defense), hhs can enjoy higher returns
and prepare for their future.




Key measures for implementing SIU

2025 Q3

* Encouraging retail participation in capital markets

e EU Savings and Investments Accounts

* Financial literacy strategy

2025 Q4

* Developing the supplementary pension sector

« Recommendations on auto-enrolment, pension tracking systems and pension dashboards
* Review of the Pan- European Personal Pension Product (PEPP) Regulation
2025 Q4

* Market integration and supervision

* Market Infrastructure package

* Improving cross-border provision of funds and reducing operational barriers facing asset
managers

* Promoting equity investment

Q2 2027
* Mid-term review *

Source: European Commission



Thank you!
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