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Financing business investment 
 

INTRODUCTION 

Amidst all the controversy surrounding economic policy, the need to support investment stands out 
singularly as a shared priority. It is a goal shared by the various schools of economic thought – from 
supply-side theorists to Keynesians – virtually all political forces and now all developed countries, 
including Germany judging by the work of the Fratzscher Commission, delivered in late April. Investment 
is seen as a prerequisite for transforming today’s economic recovery into robust and sustainable growth. 
It is key to creating jobs and reducing unemployment. It will help overcome, once and for all, the serious 
consequences of the financial crisis, and put an end to the ensuing economic gloom and social crisis. 

The assignment entrusted to me by the Prime Minister in his letter dated 29 April1 reflects this shared 
commitment, following the government’s announcement of a package of measures aimed at promoting 
investment, including accelerated tax depreciation. Our work was focused on business investment, as 
opposed to household investment – primarily housing – or public investment. Among the various levers 
of and obstacles to productive investment, this report focuses on funding. The subject of funding is 
often seen as very complex, with the negotiations on the new prudential rules such as Basel III for banks 
and Solvency II for insurance companies. Moreover, it has legitimately provoked heated debate since 
the financial crisis, notably as regards the positioning of banks. 

Countless reports have been written on each of these issues individually, in “silo” form. Our mission 
referred to these documents, but one of the unique aspects of our approach was our aim to put them 
into perspective, in as simple and instructive a way possible, even for non-specialists. We believe it is 
worth taking time to sketch out an “architectural plan” in which investment and business requirements 
serve as the foundations. Our approach initially combines micro- and macroeconomics, the reality 
experienced by entrepreneurs and the work of economists, before looking at finance from an economic 
perspective. To this end, the mission conducted broad and multidisciplinary consultations, holding over 
120 meetings2 with the heads of businesses of all sizes, as well as economists, policymakers and public 
regulators, professionals in the financial sector and trade union leaders. These various stakeholders are 
not always used to talking with each other, which is a potential source of the mistrust that is one of our 
collective ills. The potential areas of agreement that emerge when their views are confronted are all the 
more remarkable for this. I would like to thank all participants, including those who provided us with 
written contributions. The mission conducted its work in France and in Europe, so as to facilitate 
comparison with our neighbours – Germany, Italy and the United Kingdom in particular – and to 
promote the discussion of pan-European issues, including the prospective “capital markets union” put 
forward by the European Commission in February. 

A challenge and a conviction emerged from our work. The challenge for France and Europe is to ensure 
the proper compatibility of the “funding triangle” between expectations that are all legitimate but 
which represent potential sources of tension: more innovative and as such riskier investments; 
abundant but prudently managed savings; and a more secure post-crisis financial system. Our belief is 
that an effective funding and investment union3 in Europe will provide solutions, on the condition that 

                                                           

1 See the assignment letter in Appendix 1. 

2 See the list of people met in Appendix 2. 

3 The report speaks of “financing and investment union”. An alternative term could be “financing union for 
investment”, which expresses the ultimate goal.  
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it is given three goals: diversify the sources of business funding; improve the pooling of savings in the 
euro area; and encourage European savers to take a more long-term view.  

The report accordingly makes 10 recommendations. The final report, which will be submitted in the 
autumn, will set them out as proposals. The mission broadly examined the various types of funding, 
including equity, in France and Europe alike. But we applied two boundaries: first, we elected not to 
make proposals regarding taxation. This subject is essential, but for that very reason it requires a 
dedicated approach. It has already been addressed in several reports, notably by parliamentarians, 
including the commendable work of Karine Berger and Dominique Lefebvre on the taxation of savings 
in 2013. And we believe that the short-term priority should be to stabilise the rules. Second, the mission 
aimed to avoid creating new procedures, bodies or obligations, all of which are already highly abundant. 

I would like to thank Laurent Guérin and Alban Hautier, the mission’s very energetic rapporteurs. We 
enjoyed the efficient support of Bercy – Treasury, the National Institute for Statistics and Economic 
Studies (INSEE), economic services of the French embassies abroad – and the Banque de France. The 
quality of our public administrations is one of our country’s enduring assets. I personally led this mission 
building on my professional experience, my 20-year commitment to the service of the state followed by 
years in retail banking and as a teacher of economics. However, the report reflects my personal views. 
It was finalised in September 2015, before my appointment to the Banque de France, which is naturally 
not bound by its findings. 
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REPORT OVERVIEW AND RECOMMENDATIONS 
 

1. This report begins on a positive note, with a reminder that business investment in France proved 
more resilient to the crisis than elsewhere in Europe, and has remained higher since. This key factor 
for growth and jobs has received little attention, however, because investment has been slower to 
pick up in France than in Germany during the current recovery. From a more structural viewpoint, 
French investment is less satisfactory in terms of quality and productivity, with a large portion 
devoted to the construction sector while machinery and equipment lag behind—the April tax 
measures were well targeted in this respect—as innovation is neglected. This calls for continuing 
efforts to encourage investment, with several levers: 

 In France, as elsewhere, these levers are more economic than financial. There is a strong 
convergence between macroeconomic theory and the motives observed "in the field". Investment 
cannot be ordered by decree, of course. It does not depend on the proliferation of financing sources, 
but on a very large number of decisions by businesses. Key factors behind investment decisions 
include any measure that raises expected or potential growth through structural reforms while 
reducing entrepreneurial uncertainty—including the streamlining and stabilising of rules—and that 
raises the outlook for profitability. Business investment in France should see a cautious 1-2% year-
on-year increase between now and the end of 2015. 

 Low interest rates have indeed been passed on in lending to businesses, but their main role 
has been indirect, in promoting aggregate demand. It should be noted, however, that the persistent 
high cost of equity—often above 10%—can encourage equity buybacks and dividend payouts at the 
expense of investment. This is particularly true in the United States. 

 Most importantly, the funding options available must be overhauled, as investment becomes 
more Schumpeterian. Intangible assets, start-ups and fast-growing companies need equity and loans 
with lower collateral requirements. An economy on the technology frontier is funded less by 
conventional credit than a catch-up economy. This provides some insight into the central challenge 
faced: France and Europe must manage three potentially conflicting expectations: (i) investments 
that are increasingly innovative and therefore risky; (ii) abundant but risk-averse savings; and (iii) a 
safer financial system following the severe 2007-2011 crises. This "financing triangle" must become 
a "compatibility triangle". 

 

2. In concrete terms, the general challenge of financing can today be examined in terms of three 
geographical circles: 

 Starting with France: the overall figures for credit are satisfactory; bank lending to nonfinancial 
corporations has risen by 7% since the end of 2008, with total credit including market financing up 
28%; interest rates are among the lowest in Europe. Still, many companies remain vocal in their 
criticism. Banks should address this seriously and overcome the persistent misunderstanding by 
taking the bold steps recommended here in the areas of cash loans to very small businesses and 
innovation in long-term working capital financing. Developing alternative offers, around solidarity-
based financing and crowdfunding, would provide another welcome stimulus. As for equity capital, 
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there seems to be no overall shortage of it today, and the steps taken by Bpifrance in venture capital 
have contributed to this. However, the future priority is to redirect a larger portion of the €1.6 trillion 
in life insurance into equity, and therefore to promote the new "Euro-croissance” life insurance 
contract. 

 Next, the euro area can count on support from a savings surplus of more than €200bn a year, 
or over 2% of GDP. But these funds are poorly allocated: German savings, which earn a poor return, 
are not channelled to satisfy demand in Italy or Spain, which face funding issues, and the problem 
has deteriorated since 2009-2011. This financial fragmentation acts as a break on growth, and most 
importantly, leads to a tremendous fragility for the euro area, as national shocks are dampened 
neither by fiscal transfers nor by long-term private flows. The symptoms arise after each crisis, but a 
cure is still to be found. 

 Finally, while the G20 and Europe have adopted an impressive set of regulations to strengthen 
financial security, the economic impact of those regulations is a recurrent question. Today, contrary 
to fears expressed by banks, these rules are not weighing on credit and growth, notably due to the 
favourable impact of monetary policy. Going forward, the issue is more complex and deserves to be 
examined in light of all the work done since the 2010 report of the Basel-based Macroeconomic 
Assessment Group (MAG). We believe it would be desirable to re-establish an international 
assessment body. 

3. Faced with this financing challenge, the Commission's project for a Capital Markets Union by 2019 
offers solutions. A more accurate name would be "Financing and Investment Union". The aim is to 
allow businesses a genuine, wished-for diversification of their financing options—and not to impose 
forced disintermediation. A commitment to move, even over the long run, from Europe's 20% credit 
disintermediation to the 75% in the United States would be pointless. This Union is a major step 
forward for the 28 Member States, as the Banking Union that should be completed. But the Financing 
and Investment Union is essential for the 19 euro area members, where the pooling of savings must 
be improved. They must therefore be able, if need be, to make further progress on part of the agenda. 
Finally, the Financing and Investment Union must better channel Europeans' savings—not towards 
direct risk-taking, to which they continue to show reluctance—but rather towards the long-term 
horizon that corresponds to their growing need for retirement savings. If these three conditions are 
fulfilled, the Union will have created a compatible "financing triangle". 

 

Part of the project agenda should be brought forward to 2016-2017, and priorities should be 
assigned in keeping with two expectations by businesses. The first is to offer businesses a range of 
debt instruments commensurate with their size provided by banks through to capital markets. This 
involves the expansion of private placements and direct lending platforms, as well as appropriately 
safer securitisation. The second line of approach involves riskier, longer-term investments; the 
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Solvency II disincentives for the insurance sector must first be reviewed. There must be much closer 
ties with the Juncker plan in order to favour cross-border investment—including truly European 
venture capital to retain control over our best growth companies and over infrastructure. 

At the same time, innovation-oriented task forces should be established on three more complicated 
convergence projects: insolvency law, economic information on SMEs, and consumer protection.  

Success demands ensuring financial stability, in the face of market risks, which differ from but are no 
less significant than banking risks. "Shadow banking" remains a somewhat hazy notion but the priority 
must be given to introducing appropriate regulations for asset managers. Supervision of 
disintermediated players in Europe must be strengthened to build confidence among savers and 
investors in the Financing Union. The status quo surrounding ESMA4, which many of our partners 
argue for, is therefore not an option. As the keystone supporting all risks and sectors, the Financial 
Stability Board based in Basel plays a crucial role for the G20. Europe should be better equipped in 
this area. 

The Mission's report therefore suggests ten recommendations for implementation in France or 
Europe. Each recommendation is outlined in a separate box within the main body of the report.  

LIST OF 10 PROPOSED RECOMMENDATIONS  
 

Proposed recommendations for French action 

1. Improve access to credit for very small businesses, especially cash loans. 

2. Expand long-term working capital financing. 

3. Promote investment by life insurance funds in equities through the success of the “Euro-
croissance” contract. 

Proposed recommendations for European and international action 

4. Re-establish an international body to assess the impact of prudential banking rules. 

5. Provide firms with an extensive range of debt instruments, including safer securitisation, 
private placements and direct lending platforms. 

6. Revise Solvency II in favour of "riskier" investments. 

7. Expand cross-border equity investment through innovative mechanisms. 

8. Support European investments for long-term infrastructure and the energy transition. 

9. Establish three task forces assigned to three structural convergence projects: insolvency law; 
information on SMEs and credit scoring; and consumer protection. 

10. Strengthen European supervision of financial markets. 

 

  

                                                           

4 See glossary, appendix 5. ESMA is the European Securities and Markets Authority. 
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1 Improving investment is a priority for all developed countries, and 
the key levers are economic 

1.1 A global rather than a specifically French investment gap 

1.1.1 A concern shared by all advanced economies 

The concern about the investment gap is neither new nor unique to France. Over the long term, the 
investment rate of the advanced economies5 has followed a steady downward curve, although the 
symmetrical rise of emerging countries has maintained the global investment rate.6 

Chart 1: Gross fixed capital formation (GFCF) in the economy as a whole (% of GDP) 

 

Source: Bank for International Settlements, 84th Annual Report. 

But the issue has naturally come into sharper focus since the “Great Recession” of 2008-2009, which 
caused investment to fall sharply. In many countries, it has not yet returned to its pre-crisis level. The 
decline in the investment rate resulted in an investment gap, and the ground lost between 2009 and 
2012 has not yet been reclaimed. 

                                                           

5  This paragraph refers to the economy as a whole: the aggregate investment rate of businesses, households and 
governments. Unless otherwise specified, we will subsequently focus on the rate of business investment alone. 

6 Bank for International Settlements, 84th Annual Report, p. 62ff, June 2014. 
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Chart 2: GFCF in the economy as a whole (in volume, 100 = 2007) 

 

Source: OECD. 

The estimate of the investment gap is still open to debate, notably as regards the assessment of the 
“normal” level in the past. Moreover, it is hard to compare the level of investment between countries. 
For instance, when observed over a long period, the investment rate is lower in the United States and 
the United Kingdom than in Europe. However, recent momentum has been better in the former 
countries. By contrast, the investment rate of over 30% of GDP observed in Spain in 2006-2007 looks 
disproportionately high, boosted by the housing bubble. By way of example, the figures given in the 
“Juncker plan” put the average annual investment gap at approximately €300 billion in the European 
Union, based on a comparison of the investment rate of 19.2% of GDP in 2013 with a “sustainable” 
medium-term average of between 21% and 22% of GDP (see Appendix 3.1). However, the country-by-
country breakdown prepared by the services of the Commission shows the gap to be significantly 
smaller in France than in southern Europe and Germany. Similarly, estimates performed by the mission 
(see Appendix 3.2), using a method similar to that used by Europe’s Bruegel think tank,7 suggest that 
the overall shortfall in business investment in France is significantly smaller than is generally assumed. 

1.1.2 In France, “malinvestment” must be defined more precisely 

In view of the rate of business investment,8 the situation in France implies two positive developments: 

 the rate of business investment observed in 2014 (23.1%) was quite healthy compared with its 
long-term average since 1980 (21.4%); 

 compared with the 2007-2008 peak, business investment held up better in France than in 
Germany or among our other European neighbours during the crisis. 

                                                           

7 “Measuring Europe’s investment problem: A long-term view of investment growth in Europe”, by G. Claeys, P. 
Hüttl, A. Sapir and G.B. Wolff, 24 November 2014. 

8 Defined as the ratio of the gross fixed capital formation (GFCF) of non-financial corporations (NFC) to value added 
(VA). 
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Chart 3: Investment rate of non-financial corporations (NFC) 

 

Source: INSEE and OECD. 

These quantitative advantages are indisputable. However, they are not widely acknowledged, and 
surprised many of the French people we interviewed. The more pessimistic majority view is based 
chiefly on two perceptions: 

 cyclically, investment is taking longer to resume in France in this recovery. In comparison with 
our European neighbours, investment in France may have begun at a higher level, but is currently 
“softer”. 

Chart 4: Change in GFCF in the private sector, excluding residential investment, in volume  
(% change compared with the previous year) 

 

Source: OECD Economic Outlook No. 97, June 2015. 

 more structurally, fears of the lesser efficiency of French investment fuel the “malinvestment” 
argument.9 This begs the question of the definition of this term. 

                                                           

9 See France Stratégie, F. Dell et al., “Y a-t-il un retard d’investissement en France et en Europe depuis 2007 ?”, 
September 2014, and S. Guillou, “Le problème de l’investissement français n’est pas quantitative”, OFCE Les Notes, 
No. 51, April 2015. 
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The most frequently mentioned caveat is the growing share of investment targeted simply at “renewal”, 
as opposed to capacity expansion or modernisation. The share of renewal investment, which is high 
(29% in 2015), has increased by almost 7 percentage points since 2000, and is slightly above that of 
Germany (28%, up 4 percentage points since 2000). However, the shift in investment purposes needs 
to be put into perspective: many of the people we interviewed from the world of business told us that 
they have trouble distinguishing between the various categories in their responses to surveys, which 
further undermines comparisons between countries. 

To define “malinvestment”, the mission focused on three aspects, namely the nature of the investment, 
the size of the business and, lastly, the productivity of the investment. The mission took a sector-based 
approach in order to isolate a possible concentration of investment in the “sheltered” sector in France.10 
However, it was unable to identify a phenomenon of this nature. In particular, the rate of investment in 
industry looks healthier in France than in Germany, as surprising as that may seem. 

 

The nature of the investment 

Investment falls into three broad categories: (i) non-residential construction,11 (ii) machinery and 
equipment, which notably includes robots and information and communications technology (ICT) 
equipment, and (iii) “intellectual property”, which, under the new accounting framework (SEC 2010), 
thankfully includes corporate research and development and immaterial/intangible investments.  

So-called “productive” investment includes spending on machinery and equipment, as well as 
intellectual property rights, excluding construction. Across the economy as a whole, the productive 
investment rate has long been lower in France than in Germany, or even the euro area since 2000. 
Symmetrically, the rate of construction investment has been markedly higher in France than in Germany 
since 2001, and remains so today. To a lesser extent, this phenomenon also exists in relation to the euro 
area. 

Chart 5: Productive investment rate in the economy as a 
whole (GFCF in machinery and equipment, and intellectual 
property rights in proportion to VA by value) 

 

Chart 6: Investment rate in non-residential construction in 
the economy as a whole (GFCF in non-residential buildings 
and civil engineering work in proportion to VA by value) 

 

Source: Eurostat (dated 9 September 2015).  Source: Eurostat (dated 9 September 2015). 

                                                           

10 See European Commission, DG ECFIN note, “Investment in the EU: Trends, framework conditions and regulatory 
bottlenecks”:  “In France, Belgium and Finland, investment has been increasingly oriented towards the non-
tradable sector and has decreased in tradable sectors,” March 2015. 

11 NFCs’ non-residential investment covers non-residential buildings (offices, shops, warehouses, factories, etc.), 
civil engineering work and land improvement. 
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“Dual” tangible investment 

Investment by French businesses in fixed assets has accordingly seen contrasting trends since 2007. 
In 2014, spending on non-residential construction exceeded its pre-crisis level in value (8% higher than 
in 2007), while investment in machinery and equipment was significantly lower (5% lower). 

Chart 7: Tangible investment by NFCs in France (in volume and value, 100 = 2007) 

 

Source: INSEE, changes in balance sheets. 

Compared with the average between 2000 and 2007, non-residential investment by businesses has 
increased at an even faster pace of 46%, driven by growth in volume (+13%) and even more so by 
increases in prices (+29%). Investment on business property is not necessarily “unproductive” or made 
with a view to obtaining regular income. However, its growing weight implies inadequate investment in 
innovation. The increase in the price component reflects the rental value of land. For many companies, 
it also stems from more stringent regulatory and environmental standards.12 

By contrast, spending on machinery and equipment fell particularly sharply (-21% between 2008 and 
2009). In volume and value alike, given the relative stability of prices, business investment in machinery 
and capital goods has not returned to its 2007 level. The General Inspectorate of Finance (IGF) and the 
General Council on the Economy, Industry, Energy and Technology (CGEIET) conducted a specific audit 
of innovative productive investment in manufacturing in spring 2015. Its findings, backed up by 
meetings with 50 companies in the field, underscore this concern. In response to the low level observed 
in France, it makes sense that recent measures allowing tax depreciation in an amount exceeding the 
value of an asset should be focused on manufacturing machinery.13 

Two points stand out in respect of business investment on machinery:  

                                                           

12 The test carried out by INSEE in an attempt to isolate investment on upgrades in its industry surveys proved 

inconclusive. 

13 For an initial assessment of the anticipated positive effect of this measure on productive investment, see INSEE’s 
monthly report for June 2015, p. 90. 
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 France is lagging in the automation of certain sectors of manufacturing industry such as 
electronics and chemicals;14 

 the intensity of investment on information and communications technology (ICT) equipment is 
also lower in France than in the rest of the euro area. The rate of investment on ICT equipment (GFCF 
in ICT equipment in proportion to VA) in the economy as a whole was 0.52% in France in 2014, compared 
with 0.73% for the euro area. It has not yet returned to its pre-crisis level. This weakness is compounded 
a broader shortfall in the euro area compared with the United States in terms of the spread of ICT 
equipment as a factor of production.15 

 

Vigorous intangible investment 

Business investment on intellectual property rights, which includes R&D and spending on software and 
databases, is increasing steadily, even since the crisis (18% increase in volume compared with 2007). 
The intensity of investment on intangible assets is higher in France than among its European neighbours: 
the investment rate represents 5% of value added in France, compared with 3.8% in Germany and 3.6% 
in the United Kingdom, and even less in southern Europe. 

However, this favourable bias must be qualified:  

 business investment on research and development – the most favourable to innovation – is still 
significantly lower than in Germany or the United States. 

 the positive difference in respect of intangible investment stems from expenditure on software 
and databases. The higher weighting of the services in France explains part of this, but only part.16  

                                                           

14 The prospective study on the adaptation of the productive apparatus by consultants Roland-Berger at the 
request of the Directorate General for Enterprise (DGE) and professional bodies covering manufacturing 
technology (Symop) and electrical equipment (Gimélec) highlights insufficient automation in France compared 
with Germany, ranging from 8% in the automotive industry to 69% in the manufacture of electrical and electronic 
goods. It is measured based on the number of robots per 10,000 employees. 

15 G. Cette, C. Clerc and L. Bresson, “Diffusion et contribution des TIC à la croissance aux États-Unis, dans la zone 
euro et au Royaume-Uni”, September 2014. 

16 Another explanation could be differences in the statistical treatment of investment on software and databases 
between countries. A large proportion of such expenditure is comprised of production for a company’s own end 

Chart 8: Investment rate on intellectual property rights in 
the economy as a whole (GFCF in IPRs in proportion to VA by 
value) 

 

Source: OECD. 
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Source: Eurostat, BEA, DG Treasury calculations. 
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The size and age of firms 

Like its neighbours in the euro area, France is characterised by the substantial weight of SMEs,17 which 
are variously estimated to account for roughly half of corporate value added. However, Banque de 
France analyses show a worrying downward trend in recent years in the rate of investment by SMEs, 
and even among mid-caps. 

Chart 10: Investment rate in France by company size (GFCF as a % of VA) 

 

Source: Banque de France, FIBEN database, August 2014. Field: non-financial corporations within the meaning of the LME. 
Data for 2014 are not yet final (collection is ongoing). 

This implies that it is above all large firms that are driving investment in France. Positively, this finding 
lays to rest the suspicion of a certain lack of interest in investment by large companies in France. But 
the mission discussed the causes of the decline in SME investment with many people. We believe that 
there are three causes: 

 lower margins, SMEs being much more reliant on self-funding than larger firms; 

 less desire to accept the risk entailed in investment and innovation by some small business 
owners, notably due to their more advanced age;18 

 the acknowledged difficulty of creating and, more importantly, nurturing new and innovative 
businesses in France. While continental Europe as a whole shares this syndrome,19 it would appear to 
be more pronounced in France. According to a European Union survey on innovation, 37% of companies 
are technologically innovative in France, as opposed to 55% in Germany and 42% in Italy.20 

Lower overall productivity of investment 

This factor, which is by nature felt across all sectors, highlights the very substantial slowdown in labour 
productivity gains and the end of France’s catch-up with American productivity. Over the recent period, 

                                                           

use, which is particularly hard to measure. Moreover, the national accounts must overcome the risk of porosity in 
the data between the software and the machines that use it (including ICT equipment). 

17 Defined within the meaning of the Economic Modernisation Act (LME) as companies with fewer than 250 
employees and less than €50 million in revenue or €43 million in assets.  

18 Italy and Germany are also facing the challenge represented by the advancing age of business owners, although 
no reliable figures are available on the subject. 

19 T. Philippon and N. Véron, “Financing Europe’s fast movers”, January 2008, Bruegel.  

20 Share of innovative companies in terms of products and/or processes in 2010-2012, based on the 2015 
Community Innovation Survey (CIS). 
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the negative gap with the United States has not been attributable to lower investment, but rather to 
considerably slower growth in total factor productivity (TFP in the chart below). 

Chart 11: Contributions to growth in labour productivity in France and the United States 

 

Source: OECD, taken from “Productivity in France: Issues and policies”, by Jean Pisani-Ferry, OECD global dialogue on the 
future of productivity (ICT: information and communications technology; TFP: total factor productivity). 

It is often set against a key criterion: the increase in the average age of capital. Absolute values must 
be handled with care: the rate of depreciation applied by statisticians may be somewhat unreliable in 
the face of swifter technological and economic obsolescence. Nevertheless, change over time in the 
euro area is clear. Since the 2008 crisis, the average age has increased by 15 months in Italy, 11 months 
in Spain, 8 months in France and 6 months in Germany. 

Chart 12: Average age of capital in machinery and equipment (in quarters) 

 

Source: Banque de France. Estimated average age of capital in machinery and equipment based on investment flows by 
volume discounted at a constant flat rate of 4%. 

However, in addition to the age of capital, several studies21 highlight a broader problem resulting from 
the productivity of French capital: since France has more regulations than other countries, particularly 
in the labour market, it tends to have to invest more, but its investments tend to be less efficient. The 

                                                           

21 See notably G. Cette et al., “Upstream product market regulations, ICT, R&D and productivity”, NBER Working 
Paper, October 2013. 
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relative weight of regulations does indeed appear to be correlated with under-investment on ICT and 
R&D, in France as well as in other countries (see Appendices 3.3 to 3.5).  

Here, one can only echo the summary message of the Pisani-Ferry and Enderlein report dated November 
2014. Germany is facing a quantitative investment challenge, which it now recognises better; France is 
facing a broader competitiveness challenge.  

“Malinvestment” is only one aspect of this challenge, but the summary diagnoses converge: France, 
with its sound quantitative resilience, invests in construction, but not enough in research and 
development or industrial machinery; it has a significant number of large firms, but not enough small 
growth companies; it has trouble combining investment on innovative equipment and the ensuing 
intangible training and organisation costs in a sufficiently productive manner. Investment is thus not 
sufficiently “Schumpeterian”. This goes for Europe as a whole in relation to the United States, but is 
especially true for France. 

1.2 Economic levers first 

To move from diagnosis to treatment, the mission met with two categories of stakeholders that rarely 
exchange views, namely entrepreneurs and macroeconomists from international organisations. 
Between intuitions in French and equations in English, they do not speak the same language. But their 
conclusions are remarkably convergent. The “riddle” of the investment gap has in recent months been 
analysed by the IMF,22 the OECD23 and the Bank for International Settlements.24 It is also recurrently 
analysed by INSEE (National Institute for Statistics and Economic Studies).25 

Anticipated growth is the most important lever 

Today, the three key determinants of investment are not financial, but economic, and one factor 
dominates the others: order books as proxies for anticipated demand or GDP. Questioned by Bpifrance 
every six months on obstacles to investment, small business owners most frequently cite demand, in 
the proportion of 68%.26 This is reflected in econometric analyses performed by international 
organisations. For the IMF, the 20% decline in investment in 2014 compared with 2007 is attributable 
solely to the decline in production and the softness of the recovery (see Appendix 3.7). 

The reality today is that of investment “coming along” with the recovery. It does not act as a “brake”, 
because we are not up against the saturation of production capacity. The capacity utilisation rate in 
manufacturing industry was 82.2% in July 2015, still below its average between 1994 and 2007.27 But 
investment is less of a “multiplying” factor than assumed in the classic Keynesian model. The magnitude 
of today’s recovery is therefore key for investment, as are reforms that help increase potential 
growth, such as the recent Macron law. The success of many of our northern European neighbours in 
this regard should inspire and embolden us.  

                                                           

22 IMF, World Economic Outlook (chap. 4), “Private investment: what’s the holdup?”, April 2015. 

23 OECD, “Corporate investment and the stagnation puzzle”, Business and Finance Outlook, June 2015. 

24 R.N. Banerjee, J. Kearns and M.J. Lombardi, BIS, “(Why) Is investment weak?”, March 2015. This study notably 
concludes that expectations of future growth are more critical as determinants of investment than the availability 
of funds. 

25 INSEE, “En France, l’investissement des entreprises repartira-t-il en 2014 ?”, economic climate survey, December 
2013, and “Le prix du foncier n’aurait pas d’effet direct sur l’investissement en actifs productifs”, economic climate 
survey, June 2015. 

26 61st survey of the economic climate for SMEs, Bpifrance, July 2015 (see Appendix 3.6). 

27 INSEE, Information rapides, 22 July 2015 – No. 175. 
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The other two economic factors still tend to play a greater role in France than elsewhere: uncertainty 
and profitability. 

Reduce uncertainty to bolster confidence 

Economists are currently working on “uncertainty indicators”, which appear to have a significant bearing 
on the level of investment. 

Chart 13: Investment and economic uncertainty in the euro area 

 

Source: Groupama Asset Management. 

Not everything hinges on the national level in this respect. For France, however, the 2012 Gallois report 
was right in advocating a “confidence shock”. Less noted than the ubiquitous “competitiveness shock”, 
it was drawn from a triptych that remains highly topical: recognition, stability and visibility: recognition 
of the complexities that affect the lives of entrepreneurs: the “simplification shock” called for by the 
President of the French Republic in 2013, and the competent work of Thierry Mandon and Guillaume 
Poitrinal must be resolutely pursued after their departure. Simplification, including in respect of certain 
aspects of labour law – and extending to new laws – is an austere but real source of leverage for 
investment; stability of tax rules and norms in a country where their incessant change weighs on 
credibility among foreign investors and dampens business confidence. A true pause in fiscal and 
regulatory change, proclaimed for the coming two years, would cost nothing and could help boost 
investment significantly; and last but not least visibility. The mission was struck by the “narrative” 
surrounding Matteo Renzi’s economic reforms in Italy. The underlying nature of Italy’s reforms is close 
to that of those pursued in France. The difference stems from the systematic and unabashed efforts to 
sell them to international and domestic investors alike. 

A good goal for France would be to improve its ranking further in the World Bank’s annual “Doing 
Business” survey (31st place in 201528). Perception is at least as important as reality. This should be good 
news for French economic policy, which to date has neglected this more “micro” lever among both 
domestic and international business people. 

Profitability and margin levels: the direct and indirect effects 

The effect of companies’ financial wealth on their capital expenditure has been the subject of various 
formulations, including Tobin’s q.29 The most famous is the so-called “Schmidt theorem”, which needs 

                                                           

28 France gained two places in the rankings compared with 2014, but is still considerably behind Denmark (4th), 
the United Kingdom (8th), Finland (9th), Sweden (11th), Ireland (12th) and Germany (14th). 

29 Tobin’s q – named after American economist James Tobin – is the ratio of a company’s market value to the cost 
of renewing its stock of physical capital. An increase in q makes it easy for a company to raise funds, thereby 
promoting investment. 
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updating. It holds that “today's profits will be tomorrow's investments, which will create jobs for the 
day after tomorrow”, but the sequence is only partial, given the weight of the previous levers, and will 
vary in nature depending on the size of the company:  

 It plays a direct and “mechanical” role for many SMEs sensitive to the size of their cash position. 
Manufacturing SMEs met by the IGF and the CGEIET cited a rule of “reassurance”: investments must be 
primarily self-funded, even when credit is available. As it happens, French SMEs have indeed tended to 
scale down their investments and increase their self-funding rate in view of the stagnation of their 
savings rate.  

Chart 14: Self-funding, savings and investment rate for SMEs 

 

Source: Banque de France, FIBEN database, August 2014. Data for 2014 are not yet final (collection is ongoing). 

 For larger companies, the sequence is based on entrepreneurial motives: an investment is only 
worth risking if there is the prospect of achieving a sufficient return. 

In this regard, the recent decline in the margins of French companies30 is a cause for concern that has 
been properly identified and appropriately addressed by the competitiveness employment tax credit 
(crédit d'impôt compétitivité emploi – CICE) and the responsibility and solidarity pact. INSEE, in its 
predictive investment model, also attaches greater importance than international organisations to the 
corporate savings rate. 

Its increase in 2015 should, along with the recovery in demand and the lower the user cost of capital, 
help drive the anticipated growth in business investment, which INSEE sees reaching an annualised 
rate of between 1% and 2% by the year-end. The first components of the national accounts in the 
second quarter, published in August, are consistent with this trend. Recent surveys31 of midmarket 
companies and SMEs reveal the same signs of an ever-cautious improvement, with the exception of the 
depressed construction sector.  

                                                           

30  Change in the corporate savings rate, however, is less favourable than change in margins, particularly in light of 
the decline in financial expense. 

31 See Bpifrance’s 61st survey of the economic climate for SMEs, July 2015, and the Euler Hermes “Corporate 
investment and cash reserves” survey of June 2015. 
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Determinants of French investment according to INSEE 

Chart 15: Contributions (as a %) to investment in productive assets (GFCF in machinery-equipment and intellectual 
property rights) 

 

Source: INSEE. 

INSEE’s productive assets model shows that demand is the main determinant of GFCF in machinery-
equipment and intellectual property rights. Since 2000, it has accounted for two-thirds of change in 
the determinants of investment.32 It explains the increase in investment between 2000 and 2007, and 
its downturn in the wake of the 2008 crisis. 

Over a short period (2012), two phenomena stand out: 

 overall investment is higher than implied by the individual determinants; and 

 the share of the various determinants of investment is more balanced: demand accounts for 
only 24% of total contributions, as opposed to 34% for the savings rate and 42% for the user cost of 
capital. INSEE gives greater weight than other sources to the user cost of capital, even though it is 
rarely a decisive factor cited by business people. Over time, the contribution of this factor is 
nevertheless modest. 

Overall, in advanced economies, funding and its availability are not currently an obstacle to 
investment. Only a very small minority of the SMEs interviewed by Bpifrance cite financial constraints 
among obstacles to investment: 24% cite debt, and an even smaller proportion of 10% cite the cost of 
credit. However, this does not imply that financial aspects cannot provide support for investment. 

                                                           

32 Seen as the share of a factor in the sum of the contributions of the three determinants in absolute value. 
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1.3 New sources of funding for innovative investments 

1.3.1 The renewal of the hackneyed savings-investment debate 

The debate on the equilibrium between savings and investment is as old as political economy. In the 
well-known “IS” curves,33 I(nvestment) and S(avings) volumes adjust to an equilibrium interest rate, 
which does not necessarily result in full use. But today the debate is shifting from the quantitative to 
the qualitative aspects. 

Abundant savings volumes 

The overall issue is no longer either the volume or price of available savings. Savings are currently 
abundant in Europe – where there is a current account surplus – and more broadly worldwide, thanks 
to the substantial amount of savings in Asia. At a time when he was not yet Chairman of the Fed, Ben 
Bernanke coined the term “global savings glut”34 in 2005 to designate the surplus savings in emerging 
countries, in a speech that still resonates today.35 

The central scenario today is the continuation of low real interest rates,36 perpetuating a pronounced 
trend: real rate of 5% at the 1986 peak; 2% before the financial crisis; and 0% today. In short- to medium-
term reality, central banks’ monetary policies ensure ample liquidity. 

Low interest rates, but investment remains fairly insensitive 

Logically, these savings are cheap. Central banks’ low interest rates are correctly passed through to 
companies that invest (see Part 2.1 on the French example). The companies we interviewed often 
questioned the commitment of banks, but none of them bemoaned an excessively high cost of credit. 
Moreover, some economists go even further:37 they contend that business investment is in any event 
fairly insensitive to the level of interest rates.38 A survey by the US Fed39 found that more than two-
thirds of CFOs (68%) would not change their investment plans in the event of a fall of up to 3 percentage 
points in interest rates. Such a result is not inconsistent with the weight of the non-financial levers of 
investment highlighted above, including demand. The investment cycle could even be positively 
correlated to interest rates: when companies invest at the peak of the business cycle, they also tend to 
invest at the highest interest rates. 

Still, in the classic model, investment is one of the channels of monetary policy transmission. We must 
therefore accept that transmission has less of a direct impact – through cheap funding – than an indirect 

                                                           

33 IS-LM in the full Hicks and Hansen model, where LM designates supply and demand for money, as in L(liquidity 
preference)-M(oney supply). 

34“The global saving glut and the US current account deficit”, Virginia Association of Economists, March 2005. 

35 In 2010, a well-publicised report by the McKinsey Global Institute questioned the sustainability of this savings 
glut, although its findings have not been confirmed since. 

36 O. Blanchard, D. Purceri and A. Pescatori, IMF, “A prolonged period of low interest rates?”, in Secular Stagnation, 
a CEPR e-book, summer 2014. 

37 See the landmark article by B. Bernanke and M. Gertler, “Inside the black box: The credit channel of monetary 
policy transmission”, NBER Working Paper, 1995. The authors noted back then that households’ residential 
investment and purchases of durable goods react much more quickly than business investment to changes in 
interest rates. Business investment is more sensitive to balance sheet effects, echoing Tobin’s q (see note 28). 

38 A. Brender, F. Pisani and E. Gagna, Monnaie, finance et économie réelle, La Découverte, 2015. 

39 S. Sharpe and G. Suarez, Fed, “The insensitivity of investment to interest rates: Evidence from a survey of CFOs”, 
2014. 
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impact. By supporting demand – primarily internal, notably for households, or externally via the 
exchange rate – monetary policy improves companies’ economic prospects, and in turn their desire to 
invest. 

Empirical findings and theoretical analyses converge in any event: in the developed world, funding is 
now abundant, in addition to being cheap, and this environment is expected to endure – in the medium 
term at least. However, the question of the savings-investment equilibrium must now be observed 
from a new qualitative perspective, namely risk intensity.  

A new qualitative challenge 

Today’s economy opposes increasingly “disruptive” and risky investments with traditional sources of 
funding and “prudent” savings. 

The nature of investment is changing. We noted this earlier in our discussion of what is described as 
the “malinvestment” prevailing in France. Investment must increasingly be turned towards innovation 
and disruption, particularly in the more “Schumpeterian” digital revolution. Tomorrow’s investments 
will not be on the same assets as yesterday – they will be less tangible – or on the same companies – 
which will be less well established – or in quite the same countries. Moreover, the most decisive 
investment today is not part of traditional GFCF. It is spending on the skills of men and women, in initial 
vocational training and continuing education. France is lagging behind the best performers in Europe, 
including Germany. To cite just one example, there is probably no higher investment priority today than 
to mobilise all stakeholders – including businesses – in favour of early learning, which may include 
European mobility.  

Meanwhile, the advanced world must successfully switch to a low-carbon economy; emerging countries 
have massive infrastructure requirements. We must invent vehicles to fund these investments, pooling 
the risk. 
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Chart 16: The savings-investment equilibrium: a qualitative challenge depending on risk intensity 

 
Source: Mission.40 

Faced with these riskier investments, funding paradoxically appears to have remained very much as it 
always has. Banks and financial institutions have not shown much interest in developing disruptive 
solutions to finance investment. This is partly because prudential rules favour safe assets, starting with 
government securities and mortgage loans (see below). It is also partly because their instruments are 
not innovative enough. As such, banks overwhelmingly finance investment in the form of medium-term 
loans or leases, secured by a physical asset. More broadly, new or growing companies need equity even 
more than credit, and banks cannot directly satisfy this requirement. Faced with increasing needs, 
companies need to diversify their financing instruments. 

Philippe Aghion, an undisputed specialist in innovation, was among the first to highlight the relationship 
between the maturity of an economy and its financing structure. An economy in a catch-up phase – 
such as post-war Europe and many emerging countries today – can be financed primarily by debt, 
because the process is quite safe. An economy “at the technological frontier”, which must innovate 
and as such take more risk, needs more equity financing: entrepreneurs need sustainable funds, and 
financial investors must have upside, or in other words the potential to reap a substantial return in 
exchange for their risk. On a more critical note, American economist S. Cecchetti41 points out that banks 
still tend too naturally to favour projects with significant collateral – physical sureties – and low 
productivity. 

Today, however, the preference for debt over equity remains firmly entrenched: almost everywhere, a 
“tax bias” results in interest on debt being fully deductible from income tax, whereas dividends are 

                                                           

40 The size of the various components is only indicative. 

41 S. Cecchetti and E. Kharroubi, “Why does financial sector growth crowd out real economic growth?”, BIS, 
February 2015.  
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not.42 Throughout the developed world, debt ratios remain high: the “deleveraging” so often touted 
after the crisis was actually a mirage. Public and private debt have both remained high; the only 
significant decrease has been among financial institutions. Many analysts43 see this as a major reason 
for the slow recovery of growth and investment. 

**** 

There remains a third dimension, corresponding to the left-hand side of our diagram: upstream of 
funding, savers themselves appear to be more cautious and risk adverse. The concern for protecting 
one’s capital is natural – we all experience it – but it has been compounded by the financial crisis, and 
is fuelled by the ageing of the population in Europe. Older savers tend to prefer savings that provide a 
regular income; Germany provides a collective illustration of this preference for security. This is 
objectively the biggest challenge: how can we encourage French and European savers to take more 
reasonable risk? We will discuss this further in Part 3: our opinion is that the first priority should be to 
reorient savings to the long term, rather than to direct risk-taking. Two rules of conduct nevertheless 
appear inescapable in this respect: 

 First, avoid ill-judged incentives. Risk and return are the foundations of sound finance: savers 
must be able to choose how they position their assets accordingly, on the basis of stable rules – the 
most neutral possible and the most transparent – over time. France’s tax framework is still very 
favourable to safe short-term savings. It is built on the one hand on the regulated Livret A and PEL 
savings accounts, and on the other hand on life insurance contracts largely dominated by euro funds, 
and as such government bonds. Rather than seeking to offset them through the use of tax incentives 
serving to divert savings into equities or venture capital, it would be better to set fair prices for regulated 
savings, as has been done for the interest rate on the Livret A. We must also ensure that these funds 
can be used for companies and equity investments (see below, recommendation 3). It should be noted 
however that our European neighbours, who do not have the same products, observe the same 
precautions among savers in favour of deposits. 

 Second, it is precisely the role of good financial intermediaries to assume this transformation 
from prudent liabilities – savings – to riskier assets – investments. They can achieve this by pooling risks 
and transforming maturities from the short term to the long term. However, the excessive financial risk 
seen before the crisis, characterised by unreasonable leverage, insufficient cash and absurdly complex 
products, should be expressly prohibited. This is the role of reinforced prudential requirements. The 
aim is to better support economic risk-taking, since it is a vital way of fostering innovation.  

That said, local or “direct” savings are starting to exert noteworthy and growing appeal. Love money 
invested to get companies going, the wish to use savings locally – contrasting with the desire for shared 
and presumably cross-border savings – and crowdfunding all illustrate the same desire to invest savings 
with as little intermediation as possible. This choice must be respected and encouraged, but it must be 
clarified: direct savings are not in themselves less risky or more generously remunerated than pooled 
savings, indeed it is largely the opposite.  

Our belief is that, on the scale from “regular income” to “risk”, France and Europe are too close to the 
“regular income” side, and too far from the “risk” side. The investment-savings equilibrium is 
suboptimal, there is a qualitative “sub-equilibrium”: our need is not so much for overall investment 
and savings as for disruptive investment and risky savings. 

                                                           

42 Belgium and, more recently, Italy have introduced partial adjustments in favour of equity. 

43 See K. Rogoff and S. Lo, “Secular stagnation, debt overhang and other rationales for sluggish growth, six years 
on”, 24 July 2014, for the 13th annual conference of the BIS. 
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1.3.2 The favourable effect of low interest rates, dampened notably by a 
persistently high cost of equity  

Low interest rates and the unconventional quantitative easing policies currently being used by central 
banks are fully justified as support for investment, even though their effects are transmitted largely 
through demand (see above). As is noted less often, they also promote the improvement of the savings-
investment equilibrium described above. Central banks do not intervene chiefly to purchase and 
thereby support risky assets, such as loans to SMEs44 or equities. It has been suggested that they should 
do so, but a shift of this nature would pose serious technical difficulties as regards harmonising such 
loans, as well as by increasing the amount of risk on the central bank’s balance sheet. Rather, they act 
indirectly by buying – in Europe and in the United States alike – safe haven assets such as government 
securities and covered bonds.45 Their aim is also to lessen the yield and as such the attractiveness of 
such assets for private financial investors, thereby redirecting them to riskier investments. 

This two-way transmission – encourage business investment via low interest rates, and encourage risk-
taking on the part of investors by buying up “sovereign” securities – has reached its limit as regards large 
firms, particularly in the United States. 

Maintaining a high cost of equity for international companies 

Among big firms, we examined, as requested in our engagement letter, the “cost of capital” used as a 
reference and sought to determine why it has remained high. 

 

 

What is meant by the “cost of capital”? 

The “cost of capital” is a broad concept that has fortunately just been the subject of a report by the 
National Council for Statistical Information (Conseil national de l’information statistique – CNIS).46 
The working group, chaired by Olivier Garnier and formed at the request of the CGT, a confederation 
of trade unions, shed instructive light on a complex issue: 

 when seeking to measure the various components of the cost of raising capital (including debt), 
the biggest challenge is represented by the cost of equity, since the associated interest rate is by 
definition not available; 

 there is no single indicator, and no adequate statistical source: the report focuses on various ex-
post indicators. It notably provides an overview of the most frequently used indicator for all 
funding: the weighted average cost of capital (equity and debt), generally referred to simply as 
WACC. 

The mission chose a simpler approach. It focused solely on the cost of equity and ex-ante indicators. 
It therefore represents ex-ante return expectations applied to investments, notably financial. 

  

                                                           

44 Even though they take a portion as guarantees on long-term loans, such as the ECB’s targeted long-term 
refinancing operations (TLTRO). 

45 Including mortgage-backed covered bonds.  

46 O. Garnier, R. Mahieu, J.-P. Villetelle, CNIS, “Le coût du capital – Rapport du groupe de travail”, July 2015. 
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The approach has two advantages: 

 the cost of equity directly affects investment decisions; 

 it is measured at the micro level through relatively simple data, even if they are not in the public 
domain. 

Financial analysts apply the cost of equity (CoE) to major economic sectors, or individually to listed 
companies. 

By extension, the mission looked at the ex-ante internal rate of return used within individual 
companies. Also known as the hurdle rate, this is the rate that must be cleared for a project to be 
approved. 

 

To clarify, in relation to other cost of capital metrics, we have restricted ourselves to the “cost of equity”, 
which focuses solely the expected return on equity. The cost of equity is not currently subject to public 
monitoring of any sort. However, it is of critical importance, and the mission concluded, on the basis of 
a number of “private” measures available, that there is an obvious mismatch. While interest rates have 
fallen sharply over the last two decades at least, bringing current levels close to zero, the cost of equity 
used by analysts has remained stable at a high level, often in double digits – and has even edged up 
in some cases.47 

Chart 17: Comparative change in the cost of equity in the United States and Europe (general industry) 

 

Source: Bloomberg, OECD calculations (from the 2015 OECD Business and Finance Outlook), ECB (euro area 10-year 
government benchmark bond yield). 

 

                                                           

47 Tracked notably on the basis of a website that appears to be a reference, namely that of Aswath Damodaran, 
Professor of Corporate Finance at the Stern School of Business at New York University. 
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Statistical sources for firms’ IRRs are by nature even more disparate. But the aforementioned Fed survey 
of American CFOs surprisingly found that hurdle rates remained high in 2012, averaging more than 14%. 

Chart 18: Average hurdle rates based on various surveys compared with bond yields in the United States 

 

Source: Fed. S. Sharpe and G. Suarez, Fed, “The insensitivity of investment to interest rates: Evidence from a survey of CFOs”, 
2014. 

US bank JPMorgan therefore advises its major S&P 500 customers to revise down their hurdle rates, 
arguing that high levels can in fact be “counter-productive” by resulting in excessively severe selection 
of investments and lower long-term value creation.48 

More pronounced effects to date in the United States 

This issue is new, and more perceptible in the United States than in Europe or France. The mission 
believed it to be sufficiently important for it to be worthwhile doing a more in-depth analysis of its 
causes and consequences. Strangely, the consequences seem clearer than the causes, which we will 
look at later. 

The phenomenon does not appear to have been the focus of much research to date in the United States 
itself, except in an OECD paper published in 2013.49 The authors conclude that real investment is 
motivated economically by faster growth and reduced uncertainty, but financially by the cost of equity 
– as opposed to the interest rate. Meanwhile, dividends and share buybacks are stimulated by the 
difference between the cost of equity and borrowing rates. This difference is at its peak today, and 
companies on Wall Street are being encouraged to give dividends and share buybacks priority over 
investment. This phenomenon has been widely observed.50 The structure of executive compensation 
obviously plays a role here as well. 

  

                                                           

48 JPMorgan, “Bridging the gap between interest rates and investments: Understanding the weak links between 
interest rates, cost of capital, hurdle rates and capital allocation”, September 2014 (see Appendix 4). 

49 A. Blundell-Wignall and C. Roulet, “Long-term investment, the cost of capital and the buyback puzzle”, 2013. 

50 M. Alcaraz, “Le marché préfère les dividendes à l'investissement”, Les Echos, 15 June 2015. 
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Chart 19: Change in financial flows in American 
corporations (general industry) 

 
Source: Bloomberg, OECD calculations (from the 2015 
OECD Business and Finance Outlook). 
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Blackrock, the world’s biggest institutional investor, with $4,650 billion in equities under management 
at the end of 2014, recently sent a letter voicing its concerns to major global companies: “In the face of 
these [short-termist] pressures, more and more corporate leaders have responded with actions that can 
deliver immediate returns to shareholders, such as [share] buybacks or dividend increases, while 
underinvesting in innovation, skilled workforces or essential capital expenditures necessary to sustain 
long-term growth” (see Appendix 4). The approach may be one of reputation and image, it is 
nevertheless indicative of a growing debate, even among US lawmakers. 

In France, the issue was raised in our talks with heads of CAC 40 companies. All deem it important and 
new. In private, they expressed their doubts on the cost of capital applied to their business by analysts, 
which they feel is too high. They said they have opted to date to partially ignore this indicator in their 
investment policy, although many would make more acquisitions if their cost of equity were lower. 

More specifically in the banking sector, the persistently high CoE – well above the ex-post return on 
equity (RoE)51 – has led several major European and French banks to announce big plans aimed at 
boosting their return on equity. Here, then, a high cost of equity has an impact on the actual strategy. 

To date, Europe and France fortunately seem to have been less affected by the cost of equity. But no 
one emerges totally unscathed from this contradiction between low interest rates – meant to foster 
investment and a long-term view – and the short-termist view underlying the requirement of a high 
return on investment. Many mid-caps and SMEs for which analysts do not calculate the cost of capital 
have the equivalent in the requirement of a faster return on investment: in three years henceforth as 
opposed to five, for instance. 

Multifaceted causes 

The causes of this mismatch are more complex to identify. Mechanically, the cost of equity is the 
combination of a risk-free rate, which has fallen sharply, and two components representing risk, namely 
the equity market risk premium, which covers the heightened risk on equities, and a beta specific to the 
sector, country and/or company. 

  

                                                           

51 See the IMF’s Global Financial Stability Report, “Risk taking, liquidity, and shadow banking”, Chapter 1 (pp. 21-
31), October 2014. 

Chart 20: Change in financial flows in European 
corporations (general industry) 

 
Source: Bloomberg, OECD calculations (from the 2015 
OECD Business and Finance Outlook). 
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The theoretical model used to calculate the cost of equity 

The value of equities in a balanced market is estimated using the capital asset pricing model. In this 
model, investors in a balanced market only pay for market risk, or non-diversifiable risk. The cost of 
equity (CoE) is equal to the risk-free rate (rf) plus a risk premium determined solely on the basis of 
the asset’s market risk:  

CoE = rf + ß x (rm - rf) 

The risk premium of a financial market (rm - rf) measures the profitability gap expected between the 
market as a whole (rm) and the risk-free asset (rf), i.e. the government bond. To determine the risk 
premium for each security, the equity market risk premium is multiplied by the beta (ß) of the security 
in question.52  

 

It appears as though the increase in risk has more than outweighed the decline in the risk-free rate. This 
perfunctory explanation does not clarify the background, and the mission heard three causes that may 
contain some truth in this regard: 

 a hysteresis effect after the great recession of 2008, which momentarily pushed up risk 
premiums. This is the most optimistic explanation, and implies that the cost of equity will “eventually 
fall”; 

 doubt among financial investors that the decline in risk-free rates and/or inflation is sustainable, 
in which case current monetary policy is deemed unsustainable. This argument ignores the structural 
and sustainable factors keeping rates low; 

 a more fundamental reflection of heightened risk aversion in the advanced world. This would be 
particularly striking in that it is as much a factor in the United States – where uncertainty has been less 
pronounced – as in Europe. Its corollary is excess demand for “safe haven” assets among financial 
investors. 

Lastly, several interviewees stressed the relative opacity of the formation of these “costs”. It is not the 
mission’s purpose to have the final word. It also bears repeating that investment depends primarily on 
economic levers, more than the cost of equity. However, it now seems essential to monitor it better – 
as a microeconomic variable that is as essential as it is poorly understood – and to deepen the analysis 
of its causes and its consequences. International economic organisations are an ideal forum for such 
endeavours. 

**** 

It is tempting to link these “micro” insights with the macroeconomic debate on “secular stagnation” 
reignited in late 2013 by former US Treasury Secretary Larry Summers. The term is striking. It was 
actually coined by Keynesian Alvin Hansen in the United States in 1938, before the post-war boom 
caused it to be refuted. Here we will examine the components that are in our opinion the most relevant 
to the topic of investment financing: 

 higher savings and low interest rates have structural causes: (i) rising inequality in rich countries, 
benefiting individuals who save more – the economy has become less Keynesian, with a lower-than-
average propensity to consume, and Summers echoes in this regard some of the work of Thomas Piketty  
(ii) the accumulation of large reserves of savings in countries with current account surpluses, primarily 
China and Germany, and (iii) the increase in life expectancy, which, despite not being directly cited by 
Summers, contributes to the high savings rate;  

                                                           

52 Pierre Vernimmen, Finance d’entreprise, 2015. 
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 against these savings, investment should increase, thereby fuelling the recovery. But the “I-S” 
adjustment by interest rates would imply going beyond the very low rates currently prevailing, with real 
interest rates negative in some cases, bringing it up against what many economists term the “zero lower 
bound”, i.e. nominal short-term interest rates of zero. 

The paradox is that this theory was revived in the United States, even though it probably applies more 
to Europe, which has a savings surplus and an inadequate recovery.53 Moreover, taking the prevailing 
difficulties as evidence that we are facing us a century of stagnation is somewhat fanciful. 

Let us put it differently, with some conclusions summarised as we reach the end of the first part: 

(i) the level of investment, and more importantly its innovation content, is key to a sustainable 
recovery; 

(ii) the levers are primarily economic, namely reforms that increase actual and potential 
growth, reducing uncertainty, use of margins as an incentive; 

(iii) but to use abundant savings well, the nature of funding must adapt – becoming more 
innovative – while the cost of equity must decline: these two trends would reflect reduced 
risk aversion in advanced countries, particularly in Europe. 

  

                                                           

53 See O. Blanchard, D. Purceri and A. Pescatori, IMF, “A prolonged period of low interest rates?”, in Secular 
Stagnation, a CEPR e-book, summer 2014. 
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2 Address the three challenges of funding 

The potential sub-equilibrium between savings and investment that we have identified qualitatively 
must be analysed in three geographic circles:  

 in France, where there is an enduring misunderstanding about credit; 

 in the euro area, where savings are abundant but poorly allocated between countries; and lastly 

 among developed countries as a whole, with the question of the effect of prudential rules. 

2.1 In France, there is an enduring misunderstanding about credit 

The most frequently asked question – and one that sparks heated debate – is that of access to bank 
credit: seven years after the financial crisis, do banks have a restrictive attitude towards businesses? 
But the mission also examined the availability of capital, which is of growing importance for more 
innovative investment. 

2.1.1 Resolve the misunderstanding about credit 

On the question of access to bank credit in France, it is clear that there is still a worrying gap between 
the reassuring overall observation and the more critical perception in the field. Reducing this gap must 
be a priority for all, starting with banks themselves, and this constitutes the first set of our mission’s 
recommendations. 

Broadly satisfactory figures 

Overall indicators of the supply of credit in France are largely positive. Official ECB statistics enable us 
to make accurate comparisons with our European neighbours in respect of volumes, interest rates and 
the access of SMEs to credit. 

In volume, France is the European country where the financing (bank and bond) of non-financial 
corporations has grown the most since the crisis. This is the case both for overall debt, which has 
increased by 28% since the peak of the crisis in late 2008, and for bank credit alone, the outstanding 
volume of which has increased by 7% over the same period.54 By contrast, bank financing has fallen by 
an average of 12% in the euro area, moderately in Germany (-5%) and steeply in Spain (-44%). The gap 
has remained a feature over the recent period. As of end-June 2015, outstanding bank loans to NFCs 
had increased by 3.3% year on year in France,55 as opposed to declines of 1.1% in Germany and on 
average across the euro area as a whole, and 2.1% in Italy. 

 

 

 

 

 

 

                                                           

54 Between end-2008 and June 2015. Source: ECB. 

55 For France, the figure is adjusted for securitisation by the Banque de France. 
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Chart 21: Total borrowings of NFCs in the euro area   
(100 = January 2009) 

 

Source: ECB. 

Chart 22: Outstanding bank loans of NFCs in the euro area 
(100 = January 2009) 

 

Source: ECB. 

France also appears to be in a generally favourable situation as regards interest rates. New bank lending 
rates have fallen sharply to an average of less than 2% today, compared with 5% in 2007 before the 
crisis and nearly 6% at its peak in 2008. Although interest rates are tending to converge across the euro 
area, France is one of the countries where credit is least expensive, even for “small” loans.  

Chart 23: Interest rates on loans of less than €1 million, all maturities 

 

Source: Banque de France. 

Finally, as regards SMEs’ access to credit, the ECB’s latest semi-annual SAFE survey56 gives a success 
rate (total or majority) of 79% of applications in France, a level close to that of Germany (78%), and 
higher than Italy (65%) or Spain (69%). However, SMEs’ perceptions are improving very rapidly in Spain, 
and at a faster pace elsewhere than in France. 

Two other indications echo this finding:  

 the steady decline of referrals to the credit mediation mechanism, which were down 19% in 2014 
compared with 2013, and down 14% in the first half of 2015 compared with the first half of 2014. The 
credit mediation mechanism, whose work is recognised by all parties, each month deals with less than 
0.2% of the total value of new loans granted by banks.  

                                                           

56 BCE, Survey on the access to finance of enterprises (SAFE) for the period from October 2014 to March 2015, June 
2015. 
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 an econometric study conducted independently by the Banque de France,57 backed up by 
business surveys on access to credit, cites “a fall in demand for credit from businesses rather than a 
decline in loans granted. (...) Only companies in precarious financial situations have real difficulties in 
accessing bank credit.”58 

French banks therefore have some reasons to argue that they have “done their job” since the crisis. One 
must also factor in the swift development of non-bank debt financing for large companies and a growing 
share of midmarket companies. Driven by large firms, the disintermediation rate of French companies 
has risen from 24% in 2008 to 38% in 2014.59 According to 2013 FIBEN data, it was 70% for large firms 
and 26% for midmarket companies, but still very low for SMEs (4%). This shows that the French economy 
– more so than its neighbours in the euro area – has already diversified its sources of funding: the share 
of bond debt is only 14% in Germany, 12% in Italy, and 2% in Spain.60 “Funds of loans to the economy” 
have also grown strongly since 2013. 

Funds of loans to the economy 

Created in the summer of 2013, funds of loans to the economy (fonds de prêts à l’économie – FPE) 
allow insurance companies to use a portion of household savings to finance the debt of non-listed 
SMEs and midmarket companies.  

According to a survey by the Observatory of Funds of Loans to the Economy (Observatoire des fonds 
de prêts à l’économie) dated early December 2014, 50 FPEs had been formed as of that date, raising 
a total of €14.1 billion. Of this, €7.8 billion had already been invested, 56% in corporate debt. 

Symbolising this nascent movement, the CDC’s Novo fund has raised €1 billion from France’s leading 
insurers. It offers SMEs and midmarket companies five- to seven-year loans of between €10 million 
and €50 million, repayable on maturity. A total of €720 million has been invested as bond loans in 27 
companies in industry and the services, including midmarket companies with revenue of less than 
€100 million. 

Some of our interviewees even argued that the growth of the debt of French companies has been 
excessive. While it has allowed investment to be maintained in quantitative terms in France, it also 
reflects a decline in the share of self-funding – excluding SMEs – in line with the narrowing of margins. 
This alert should however be qualified: France’s corporate debt rate, even after its increase since 2007, 
is within the euro area average. 

                                                           

57 E. Kremp and P. Sevestre, “Accès au crédit des PME : quelles leçons tirer du rapprochement des données 
d’enquête et des données de bilan ?”, presentation at the “Situation financière des entreprises” seminar held by 
the Banque de France on 23 September 2013 and “Le crédit bancaire aux PME en France : d’abord la persistance 
d’une faible demande”, Les entreprises en France – Insee Références, 2014. 

58  See also J. Cailloux, A. Landier and G. Plantin, Council for Economic Analysis (Conseil d’analyse économique – 
CAE) note n°18, “Crédit aux PME : des mesures ciblées pour des difficultés ciblées”. The CAE note failed to identify 
a significant deterioration in the financing conditions of SMEs. 

59 Source: Banque de France. The disintermediation rate is defined as the share of bonds in overall borrowings, i.e. 
bank and bond debt (see below, §3.1). These figures represent the stock; for flows (new funding), the share of 
market financing is even greater. 

60 Source: Banque de France. 
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Chart 24: Borrowings of non-financial corporations (as a % of value added, by country) 

 

Source: Banque de France. 

A far more critical perception in the field 

The perception of many of the companies we spoke with is nevertheless much less positive, which came 
as a surprise for the mission. Business managers and the associations representing them often 
bemoaned the “reluctance” of banks, and “black-or-white” selection criteria: “robust companies can 
get all the help they need. When you’re on the down, it’s much more difficult.” Obtaining a loan can be 
like “climbing the Himalaya” (sic). The Corporate Finance Observatory (l’Observatoire du Financement 
de l’Economie), which brings together all stakeholders around the credit mediation mechanism, has 
devoted two high-quality reports to this issue, one in January 2014 on the economic and financial 
situation of SMEs,61 and the other in June 2014 specifically on the funding of very small businesses.62 
Here too, the similarities are strong with our own findings; they underscore the need for a collective 
commitment. 

The misunderstanding is costly and prejudicial for companies, in that it prompts them to scale down 
their plans, as well as for banks, with negative impacts on their interest income as much as their image. 
The French economy as a whole suffers from this enduring gap. Banks cannot afford to ignore it: they 
claim in good faith to want to lend more; this can and must be reflected in resolute practical progress. 

Two inadequate explanations 

The two most common explanations for the misunderstanding are not really satisfactory: 

 the first – more popular among banks – refers to the past, arguing that the misunderstanding is 
a “blemish” that will ultimately fade. Banks did indeed tighten their lending criteria in the winter of 
2008-2009, given the great uncertainty that followed the collapse of Lehman Brothers. According to the 
IMF, this credit “supply shock” occurred in all countries. It has been fully offset the United States and 
Germany, not quite so in France,63 and not nearly so in Italy or Spain. More recently, following liquidity 
stress in 2011 and under the pressure of prudential ratios, all French banking networks sought to reduce 
their loan-to-deposit ratios (greater than 120% on average for French banks). They did so chiefly and 
officially by increasing deposits, offering higher rates at the time, but in some cases probably also by 
restricting lending. Several banks cited their “gap between loans and deposits”, “net funding 

                                                           

61 Corporate Finance Observatory, Rapport sur la situation économique et financière des PME, January 2014. 

62 Corporate Finance Observatory, Rapport sur le financement des TPE en France, June 2014. 

63 IMF WEO, “Credit supply and economic growth”, April 2014. 
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requirement” or “loan-to-deposit ratio”: the names of these management tools vary from one bank to 
another, but they potentially have the same effect across the board – one that is more psychological 
than real. Account managers may have felt momentarily constrained to limit growth in lending. They 
may also have been tempted to justify individual refusals by general instructions received from 
“headquarters”, thereby fostering a collective sense of excessive rationing among SMEs. This made 
“Basel III” a convenient pretext and an unjustified scapegoat, even in regional areas (see 2.3 below). 

 The second explanation – among businesses – is a form of “self-censorship”. Since many 
companies assumed that their bank would turn down their request, many opted not to go through with 
their application. This may have artificially enhanced success statistics. By definition, self-censorship is 
hard to measure. Business surveys imply a small impact. According to the ECB’s latest SAFE survey, 6% 
of French SMEs planning to borrow abandoned the idea for fear of possible rejection, compared with 
an average of 8% in the broader euro area. In the Banque de France’s latest quarterly survey, which for 
the first time included specific questions aimed at identifying self-censorship, only 2% of respondents 
attributed failure to apply for a loan to the anticipation of refusal due to overly stringent criteria. 
However, a quarter of the SMEs and 30% of the very small businesses surveyed failed to answer this 
question. We believe that self-censorship is at least a partial reality. But more than measuring it, the 
key is to reduce it. To do this, we must address the two real needs that are insufficiently covered today: 
cash-flow financing for very small businesses, and long-term financing of working capital for all 
businesses. 

Very small businesses and cash-flow financing 

The surveys point to a specific difficulty on cash-flow financing among very small businesses. The 
mission examined this, since the border between cash flow and investment can be tenuous, particularly 
for very small businesses. These companies tend to apply more often for cash-flow financing than other 
categories of businesses (10% of them on average in the first half 2015), but their requests are successful 
less often: 65%, as opposed to nearly 80% for SMEs and 96% for midcaps. 

Chart 25: Rate of obtaining new cash-flow financing by company size (in %) in the first half of 2015  
(excluding use of previously obtained credit facilities) 

 

Source: Banque de France (Statistics Department) and FCGA. Scope: companies with decision-making powers in respect of 
loan applications.  

Economically, very small businesses can be in a more fragile position. Psychologically, dialogue is more 
difficult for very small businesses, which are often less “equipped” to speak with their banker, and which 
are largely reliant on the potentially variable quality and often-insufficient length of their relationship 
with their account manager in their branch. Other companies are generally served in specialised 
“business centres”. 

The mission accordingly makes the following recommendations: 
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Recommendation no. 1: improve access to credit for very small businesses and facilitate 
cash-flow financing 

We have identified four simple measures that could be implemented: 

1) The first is a small one: for banks, to comply in all cases with the five common-sense 
commitments made in response to the recommendations of the June 2014 report of the Corporate 
Finance Observatory on very small businesses, namely (i) explain the denial of credit and provide the 
possibility of an interview at the customer’s request, (ii) reply to any loan application within 15 days, 
(iii) mention the possibility of credit mediation in any refusal or termination letter, (iv) provide better 
information on cash-flow financing and short-term lending in an informative guide, and (v) promote 
the stability of account managers working with very small businesses. Banking networks could turn 
these commitments into a commercial selling point; the credit mediation mechanism and the FBF 
could coordinate a detailed assessment by the end of 2015. 

2) Clarify for very small businesses the description and cost of the various cash-management 
solutions such as overdrafts, credit facilities, factoring, etc. A glossary of technical terms and 
recommendations allowing entrepreneurs to compare more easily the prices and costs of the various 
solutions should be proposed by the credit mediation mechanism by the end of the year, as has been 
successfully done for services to individuals with the Financial Sector Advisory Committee (Comité 
consultatif du secteur financier – CCSF). Once this transparency has been achieved, the development 
of factoring, still often perceived as expensive, could be a good solution. This should include “reverse 
factoring” at the initiative of major clients, as suggested by the end-2014 report of the Council for 
Economic Analysis.64 It would also be worth promoting guarantees (mutual guarantee or Bpifrance 
guarantees). The mission noted with interest SIAGI’s good practice of offering a “pre-guarantee” 
before discussion with the bank account manager. This possibility is still little known among the self-
employed people we met. 

3) Give the credit mediation mechanism – whose workload has now eased – a role, not only 
downstream of decisions, but also an upstream advisory role, based on two variants to be 
determined. In the first, matters could be referred directly to local offices by managers of very small 
businesses, using simplified diagnostic software. The Banque de France Geode software boasts good 
quality, but is a little too “elitist” (annual subscription of €4,800, with a cap of just 2,000 national 
consultations). An indirect alternative, mediation would give life to – or revive – the network of 
“trusted third party mediators” from the accounting or legal professions, which would probably 
require a review of their selection and their way of working. This would help very small businesses 
make applications to their bank in the best possible conditions. 

4) Also aim to merge or strengthen ties between the credit mediation mechanism and the 
intercompany payment period mediation service, and to revive the Payment Periods Observatory. 
This could be the venue, with the active inclusion and participation of AFEP representing major 
clients, for stricter collective monitoring of the effective implementation of the 2008 Economic 
Modernisation Act (Loi de modernisation de l’économie – LME). Many entrepreneurs stress the 
connection between their applications for cash-flow financing and the persistence of slow invoice 
payments, notably on the part of certain public authorities. This point is all the more sensitive that 
the recent report by Jeanne-Marie Prost65 notes that the “LME effect” has now ceased: average 
payment periods in the French economy are no longer becoming shorter. 

                                                           

64 J. Cailloux, A. Landier and G. Plantin, Council for Economic Analysis (Conseil d’analyse économique – CAE) note 
n°18, “Crédit aux PME : des mesures ciblées pour des difficultés ciblées”. 

65 Payment periods and electronic invoicing in the service of companies’ cash flows, assignment entrusted by the 
Minister of Finance and the Minister for the Economy. 
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Long-term financing of working capital  

This second issue is newer. It represents the renewal of the very notion of investment (see Part 1). 
Robots provide a telling example. Training and reorganisation expenses can represent 20-30% of the 
entrepreneur’s plan, on top of the acquisition of the machine itself. But while it is easy to raise funds 
over five years to buy the machine, in the form of either a medium-term loan or a leasing arrangement, 
it is virtually impossible to borrow money to finance the ensuing intangible costs, except for the best 
midmarket companies. Increasingly, modern companies are therefore keen to escape the outdated 
distinction between a secured long-term loan funding a physical investment on the one hand, and a 
“blank” short-term loan on the other hand. The need for long-term financing of operating expenses – 
which are often growing – is expressed increasingly often: the report of the National Industry Council 
on the funding of industrial companies66 and the recent IGF-CGEIET study on innovative productive 
investment echo the mission’s hearings in this respect. Further evidence is the appeal for large SMEs 
and midmarket companies of non-bank financing such as private equity. While often more expensive, 
such funds are repayable at the end of the development cycle, and do not require physical collateral.  

Chart 26: Average cost of bank and market debt (in %)67

 

Source: Banque de France. 

The issue of bank guarantees is key, and in our opinion is sometimes incorrectly posed. The personal 
guarantees demanded of corporate managers are not the real issue. Although such guarantees are 
sometimes excessive, the Corporate Finance Observatory notes that “this phenomenon should be seen, 
among other things, in the light of companies’ asset management, which often leads entrepreneurs to 
house professional real estate assets outside operating companies, in a real estate investment 
company.”68 Moreover, many of our European neighbours appear to require more substantial personal 
guarantees.69 By contrast, however, banks should be able to develop long-term lending further without 
requiring the pledge of physical goods as collateral, but at interest rates adequately reflecting the higher 

                                                           

66 National Council of Industry, Le financement des entreprises industrielles, report of the working group chaired 
by Jeanne-Marie Prost, November 2014. 

67 Caution is important in comparing these levels: first, composition effects can come into play (market funding 
costs by size and maturity are not known); second, it is difficult to obtain the full cost of a bond programme, which 
can be higher than the nominal interest rate of a security.  

68 Corporate Finance Observatory, Rapport sur le financement des TPE en France, June 2014. 

69 According to the latest SAFE survey conducted by the ECB among companies. 
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level of risk. This is so even though many networks have made noteworthy efforts in recent years to 
usher in innovative financing solutions by creating specialised “clusters” or special-purpose loans. 

Two favourable background elements are noteworthy: 

 Bpifrance has launched new seven-year “development loans” without collateral pledged by the 
company or its management, with a two-year delay before repayments start. They have experienced 
rapid success, in terms of both lending figures (€1.7 billion in commitments in 2014, representing growth 
of 42% compared with 2013) and awareness of them among the companies we met with.70 

 There is an area in which commercial banks agree to grant long-term loans without physical 
collateral, namely LBO71 financing, or more broadly acquisition financing. These are pretty much 
“reputation-based” loans, based on the company’s business plan and the personality of its managers. 
Such loans have two interesting features: (i) instead of traditional collateral, they often impose 
covenants, such as the absence of dividend payments, and (ii) lending rates are higher, in line with the 
risk taken. Banks are less accustomed to pricing the risk on their conventional business loans in this 
manner. The average interest rate is low, which is a good thing, but their spread is also low, which may 
be less of a good thing. As we show in the following chart, half of loans to SMEs now have a spread of 
around 100 basis points, and less than 5% of loans have an interest rate exceeding 4%, i.e. 200 basis 
points more than the average rate.72 

 

Chart 27: Spread of effective interest rates on corporate loans, by size, in % 

                     

Source: Banque de France. 

  

                                                           

70 Part of these development loans is also eligible for subsidised interest rates, which could probably be reduced. 

71 Leveraged buyout. 

72 For the record, there is no usury rate or cap applicable to business loans, except for authorised overdrafts, on 
which interest was capped at 13.24% as of 1 July 2015. 
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Recommendation no. 2: develop the long-term financing of working capital 

The mission recommends developing two types of credit among commercial banks:  

 Business financing secured against inventories. This practice, which is more widespread in 
Germany, is not used a great deal in France. It is estimated that only 2% of all short-term financing is 
secured against inventories. The Macron law opens the way for greater legal security for this practice 
by changing the system underpinning the non-possessory pledge of inventories (Art. L. 527-1 s. of the 
French Commercial Code) to align it more closely to the ordinary law on pledges of tangible property 
contained in the French Civil Code (Art. 2333). The aim is to make this security more attractive for 
bank creditors as a means of facilitating corporate funding, especially those that, due to difficulties, 
have nothing other than inventories to use as collateral. When the appropriate measures 
(government orders) have been taken, banks will be quickly able to make use of this possibility, 
although it primarily concerns industry, inventories being smaller in the services. 

 Long-term working capital financing solutions, when associated with an investment, with 
sufficiently long terms and repayment schedules, and without physical collateral. Such loans would 
have to be more expensively priced, in line with the increased risk, and would need to include specific 
guarantees, notably through partial – and invoiced – coverage by Bpifrance, this time in its role as 
guarantor. The “innovation guarantee fund” introduced a few years ago has actually grown less than 
expected due to the popularity of direct development loans from Bpifrance. 

The rise of such “business development loans”, whatever their exact name and form, would have a 
dual advantage: 

 It would increase volumes available for businesses. Demand would therefore be able to 
increase in line with the recovery, the first effect of which will be to swell working capital. 

 At the same time, co-financing of intangible investments with banks would help better 
regulate the risk taken by Bpifrance. A sustainable split in the roles played by Bpifrance, funding 
intangible investment, and commercial banks, generally funding tangible investment, would not be 
healthy for either. 

Develop alternative financing solutions 

Lastly, while it is true that only a small number of alternative financing solutions are available, they do 
fill some gaps. They provide a very welcome boost for traditional players. 

In this respect, the development of three types of actions should be promoted:  

 Microcredit and solidarity-based finance 

France has several energetic players in microcredit,73 often working in partnership with financial groups. 
In the field, they support the creation of individual enterprises through professional microcredit, 
providing strong backing for project leaders. The recent decision to lift their lending limits per company 
(from €10,000 to €12,000) and to extend their involvement beyond the first five years is a move in the 
right direction. But there is still scope to simplify microcredit, and to expand its access to a greater 
number, including less favoured companies, giving everyone a better chance to bring their professional 
projects to fruition. In Spain, La Caixa in Barcelona has developed an activity of far greater magnitude. 
Very operational thinking should be conducted for this purpose, in the Cosef74 for instance. 

                                                           

73 ADIE was a pioneer, in such various forms as France Active, Initiative France, etc. 

74 Committee for the Guidance and Monitoring of the Use of Funds (Comité d'orientation et de suivi de l'emploi 
des fonds), chaired by Michel Camdessus. 
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More broadly, solidarity-based savings and social entrepreneurship are enjoying significant growth in 
France. This very prosperous movement is attracting a growing number of young business creators and 
business angels. France has a specific tool in the form of the obligation that holders of employee savings 
be offered the opportunity of investing in solidarity-based funds in the proportion of between 5% and 
10% (known as the “90/10 regime”). The recent law on the social economy attempted to provide a 
clearer definition of these stakeholders, and to enrich the range of their instruments with the 
introduction of a charitable security. The priority, however, is not the introduction of new regulations 
but the enlistment of banking networks for social entrepreneurship, a field in which Crédit Coopératif 
has a long-standing commitment. We found several initiatives to be very welcome in this respect.  

 The rise of platforms offering “direct loans” to SMEs and FinTechs  

Crowdfunding allows a wide range of individuals to finance projects via the internet. In particular, 
crowdlending platforms give companies access to an alternative to bank financing. While interest rates 
may seem high at 9%, the simplicity of the mechanism, the lack of security required, and the swiftness 
with which the funds are made available if the process is successful (between one and a few weeks at 
most) can appeal to managers of very small businesses or SMEs seeking funding in the tens of thousands 
of euros for the purchase of small equipment or to finance a risky project. 

The crowdfunding and peer-to-peer aspects of these platforms are widely known, but professional 
investors are also increasingly attracted by the yields they offer, as well as the skills they develop: 
dematerialisation and automation of processes, ability to reach customers on a potentially very wide 
scale, and, for the most sophisticated platforms, the use of complex algorithms (“big data”) to improve 
risk analysis. Partnerships between traditional actors in financing (banks, insurance companies and asset 
managers) and lending platforms have accordingly multiplied in recent months.  

The sector is still nascent, but the trend looks unstoppable. For business loans in the strict sense, €56 
million was raised in France in 2014. This compares with €1 billion and $5 billion in the United Kingdom 
and the United States respectively in the same year. The Lending Club website, which specialises in 
consumer lending and was founded by French entrepreneur Renaud Laplanche in 2008, conducted one 
of the largest IPOs in the history of the internet, raising $870 million. 

In 2014, the French government introduced a regulatory framework for the development of this 
activity.75 The challenge now is for platforms to win the confidence of the public, to find their place with 
companies alongside banks, and in the long term to prove their ability to manage risks. For equity 
investments, the return of trading platforms or regional stock exchanges would be an interesting 
perspective. 

  

                                                           

75 Two statuses are now available for crowdfunding platforms, allowing them to raise money among individuals to 
fund new businesses, namely “crowdfunding intermediary” (intermédiaire en financement participatif – IFP) for 
loans, and “equity investment advisor” (conseiller en investissement participatif – CIP) for equity investments. The 
aim of the new regulatory framework is to strike a balance between innovation (removal of barriers to entry), 
confidence (transparency on the risks and costs) and opportunity in order to address the greatest number (no 
asset requirements).  
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 Initiatives by regional and local authorities  

Many areas are working in favour of investment funding. Among many others, the Pays de Vitré 
agglomeration community in Brittany is an example cited by the National Council of Industry.76 The 
mission also examined an initiative taken in Nord-Pas de Calais.77 

The Nord-Pas de Calais initiative around the third industrial revolution 

At the initiative of the regional chamber of commerce and industry and the regional authority, an 
ambitious programme known as the “Third Industrial Revolution” was launched two years ago. To 
date, it has provided assistance on over 250 concrete projects driven primarily by businesses of all 
sizes. 

As regards financial innovations for businesses involved in the process, the following points are 
particularly noteworthy:  

 Strong mobilisation of the public and private financial community, particularly through the 
establishment of a “Financing Hub” that facilitates quarterly meetings between entrepreneurs and 
providers of funds (equity, quasi-equity, debt, guarantees). Nearly three out of every four 
applications receive funding within two months of their submission. 

 The launch of a “Third Industrial Revolution” savings account, with deposits guaranteed and 
earning interest at a rate of between 0.8% and 1.75%. All savings collected via this product are 
transformed into loans made available to local companies that submit a project to the partner bank. 
Four months after its launch, €5 million had been collected. 

 With the same determination to involve the general public in corporate finance, five 
partnerships have been concluded between the Nord de France chamber of commerce and industry 
and crowdfunding platforms spanning all segments (gifts, equity, loans). 

 The establishment of an investment fund dedicated to the third industrial revolution is 
expected to follow. According to its promoters, it will be built with technical support from the EIB, 
and has already attracted strong interest from the CDC.  

2.1.2 Equity financing is growing 

There is widespread acceptance of the contention that French firms lack capital. SMEs are said to be 
undercapitalised and to have taken out too much debt. There is also a widely held belief that new 
companies experience tremendous difficulties in raising capital. The mission shares the desire to 
allocate capital to an innovation economy (see Part 1), but our feeling is that the situation has actually 
improved over recent years. 

More favourable elements... 

First of all, French companies on the whole have maintained their level of equity as a share of their 
balance sheet totals. 

                                                           

76 National Council of Industry, Le financement des entreprises industrielles, report of the working group chaired 
by Jeanne-Marie Prost, in November 2014, page 64. 

77 Contribution from David Brusselle, regional director of finance at CCI Nord de France. 
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Chart 28: Weight of equity in the balance sheet total, by company size 

 

Source: Banque de France. 

European comparisons, while admittedly hard to achieve in terms of method, show no overall shortfall 
in terms of equity among French companies.78  

Furthermore, France is home to Europe’s second-largest private equity industry by volume (€7.2 billion 
collected in 2014), behind the United Kingdom (€21.8 billion), but ahead of Germany (€1.8 billion) and 
other large euro area countries. In the venture capital segment, France has a high ranking among the 
European countries, despite being well behind the Israeli and American leaders.  

Chart 29: Venture capital investments in 2012 (as a % of GDP) 

 

Source: OECD, taken from Entrepreneurship at a Glance, 2013. 

Capital raising, which declined sharply after 2008, has now returned to a level close to the pre-crisis 
peak. This trend has been supported by public action, and in particular the ramp-up of Bpifrance. 
Bpifrance is remarkably active, with record levels of investment in funds of funds (€548 million 
subscribed in 2014, implying growth of 41% in its activity in the space of two years) and direct funds 
(€286 million invested in 2014). In the venture capital segment, we estimate that Bpifrance now 
accounts for approximately 30% of the amounts invested in France by venture capital funds excluding 

                                                           

78 The OECD website at http://stats.oecd.org gives the debt-to-equity ratio of NFCs by country. France has one of 
the lowest leverage ratios, close to the United States and significantly lower than the other major European 
economies. Based on trends since 2002 (which facilitates international comparisons), it occupies a central position 
close to that of the United Kingdom. 

http://stats.oecd.org/
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FCPIs and FIPs, which make individual subscribers eligible for a tax reduction.79 Moreover, these 
thresholds seem to be upper limits, since Bpifrance remains committed to investing alongside private 
investors that engage with and place high demands on business leaders. Bpifrance is a powerful and 
successful motor. It must not be allowed to become either a bottleneck or a fountain. 

Bpifrance’s work in private equity 

Following its establishment in 2013, the Public Investment Bank (Banque publique d’investissement 
– Bpifrance) was quick to assume a pivotal role in the upstream segments of private equity, which 
target SMEs with high growth potential. Funds of funds are Bpifrance’s preferred method of investing 
(accounting for two-thirds of assets under management). Over the last 15 years this activity has 
served to structure and irrigate the French private equity market (nearly 250 partner funds), 
particularly in venture capital. France now has experienced and acknowledged teams in the private 
sector. Funds of funds now cover all stages of development of SMEs, from seed capital to growth 
capital, including turnaround/rebound capital, with the exception of leveraged buyouts. 

Bpifrance also works directly on segments or themes identified as being insufficiently covered by 
the market. This allows it to play a role, invariably alongside and under the same conditions as private 
investors, in providing equity financing for innovative SMEs in environmental technologies, digital 
technology and life sciences – including third or fourth rounds in its large venture activity – in funding 
growth and sale transactions within a region, and in financing the development of specific sectors 
(automotive, wood, rail, etc.). In the two years from 2012 to 2014, Bpifrance’s direct venture capital 
activity grew by a substantial 76%. 

... but improvements are needed  

However, the mission identified several challenges: 

 While start-ups are fashionable in technology sectors (digital, biotech, energy transition, etc.), 
they are less so in other sectors: supply of and demand for capital, both of which do exist, can encounter 
difficulties in coming face to face, particularly outside Paris. Forming networks or clusters of business 
creators and business angels, around advisory services and funding, would be the most effective lever 
in this regard. It would be better than allowing the various public bodies to proliferate. While such 
bodies may appear to be a driving force, they are actually a source of weakness in their excess. 

 Many SMEs and midmarket companies may be reluctant to welcome new investors or to share 
control of their business. Since a 2004 government order, French law nevertheless opens up the 
possibility of preference shares, without voting rights, or, symmetrically, the granting of multiple voting 
rights. Unfortunately, these instruments are not widely used, especially in comparison with other 
countries.  

 The initial rounds of early stage funding go smoothly, notably with the help of relatives and 
FCPI/FIPs. But for successful companies, capital raising after several years – known as growth capital – 
and, especially for maturing young companies, the late stage or expansion segments, require much 
larger investments, in the tens of thousands of euros, which are out of reach for funds of national 
dimension. American and British players are in such cases all too often in the best position to help the 
business grow, whether though funds (as per the recent example of BlaBlaCar) or large “integrating” 

                                                           

79 Of the total amount invested in venture capital in France in 2013, 9% was invested by Bpifrance and 55% by 
Bpifrance “partner” funds (Source: Bpifrance). Bpifrance’s average share in the capital of partner venture and seed 
capital funds was 27% as of end-2013. Bpifrance’s total share of the amounts invested can be estimated at 9% + 
55% x 27% = 23%. Assuming that FIPs and FCPIs, which have special tax status, accounted for 20% of investment 
in venture capital that year, one can estimate the footprint of Bpifrance’s investment in non-retail venture capital 
at 30% in 2013. 
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companies (such as Neolane), or even for IPOs (witness Criteo’s decision to list on Nasdaq). France and 
Europe both now know how to give birth to start-ups, but they do not know how to sustain them. 
Assembling genuine European venture capital funds should therefore be one of our collective priorities 
(see Part 3). 

More broadly, major institutional investors’ interest in equities should be developed, as much in the 
interests of savers and their remuneration as those of companies themselves. The Ricol report80 
examined the capital structure of large French companies. It highlights the strategic importance of the 
location of their decision-making centres and the growing threats in this regard. It also makes 
recommendations on mustering the reserves of pension funds through asset managers. The Minister 
for the Economy has powerfully advocated “long-term capitalism” with more strategic shareholdings.81 

The mission focused specifically on insurance companies: the share of their assets invested in equities 
has tended to decline in recent years, falling from 27% in 2007 to less than 20% in 2014. AXA, the French 
leader, reports a proportion of just 3% of listed shares in its global portfolio. There are many reasons 
for this, and it is hard to rank their importance: anticipation of the Solvency II prudential rules – which 
we will look at in Part 3 – and the effect of stock market crashes between 2001 and 2008, as well as the 
predominance of euro funds in life insurance contracts. Immediate action must be taken on the latter 
point. 

  

                                                           

80 Report to the President of the French Republic Les caisses de retraite et le financement des entreprises 
françaises, René Ricol, March 2015. 

81  E. Macron, "Retrouver l'esprit industriel du capitalisme", Le Monde, 25 April 2015. 
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Recommendation no. 3: encourage equity investments in life insurance contracts, through 
the success of the Euro-croissance format 

Life insurance is the most popular investment in France. Assets under management total €1,600 
billion, and new funds in the amount of €120 billion (gross) are invested annually. The desire to 
increase the share of equity investments in life insurance contracts (currently only about 20%) dates 
back a long way. Investments in unit-linked products, which currently account for a growing share of 
net new money, are one means, but their downside is that they do not guarantee the capital invested. 

The creation of the “Euro-croissance” contract, finalised in late 2014 in the wake of the Berger-
Lefebvre report, was in this respect a major innovation. The capital guarantee, either total or partial, 
only takes effect after a period of eight years, as opposed to the date of subscription for a classic euro 
fund, thereby allowing the insurance company to take long-term equity investments. The contract 
holder can therefore expect a greater yield than for a euro fund. 

Initially, the product was very well received. A long-term target of €130 billion invested in equities 
was even mentioned. However, the product’s launch has been something of a disappointment, with 
inflows averaging approximately €100 million per month. The main challenge is the comparison with 
euro funds, which, thanks to stocks of bonds acquired in the past, were able to offer returns of more 
than 2.5% in 2014. With bond market rates currently close to 1%, Euro-croissance contracts cannot 
easily beat such levels, even after diversification, unless they offer only partial or very distant 
guarantees. The sharp decline in interest rates observed since the contract was conceived in 2013 
has hurt it significantly. 

The success of this product, however, is rightly central to the government investment plan 
announced on 8 April. Without changing taxation, two levers are possible:  

 Accelerate the decline in the performance of euro funds, given the very low interest rates 
currently prevailing. The Governor of the Banque de France has repeatedly – and legitimately – 
prompted insurance companies to take this path. The High Financial Stability Board, at its meeting of 
10 September 2015, also contended that “a continuation of downward adjustments, particularly with 
regard to the remuneration of life insurance contracts, is necessary.” 

 Allow some equitable pooling of hidden reserves in the two compartments (euro and Euro-
croissance funds) for the different categories of investors. This proposal has been advocated by the 
profession. 

The subject deserves to be investigated in as technically precise a manner as possible, but the 
economic appeal of Euro-croissance funds is hinged on decisions being made quickly: any delay could 
entrench a sense of failure. In return for potential flexibility, insurance companies should make a 
strong commercial commitment, reporting on their investments and an indicative target on the 
matter by the end of 2016. 

 

 



FINANCING BUSINESS INVESTMENT 

44 

2.2 In the euro area, surplus savings and financial fragmentation 

2.2.1 Abundant savings, poorly allocated between countries 

For the euro area as a whole, the “sub-equilibrium” between savings and investment can be summarised 
in three summary facts: 

 Overall savings are abundant. Households held more than €20,000 billion (€20 trillion) in 
financial savings in 2014. The household savings rate, which was 12.7% of gross disposable income in 
2014, is higher than in the United States (4.9%) or the United Kingdom, although the share of financial 
savings is smaller. The euro area as a whole had a substantial current account surplus of approximately 
2.5% of GDP as of end-April 2015 (€252 billion over 12 months), meaning that savings easily cover 
investment. 

 But this savings glut is unequally distributed. The “great divergence” of the first decade of the 
euro, after the 2010-2011 crisis, resulted in stringent adjustment policies in the non-core countries. 
These policies have reduced imbalances, but current accounts would remain structurally in deficit in an 
environment of full employment. At the same time, the savings glut in the “core” countries (excluding 
France) has continued to grow. 

 

Chart 30: Current account balances within the “core” euro area countries (excluding France), the “non-core” countries and 
France, in €bn82 

 

Source: Eurostat, DG Treasury. BPM5 methodology for the period from 2002 to 2013, BPM6 methodology for the period 
from 2013 to 2014 (the series established according to the new methodology is still very incomplete for earlier years). 

  

                                                           

82 The “core” countries are here Germany, the Netherlands, Belgium, Luxembourg, Austria and Finland. The “non-
core” countries are Italy, Spain, Ireland, Portugal and Greece. 
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 In view of this poor distribution, savings circulate badly between countries of the euro area.83 
Several indicators point to a decline in integration since 2009, in the amount of flows, and even more 
so in intensity (price convergence):  

Chart 31: Indicators of financial integration in the euro area (FINTEC) 

 

Source: ECB. The blue price-based indicator measures price dispersion between the euro area countries, while the yellow 
quantity-based indicator measures volumes of cross-border holdings of securities in the euro area. The closer these two 

indicators are to 1, the closer you are to full integration; the closer they are to 0, the closer you are to total fragmentation. 

The fall in private flows was initially offset by the explosion of transfers via the central banks, which pass 
through the Target2 system, before easing with the gradual return of confidence and the building of the 
euro area banking union. 

The symptoms of “mal-allocation” persist 

However, the allocation of savings in the euro area reflects persistent “financial fragmentation” that is 
unsatisfactory on several counts: 

 Home bias remains very strong, and grows in times of crisis. Banks and insurance companies 
primarily hold domestic assets, including bonds issued by their home government. Home bias is clearly 
a great deal stronger in the euro area countries than between the American states.84  

 Existing cross-border flows focus primarily on short-term interbank loans, which are very volatile. 
The predominance of the interbank market has perverse effects: excessive ease destabilising southern 
countries in the 2000s followed by a sudden interruption. Rather, a proper sharing of risks and 
opportunities in the euro area would involve long-term loans and, even more so, equity and direct 
investment.85 According to the ECB’s good summary, the idea is to shift from quantitative convergence 
to quality integration. 

 Lastly, financial fragmentation has pushed up the cost of corporate finance in the non-core 
countries, especially for SMEs. Extremely narrow before 2009 – and no doubt excessively so – spreads 
on corporate lending rates widened by an average of almost 2 percentage points in 2012 and 2013, and 

                                                           

83 The reference sources here are the ECB’s annual Financial Integration in Europe report, April 2015, and the 
Commission’s European Financial Stability and Integration Report (EFSIR), April 2015. 

84 To our knowledge, however, no overall numbers are available to measure this gap. 

85 See in particular O. Garnier, “Eurozone: promoting risk-sharing through cross-border ownership of equity 
capital”, Applied Economics Quarterly, vol. 60, 2014. 
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the spread has only eased slightly since then. The following chart shows the proportion of this gap 
attributable to sovereign stress (red). It was still significant in 2014, even though other risk factors are 
playing an increasing role.  

Chart 32: Comparative lending rates to NFCs in “distressed” and “non-distressed” countries  

 

Source: ECB. The “distressed countries” are Spain, Italy, Ireland, Portugal and Greece. The “non-distressed countries” are 
Germany, France, the Netherlands, Luxembourg, Belgium, Finland and Austria. 

As such, fragmentation obstructs the homogeneous transmission of monetary policy across the euro 
area as a whole. 

2.2.2 Serious economic consequences 

Financial fragmentation precludes the proper allocation of resources in the euro area. But it also weighs 
on another key objective of economic policy, namely stabilisation in the event of cyclical imbalances. 
This is a real source of potential weakness for the euro area.86 Furthermore, fragmentation is a missed 
opportunity, a “growth shortfall”. 

Fragility of the euro area 

The Greek crisis has painfully put the spotlight back on the fragility of the euro area: there is monetary 
integration, but there is neither fiscal nor financial integration. Each member state must therefore 
deal with the asymmetric “shocks” that hit it – sometimes due to its own economic policy – without the 
smoothing effect of financial flows with neighbours. Normal monetary areas feature both fiscal union 
(with public transfers) and financing union (with private flows). In the United States, the standard 

                                                           

86 See in particular the illuminating contribution by B. Coeuré, “Achever l'intégration des marches des capitaux”, 
in Revue de Stabilité financière, Banque de France, April 2015.  
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analysis87 even shows that capital flows in the form of equity and portfolio diversification between 
states play a greater role in smoothing out shocks than either credit or budgetary and fiscal transfers. 
The risk for the euro area is that it does not enjoy any of the three smoothing effects to a sufficient 
extent: neither a capital markets union, nor a satisfactory credit market – this is the goal of banking 
union – nor genuine fiscal union. As the following chart from the IMF shows, European countries only 
receive half of the help enjoyed by the American states when facing economic shocks88 due to the virtual 
absence of fiscal transfers, compounded by the insufficiency of cross-border asset holdings.  

Chart 33: Proportion of a regional income shock (GDP) smoothed by other countries/regions through various channels: 
fiscal (light blue), capital markets and equity (red), and credit markets (dark blue). 

 

Source: IMF, “Toward a fiscal union for the euro area”, 2013. 

Fiscal union is desirable, but not very accessible in the short term, as long as Germany remains 
disinclined to allow any “transfer union” and France reticent about allowing any control of its fiscal 
“sovereignty”. The financing union is not sufficient, but this makes it all the more essential. At the end 
of 2014, Mario Draghi said this very clearly: “Indeed, the less public risk-sharing we want, the more 
private risk-sharing we need. (...) In other words, financial union is an integral part of monetary union.”89  

Banking union, which has yet to be completed (see §3.1.2 below), represents an important first step 
towards restoring effective credit flows. Today’s prospective “capital markets union” is needed for other 
private flows. Thomas Philippon offers an interesting reading. He contends that banking union would 
be enough to deal with a deleveraging shock, such as that following the financial crisis, and that a capital 
markets union is imperative to address productivity or competitiveness shocks such as those 
experienced by the southern economies over the last 15 years.90 

                                                           

87 See P. Asdrubali, B.E. Sorensen and O. Yosha, “Channels of interestate risk sharing: United States 1963-1990”, 
The Quarterly Journal of Economics, vol. 111, 1996, Oxford University Press. In total, 75% of a shock would be 
smoothed, of which 39% by the capital markets, 23% through credit and only 13% by public transfers.  

88 Some earlier analyses are even more pessimistic. Following their aforementioned study on the United States, 
Sorensen and Yosha performed comparable work on Europe in 1998 (“International risk sharing and European 
monetary unification”, Journal of International Economics), which shows that the total proportion smoothed was 
four times smaller in Europe. Absolute numbers should be taken with caution, but the relative comparison is clear. 

89 “Stability and prosperity in monetary union”, speech by M. Draghi, President of the ECB, University of Helsinki, 
27 November 2014. 

90 T. Philippon and J. Martinez, “Does a currency union need a capital market union?”, New York University, 
working paper, October 2014. 
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A “growth shortfall” 

We must start here with microeconomics, and two symmetrical dissatisfactions: 

 that of SMEs in southern Europe, who paid an excessive price for the sovereign risk of their home 
country, even when they were themselves solvent. Local Italian and Portuguese banks were short of 
liquidity, making it impossible to borrow money from them, or making interest rates prohibitive. This 
resulted in a credit crunch, which in a real financial union would have been resolved by borrowing from 
liquidity-rich German banks. 

 German savers suffer from a symmetrical frustration – even though they may be unaware of it. 
They see the return on their savings as being insufficient, because of low interest rates, but also because 
it remains invested in Germany, where demand for credit is limited. 

Overall, these missed opportunities result in a “growth shortfall”.91 What applies worldwide, with strong 
savings in some emerging countries, including China, applies more directly within the euro area: the 
surplus of German or Dutch savings is potentially mirrored in insufficient growth in southern Europe. 

However, the hoped-for implementation of financial “recycling”92 faces two serious hurdles: 

 solvent demand in the southern countries. In 2015, given the accommodative stance of the ECB 
– including its TLTROs backed on volumes of business financing – the problem does not really lie with 
the liquidity of banks in the southern countries, which have money to lend. The problem is that of their 
profitability, given their massive stock of non-performing loans (NPL).  

Chart 34: Proportion of non-performing loans (NPL) among total outstanding loans 

 

Source: OECD. 

It is vital that they be processed faster, which requires the sale of assets taken as collateral, sometimes 
with losses. At the same time, SMEs are in fragile positions, which often requires them to increase their 
capital. Both cases confirm the appeal of cross-border equity flows (see above). 

 We must also lessen the distrust of savers in the northern countries. This should be the role of 
European financial intermediaries, who know how to manage their own risks by pooling them across 
borders. Failing or in addition to that, it is up to public institutions to ensure transfers of savings by 
guaranteeing them. The EIB functions in this sense as a European “borrowing hub”, and alongside it the 
European Investment Fund (EIF) serves in part as a “capital hub”. The Juncker Plan (see Part 3) should 
result in greater boldness in that regard, and rightly so. 

We must improve the funding of European companies and their investment. And even more so, we 
must address the euro area’s structural fragility. We will accordingly look at the conditions for the 
success of a funding union of this nature in Europe in Part 3. 

                                                           

91 See Anton Brender et Florence Pisani, op. cit. pp. 98ff. 

92 The term recycling appeared after the oil shocks of the 1970s and the “recycling of petrodollars”. 



FINANCING BUSINESS INVESTMENT 

49 

2.3 At the international level, there are questions on the impact of prudential 
rules 

Since the financial crisis, remarkable work has been done within the G20, the Financial Stability Board 
(FSB) under the G20’s mandate,93 and the Basel Committee for banks. This work has been extended in 
Europe by the 2009 “de Larosière Report”94 and the adoption of an impressive number of directives and 
regulations, known collectively as the “Barnier package”. Prudential regulation of banks around Basel 
III, and of insurance companies around Solvency II – specific to Europe – has been considerably 
tightened. Regulators and oversight bodies have been established for the sector.95 In the euro area, 
banking union was another breakthrough, with two centralised supervision and resolution mechanisms 
for the 120 largest banks. In the wake of the crisis, the top priority was to reinforce financial stability, 
and the response has been robust. 

The urgency has not entirely disappeared, but the time of consolidation has legitimately arrived. We 
will return to the impact of Solvency II later. One of the most frequently asked questions in Europe today 
is that of the economic effect of new prudential rules in banking. Is there a risk that they may place 
excessive constraints on funding, thereby weighing on investment and growth? We heard this question 
in Paris, in Berlin and even in Brussels, we heard it from non-financial and financial sector companies, 
and we heard it from public authorities. Several different initiatives are currently underway to inform 
thinking on this question.96 This debate is essential. However, it easily becomes emotive, after the 
ravages of the financial crisis, and it is technically complex. Without claiming to have the answers, we 
would like to highlight four points:  

 prudential regulations in banking are not weighing on growth at the moment; 

 there is abundant documentation to evaluate the future effects, but it is not well understood; 

 its lessons are divergent, but nevertheless enlightening; 

 some of the prospective additional regulations could be considered sensitive for European banks. 

  

                                                           

93 The FSB is currently chaired by Mark Carney, Governor of the Bank of England. 

94 “High Level Group on Financial Regulation in Europe”, Brussels, February 2009. 

95 The EBA in London for banks, the ESMA in Paris for the financial markets, the EIOPA in Frankfurt for insurance 
companies and pension funds. See the diagram in Appendix 5 for the overall supervision architecture. 

96 In France’s National Assembly, the expert mission on “prudential standards and non-bank financing of the 
economy” conducted by Valérie Rabault, Karine Berger, Jérôme Chartier, and Eric Alauzet; at the European 
Commission, a consultation launched on 15 July 2015 on the impact of the Capital Requirements Regulation and 
Directive (CRR/CRD IV) on the financing of the economy; and at the European Parliament the forthcoming Balz 
report. The Bank of England has also announced the release in November 2015 of a review of the possible side 
effects of prudential policy on economic growth. 
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Prudential regulations in banking are not currently weighing on growth 

Contrary to fears expressed strongly by banks, the situation in 2015 betrays no real conflict between 
the dual objective of preserving financial security and financing growth. First, the banks already comply 
overall with their future regulatory requirements. 

Banks already comply with the new standards 

The Basel Committee publishes a monitoring report every six months.97 Its latest edition, based on 
data for the 98 largest international banks (“Group 1”) as of 30 June 2014, shows that they already 
comply with the two most “biting” ratios: 

 on capital adequacy, Core Equity Tier 1 ratios now average 10.8% of risk-weighted assets, as 
opposed to a minimum requirement of between 7% and 9.5% depending on the size of the bank. The 
few individual shortfalls represent a total of only €3.9 billion, or in other words less than 1% of the 
annual profits of all Group 1 banks combined; 

 on liquidity, the liquidity coverage ratio (LCR) already averaged 121% in 2014, as opposed to 
a minimum requirement of 100% by… 2019. The shortfall displayed by some banks is more 
substantial on this criterion, but is nevertheless small overall in proportion to total assets (0.5%). 
However, the LCR has been met partly at the cost of building up excessive stocks of high-quality liquid 
assets, including central bank deposits. 

As such, the banks have complied with the new ratios early, even though the rules allowed them to be 
phased in. They say they were forced to do this under pressure from the markets. But many regulators 
see early compliance as proof that banks can adapt more easily than they claim. 

Next are the economic consequences. In 2010, the Basel Committee and its Macroeconomic 
Assessment Group (MAG) estimated the average increase in credit costs at 0.15% for each 1% increase 
in the cost of capital.98 To date, however, this increase has not materialised, on the contrary: the 
favourable effects of monetary policy and lower interest rates have more than offset the potentially 
negative effects of prudential regulations, regardless of the figures, and European banks boast 
abundant liquidity.99 

The question accordingly does not arise in the present situation. It remains for the future, which will be 
marked by the return of conventional monetary policy and the expectation of stronger demand for 
credit. 

An abundant but little known documentation 

The weightiest work remains that of the MAG in Basel in 2010, which uses nearly 97 different models 
and simulations of the effects of the transition. While it has sometimes incorrectly been reduced to 
average figures alone, this work did indeed examine the dispersion of possible effects.100 It has been 
rounded out by the work of the LEI.101 Our mission devoted time, with the support of the Directorate of 
Financial Stability (DFS) of the Banque de France, the ACPR and the Directorate General of the Treasury, 

                                                           

97 BCBS, Basel III monitoring report, March 2015. 

98 And a cumulative negative effect on GDP in the order of 0.2%. 

99 See in particular S. Cecchetti, “Higher capital requirements: The jury is in”, CEPR, December 2014. The person in 
charge of the various Basel estimates in 2010 concludes that “[even] the optimists were not optimistic enough”. 

100 MAG, Final Report, BIS, December 2010. 

101 “Basel III: Long-term impact on economic performance and fluctuations”, BIS Working Papers, February 2011. 
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to the key work available since then. Appendix 6 includes the DFS’s instructive presentation for the 
mission. 

This work falls into three categories: 

 reports from central banks and international organisations, including the OECD, the IMF, the FSB, 
the EBA and the European Commission;102 

 studies performed by the financial industry, the most notable being that of the IIF.103 
Unsurprisingly, its conclusions were far more pessimistic, namely that regulations will cost the euro area 
a cumulative 3.9 percentage points of GDP in the decade from 2011 to 2020. However, this projection 
is not deemed credible as it is based on exaggerated assumptions, not to mention some methodological 
errors; 

 lastly, considerable work by researchers and academics. This work is less well known, but is more 
independent than that of regulators or professionals. Among French-language reports, the end-2012 
study of the Council for Economic Analysis remains enlightening.104 In the international debate, the very 
clear positions of American Anat Admati and German Martin Hellwig,105 who advocate substantially 
higher levels of capital than under Basel III – in the vicinity of 20% to 30% – are noteworthy. 

Divergent but enlightening teachings 

It would not be worthwhile here to make an exhaustive list of methodological problems.106 But it is 
useful to present some points to facilitate understanding: 

 Most approaches involve three stages: (i) first, the “calibration” of the mechanical effect of the 
rules on banks’ balance sheets. For Basel, this is known as the Quantitative Impact Study (QIS), (ii) then 
an estimate of the costs of these rules in terms of the price and/or volume of credit, and in turn 
economic growth, and (iii) finally a comparison between these costs and the benefits in terms of 
financial crises avoided, which are significantly higher. Each of these stages involves risks, even the first. 

 The economic costs are higher if we assume that banks adjust to the new ratios by reducing their 
lending volumes, and not just by increasing their interest rates. The 2010 MAG appears to have been 
somewhat optimistic by only factoring in interest rate effects. More comprehensive dynamic stochastic 
general equilibrium (DSGE) models are now better able to factor in the behaviour of banks. In addition, 
the macroeconomic conditions prevailing today are worse than expected in 2010. As a result, several 
studies indicate a greater impact of an additional increase in regulatory capital, and an “inverted U” 
curve of optimal capital. 

 By contrast, several “mitigating” factors may have a favourable impact.107 All things considered, 
it is impossible to arrive at an unequivocal finding. This is a traditional difficulty of economists in the 

                                                           

102 See “Economic review of the financial regulation agenda”, conducted in May 2014 at the request of M. Barnier. 

103 Institute of International Finance, 2010. 

104 Council for Economic Analysis, Le financement de l'économie dans le nouveau contexte réglementaire (Report 
No. 104), and in particular the analysis of Professor J.-P. Pollin, 2012. 

105 See in particular A. Admati et al., “Fallacies, irrelevant facts and myths in the discussion of capital regulation: 
Why bank equity is not socially expensive”, and A. Admati, M. Hellwig, “The bankers' new clothes: What’s wrong 
with banking and what to do about it", Princeton University Press, 2014. 

106 See Appendix 6 of the DSF for a summary vision. 

107 Other than monetary policy, mentioned earlier, the lower cost of debt for banks when their capital increases – 
known as the Modigliani-Miller theorem – their ability to optimise their other expenditure or balance sheet items, 
the replacement for the economy of credits with other non-bank financing. 
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ex-ante evaluation of regulations.108 But a more informed debate is possible: it would be wrong to 
respond to the recurring question of the effect of prudential rules with nothing more than apologetic 
silence. Policymakers, and notably politicians, must have access to the full field of assumptions and 
possible effects. 

Potentially sensitive additional regulations for European banks 

This desire for better-informed debate is particularly true as regards the additional rules currently under 
discussion in Basel: 

 two concern equity or quasi-equity: the TLAC (total loss absorbing capacity) and the leverage 
ratio, which would simply bring equity to the level of total non-risk-weighted assets.109 Both rules are 
close to US practice, and remote from existing European rules. This concern is expressed by several 
French players; it must be precisely quantified by Basel ; 

 the intuition, shared by the mission, despite the protests of the banking industry, is that Basel III 
will “pass” for the financing of the economy. The same would not necessarily go for a “Basel IV” that 
would specifically penalise European banks in terms of capital and balance sheet size. At the same time, 
it is all the more essential to give Europe well-secured securitisation capacity in order to lighten banks’ 
balance sheets, as in the United States (see Part 3) ; 

 for liquidity, the effects of the new medium-term ratio applicable in 2018110 may be significant. 
But most analyses examine the rules separately, and do not look closely enough at their aggregate 
effect. A “comprehensive review” is needed periodically ; 

 the euro area banks must also adapt to the harmonisation carried out as part of the banking 
union. Danièle Nouy, who chairs the single supervisory body, wants to see the quick demise of the 
155 (!) national regimes allowed by the guidelines. This is a legitimate desire, but also a reason to be 
cautious about new Basel requirements. Lastly, a specific point of attention is the weighting of loans to 
small and very small businesses in the EU’s Capital Requirements Regulation (CRR). Today, these firms 
enjoy relatively favourable treatment, as their capital requirement is reduced by a factor of 0.7619. This 
special treatment is a step in the right direction. It is therefore important to make sure it is not 
challenged, so as not to weaken small-business financing. 

**** 

The calibration of prudential rules is one of the most complex manoeuvres imaginable. It has generally 
been performed well to date. And it calls for a measure of “modesty”,111 including among critics on all 
sides: no one can claim to hold decisive truths that must be imposed on regulators in this area. Three 
simple principles should guide the remaining work: 

 Security: financial security is the top priority. Given the demands and pressures of the financial 
industry, it will be especially important to bear this in mind as memories of the great recession recede. 
And the regulation must include the shadow banking sector, which otherwise could be the focus of the 
next crisis (see Part 3); 

                                                           

108 See in particular the mission’s discussion with J. Tirole. Excluding regulation, the experience gleaned from the 
IPCC’s work on climate change is nevertheless interesting. 

109 In the existing CET1 capital-adequacy ratio, a loan to a large company – less risky – has a much lower weighting 
than a loan to an SME, for instance. 

110 NSFR: net stable funding ratio. 

111 See the introductory address by of C. Noyer, Governor of the Banque de France and president of the ACPR, 
ACPR conference “The proposed new banking regulations”, June 2015.  
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 Stability: the rules must be settled as quickly as possible, and known to all. They should then only 
be amended after an evaluation. The enduring uncertainty, seven years after the crisis, stems from the 
magnitude of the task, but it has an economic cost. Banks are questioning their strategy and – to a lesser 
extent – companies are questioning their funding;  

 Sustainability: the effect of the rules should, with all the requisite methodological precautions, 
be the object of a more systematic economic valuation through the following recommendation. 

 

Recommendation no. 4: recreate an international evaluation body 

The Basel Macroeconomic Assessment Group (MAG) has to date been the most ambitious body. It 
was set up in 2010 at the request of the FSB and the Basel Committee on Banking Supervision, 
apparently with significant impetus from France. The MAG assembled central bank economists. It 
also called on the IMF for macroeconomic assumptions, and was chaired by the BIS (S. Cecchetti, 
then its chief economist). But its overall work, felt to be very weighty, has not been resumed since 
then. The recent Coherence and Calibration Task Force (CCTF) has at this stage limited its work to the 
calibration stage, without evaluating the economic impact. 

The need nevertheless remains, and the responses may prove to be too unfocused and insufficiently 
reliable. We therefore believe it is necessary to establish a permanent international evaluation body 
with the following terms of reference and organisation: 

the objective would be twofold: (i) provide a systematic ex-ante assessment of proposed new 
rules, notably as regards their economic impact, as provided for under the TLAC, and (ii) undertake a 
comprehensive ex-post review every three to five years. The data have indeed changed significantly 
since 2010: gaps in the regulations have been filled; macroeconomic conditions have changed; the 
behaviour of banks in response to the rules is better known; and academic work has burgeoned. The 
comprehensive review could lead as needed to periodic adjustments of the parameters; 

the organisation would rely as before on central bank economists, who already represent a good 
diversity of opinion, but in a smaller contingent capped at 10 or 15, including the active contribution 
of the ECB. The body would be chaired by the BIS, or otherwise by the Basel Committee (BCBS), the 
IMF or an independent economist. The inclusion of academic economists would represent further 
progress. 

The body would not be asked to produce unequivocal findings, just a clear statement of the various 
possible effects, along with a range of estimates. These findings would be public, and notably made 
available to policymakers and regulators. 

We believe that Basel remains the central source of expertise on this subject, although we felt 
reluctant, particularly at the BIS, about reviving this work. Alternatively, it is essential to build 
European capability in Brussels around the Commission, in Frankfurt around the ECB, and in an as 
needed “research network”. 
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3 Building an efficient Financing and Investment Union for tomorrow 

We have identified three challenges: adjusting to more innovative investments, reducing financial 
fragmentation in the euro area, and applying the new prudential rules. Their solution lies largely at 
European level. That is the argument in favour of the Capital Markets Union (CMU) project proposed 
by the European Commission after the Banking Union. Jonathan Hill, the new Commissioner for 
Financial Services112, published a Green Paper on the project in February 2015 and conducted an open 
consultation. Drawing on the over 700 responses received113, the Commission published its “action 
plan” on 30 September 2015. 

As our interviews show, the CMU project has aroused wide-ranging interest in Europe. Interest is 
particularly keen in Brussels and at the ECB, of course, but also in Paris, which is looking to strengthen 
the euro area, and London, which sees the advantages for its financial centre. This shared interest—
which is rather uncommon for new European initiatives today—bodes well. At this stage, however, the 
project’s contours are somewhat blurred: 

 Supporters’ motives vary: some players see it as a mere technical extension of the Single Market; 
others, like France, have a stronger political ambition for this “Union”. 

 A large portion of the content still needs to be defined precisely. The project is too broad: 32 
questions were raised in the Commission consultation, the same number of measures were spelled out 
in the Action Plan (but with the specification of their contents often postponed to future reports), and 
the published timetable for their actual implementation is too uncertain. 

An important initial question is that of the project’s name. As suggested in Fabrice Demarigny’s 
excellent report to the French Finance Minister, we believe it is by far preferable to call it a Financing 
and Investment Union114, for two reasons: 

 Capital markets are only one of several resources; the ultimate goal is efficient financing of 
investment. 

 Financing channels will remain diverse. They will naturally include banks, but also debt and 
“private” equity purchased directly by insurers and asset managers. 

This vision of the CMU as a complement to, and not a substitute for, bank financing is particularly strong 
in Germany and Italy, as well as among SMEs, which have less access to markets. 

The French Finance Minister, in his Paris Europlace speech115, observed that this Financing and 
Investment Union logically combined “the Europe of bank financing and the Europe of capital markets”. 
The EU “Five Presidents’ Report” of June 2015 speaks for the first time of a “Financial Union”, although 
the term strikes us as less apt. It is now up to the Commission to make a clear choice. We can only 
emphasise the advantage of choosing a name that is “meaningful”—to mitigate potential fears and 
opposition, and convince public opinion—and covers a wider field. 

In any event, the Union’s success depends on three conditions, around which we have organised our 
recommendations: explaining the Union’s motivations, prioritising its content, and ensuring its stability. 

                                                           

112 The new Director-General for FISMA (Financial Stability, Financial Services and Capital Markets Union), 
reporting to the Commissioner, is French: Olivier Guersent. 

113 The consultations concerned the CMU, more specifically the Prospectus Directive and securitisation. 

114 F. Demarigny, “25 investing and financing recommendations for the forthcoming Capital Markets Union”, 
report to the French Minister for Finance and Public Accounts, May 2015. 

115 “Paris Financial Market 2020” Committee (in French), 22 July 2015. 
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3.1 Explanation of motivations 

Expectations about the CMU are varied. We believe it is essential to clarify three objectives: 

 diversification of financing, rather than forced disintermediation ; 

 strengthening of the euro area, not just the single market ; 

 redirection of European savings towards the long-term even more than towards direct risk-
taking. 

3.1.1 Diversification in response to demand, rather than forced disintermediation 

Our report takes business investment and the needs of firms as its starting point. Consistently with this 
approach, we suggest the same “bottom-up” approach for the Financing Union. This consistency is 
strengthened by two clear arguments: in negative terms, talk about “American-style” disintermediation 
makes little sense; in positive terms, firms have strong expectations regarding diversification, and 
France has the resources to meet them. 

The limits of arguments for “disintermediation” 

The substantial volume of work conducted around Basel III and the Barnier Package has often been 
accompanied by rather normative arguments for disintermediation, namely, that Europe should move 
from a bank-based financing model to an “American-style” market-based model. 

This vision is rooted in two unarguable realities. First, one of the objectives of prudential regulations is 
indeed to better control the size of bank balance sheets against excessive debt leverage. Second, U.S. 
companies have a radically different financing structure, featuring (i) a far greater proportion of 
equity, and a lower proportion of debt, 

 

Chart 35: NFC liabilities: “net” equity and financial debt, as % of GDP 

 

Source: Banque de France. Equity is valued at market prices (with a similar method for unlisted shares).  
The “equity” component of liabilities is net in the sense that equity booked to NFC assets has been deducted.  

Debt includes bank loans and market debt. 

  



FINANCING BUSINESS INVESTMENT 

56 

(ii) in their debt instruments, a larger share of bonds and related securities116, and a smaller share of 
bank financing. The “disintermediation rate” is generally measured against debt, and therefore 
somewhat restrictively with respect to equity. 

Chart 36: Proportion of bonds and related securities in NFC financial debt (%) 

 

Source: Banque de France. 

The disintermediation rate varies widely among the main EU countries: it is already higher in the U.K., 
and in France, given the weight of large firms. Germany, Italy, and Spain rely more heavily on bank 
financing. 

Chart 37: Proportion of bonds in financial debt of euro area NFCs (%) 

 

Source: Banque de France. 

It is in the interest of the euro area, and its firms, to expand non-bank financing. But to impose 
disintermediation from the top down, with a quantitative objective for a transition to an “American-
style model”, make little sense in our view, for at least three reasons: 

 Some analysts indeed argue that a market model is more resilient to crises than a banking model, 
and that it promotes a faster recovery of investment117. But these conclusions seem shaky, particularly 
because they attach greater weight to banking crises than to market crises. The diversity of financing 
channels is an asset; the superiority of one over the others would be a fallacy. Alan Greenspan himself 
used the image of markets as “spare tyres” of bank financing. 

 Setting a disintermediation rate and timetable would be a highly uncertain exercise. No-one is 
arguing that Europe should reach the U.S. level of 25%. Besides, Europe does not have the same 

                                                           

116 Private placements and other non-bank financial debt instruments are included in bonds. 

117 See Brutscher, The impacts on investment of banking and sovereign debt crises in bank-based and market- 
based economics, EIB Working Paper, 2014, and T. Grjebine et al. Corporate Debt Structure and Economic 
Recoveries, CEPII Working Paper, November 2014. 



FINANCING BUSINESS INVESTMENT 

57 

“financial animals” as the U.S. Progress towards diversification will be determined by firms’ real 
demand, not by an objective defined at the top, such as 40-50% of disintermediation ten years from 
now. 

 Third, talk of forced disintermediation could raise considerable fear and opposition among SMEs 
and, with them, the mutual-bank networks that serve as their local financiers, particularly in Germany 
and Italy. Across the EU, the public debate on “Americanization” or the comparative vices and virtues 
of markets and banks would have a very uncertain outcome118. We have encountered this concern 
among many MPs in Europe. To mention just one example, Mrs. Paus, a member of Germany’s 
Bundestag (Green Party), told us she was surprised that after the—rightful—imposition of strict 
regulations on banks and insurance companies, there were plans to promote capital markets, with all 
the associated risks of instability. The CMU project, therefore, must not be presented in this manner. 

Demand for diversification will be strong 

Yet our mission is convinced that firms’ demand for non-bank financing will be strong. What they should 
be offered is a broader range of choices: a wider spectrum of options than just talking with one’s bank 
is, of course, an opportunity. More fundamentally, we have noted (§1.3) how the change in the nature 
of investments required an overhaul of financing solutions. There should be more uncollateralised debt 
and, above all, more equity. That is the most decisive aspect of the comparison with the U.S. 

France can opt for such diversification. In the euro area, and not counting the U.K., France is indeed 
the best placed economy to do so. Besides already having the highest disintermediation rate, it 
possesses a diversified financial industry: 

 It has a strong banking system, featuring several “integrated” banks that can offer their 
customers both standard loans and market financing. In the European debates on bank structuring, 
French authorities have rightly defended the preservation of this open field, while applying a strict 
approach to market activity risks. 

 In the euro area, France has one of the leading insurance companies (AXA), the leading asset 
manager (Amundi), and the largest venture-capital industry. Insurers, management funds, and private 
equity will have an even more decisive role to play tomorrow in financing the economy. 

Coordination between market infrastructures remains France’s relative weakness. In the “euro 
competition” with Frankfurt, Luxembourg, and Dublin, the promotion of Paris as a financial centre must 
not slacken119. 

An EU ecosystem of market financing players that needs to be densified 

The construction of the Financing and Investment Union will not succeed unless it is accompanied by 
that of an ecosystem of strong, innovative, and competitive market-financing intermediaries. Beyond 
the regulatory framework, the growth of market financing requires building up a fully-fledged industry 
at EU level that can compete on equal terms with international players. A European market-financing 
industry will also attract international savings and provide the EU with leverage in influencing the 
drafting of international financial standards. 

To help densify this ecosystem, one must support the principles of reciprocity in financial-market access 
and of equivalence in access conditions. From time to time, official interventions can also help to better 
structure this industry. One illustration is ECB’s gradual deployment of Target2 Securities. This single 
platform for financial-transaction delivery and settlement will help to lower technical and economic 
obstacles to EU cross-border transactions. 

                                                           

118 See Éric Le Boucher, “La discrète américanisation des markets de capitaux”, Les Échos, 21 May 2015. 

119 See Paris-Europlace “Vingt-cinq mesures pour une place offensive et forte”, Comité 2020, 22 July 2015. 
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3.1.2 Strengthening the euro area, not just the single market 

From the reality of financial fragmentation and its negative economic consequences, we can draw one 
obvious conclusion: for the EU as a whole, the Financing Union would be a significant step forward; but 
for the euro area, it is an imperative. For the 28, it’s “(very) nice to have”; for the 19, it’s a “must have”. 
It is an insufficient but necessary strengthening. It is politically accessible, without amending the 
Treaties, and economically effective. 

This dimension was not addressed in Commissioner Hill’s initial Green Paper. Fortunately, it was 
included in the “Five Presidents’ Report”120 issued in June 2015, then taken up in the Action Plan 
published in September 2015. The Report recommends measures towards Economic Union, Fiscal 
Union, democratic accountability, and institutional strengthening. While we view all these measures as 
necessary, they are not our subject here. The Report does, however, note for the first time that the 
CMU “applies to all 28 EU Member States, but it is particularly relevant to the euro area.” This (cautious) 
beginning must be welcomed. 

With 28 as far as possible, and with 19 if necessary 

This issue of geographic boundaries is all the more crucial as it impacts the debate over the U.K. 
referendum and the risk of Brexit (British exit from the EU). Following our round of consultations, we 
believe it should be addressed by focusing on the following principles: 

 The Financing and Investment Union is a project involving the EU-28, and at single-market level. 
If France wanted to turn it into a project for the euro-area 19—which is not its official position—it would 
have hardly any allies either in Brussels or among the Member States. Moreover, such a choice could 
drive the U.K. towards Brexit, and the London financial marketplace is, on balance, an asset for Europe, 
even if the euro-area marketplaces need to grow. 

 Nevertheless, the U.K. must have no specific rights in the CMU, even as David Cameron’s 
government appears tempted to demand them for financial services, oddly enough in the name of 
“fairness”. And if the referendum were to lead to a British exit, London could not, of course, be a 
financial centre for the CMU. 

 Lastly, if the project is blocked among the EU-28, the euro area should be able to move ahead 
with the 19 on this top priority (see §3.2-3.3 below)—which, for the area, is an imperative. That is how 
the Banking Union was built: it was offered to all the EU-28, then achieved by the 19 with an (overly) 
specific institutional construction121. On complex issues such as the harmonisation of insolvency law 
(see §3.2.3 below), the only possible progress that can be achieved is among Member States of the euro 
area. 

To sum up: neither exclusion, nor special rights, nor blocking. One major condition remains to be met 
for the CMU: the completion of the Banking Union. 

Completing the Banking Union 

The Banking Union is one of the key achievements of the euro area. The implementation of the Single 
Supervisory Mechanism (SSM) in Frankfurt is impressive. 

Yet full freedom of banking flows between Member States has not been restored. Private-sector 
confidence remains too low. More worryingly, some obstacles are of a regulatory nature, explicit or 
implicit. The best-known example is Germany’s Bafin, which, since the 2011 crisis, has blocked flows in 

                                                           

120 « Completing Europe’s Economic and Monetary Union », June 2015. 

121 The Banking Union grants special rights to EU Member States that do not belong to the euro area, such as a 
double majority in the EBA, giving the U.K. near-veto power. 
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the Unicredit group from its German subsidiary HVB to the Italian parent company. Such national 
“portcullises” seem to subsist in a number of countries of Northern Europe: for national regulators, local 
savings must be fully used in their country of origin. This constitutes a manifest breach of the Monetary 
Union. It is a measure that, in theory, has become totally unwarranted since the establishment of a 
single supervisor and the severing of the link between each Member State and its banks. 

The termination of that link depends, however, on the credibility of the Banking Union’s other 
mechanism: the Single Resolution Fund (SRF), which is designed to help resolve insolvencies at EU level. 
It will receive €55bn in funding, gradually increasing to end-2023. 

Waiting until then to lift national obstacles is out of the question. We must therefore stress the urgency 
of the following actions: 

 Development of bridge financing, which will enable the SRF to intervene during the transition 
years, and simplification of SRF governance if possible. 

 Discussion on the common backstop, which, after 2023, will ensure that the SRF has sufficient 
resources even if its initial €55bn provision were exceeded. 

 A ban on all additional national blocking measures. In this connection, it is essential for the single 
supervisor to properly assess the capital and liquidity ratios of its 120 banks on a consolidated basis, 
without demanding them for each national legal entity. The application of the future total loss-
absorbing capacity (TLAC) requirement (see §2.3 above) must not serve as a pretext for national 
blocking actions either. 

These various issues are difficult but can be addressed with our partners, and EU institutions are pushing 
in that direction122. A final subject is far more sensitive: the pooling of deposit guarantee funds, which 
remain national. For Germany, this remains a “red line”. Pooling is desirable, but we view it as less 
strictly indispensable to the Banking Union’s credibility once the other actions discussed above have 
been carried out. 

3.1.3 Savings oriented towards the long term, more than towards direct risk-taking 

We noted in Part 1 that one of the challenges to innovative investment financing was the (legitimate) 
prudence of European savers. This lesser “appetite for risk” is no doubt Europe’s major difference with 
the U.S. It has cultural and sociological roots, but it is not our task to explore them and, even less so, to 
change them. However, we believe that its analysis would be enhanced by distinguishing between two 
aspirations: safety and liquidity. Regarding safety, i.e., the protection of capital, the vast majority of 
European savers seem strongly committed to it. Direct risk-taking, with the attendant expectation of 
capital gains, will remain the pursuit of an entrepreneurial minority. The other Europeans will not easily 
turn into “Americans”. 

The share of “risky”123 assets in household wealth is nearly three times as high in the U.S. as it is in the 
euro area, at 250% versus 90% of GDP. The gap is largely due to the size of pension funds—as in the 
U.K.—but share ownership by U.S. households is also far more common. 

                                                           

122 See §3.1 of the “Five Presidents’ Report”, Completing Europe’s Economic and Monetary Union. 

123 Risky assets are defined here as including debt securities, listed shares, unlisted shares and other equity stakes, 
shares in non-money-market funds, and pension-fund shares. Risk-free assets are defined as including cash, sight 
deposits, term deposits, shares in money-market funds, and shares in life-insurance schemes. The distinction could 
be refined by breaking down some categories including underlying assets of shares in life-insurance schemes and 
pension funds, but this “transparency exercise” is technically complex. 
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Chart 38: Households’ financial asset holdings by asset type, as % of GDP 

 

Source: Banque de France 

In the euro area, France and Germany display a similar overall distribution of households’ financial 
assets, with a proportion of risk-free assets of up to 60% or more. The main distinctive characteristic of 
France is the larger share of life insurance, partly intended as a form of savings for retirement. In nominal 
terms, it makes up for the share of pension funds in France’s continental European neighbours. That 
share, however, remains far more modest than in the U.S. and U.K. 

Chart 39: Distribution by asset type of households’ financial asset holdings124 

 

Source: Banque de France 

By contrast, as regards liquidity, many European savers are actually motivated by long-term objectives, 
starting with retirement savings. To use a financial expression, individuals today have lengthening 
“liabilities”, given the rise in life expectancy, the fall in pension replacement rates in all countries, old-
age risks, and other factors. They must therefore lengthen the duration of their assets. However, too 
many instruments have given a historical preference to liquid savings, and not only in France, with its 
Livret A savings account and life insurance. Rather than acting directly on the risk component, it would 
therefore be more effective to act on the time component, and offer savers more long-term products, 
possibly with a guarantee on the principal. The goal here is to recapture “patient savers”—patience 
being, in the economic literature, the very virtue that defines the saver in contrast to the impatient 
borrower. 

These products would provide financial intermediaries with liabilities long enough to enable them to 
take pooled risks—while fully complying with prudential rules (see certain sections of 

                                                           

124 Deposits are defined here as including cash, sight deposits, term deposits, and shares in money-market funds. 
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Recommendations 6 to 8 below). They would also make it possible to offer savers broadly higher 
returns125. This key challenge is, so to speak, the “forgotten side” of the new regulatory deal126. 
Attention has thus far been focused on diversifying resources for businesses, but the lengthening of 
households’ financial assets is also important. 

The current bonus on liquid assets among financial investors 

Conversely, the liquidity—or short-termism—of many current liabilities is indeed the worst enemy of 
risky investment. Both prudential rules and force of habit incite savers to prefer liquid assets. These are 
the High Quality Liquid Assets (HQLAs) of Basel III, which, in practice, are concentrated on national 
sovereign bonds and central-bank deposits. As regards French life insurance, its instant liquidity for 
savers, coupled with a permanent guarantee on the principal, is a major obstacle to diversification into 
more innovative investments. To quote one of the insurers in the French marketplace: “life insurance is 
intentionally long and contractually short.” This contradiction actually transcends specific French 
characteristics. Moreover, the low-interest-rate environment could lead the world’s asset managers to 
face two opposite but potentially concurrent risks: bubbles on the most liquid and hence most sought-
after financial assets; or a mismatch between short-term liabilities for savers and ever longer, illiquid 
assets offering some returns. These risks must be taken into account in market oversight. 

**** 

The Financing and Investment Union can and thus must have three objectives: diversification for firms; 
pooling in the euro area; and “lengthening” of Europeans’ savings. If it meets these conditions, it would 
make a powerful contribution to the compatibility of the “financing triangle”. We can represent this by 
the following diagram, which provides a guideline for what the Union should contain. 

Chart 40: Financing triangle 

 

3.2 Prioritising the content of the Financing and Investment Union 

The Commission’s Green Paper of February 2015, despite its rich content, aroused scepticism from two 
angles: 

                                                           

125 In the long run, equities generally yield the highest returns. Real estate, particularly in France, has sometimes 
provided a “rent-generating” alternative. It is important to make sure that tax rules do not introduce distortions 
here. 

126 See O. Garnier, “Règles prudentielles et conséquences sur l’intermédiation des financements", paper at AMF 
Scientific Council, December 2014. 
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 Its deadline—which is distant for certain measures—and its implementation are totally 
unconnected to the timetable of the “Juncker Plan”, launched in 2015 for a three-year period. Yet their 
complementarity should be obvious; the Juncker Plan frees up public funds to mobilise private capital, 
whereas the CMU promotes investment of private capital. 

 Its content is perceived as very broad, still relatively fuzzy, and heavily focused on a legal 
agenda—listing the legislation to be implemented—far more than on the economic agenda. 

The Action Plan published on 30 September 2015 brought some cautious but welcome details on the 
desired objectives. These are no longer confined to the single market but also include a better financial 
integration of the euro area; closer attention is paid to the spectrum of financing instruments for SMEs 
and mid-caps, from crowdfunding to private placement, with a laudable emphasis on the deficiencies 
of cross-border venture capital. While helpfully offering a stage-by-stage timetable with an exhaustive 
description of the regulatory projects ahead, the Action Plan is often still vague about concrete 
objectives. Most of the measures consist in producing studies, reports, and other assessments. For 
example, the desirability of recalibrating Solvency II for development capital will not be assessed until 
2018, and it will be necessary to wait for the publication of a White Paper in 2016 to evaluate efforts to 
achieve the convergence of financial-market supervision—a crucial area on which the Plan is shy of 
details. Lastly, the linkage with the Juncker Plan remains vague. Generally speaking, the Action Plan 
neglects the initiatives that do not strictly concern normative production. 

We are not attempting here to set out a detailed agenda with a comprehensive list of items or fully 
finalised technical specifications127. But we are convinced of the need to prioritise this agenda, to give 
it momentum and meaning, on the following basis: 

 Use two time frames. Some heavy structural projects will indeed require a 2018-2019 deadline. 
But other gains can be achieved sooner, by 2016-2017: they will make the CMU credible for economic 
and financial players, and they will promote the Juncker Plan’s success. 

 Start with firms’ needs as the top priority. We have done so by defining two guidelines: (1) offer 
an extensive range of credit and debt instruments—which will remain the chief source of external 
financing—regardless of company size (SMEs, mid-caps, large enterprises); (2) develop riskier 
instruments, such as equity and long-term infrastructure financing. All these instruments must be 
available on a cross-border basis to optimise the use of Europeans’ savings and consolidate the euro. 

3.2.1 Providing an extensive range of debt instruments for companies of all sizes 

The construction of the Financing Union must begin with a simple segmentation of debt financing and 
loan financing: 

 Large enterprises will raise the vast majority of their funds on the markets. That is already the 
case in France. They have the technical resources to do so, and they meet financial communication 
obligations by publishing their accounts. This financing requires fully efficient markets—in particular, 
sufficient liquidity for corporate bonds ensured by market-makers. On this well-documented topic, our 
mission merely wishes to recall that liquidity is a growing concern among the parties involved128. 

 In contrast, SMEs will continue to rely on the banks for most of their financing (96% in France 
today). The same is true even in the U.S. Diversification into private placements, loan funds (see below) 
or direct-lending platforms is, of course, desirable. But it would be a fallacy to seek to steer SMEs en 

                                                           

127 Concerning the CMU measures, our report is an extension of the Demarigny Report cited earlier. 

128 In the U.K., the FPC (Financial Policy Committee) chaired by Mark Carney has announced a review on this topic 
for September 2015. See also the PwC Global financial markets liquidity study (August 2015), specially 
commissioned by several industry organisations 
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masse towards markets that are too expensive or demand substantial information. To make sure that 
banks have enough room on their balance sheets to finance SMEs properly, one must develop a safe, 
high-quality securitisation capacity. 

 Mid-caps already use a mix of financing sources (banks 74%, markets 26%, with the latter share 
growing rapidly). They will made the choice depending on their size and needs. But there is a “third 
way”: the desirable expansion of the private debt market in the form of direct loans by institutional 
investors to mid-caps. The Financing Union must therefore promote the growth of private placements. 

 A final category consists of micro-enterprises, including single-person enterprises and very small 
businesses. It often receives specific support from micro-credit and solidarity-based finance (see §2.2.1 
above) and a purposeful expansion of these instruments. 

Chart 41: Debt/credit axis of Financing and Investment Union agenda 
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Safer securitisation: some explanations 

Securitisation has rightly had a bad name ever since the U.S. subprime crisis. Indeed, securitised 
issues have collapsed since the crisis, from over $2 trillion in the U.S. and Europe in 2006 to around 
$500bn in recent years. Yet, under strict conditions, securitisation can be a potentially useful 
instrument: it allows banks to sell a part of their existing loans and so make room for new loans on 
their balance sheets; symmetrically, institutional investors who buy these securitised instruments 
will thus have at their disposal diversified economic assets that are—in theory—well identified in 
terms of risk class. The latter point is crucial: knowledge of risks was concealed or ignored in the U.S. 
subprime crisis129. It should be noted that the percentage of defaults on real-estate-backed securities 
during the crisis was far lower in Europe than in the U.S., at 1-4% versus over 20%. This gap prompted 
the current search for safer securitisation methods, which we can summarise as follows130: 

 The reviews conducted by the ECB and the Bank of England in May 2014131, followed by the 
Basel Committee’s work in December132, have sought to define criteria for “STS” (simple, transparent 
and standardised) securitisation133. The European Commission has just released a draft regulation 
as the final stage of a public consultation launched in February 2015134. Despite their occasional 
confusion, these multiple discussions have produced some rules that ought to mark a clear departure 
from the situation prevailing when subprimes spun out of control. The original lender bank must, 
after securitisation, retain part of the risk: this is known as the “skin in the game” rule. Information 
on securitised assets must be transparent and complete, even after securitisation, with sanctions for 
reckless behaviour. Risk tranches must be strictly rated, unlike the virtual AAAs that had been granted 
to subprimes. “Synthetic” or complex securitisations, too far removed from the reality of the 
underlying assets135, are discouraged. In sum, regulators want to define a “high quality” securitisation 
that would accordingly be eligible for better prudential treatment and could be certified by a label. 

 One must distinguish “deconsolidated” securitisations (i.e., removed from the balance sheet) 
from “retained” transactions. The latter, which are still the more common form in Europe, have the 
advantage of providing liquidity: a bank securitises a bundle of loans and “self-subscribes” it to its 
own balance sheet to draw on these assets for refinancing from private entities or the central bank. 
This approach resembles that of the €2.6bn ESNI (Euro Secured Notes Issuer) operation for loans to 
SMEs, launched with the support of the Banque de France in 2014136. But only “deconsolidating” 
transactions with actual sales of loan portfolios reduce banks’ balance sheets, improve their capital 
ratios, and correspondingly raise their capacity to extend new loans, for example to SMEs. 

 

                                                           

129 See Michael Lewis, The Big Short (2011). The book reads like a novel, which unfortunately it is not. 

130 See, especially, the IMF article “La relance de la securitisation”, Revue de stabilité financière de la Banque de 
France, April 2015. 

131 ECB and BoE, The case for a better functioning securitisation market in the European Union, May 2014 . 

132 Basel Committee, Revisions to the securitisation framework. 

133 Now sometimes called STC, the “C” standing for “comparable”. 

134 An EU framework for simple, transparent and standardized securitisation, February 2015. 

135 Such as the CDO-Squareds of 2006-2007, derivatives consisting of collateralised debt obligations (CDOs) backed 
by tranches of other CDOs, with subprime loans as the underlying assets. 

136 “Covered bonds” transactions have the same purpose: a bank issues bonds in more conditions because it puts 
up loans as collateral. As a result, “real-estate bonds” have grown substantially with real-estate loans. But these 
credits stay on the bank’s balance sheet. 
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 In theory, the underlying assets of securitised instruments may consist of any type of loan. 
“Deconsolidating” sales, however, require risks that are measurable, aggregable, and as 
homogeneous as possible. Experience—even in the U.S.—shows that it is far easier to securitise 
personal loans (car loans and especially real-estate loans), consistently with the law of large numbers, 
than loans to SMEs, every one of which carries risks that are too specific or “idiosyncratic”137. 

 In the U.S., mortgage securitisation is considerably facilitated by the existence of two public 
guarantee agencies covering most issues. Many professionals we met told us that they would like 
such a public guarantee to be introduced in Europe. Admittedly, it would provide a strong incentive, 
but we believe it to be neither desirable—given the risk for public finances—nor indispensable. 
Strong STS harmonisation should allow the growth of a market whose potential underlying assets are 
huge: Europe’s €6 trillion in real-estate loans. If a partial public guarantee were to be envisaged, it 
would rely on trials conducted for SMEs by the EIB and national development banks. 

 The goal should therefore be securitisation for SMEs—by making room in banks’ balance 
sheets—but not necessarily on SMEs. Without excluding the latter option, given the diversity desired 
by investors, we should point out that real-estate loans account for a clear majority of securitisations, 
both in Europe (65%) and the U.S. (85%). 

**** 

We wish to highlight an original initiative, EURECA138, launched by Jacques Delpla and Sébastien 
Huppé (France). It invites the top 120 banks of the Banking Union to systematically divest 20% of all 
their new investment loans to businesses every quarter. In legal terms, this would not be regarded 
as securitisation, but the economic effect would be the same. The success of this simple idea lies in 
pooling. Once all banks contribute the same share of all their loans, there can be no risk bias in the 
assets sold. Nor, the initiators argue, is there any need for external rating. 

 

                                                           

137 In the flowery jargon of specialists. 

138 EUropean REfinancing of Corporate Assets. 
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Recommendation no. 5: Provide firms with an extensive range of debt instruments, 
including safer securitisation, private placements, and direct-lending platforms 

1)  Safer securitisation. This is the most critical task for ensuring proper SME financing, but it is 
the most “loaded” in historical terms (see box above). To create the conditions for an efficient market 
in Europe requires the lifting of two obstacles now: 

 Legally, there is a need for EU regulation strictly defining (i) the conditions for “high quality” 
securitisation and (ii) its prudential treatment, in terms of capital ratios and liquidity. The 
Commission issued a proposal for such regulations in late September 2015: if the proposal is adopted 
in Brussels, it will require going beyond Basel—where reservations by the U.S., commensurate with 
its past shortcomings, are slowing progress towards a reasonable equilibrium. Once the STS criteria 
are met, prudential treatment should be proportionate to the underlying assets. 

 Economically, securitisation will not expand sufficiently unless the underlying loans generate 
a margin large enough to yield returns on the transaction. Today, the margin on real-estate loans—
as, indeed, the margin on loans to SMEs—still appears to be acting as a brake. Moreover, 
securitisation costs can be excessive. European central banks should set up a working group on this 
still relatively unexplored subject for each of the main European markets. 

 

2) Private placements with institutional investors are primarily of interest to mid-caps or even 
large SMEs139. They rely on more streamlined practices that the issuance of bonds on the markets: 
there is no public rating and no systematic disclosure of accounts. They comprise “tickets” currently 
as low as €10-20m140, and carry maturities of up to 7 years in France. They therefore concern firms 
with annual turnover above €100-200m. There are two main types of private placements in Europe 
today: the German Schuldschein (around €8bn a year) and the Euro PP, developed in Paris with a 
common charter initiated by the Banque de France, the French Treasury, and the Paris Chamber of 
Commerce and Industry (CCIP) (€4bn). The total European market is estimated at €20bn a year, 
versus roughly $50bn for the U.S. market. Potential demand is strong—up to €60bn according to 
Société Générale. 

The expansion of cross-border private placements requires two measures: 

 The establishment of a single European legal instrument would be a truly ideal step forward. 
A form of mutual recognition of some of the main existing contracts (Schuldschein / Euro PP / 
LMA141), as initiated by ICMA142 for Euro PP and LMA, may suffice to win investor confidence. Some 
“common foundations” would be necessary, with adjustments to existing contracts if needed. A 
German institution should be willing to invest in a Euro PP issued by a Spanish firm. 

 Better sharing of information on firms is thus essential to building confidence. This is done 
today on a case-by-case basis, and banks advising firms play a key role here. A more systematic 
arrangement (see §3.2.3 below) would be a decisive structural advance for Europe. 

3) Europe’s direct-lending platforms for SMEs and the professions are still of modest size. The 
French and euro area leaders such as Unilend and Lendopolis have no more than approximately €10m 
in accumulated loans, compared with already £600m for the British leader, Funding Circle. On a 
different model, the biggest potential players are the e-commerce giants, lending to their merchant 
SMEs: AliBaba in China, which has just set up MYbank, and Amazon, which is starting to provide cash 
loans in Europe. 

                                                           

139 See Paris-Europlace, Financement en dette des PME/ETI, March 2014. 

140 The average size of a Euro PP was €60m in 2014. 
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These sources remain secondary and carry high interest rates. But they are being driven by strong 
demand, thanks to their fast, streamlined procedures, the absence of guarantees, the attractiveness 
of Fintech, and a determination shared by borrowers and lenders to bypass banks. This growth of an 
alternative financing resource is welcome. It will, however, require appropriate regulation. The 
EBA143 is one of the first organisations to have issued an “opinion” on the subject (February 2015). It 
identifies the risks, of which the most obvious, for lenders, is loss of capital absent a proper risk 
analysis by the platforms about their borrowers. The EBA notes the very wide variety of possible rules 
for the different platforms, and the consequent risk of regulatory arbitrage. Despite this, the EBA 
does not (yet) see the need for a new set of European regulations. 

In practice, the prevailing opinion is still “non-interventionist”. But we expect this hazy situation to 
be cleared up by 2017, at least for platforms engaged in cross-border fund collection and for those 
above a given size. The clarification of rules—which can rely, in part, on the EU “Payment Services” 
Directive—is a precondition for the expansion of crowdlending in an environment where trust 
prevails. 

3.2.2 Directing European savings towards "risky" and long-term investment 

Beyond the widening of the range of debt instruments, it is even more desirable to promote “risky” and 
long-term investment. The convergence between the different spheres of European action does not 
always come naturally here, and we identified several concerns during our mission: 

 As regards prudential rules and financial investors themselves, Solvency II can discourage risk-
taking for insurers. 

 As regards investments, the two unquestionable priorities of the Juncker Plan are equity 
investment—on a cross-border basis as far as possible, and principally for SMEs—and long-term 
infrastructure investment. But the consistency between the plan and the CMU, obviously a desirable 
goal, remains tenuous. 

  

                                                           

141 The U.K. LMA (Loan Market Association) contract is less common today. 

142 International Capital Market Association. See especially Pan-European corporate private placement market 
guide, February 2015. 

143 European Banking Association, “Opinion on Lending-based Crowdfunding”, February 2015. 
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The following recommendations therefore seek to fill gaps and promote risk-taking. 

Chart 42: Risk axis of Financing and Investment Union agenda 

 

Revise Solvency II 

The Solvency II directive, specific to Europe144, was adopted after ten years of negotiation and enters 
into force on 1 January 2016. All our French interlocutors—including insurers, of course, but also public 
decision-makers and businesses—take a dim view of it for two reasons: 

 Its very principle is regarded as running counter to a long-term approach. Assets are assessed 
every quarter at their instant value; the loss risk is assessed at a horizon of only one year, and must be 
covered by a solvency margin in capital. The effects are all the more constraining as they compound the 
impact of the IFRS accounting standards, adopted before Solvency II. The generalization of fair market 
value is an incentive to short-term management of positions and to alignment on market benchmarks. 

 These capital requirements, in the standard model, are highly significant, and are seen as a 
deterrent to “risky” investment. 

Significant capital requirements of Solvency II, in the current standard model  

Listed shares 39% +/- 10% 

Unlisted shares and private equity 49% +/- 10% 

Bonds or BBB loans145 12.5% For 5 years 

BBB securitisation  15% For 5 years 

Loan funds for the economy containing BB  

 

Infrastructure loans 

4.5% Per year of maturity, e.g. 22.5% for a 5-year 
loan 

Treated on same basis as corporate risk 

Sovereign bonds 0  

These criticisms need to be somewhat nuanced. The principles of Solvency II—i.e., joint assessment of 
insurance assets and liabilities, and freedom to diversify—are in themselves a major advance. The 
inclusion of long-term activities—when the liabilities themselves are long-term—has reduced the 
volatility of assets and of capital requirements. The effect of standard calibrations is significantly 
mitigated by several provisions, including the diversification coefficient, the 7-year transition period for 
equities, and the use of internal models for large insurance groups. The Frankfurt-based European 

                                                           

144 Unlike Basel III, it is not a global standard. 

145 Lowest investment-grade category. 
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Insurance and Pensions Authority (EIOPA) has calculated that, taking all these dampeners into account, 
the capital requirement for equities would range between 10 and 20% in most cases. 

The hard truth is that today no one —neither insurers nor regulators— knows exactly what the ex-
post effect of Solvency II will be. This is due to the great complexity of its rules. The Delegated 
Regulation is to be reviewed by not later than 2018, and the Directive itself by 2021. But that is precisely 
where the danger lies: absent a full knowledge of the ex-post effect, the risk is that every insurer, ex-
ante, will use the standard calibrations, which—by contrast—are known to all. Perception may count 
more than reality, and distort it to the detriment of risky investment. The risk would be even more 
severe if interest rates were to rise again, putting an even greater damper on equity investment. For 
these cyclical reasons as well, Solvency II must therefore be adjusted now. 

Recommendation no. 6: Revise Solvency II in favour of “riskier” investments 

In theory, the revision can address the three levels of regulation, by decreasing order of difficulty: 
“level 1” is the Directive itself; “level 2”, the Commission’s Delegated Regulation; “level 3”, the 
EIOPA’s interpretative declarations. We can envisage two objectives, one more ambitious than the 
other: 

 The more ambitious objective concerns the principles themselves. It involves lengthening the 
one-year horizon for risk assessment and considering fair market values in a longer-term perspective. 
The arguments are real, but it will be an uphill battle: this is a “level 1” revision and France’s partners 
currently opposite it. This discussion on fundamentals with them will require substantial preparation 
ahead of the planned review of the Directive. 

 The more accessible ambition is to revise the calibrations of the standard model, which, in 
principle, belong to “level 2”. That is the priority set out in the letter sent by the French Finance 
Minister to Brussels in June. The Commission, and even EIOPA, seem open about this—primarily as 
regards infrastructure and securitisation, but unfortunately less clearly so with regard to equities—
for which some regard calibration as a “level 1” issue. Loans to SMEs must be better regulated as 
well, unless one wants to discourage the diversification that has been advocated in other forums (see 
Recommendation no. 5). This fight is a priority: it is less relevant to the “pension fund” countries—
the U.K. and the Netherlands—which are de facto exempt from Solvency II until at least 2019. But it 
should also involve Italy and Germany, which are minimally committed today, and the end result 
should be a revision of the Delegated Regulation by early 2016. 

 In the longer run, the symmetrical—and very delicate—issue of the capital weighting of 
sovereign bonds will arise. For insurers in Solvency II, as for banks in Basel III, the current weight is 
zero. There are many arguments for this, including the liquidity and safety of these securities, and 
the stabilisation of financial intermediaries’ balance sheets and of sovereign financing. Nevertheless, 
some have raised two questions: (1) the present regulation would promote “risk-free” investment; 
(2) contrary to the aims of the Banking Union, the present regulation would maintain a link between 
financial institutions and their national governments. According to them, there is one change that 
could be envisaged in theory, but its practical effects would have to be determined with the utmost 
care. It would consist in gradually making “zero weighting” conditional upon a sufficient 
diversification of sovereign securities in the euro area. 
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Increasing cross-border equity investment 

The best instrument for sharing and therefore minimizing/risks in the euro area is equity investment 
(see §2.2 above). Its expansion is desired by all parties, including the Bundesbank President, Jens 
Weidmann146. Yet the ways to achieve this remain uncertain. The main driver, of course, consists of 
decisions taken by firms—their acquisitions and investments. The representatives of large enterprises, 
in all countries, have told us that they do regard the euro area as their “domestic market” and encounter 
no special obstacles there. Meanwhile, the Commission has included in the CMU agenda the revision of 
the “Prospectus” Directive: this rather unengagingly entitled document aims to give SMEs easier access 
to cross-border capital by standardising—in the simplest manner possible—the information required 
for public offerings. This forms part of the vital project to harmonise information on firms (see §3.2.3 
below). 

To achieve innovation, however, it would be advisable to link this initiative to the SME component of 
the Juncker Plan, which accounts for €75bn, or one-quarter, of the total plan. Its basic element is €5bn 
in public funds managed by the EIF (European Investment Fund), which can be used for equity 
investment or loan guarantees. The allocation of these funds has not yet been finalised, and the 
following recommendation would partly rely on them. 

Recommendation no. 7: Expand cross-border equity investment through innovative 
mechanisms 

Two new ideas should, in our view, be promoted—and linked to the Juncker Plan: 

1) Promote European venture capital: We have noted that France and Europe have, by now, 
improved their ability to finance the creation of successful firms, but not their growth—in other 
words, the start-up segment but not the growth-capital segment. Specialised exchanges do exist such 
as Euronext/Alternext in Paris, which has a good record in biotech, and AIM in London; they would 
stand to gain from working together. But one of the most obvious limitations is the size of European 
funds compared with U.S. funds operating in Europe, for size directly determines the capacity to take 
on “big ticket” equity stakes of €50-100m. By virtue of risk diversification, however, no single stake 
can exceed 5-10% of total fund holdings147. The size scale between the U.S. and Europe thus varies 
from 1 to 10. 

Table 1: Comparative ranking by size of venture-capital and growth-capital funds 

Funds investing mainly in the 
U.S. 

Fund size  
Funds investing mainly in Europe 
(country where team located) 

Fund size 

Comcast Growth Fund $4,100m  3i Growth Capital Fund (U.K.) €650m 

New Enterprise Associates 15 $2,800m  Index Ventures Growth III (Switzerland) €650m 

Summit Partners Growth Equity 
Fund VIII 

$2,700m  Accel London IV (U.S.) €475m 

Insight Venture Partners VIII $2,576m  Index Ventures VII (Switzerland) €400m 

Tiger Global Private Investment 
Partners IX 

$2,500m  Atomico III (U.K.) €350m 
 

                                                           

146 Jens Weidmann, Of credit and capital: what is needed for an efficient and resilient financial system?, Frankfurt, 
25 June 2015. 

147 Other factors are mentioned as arguments in favour of U.S. funds: their image, access to the U.S. market, more 
efficient processes, and even higher values. 
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Technology Crossover Ventures 
VIII 

$2,230m  Unilever Ventures III (U.K.) $350m 

Bessemer Venture Partners IX $1,600m  Ambienta II (Italy) €324m 

Deerfield Private Design Fund III $1,600m  Balderton Capital Fund V (U.K.) $305m 

Andreessen Horowitz Fund IV $1,500m  
High-Tech Gründerfonds II 
(Germany) 

€304m 

Healthcare Royalty Partners III $1,500m  
Bpifrance Ambition numérique 
(France) 

€300m 

Today, there are no conspicuous regulatory obstacles to the growth of “European-size” cross-funds. 
But domestic bias, due to familiarity with local conditions, comes into play here as elsewhere. To 
begin with, countries less advanced than France and the U.K. should adopt a more attractive tax 
status for such funds. Such countries include Germany—that is one of the points examined by the 
Fratzscher Commission—and Italy. The EIB and national public banks are, in addition, launching a 
pooling platform for fund-raising projects, allowing each party to acquire cross-border equity stakes. 
One should start by creating a pan-European venture-capital ecosystem, and its private-sector teams. 

As a second step, the EIF could issue a request for proposals to establish cross-border funds of 
sufficient size (at least €1bn). The Juncker Plan loans would top up private funds for the best cross-
border projects, in a proportion to be determined but not exceeding 1 to 1. That is what Israel and 
the U.S. have done to grow their venture capital industry. Europe will be better off concentrating its 
funds to a certain extent rather than dispersing them. Their management will remain private, but 
public funds will naturally have their share of capital gains as well as risks. 

2) The notion of a European Saving and Investment Fund (ESIF) is even more innovative. It has 
been promoted by Olivier Garnier, Jacques de Larosière, and the members of the Euro 50 Group (see 
Appendix 7) as a remedy for financial fragmentation, for the euro area suffers from a combination of 
excess savings and an investment shortage. To meet needs such as those of retirees but also to satisfy 
savers’ demand for protection, the Fund would issue debt securities with very long maturities (20 
years, for example), offering a minimum guaranteed return at a low rate close to that of the best 
sovereign bonds. It would put private managers in charge of investing these funds in sufficiently 
diversified and long-term equities, including in SMEs. Long maturities and pooling should enable 
German rent to be transformed into European productive risk. 
The proposal deserves a detailed examination, and could be enhanced with the following 
mechanisms: 

 A contribution from the “Juncker funds” on a co-investment and/or guaranteed-return basis, 
with national public banks. 

 An incentive in the southern countries to convert doubtful bank loans into equity (debt-equity 
swap). One of the obstacles to financing in southern Europe is precisely the excessive share of non-
performing loans (see §2.2 above). The “Europeanisation” of a portion of these assets, via the ESIF, 
would lessen the debt burden148. 

 Use of the EBRD’s skills in this area. The EBRD is the only international institution with a 
successful track record in equity investment. Its geographic scope of action is currently confined to 
central Europe, but it could be involved as a service provider. 

 

                                                           

148 The mechanism might even serve to reduce the public debt of certain peripheral States via “European 
privatisations”. 
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Promote long-term infrastructure and the energy transition 

Infrastructure financing poses three well-known challenges: 

 Investments may not start yielding returns for 10-15 years. This offers long-term attractiveness 
for investors—such as pension funds—seeking recurring income, but it poses a problem in the 
infrastructure project’s early years, where needs and risks are concentrated. 

 The public-sector uncertainty factor is strong, because of changes in regulations or prices, from 
motorway tolls to electricity rates. 

 The project’s social, collective profitability exceeds its “private” profitability. There are strong 
positive externalities, which are hard to translate directly into value terms for investors. 

These characteristics warrant specific arrangements that notably include: 

 Public intervention149 to select the best projects, by securing the legal and economic 
environment as far as possible, and by partly financing the projects if needed. In Europe that is the main 
objective of the Juncker Plan for €240bn in projects—of which €16bn in public financing. As a related 
measure, we can only encourage the formation of a European network of long-term public investors 
and national banks taking up the task of project promotion from the EIB. The French Caisse des 
Dépôts/Bpifrance grouping in France—or, outside Europe, Canada’s Development Bank—is a best 
practice here, followed by Italy’s CDP, and to a lesser extent Spain’s ICO or even the British Business 
Bank (BBB). There is no need for a cumbersome mechanism. The main requirements are an intelligent 
clarification of government subsidy systems and good benchmarking between countries. 

 The use of a range of private financing instruments for different phases of the project: equity150 
and syndicated bank loans in the early years of design and construction—in which most risks are 
concentrated; then refinancing through long-term bonds during the operating phase151. Project bonds 
may contribute to this. Since 2012, the European Commission and the EIB have decided to support their 
increased use. By “upgrading” their risk, the EIB has improved the financing of six pilot projects by a 
total of over €3bn. 

  

                                                           

149 See, in particular, the article by Jean Boissinot and Claire Waysand, “Le financement de l’investissement à long 
terme: quel rôle pour les pouvoirs publics?”, Revue d’économie financière, December 2012. 

150 Equity sponsors may increasingly consist of specialised infrastructure funds, accustomed to working in public-
private partnerships (PPPs). 

151 See Understanding the challenges for infrastructure finance, BIS working paper, August 2014. 
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The example of the energy transition 

The financing of the energy transition—with its two facets: renewable energies and thermal 
efficiency—is clearly a priority for Europe152, more so than “conventional” transport networks, and it 
requires more funds than digital networks. It poses even greater challenges than infrastructure 
projects usually do: 

 For renewable energies, initial investments are high, although long-run operating costs are 
low. 

 Regulatory and economic uncertainties in regard to the various energy sources remain 
significant, even though the long-term “direction of history” is clear: fossil energy—such as coal 
power plants—will be increasingly penalised, whereas the profitability of renewable energy will 
improve steadily153. 

 Externalities are very strong, since there is now a near-consensus on the costs of global 
warming and the imperative of the “2°C scenario”. But their transformation into private profitability 
implies a carbon tax, with a minimum of international harmonisation. 

The global priority and pressure from public opinion, however, create additional means of action. 
Financial players will find it in their interest to commit to the energy transition, and regulations may 
give them an incentive to do so. In the run-up to the COP21, the Canfin-Grandjean Report submitted 
to the French President in June 2015154 reviews current financial regulations and the mobilisation of 
private-sector financial players155. Two levers for action are especially worth noting here: 

 With regard to investors, the monitoring of portfolio decarbonisation. For example, the 
energy transition act recently adopted by France requires asset managers to communicate 
information and includes provisions for stress tests on banks’ climate balance sheets. 

 With regard to issuers, the rapid growth of “green bonds”. Worldwide issues reached $35bn 
in 2014—of which over half were by local government and public banks—compared with under $5bn 
a year until 2012. Technically, today’s green bonds are standard bonds. But their image makes them 
more attractive to investors and potentially less costly for issuers. It is all the more important, 
therefore, to secure the “green” label by means of better standardised definitions and possible 
penalties. 

The Financial Stability Board has also been asked by the G20 to prepare a study of the financial 
sector’s response to climate change. The Bank of China has already taken a distinctive position by 
publishing a broad agenda to foster the emergence of “green finance”. 

Here as well, an efficient linkage between the Juncker Plan and the Financing and Investment Union 
forms a basic guideline for action. 

 

                                                           

152 As it happens, the first French project in the Juncker Plan, signed in July 2015, concerned a €50m investment in 
a renewable-energy fund. 

153 As we have seen in solar energy in recent years, where equipment prices have fallen as volume has grown. 

154 Mobiliser les financements pour le climat, commission chaired by Pascal Canfin and Alain Grandjean, June 2015 
report. 

155 Including the New York conference in September 2014, the “Finance Days” in Paris in May 2015, and the work 
of the UNEP-FI (United Nations Environment Program—Financial Initiative). 
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Recommendation no. 8: Support European investments for long-term infrastructure and 
the energy transition 

Three solutions concern the entire infrastructure. The basic goal is to develop a standardised 
infrastructure asset class to promote a broader commitment by investors. While their interventions 
are confined to single projects taken individually, the assets will, in practice, be reserved for the 
largest investors with strong analytical capability. For this purpose: 

1) A suitable prudential approach must be defined for infrastructure investments, in the context 
of Solvency II revision. The current approach, which equates such investments with standard 
corporate risk, is indeed inadequate and dissuasive. 

2) The new ELTIF (European Long Term Investment Fund) project is welcome. Ideally, the goal 
would be to repeat, over the long term, the major success of the European UCITS “label”156 applied 
to liquid mutual funds. At this stage, however, the proposed advantages of ELTIF are modest: an SME 
loan facility, sales open to “retail” customers, and possibly favourable tax treatment in the Member 
States. These advantages should perhaps be better calibrated. In any event, success will depend on 
transparent but powerful marketing. “Green ELTIFs” could prove particularly attractive to savers. 

3) As regards issuers, after the pilot phase to support the launch of “project bonds”, the EIB is 
exploring the possibility of consolidating and securitising a multi-project portfolio. The EIB would 
continue to “upgrade” its credit rating, taking on up to 20% of the risk. An ELTIV (European Long Term 
Investment Vehicle) of this kind would have the advantage of offering a more diversified investment. 
It could be promoted, among other purposes, for the energy transition. 

For the energy transition, we would mention two additional and more specific options: 

 The EIB’s long-term action should become even more visible with the revision of its guidelines 
in the run-up to the COP21. Climate-related financing already accounts for 25% of its loans, for a total 
€19bn in 2014. It would be useful to set a benchmark with the EBRD’s Sustainable Energy Initiative 
launched in 2006. 

 The other option represents a more radical break. It would consist in examining the possibility 
of issuing green bonds with yields partially indexed to progress in the energy transition, or even with 
a provision for a “bonus return” paid to investors as a reward for such progress. 

 

  

                                                           

156 See below, §3.3.1. 



FINANCING BUSINESS INVESTMENT 

75 

Several of the suggestions above have underscored an obvious requirement: the need for a better 
linkage between different European ambitions. The CMU—especially if becomes a Financing and 
Investment Union—interacts with at least three "spheres": the Juncker Plan, prudential regulation, and, 
of course, the euro area. These interactions, summarized in chart 43, are potential value creators for 
Europe; but our perception, shared by others, is they function poorly today. The current barriers may 
be due to the complexity of the issues involved, but perhaps even more so to administrative 
compartmentalisation. This is clearly the case between the Commission and the EIB, or for Member 
States that promote the complex processes on their own initiative while condemning them in other 
forums. This fragmentation must be overcome. It is up to the European Council, and the College of the 
Commission, to restore an overall vision and the corresponding cross-sectional momentum. 

Chart 43: Achieving a better linkage between different European ambitions 

 

3.2.3 Launching three structural convergence projects 

Thus far, we have discussed the construction of the Financing and Investment Union “from the bottom 
up”, starting with the needs of businesses. Others prefer to emphasise “top-down” construction and 
assert that the harmonisation of legal frameworks and institutions is the prerequisite157. 

We believe in the need to advance in parallel on both tracks, but with different timetables. Structural 
convergence requires more time, and the Commission’s initial target of 2019 is suitable for this purpose. 
We shall return to institutions when discussing supervision. Regarding the legal and economic 
frameworks, many potential initiatives have been mentioned. Some—such as tax harmonisation—while 
clearly desirable, seem very cumbersome by comparison with the immediate gains for the FMU. Others, 
such as securities law, are more technical than strategic. By contrast, the convergence of market 
infrastructure, particularly between Paris and Frankfurt, would be a crucial step forward—if and only if 
driven by a strong resolve among French and German political and business leaders (for strategic 
reasons, the infrastructure ought to be located in the euro area). 

Our mission has focused on three structural projects that we, and all our interlocutors, regard as vital: 
(1) insolvency law; (2) information on SMEs and credit scoring; and (3) consumer protection. Their 
common feature is that they call for an innovative working method in the EU. 

                                                           

157 For example, the 1990-1991 negotiations over Economic and Monetary Union witnessed a debate between 
“behaviourists”—concerned about actual economic convergence—and “institutionalists”. 
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Insolvency law 

Insolvency law is an austere but essential subject. For investors, it determines their rights in the event 
of failure, whether they are lenders (such as banks) or shareholders (such as venture-capital funds). 
Symmetrically, for business owners, it provides guidelines for their “right to risk” and “right to error”. It 
is a well-known fact that U.S. law, notably “Chapter 11”, is more favourable to risk-taking, whereas 
continental European law generally gives better protection to employees and public creditors. But 
within the euro area itself, countless differences persist, in legislation and even more so in practice. 
Jurisdictions vary, and are often of uncertain quality. Proceedings can be extremely long (up to ten years 
in Italy). As a result, uncertainties increase proportionally, discouraging non-domestic investors. 

Yet the subject is anything but simple to address. It involves 28 justice ministries that are barely 
accustomed to working together, and it requires discussions that are both highly complex and deemed 
to touch upon national sovereignty. 

A radical solution that has sometimes been advocated is a “29th Regime”: whatever the country in which 
it is located, a company with its shareholders and creditors could choose to place itself under a new 
European insolvency law. Any proceedings would be judged by an “extra-territorial” European court. 
The solution is attractive. It is applied in certain private contracts judged by consent between the two 
parties in a third jurisdiction—for example under British law. It would, however, involve cumbersome 
transfers of competencies, for the national tax authorities or the employees of the company concerned 
would have to agree to submit to the rulings of this “29th Regime”. 

The Demarigny Report has made a more limited proposal, which would start with the harmonisation of 
regimes applicable to bank creditors in the euro area, for the 120 banks supervised in the Banking Union. 

Economic information on SMEs and credit scoring 

This project is just as essential for building trust. Even on a national scale, non-bank financing of SMEs—
and, more generally, of unlisted companies—will not grow unless “information asymmetry” is reduced. 
The banks’ greatest asset today is their bilateral information on customers gathered by their field teams. 
As a result, insurers or asset managers can only choose between two options: 

 They can set up parallel teams for risk analysis on SME loans. But this makes sense only for the 
largest players, and in any case it increases the financial systems’ intermediation costs. 

 Or the investor can access a platform offering shared, verified information—at a price. 

France has a best practice in this area: the Banque de France’s FIBEN data base. It is Europe’s only 
central-bank rating data base open to firms—to track their own ratings—and banks. Its access has 
recently been extended to crowdfunding platforms, and under the Macron Act to insurers and asset 
managers. Its fee structure could be adjusted to better reflect each party’s contributions and 
requirements. 

The European Commission has prepared an impressive initial survey of information available on SMEs 
in the Member States158, which reveals major differences. U.K. and Italy are among the top performers 
(oddly enough, however, public ratings such as FIBEN are not ranked); the lowest performers include 
Spain, Portugal, and the Netherlands. Germany ranks in the middle: the Sparkassen’s internal rating 
system (“S-Rating”) for their SMEs is undoubtedly one of the richest in Europe, but it, of course, confined 
to domestic firms. 

Open access—for a fee—to the various existing national bases is an obvious first step. Beyond it, vitally 
needed progress can be achieved in several ways: 

                                                           

158 EFSIR, op. cit., p. 200ff, Special focus on SME credit information in the EU, March 2015. 
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 A more harmonised application of IFRS accounting standards, for large and medium-sized firms. 
Bruegel has proposed a European Chief Accountant, on the U.S. model, and a centralised supervision of 
audit firms by an agency reporting to ESMA. For SMEs, Germany proposes a simplified information 
regime at European level: the intent is laudable, but should not conceal the de facto return to different 
national practices. 

 Private initiatives for European information and scoring platforms. The principle is simple: 
banks (and others) would “sell” available information to it, and investors would buy it. Success, however, 
would depend on the size of the network and the reliability of the data guaranteed by the platform. We 
were told of several initiatives—confined to France—currently in preparation. 

The alternative would be a public data base: Anacredit, an ambitious project launched by the ECB, could 
be its starting point, but it does not seem to have been designed as a system open to users other than 
central banks. 

Consumer protection 

Progress in this area has been far more substantial, for it has rightly been addressed by EU Directives 
for a number of years now. The abundant legislation includes MIFID 1, adopted in 2004, and MIFID 2, 
adopted in 2014, on savers’ financial investments. 

Yet three sets of challenges remain and will become more pressing: 

 National rules and practices still prevail in the retail banking universe. There are also major 
differences in application of EU rules at national level. As a result, there is little product convergence, IT 
systems remain local and costly, and the competition offered to the vast majority of savers is limited. 
Contrary to the announcements made before the enactment of the Single Market in 1993, a French 
saver today cannot, in practice, open a savings account in Germany or Italy—or vice versa. 

 Nevertheless, cross-border players are poised to grow. High-end customers will be offered 
specialised management and funds, while the general public will have access to Internet-based 
providers and services such as crowdfunding and direct-lending platforms. The safety of offerings 
originating in other EU countries, or with less regulated intermediaries, will be an increasingly 
important issue in the CMU. 

 Lastly, and perhaps most importantly, one must strike the best balance between protecting 
savers and fostering “risky” investment. The two objectives are vital but the tension between them is 
obvious. The temptation would be to address it through regulations that emphasise formal 
requirements—which are ever more constraining—to make up for the inability to adequately assess 
product quality. 
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Recommendation no. 9: Establish three task forces assigned to three structural 
convergence projects: insolvency law; information on SMEs and credit scoring; and 

consumer protection 

The three projects described above are different, but require a common method to move forward. 
The “conventional” EU method would probably lead to failure, as it would involve 28 Member States 
and require heavy specialised analytical input, which the Commission does not necessarily have at its 
disposal. 

To take up a Bruegel proposal, and an approach that has been tested in practice159, we believe the 
best solution is to set up three dedicated and autonomous task forces: 

 Each would be chaired by a person specialising in the subject, but embodying the “EU general 
interest” and thus, in principle, close to the public sphere. The task forces would rely on a sufficiently 
autonomous and specialised secretariat, and their membership would include five to ten 
representatives of the variety of the main Member States, including professionals and one or two 
European MPs. 

 They would take their mandate from the European Council itself, with a timetable for 
returning proposals—in principle, by end-2016—for implementation by 2019. 

 They should aim to develop accessible paths to progress. Total harmonisation is beyond reach 
for all three subjects. But a convergence roadmap can be built on several alternative paths, including 
(i) a set of common foundations to be accepted by all national legislations, and (ii) an EU solution to 
be constructed alongside existing national arrangements, such as a “29th Regime” for insolvency or a 
common data base. 

 Lastly, their mandate should specify from the outset that, absent a sufficient convergence 
among the EU-28, the task forces will be allowed to propose additional steps forward by the EU-19. 
Indeed, all three projects are decisive for euro-area integration. 

 

                                                           

159 Bruegel memorandum on CMU, A vision for the long term, N. Véron and G.B. Wolff, April 2015. The European 
precedents mentioned are those of the 2003 Giovannini Report on cross-border payment systems and, of course, 
the 2009 Larosière Report. 



FINANCING BUSINESS INVESTMENT 

79 

With these complements, the agenda for the Financing and Investment Union can thus be summarized 
by the following diagram: 

Chart 44: A priority agenda for the Financing and Investment Union 

 

3.3 Ensuring stability 

Market financing involves instability risks. These differ from banking risks, but they are not lower: 
mimetic behaviour and short-term volatility are greater, although the risks of total collapse are not 
those of a bank failure. It would be dangerous, or naive, to aim to increase market financing without at 
the same time tightening its supervision. In our view, this requires three measures: 

 appropriate regulation of asset management; 

 effective EU market supervision, centred on ESMA; 

 consolidation of “systemic” risk monitoring mechanisms between the EU and Basel. 

3.3.1 To meet fears about shadow banking, proportionate regulation of asset 
management 

Regulation of banks and insurers has been strong, and raises legitimate fears of a deregulated expansion 
of shadow banking160. The priority must be to develop proportionate regulation of asset management. 

  

                                                           

160 In French, the translation of “shadow banking” has been the subject of debate: some interpret it in the literal 
sense (banque de l’ombre), while others argue that it denotes “parallel banking” by analogy with, for example the 
U.K. shadow cabinet. 



FINANCING BUSINESS INVESTMENT 

80 

Closer supervision of shadow banking 

The term “shadow banking”, which first appeared in 2007, has somewhat lost in precision what it has 
gained in visibility. For conventional banks, it almost always refers to any lending activity conducted 
outside the banks themselves and regulated markets. Direct-lending platforms, such as the Lending Club 
in the U.S., are cited as examples of shadow banking161. The Basel Financial Stability Board (FSB), in two 
reports issued in 2011 and 2013162, has rightly defined the scope of shadow banking. Shadow-banking 
risks develop when one or more of the following three transformations occur: 

 Maturity risk, when an entity invests in long-term assets, using short-term debt to finance the 
investment. 

 Liquidity risk, when an entity finances illiquid assets—often long-term assets—with liquid 
liabilities. This risk is significant for money-market funds, as the 2007-2008 crisis showed. 

 Leverage risk, as incurred by aggressive hedge funds before the crisis. 

The FSB also notes the opacity risk that all too often surrounds certain entities. However, the FSB has 
not gone beyond the analysis stage. It has announced that, by end-2015, Member States will share 
information on shadow banking, now sometimes referred to by the odd and excessively understated 
term of “market-based finance”. 

France’s Financial Stability Board (Haut Conseil de Stabilité Financière: HCSF) has just published an initial 
review of the “parallel financial system”163. It notes the system’s modest size in France—just under 15% 
of the banking sector—compared with the U.S., where it exceeds the size of the banking sector. Its 
players are largely regulated and supervised, most of them by the Financial Markets Authority (Autorité 
des Marchés Financiers: AMF), in the case of assets managers and investment funds. The HCSF reckons 
that “the parallel financial system does not pose major risks in France today” with respect to the three 
transformations listed above. 

The snapshot seems accurate to us, but the rest of the movie is more uncertain. In the context of the 
CMU, the emergence of new cross-border players is a desirable goal, and the relative share of asset 
management is bound to grow. Our examination must therefore focus on regulating asset management. 

Making international progress on asset-management regulation 

Our mission met many regulators and professionals. After the implementation of banking regulations 
with Basel III and insurance regulations with Solvency II, 2015 has witnessed an intense debate on the 
re-examination of asset-management rules: 

 There is a clear demand for rules on the part of central banks and many international 
organisations164. Asset management is seen as the vector of three risks with cumulative effects: (1) an 
ever greater concentration of players165, turning them into massive market participants; (2) an 
extension of index-based management and, more broadly, herd behaviour in response to trend 
reversals; (3) most importantly, growing transformation risks that would be incurred in response to low 

                                                           

161 See the Goldman Sachs document on the U.S., The rise of the new shadow bank, March 2015. 

162 See FSB, Shadow banking: Strengthening oversight and regulation, November 2011, and Policy framework for 
strengthening oversight and regulation of shadow banking entities, August 2013. 

163 HCSF, 2015 annual report adopted under the chairmanship of the Finance Minister in the 10 June 2015 session. 

164 The IMF devotes an entire chapter to asset-management risk in its latest global report on financial stability 
(April 2015). 

165 The size effect is indeed significant in this fixed-cost industry. This is the “winner takes all” syndrome that 
benefits players such as the major U.S. funds. Blackrock’s assets under management, for example, have 
quadrupled to nearly €5 trillion since 2009. 
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interest rates, as investors turned to longer-term and/or less liquid assets. If equity prices (or bond 
prices) turn around, and fears resurfaced, the black scenario of a “run on funds” could turn into a 
systemic risk for the markets, with savers scrambling to get their money back and thus triggering 
massive forced sell-offs. 

 However, the asset management industry and, to a lesser extent, its regulators such as the SEC 
in the U.S. and the International Organization of Securities Commissions (IOSCO) in Madrid, argue that, 
unlike banks and insurers, it does not carry specific risks on its balance sheet. The risk exposure remains 
with investors and savers, who accept it: their “good behaviour” in the great crisis of 2007-2009 is 
offered as proof of this. Even the giant Blackrock asserts that it does not pose a systemic risk, since 
asset-management risk is handled by each of its hundreds of funds acting individually 

By contrast, Amundi CEO Yves Perrier has taken a clear personal stance in favour of stronger regulation. 
France’s AMF is also among the market authorities most committed today to re-examining regulations. 

European fund regulation 

Investment funds are already the object of two series of EU Directives, which distinguish between 
two categories. The first are Undertakings for Collective Investment in Transferable Securities 
(UCITS): these are “open-ended” funds, offering near-permanent liquidity to their purchasers; they 
must be 90% invested in eligible assets166. The second category consists of Alternative Investment 
Fund Managers (AIFMs). Unlike UCITS, they can only be offered to experienced customers and are 
not subject to general restrictions. Sole responsibility lies with the managers—including their 
asset/liability choices—and their specific supervision by agencies such as the AMF in France. 

It would not be appropriate to transpose banking regulation “as is” to the funds, starting with capital 
ratios, which make less sense for funds. Moreover, it is preferable to think in terms of activities—
according to the different types of funds—and types of risk rather than in terms of entities. That said, 
asset management should now be included among the priorities of global regulation, bearing the 
following guidelines in mind: 

 The task is urgent: the issue should be settled by 2016, before the U.S. elections. After the finally 
more “offensive” speech by the SEC chairwoman in December 2014, the FSB announced that it was 
starting to work on the subject in March 2015. The FSB will, it is hoped, have completed its review by 
early 2016; the specialised international body (IOSCO), has been more reserved. 

 The historical priorities of market authorities have been to protect investors and ensure proper 
market functioning, understood as market liquidity and proper price formation. It is essential for them 
to add the objective of financial stability, understood, among other things, as the absence of excess 
volatility and systemic chain reactions. 

 Given the risks involved in asset management, preference should be given to three instruments: 
liquidity ratios; stress tests in the event of crises; and monitoring of leverage effects. 

  

                                                           

166 The 10% diversification allowed in UCITSs is designated by the revealing term “junk ratio”. 
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3.3.2 Strengthen the supervision of financial markets 

Market supervision is currently performed by national authorities such as the AMF in France and by the 
European Securities and Markets Authority (ESMA), based in Paris. At this stage, firm positions have 
been taken regarding the institutional organisation of the future CMU. The U.K. and Germany oppose 
any strengthening of the ESMA’s powers. France, on the contrary, supported only by the ECB and, in 
principle, the European Parliament, is advocating strong supervision. The French Finance Minister has 
even spoken of “a single supervision, in the longer run”. 

The parallel with the Banking Union and its Single Supervision Mechanism would be exaggerated. The 
urgency is not the same. Markets are not regulated exactly like banks, as we have just seen: activities 
are monitored even more closely than entities. Yet there are two arguments for stronger supervision: 

 Even today, the “Single Rulebook”, which serves as the theoretical basis for the Single Market, 
must be implemented more forcefully. Some jurisdictions, such as Cyprus, do not apply the common 
rules thoroughly enough; other marketplaces may be tempted to use slacker enforcement as an 
argument to attract business. 

 Tomorrow even more than today, saver protection, like market stability, will require strong 
supervision in the face of more powerful or cross-border entities. Absent such supervision, the main 
ingredient of the CMU will be lacking: trust. 

The supervision imperative is consistent with our assessment of ESMA’s first years. The Authority has 
functioned rather well as a regulator167, less well as a supervisor: the “text factory” must be capable of 
better controlling the effective enforcement of its regulations. The status quo is therefore not an 
option168. What needs to be found is the path towards stronger supervision. 

Recommendation no. 10: Strengthen EU supervision of financial markets 

Two paths are open, both of which will require intensive discussions with France’s partners: 

1) The first consists in giving greater powers to ESMA, without changing its geographic scope (the 
EU-28) or institutional boundaries (the national regulators). But ESMA could act more efficiently in 
two key areas: 

 Data reporting. At present, data are reported to national authorities or even private 
operators, as under the EMIR Directive on derivatives. Experience shows that this creates disorder 
and hinders effective control. The Demarigny Report proposes that ESMA should be the single entry 
point. In support of this measure, it would be desirable to construct a truly European information 
system shared among all regulators. 

 Effective supervision of market players and transactions. In theory, ESMA is vested with 
mediation powers and the power to punish breaches of law. In practice, it has never exercised the 
latter, among other reasons to avoid the cumbersome procedure of a vote by the college of 28 
national authorities. Existing procedures must be greatly simplified here, if necessary by setting up a 
smaller sub-college. ESMA’s management should also be empowered to take emergency action 
directly as a precautionary measure169. 

                                                           

167 This is also consistent with the analysis on the European Banking Authority (EBA). 

168 See also, on this point, the resolution on the CMU voted by the French Senate on 25 July 2015. 

169 The current emergency clauses—which are notional—would require approval by the Ecofin council. They were 
not even implemented during the great crisis of 2008. 
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 Competencies would also be transferred to ESMA on a case by case basis, using pragmatic 
“pooling tests”: our interlocutors mentioned the example of securitisation labelling. 

2) The other, even more ambitious approach would be to set up a single supervisor, modelled 
on the Banking Union’s SSM in Frankfurt. National supervisors would thus become ESMA’s delegated 
authorities. ESMA would need to be thoroughly transformed, but this solution is unquestionably the 
most integrative for the Financing and Investment Union. France would have great difficulty securing 
its acceptance by its partners today; for London, it would probably be impossible. In the longer run, 
therefore, the solution seems viable only for euro area. It would lead to a de facto concentration of 
the Financing Union in the euro area. It would be hard to imagine that a marketplace not supervised 
like the others would enjoy the same access as the others to continental European savings. This 
alternative prospect should stay open, but the borrower’s choice will obviously depend on a broader 
environment, taking Brexit into consideration as well as the overall ambition for the euro area. 

3.3.3 Consolidate monitoring of systemic risks, between Europe and Basel 

Supervision cannot be separated from a broader issue: that of systemic risks, and the instruments and 
entities currently available to public authorities to deal with them. Our comments here will, of course, 
be limited to a few summary observations. 

Risks originate in high market volatility. Crises always arise from local accidents, which become global 
because of chain reactions driven by participants’ herd behaviour. This occurs over time (short-term 
mimetic behaviour) and across borders, or across sectors (banks/insurance/markets). What happens to 
a U.S. fund will, within hours, impact a European bank or insurer. Although the likely future evolutions 
will expand opportunities, they will also increase systemic risks. Such changes include greater 
concentration of assets managers—even if they are better regulated—and greater cross-border flows. 
The current environment of very low interest rates is necessary for economic growth, but it potentially 
increases risks—today, with the risk of mismatch between short-term liabilities and longer-term assets; 
and tomorrow, if a sharp rate hike triggered a collapse in bond or stock prices. 

To cope with these risks, public authorities now fortunately have a broader range of instruments at 
their disposal. Monetary policy has new levers. Microprudential supervision of each player has been 
strengthened in Europe, with the Banking Union and, in future, the CMU—so one should hope. The third 
approach actively developed since the crisis is macroprudential policy: through regulation, it targets all 
the cross-sectional knock-on effects, between institutions and between sectors, and the interactions 
with macroeconomic conditions. The academic debate remains open about whether macroprudential 
policy is convergent or not with monetary policy, and whether it should be entrusted or not to central 
banks. The main point is that its existence has widened the range of instruments and strengthened the 
hand of public authorities. 

Umbrella institutions are decisive in this respect170. In Basel, the Financial Stability Board (FSB) under 
the mandate of the G20 and chaired by Mark Carney plays that role. Its efficient work relies on the active 
participation of Member States, in some thirty-odd specialised committees. It is sometimes perceived 
as being under strong “Anglophone” influence171. In Europe, the response is less clearcut: the European 
Systemic Risk Board (ESRB), chaired by the ECB, was established in the wake of the Larosière Report to 

                                                           

170 See Appendix 5 (in the French version) on international and EU architecture. 

171 In practice, approximately 60% of the committees are chaired by U.K., U.S. or Australian representatives. 
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assess and prevent systemic risk, but in practice it has not been functioning well.172 As a result, the ECB, 
a strong entity, and the European Commission, a relatively weak entity here, remain the two European 
“umbrella organisations” as if by default. 

This arrangement should be improved173. There are two pathways to progress, and they are in fact 
closely linked: 

 First, revisit the ESRB: its mandate should be broadened from monitoring risk to ensuring the 
overall consistency of European regulations. Its functioning should be improved as well. Its plenary 
session, with around 70 participants—including two for each Member State—is rather ineffectual. The 
FSB in Basel relies on a (somewhat) more restricted Steering Committee and its specialised committees. 
The U.S. Financial Stability Oversight Council (FSOC), chaired by the Treasury Secretary, has only around 
ten members. The French High Council for Financial Stability (HCSF), chaired by the Finance Minister, 
has just eight members, including three economists. 

 Second, strengthen the euro area’s voice in Basel. Many in Basel unfortunately feel that the 
European expend more energy settling their internal disagreements in Brussels than discussing with the 
rest of the world in Basel. The radical change would be if the euro area were to speak there with a single 
voice and with all its weight. At the very least, each of the leading Member States, including France, 
should be more engaged in Basel. 

  

                                                           

172 See especially J. de Larosière’s testimony before the European Commission, “Financial supervision in the EU”, 
May 2013. 

173 The French Euro-MP Sylvie Goulard will be submitting a report on the links to international institutions in a few 
months. 
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Conclusion: offering insights for the collective debate 

 

Finance is a difficult subject. It is perceived as too technical, and therefore as the preserve of specialists 
operating in their closed sphere. Even more so, it has exacerbated passions since the financial crisis. The 
anger is very legitimate, but it should not simply lead to categorical positions for or against banks or 
markets. Indeed, finance should remain only an instrument. Because it forgot this, the financial industry 
bears a heavy responsibility for the excesses of 2007, even more so in the U.S. than in Europe. And the 
priority is to put finance back in the service of good purposes: to begin with, growth and employment, 
which are the prime duties of policy-makers; stability, which prevents shocks that generate anxiety and 
inequality; and, lastly, ethics and accountability, not as mere words but as imperatives for all political 
and business leaders. The right public policy choices are the ones that steer finance firmly in that 
direction. 

To achieve this, however, the debate—which will remain technically complex—requires insights. This 
report hopes to have made a modest contribution to that end. It shows that several forces play a positive 
role. Regulation has been, on the whole, considerably strengthened. Demand by businesses for 
innovative investment solutions will stimulate the diversification of financing. The first stage is direct 
involvement by savers and society—through solidarity-based finance or participative finance, which will 
grow with technology. Financial professionals themselves are actively preparing for all these changes. 

Yet more is required. There is a need for better investment, including in training and personal skills, to 
create tomorrow’s competitive jobs and thus achieve a lasting reduction in unemployment. And better 
investment calls for, among other things, better financing. Our progress report has offered ten 
recommendations for that purpose. A Financing and Investment Union is, on the whole, a good project 
for Europe and for France. More generally, however, we have identified several desirable conditions to 
enhance the collective debate on finance: 

 The debate should be supplied with more data—for example, data on the cost of equity, whose 
consequences on investment are still little-known, or the findings of studies on the effects of prudential 
standards. 

 The debate should benefit from an exchange of insights. Entrepreneurs, economists, financiers, 
and, of course, public officials all have important views, but they share them too seldom. Because they 
do not really speak the same languages, they remain in a state of mutual distrust. 

 Forums for discussion and clarification are therefore needed. The point is not to erase the 
divergence of interests, or the complexity of decision-making. But here as well, Parliaments—both 
national and European—have a central role to play in our democracies. And the technical entities that 
perform a considerable body of work, under the leadership of the G20 and the European Councils, 
should be more visible specifically as umbrella entities: the FSB in Basel, the European bodies—still too 
scattered—and, for France, the High Council for Financial Stability in Paris. 

Such desiderata admittedly exceed the ambition of this report, which is to promote better investment 
in France and Europe, requiring more innovative forms of financing. In a broader sense, however, our 
ambition requires two reconciliations: that of Europeans with reasonable risk; and that of finance with 
the economy. 
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1. Ministers, EU Commissioners and Members of Parliament 

- Mr. Michel Sapin, minister for finance and public accounts 

- Mr. Emmanuel Macron, minister for the economy, industry and digital affairs 

- Mr. Jonathan Hill, commissioner for financial stability, financial services and capital 
markets union 

- Mr. Pierre Moscovici, commissioner for economic and financial affairs, taxation and 
customs 

Assemblée nationale 

- Mr. Gilles Carrez, MP, chairman of the finance committee 

- Mr. Dominique Lefebvre, MP, member of the finance committee 

- Ms. Valérie Rabault, MP, rapporteur general of the finance committee 

- Mr. Christophe Caresche, MP, member of the finance committee 

- Ms. Véronique Louwagie, MP, member of the finance committee 

Sénat 

- Ms. Michèle André, senator, chairman of the finance committee 

- Mr. Albéric de Montgolfier, senator, rapporteur general of the finance committee 

European Parliament 

- Ms. Pervenche Berès, member of the European Parliament 

- Ms. Sylvie Goulard, member of the European Parliament 



 

2. Cabinets and public administrations1 

Cabinets 

Elysée 

- Mr. Jean-Pierre Jouyet, secretary-general 

- Ms. Laurence Boone, adviser for finance and economy 

- Mr. Jean-Jacques Barbéris, technical adviser 

Prime Minister 

- Ms. Véronique Bédague-Hamilius, head of cabinet 

- Ms. Maud Bailly, economic adviser 

- Mr. Jérémie Pellet, technical adviser 

Ministry for finance and public accounts 

- Ms. Claire Waysand, head of cabinet 

- Mr. Pierre Heilbronn, deputy head of cabinet 

Ministry for the economy, industry and digital affairs 

- Mr. Alexis Kohler, head of cabinet 

- Mr. Julien Denormandie, deputy head of cabinet 

Public administrations 

Department of the Prime Minister 

Commissariat général à l’investissement 

- Mr. Louis Schweitzer, commissioner-general 

France Stratégie  

- Mr. Jean Pisani-Ferry, commissioner-general 

- Ms. Selma Mahfouz, deputy commissioner-general 

General Secretariat for European Affairs 

- Mr. Philippe Léglise-Costa, secretary-general 

- with Mr. Pierre Sellal, ambassador, France’s permanent representative to the 
European Union 

- Ms. Aurélie Lapidus, deputy secretary-general 

Direction générale du Trésor (DG Trésor)2 

- Mr. Bruno Bézard, director-general 

Institut national de la statistique et des études économiques (INSEE) 

- Mr. Jean-Luc Tavernier, director-general 

Direction générale des entreprises (DGE) 

- Mr. Pascal Faure, director-general 

                                                           

1 Among public administrations broadly speaking, the mission had many fruitful meetings and has received many 
contributions. Everyone cannot be thanked individually but we are thankful for the work they did. 

2 The direction générale du Trésor has greatly supported the mission and its economic services abroad have 
organised the mission travel in Europe. 



 
 

Direction générale des finances publiques (DGFiP) 

- Mr. Bruno Parent, director-general 

Ministère de l’Ecologie et du développement durable 

- Ms. Sylvie Lemmet, director european and international affairs 

3. Public financial actors 3 

Banque de France4 

- Mr. Christian Noyer, governor 

- Ms. Anne Le Lorier, deputy governor 

- Mr. Robert Ophèle, deputy governor 

Autorité de contrôle prudentiel et de résolution (ACPR) 

- Mr. Edouard Fernandez-Bollo, secretary general 

Autorité des marchés financiers (AMF) 

- Mr. Gérard Rameix, chairman 

- Mr. Benoît de Juvigny, secretary-general 

Médiation du crédit aux entreprises 

- Mr. Fabrice Pesin, national credit mediator 

- Ms. Jeanne-Marie Prost, former national credit mediator 

Médiation inter-entreprises 

- Mr. Pierre Pelouzet, national mediator 

Caisse des dépôts et consignations 

- Mr. Pierre-René Lemas, director-general 

- Mr. Franck Silvent, director of finance, strategy and holdings 

- Mr. Pierre Ducret, CDC-Climat 

Banque publique d’investissement (Bpifrance) : 

- Mr. Nicolas Dufourcq, CEO 

- Mr. Joël Darnaud, deputy chief executive for financing and netwok of branches 

- Mr. Pascal Lagarde, deputy chief executive for international affairs, strategy, 
research and development  

 

 

 

 

                                                           

3 Among public administrations broadly speaking, the mission had many fruitful meetings and has received many 
contributions. Everyone cannot be thanked individually but we are thankful for the work they did. 

4 The Banque de France has helped the mission through several contributions of its directorates-general and the 
organisation of a one-day travel in Lille.  



 
International organisations5 

European Securities and Markets Authority (ESMA) 

- Mr. Steven Maijoor, chairman 

- Mr. Laurent Degabriel, head of division investment and reporting 

Organisation for Economic Cooperation and Development (OECD) 

- Ms. Martine Durand, director of statistics and chief statistician 

- Mr. Paul Schreyer, deputy director, statistics directorate 

- Mr. Peter van de Ven, head of division, national accounts division 

- Mr. Nadim Ahmad, head of division, trade and competitiveness 

International Organisation of Securities Commissions (IOSCO) 

- Mr. David Wright, secretary general 

4. Qualified personalities and economists 

Qualified personalities 

- Mr. Jacques Attali 

- Mr. Michel Camdessus 

- Mr. Louis Gallois 

- Mr. Jacques de Larosière 

- Mr. René Ricol 

- Mr. Jean-Claude Trichet 

- Mr. Guntram Wolff 

French economists6 

- Mr. Philippe Aghion, professor of economics at Harvard University 

- Ms. Agnès Benassy-Quéré, chairperson of the French Council of Economic Analysis 

- Mr. Anton Brender, chief economist at Candriam Investors Group 

- Mr. Eric Chaney, chief economist at AXA 

- Mr. Gilbert Cette, associated professor in economics at Aix-Marseille University 

- Mr. Olivier Garnier, chief economist at Société Générale, member of the French 
Council of Economic Analysis 

- Mr. Jean-Hervé Lorenzi, chairman of the French think-tank “Le Cercle des 
économistes” 

- Mr. Jean Pisani-Ferry 

- Mr. Thomas Philippon, professor of finance at New York University 

- Mr. David Thesmar, professor of finance at HEC 

- Ms. Natacha Valla, deputy director of CEPII 

- Mr. Nicolas Véron, Bruegel and Peterson Institute 

 

                                                           

5 Except the institutions met during mission travel in Europe (point 7). 

6 European economists can be found in point 7. 



 

5. Social partners and businesses 

5.1. Employers’ and business organisations 

Mouvement des entreprises de France (MEDEF)  

- Mr. Michel Guilbaud, director general 

- Mr. Thibault Lanxade, vice-president 

- Ms. Agnès Lépinay, director for economic and financial affairs 

- Mr. Sylvain de Forges, chairman of the financing committee 

Confédération générale des petites et moyennes entreprises (CGPME) 

- Mr. François Asselin, president – president of Asselin 

- Mr. Pascal Labet, director for economic affairs and taxation 

- On the KPMG-CGPME barometer : Mr. Jacky Lintignat, KPMG France, director 
general 

Union professionnelle artisanale (UPA) 

- Mr. Pierre Burban, secretary general 

- Ms. Nathalie Roy, advisor for economic affairs and taxation 

Association française des entreprises privées (AFEP) 

- Mr. Pierre Pringuet, president 

- Mr. François Soulmagnon, director general 

- Mr. Francis Desmarchelier, director for financial affairs 

- Mr. Olivier Chemla, chief economist 

Mouvement des entreprises de taille intermédiaire (M-ETI) 

- Ms. Elizabeth Ducottet, co-chairperson, CEO Thuasne 

- Mr. Alexandre Montay, managing director 

Union des industries et des métiers de la métallurgie (UIMM) 

- Mr. Alexandre Saubot, president, CEO of Haulotte Group 

CroissancePlus 

- Mr. Stanislas de Bentzmann, president, co-CEO of Devoteam group 

- Ms.  Sandra Le Grand, vice- president, CEO of Kalidea group 

- Ms. Florence Dépret, director general 

5.2. Labour organisations 

Confédération française démocratique du travail (CFDT) 

- Ms. Marylise Léon, national secretary 

- Mr. Alexis Masse, confederal secretary 

- Mr. Luc Mathieu, confederal secretary 

Confédération générale du travail (CGT) 

- Mr. Fabrice Angei, confederal secretary 

- Ms. Nadia Sahli, confederal executive commission 

- Mr. Denis Durand, CGT secretary general of the Banque de France 

- Ms. Fabienne Rouchy, CGT secretary general of the Banque de France 



 
Force ouvrière (FO) 

- Mr. Pascal Pavageau, confederal secretary for the economy 

Confédération française des travailleurs chrétiens (CFTC) 

- Mr. Serge Bru, economic advisor 

Confédération française de l'encadrement - confédération générale des cadres (CFE-CGC)  

- Mr. Alain Giffard, confederal national secretary, economy and industry  

- Mr. Kevin Gaillardet, officer foer economic affairs and taxation 

5.3. Non-financial corporations (in addition to business leaders met with employers’ 
organisations, see 5.1) 

Saint-Gobain 

- Mr. Pierre-André de Chalendar, CEO 

Publicis Groupe 

- Mr. Maurice Lévy, CEO 

La Poste 

- Mr. Philippe Wahl, president 

Tables rondes « entreprises » à Lille 

- Mr. René Salmon 

- Mr. François Dutilleul, president, Rabot Dutilleul group 

- Mr. Gino Scarna, CEO, Scarna group 

- Mr. Gérard Meauxsonne, CEO, Méo group 

- Mr. Grégory Sanson, chief financial officer, Bonduelle group  

- Ms. Yvonne Tassou, president, CGPME and Mr. Jean-Philippe Dubiquet, vice-
president, CGPME 

- Ms. Corinne Molina, chairwoman of the management board, Mäder group 

- Mr. Hubert Tondeur, president, chartered accountants council 

- Mr. Laurent Rigaud, president, UPA 

- Mr. Max Vandermarliere, craftsperson in Comines 

6. Financial actors 

- Mr. Fabrice Demarigny, partner at Mazars 

6.1. Finance industry organisations 

6.1.1. French associations 

Paris Europlace 

- Mr. Arnaud de Bresson, chief executive 

- Mr. Edouard-François de Lencquesaing, special advisor 

- Mr. Vivien Lévy-Garboua, chairman of the steering committee  

 

 



 
Fédération bancaire française (FBF) 

- Ms. Marie-Anne Barbat-Layani, director general 

- Mr. Benoit de La Chapelle Bizot, deputy director general 

- Mr. Richard Boutet, director private and enterprises banking, public affairs France 

- Mr. Bertrand Lussigny, director banking and accounting supervision 

- Mr. Timothée Waxin, economist 

Fédération française des sociétés d'assurances (FFSA) 

- Mr. Bernard Spitz, chairman 

- Mr. Pierre Michel, director-general 

- Ms. Christine Tarral, deputy director, economic and financial affairs 

- Mr. Antoine Lissowki, CNP Assurances, deputy director general for finance 

- Mr. Stéphane Dédeyan, Generali France, deputy director general 

Association française de la gestion financière (AFG) 

- Mr. Yves Perrier, chairman  

- Mr. Pierre Bollon, director general  

Association française des sociétés financières (ASF)  

- Mr. Philippe Dumont, chairman, director general of Crédit Agricole consumer 
finance 

- Ms. Françoise Palle-Guillabert, director general 

- Mr. Yves-Marie Legrand, deputy director general 

- Mr. Thiierry Galharret, head of BNP Paribas leasing solutions France 

- Mr. Dominique Goirand, CEO of Financière d’Uzes 

- Mr. Michel Cottet, director general of SIAGI 

- Mr. Bertrand Prodel, director at Natixis lease 

- Mr. Patrick de Villepin, president of BNP Paribas Factor 

Association française des investisseurs pour la croissance (AFIC) 

- Mr. Michel Chabanel, president 

- Mr. Paul Perpère, managing director 

Association française des marchés financiers (AMAFI) 

- Mr. Pierre de Lauzun, chief executive 

 

Solidarity-based financing and participatory financing 

ADIE 

- Ms. Maria Nowak, founding member 

- Mr. Bruno Salmon, member of the board 

 

Crédit coopératif 

- Mr. Jean-Louis Bancel, president 

 

 



 
Finansol 

- Mr. Frédéric Tiberghien, chairman 

- Ms. Sophie des Mazery, managing director 

- Ms. Laurine Prévost, institutions and partnerships officer 

Financement Participatif France (FPF) 

- Mr. Nicolas Lesur, president 

Association française de l’investissement participatif (AFIP) 

- Mr. Benoît Bazzocchi, president 

6.1.2. European associations 

European fund and asset management association (EFAMA) 

- Mr. Christian Dargnat, chairman 

- Mr. David Pillet, BNP Paribas Investment Partners, CEO business manager 

International capital market association (ICMA)  

- Mr. René Karsenti, chairman 

- Mr. Nicholas Pfaff, senior director, market practice and regulatory policy 

6.2. Financial industry 

Amundi 

- Mr. Yves Perrier, CEO 

- Ms. Laurence Laplane, secretary of the executive committee 

Axa 

- Mr. Henri de Castries, CEO 

- Mr. Denis Duverne, deputy CEO for finance, strategy and operations 

- Mr. Christian Thimann, director for strategy, corporate responsibility and public 
affairs 

BNP Paribas 

- Mr. Jean Lemierre, chairman 

- Mr. Michel Pébereau, honorary chairman 

 

CNP Assurances 

- Mr. Frédéric Lavenir, CEO 

- Ms. Marie Grison, risk management director 

Crédit Agricole 

- Mr. Xavier Musca, deputy CEO 

Crédit mutuel 

- Mr. Nicolas Théry, chairman of CM11-CIC  

 

 



 
Generali France 

- Mr. Eric Lombard, CEO 

- Ms. Hélène N'Diaye, risk management director 

Groupama 

- Mr. Antoine de Salins, CIO and director at Groupama Asset management 

Natixis / BPCE 

- Mr. Laurent Mignon, chairman 

SCOR 

- Mr. Denis Kessler, CEO 

Société générale 

- Mr. Frédéric Oudéa, CEO 

- Mr. Séverin Cabannes, deputy CEO 

Investment funds 

Idinvest  

- Mr. Christophe Bavière, chairman of the board 

Iris Toulouse  

- Mr. Jean-Baptiste Toulouse 

PAI Partners 

- Mr. Lionel Zinsou, chairman 

BC Partners  

- Mr. André François-Poncet, senior advisor 

Tikehau Capital 

- Mr. Antoine Flamarion, president 

7. Mission travel in Europe 

7.1. Brussels (European Commission) 

- Mr. Matthew Baldwin, head of cabinet of commissioner Jonathan Hill 

- Mr. Jonathan Faull, director general for financial stability, financial services and 
Capital Markets Union (DG FISMA) 

- Mr. Olivier Guersent, director general for financial stability, financial services and 
Capital Markets Union (DG FISMA) 

- Mr. Maarten Verwey, deputy director general for economic and financial affairs (DG 
ECFIN) 

- Mr. Olivier Bailly, head of cabinet of commissioner Pierre Moscovici 

- Mr. Juho Romakkaniemi, head of cabinet of vice-president Katainen 

- Mr. Miguel Gil-Tertre, member of vice-president Katainen’s cabinet in charge of 
investment 

- Mr. John Berrigan, director for financial stability and monetary affairs (DG FISMA) 



 
- Mr. Mario Nava, director regulation and financial supervision of financial 

institutions (DG FISMA) 

- Mr. Martin Merlin, director financial markets (DG FISMA) 

- Mr. Niall Bohan, head of unit Capital Markets Union (interview in Paris) 

 

7.2. Francfort 

European Central Bank (ECB) 

- Mr. Benoît Coeuré, member of the executive board 

- Mr. Peter Praet, member of the executive board 

- Ms. Danièle Nouy, chair of the supervisory board of the Single Supervisory 
Mechanism 

- M. Sergio Nicoletti Altimari, director general, macroprudential policy and financial 
stability 

- Mme Fatima Pires, head of division, division financial regulation 

- Mr. Arnaud Mares, special advisor to the president 

European Insurance and Occupational Pensions Authority (EIOPA)  

- Mr. Gabriel Bernardino, chairman 

7.3. Luxembourg 

European Investment Bank (EIB) 

- Mr. Ambroise Fayolle, vice-president 

- Mr. Julien Chebbo, advisor 

7.4. Basel 

Financial Stability Board (FSB) 

- Mr. Mark Carney, chairman (interview in London) 

- Mr. Svein Andresen, secretary general 

- Mr. Bertrand Badré, director-general of the World Bank, member of the Steering 
Committee of the FSB (interview in Paris) 

Bank for International Settlements (BIS) 

- Mr. Hervé Hannoun, deputy director-general 

- Mr. Claudio Borio, chief economist 

Basel Committee 

- Mr. William Coen, secretary general 

7.5. Berlin 

Bundestag 

- Ms. Lisa Paus, member of the German Parliament (die Grünen), committee on 
finance 

- Mr. Manfred Zöllmer, member of the German Parliament (SPD), committee on 
finance 

 



 
Bundesministerium der Finanzen 

- Dr. Levin Holle, director general financial markets policy  

- Mr. Carsten Frank, head of division financial stability 

Bankenverband 

- Mr. Michael Kemmer, general manager  

Bundesverband der Deutschen Volksbanken und Raiffeisenbanken (BVR) 

- Mr. Gerhard Hofmann, member of the board 

Gesamtverband der Deutschen Versicherungswirtschaft (assureurs) 

- Mr. Frank von Fürstenwerth, director 

- Mr. Tim Ockenga, head of investments 

Deutsches Institut für Wirtschaftsforschung (DIW Berlin) 

- Mr. Marcel Fratzscher, chairman (report on Increasing investment in Germany) 

Bundesverband der Deutschen Industrie (BDI) 

- Mr. Ulrich Grillo, chairman (interview in Paris) 

7.6. Rome 

Banca d’Italia 

- Mr. Ignazio Visco, governor 

Cassa Depositi e Prestiti 

- Mr. Franco Bassanini, chairman 

BNL 

- Mr. Giovanni Ajassa, chief economist 

Cabinet of Mr. Renzi 

- Mr. Marco Simoni, economic advisor to the President of the Council 

Ministerio dell’Economia e delle Finanze 

- Mr. Fabrizio Pagani, chef du cabinet du ministre  

Associazione Bancaria Italiana (ABI) 

- Mr. Giovanni Sabatini, general manager 

7.7. London 

Bank of England 

- Mr. Mark Carney, governor 

- Sir Jon Cunliffe, deputy governor for financial stability  

The Investment Association 

- Mr. Daniel Godfrey, chief executive 

 

 



 
around City of London Corporation 

- Mr. Mark Boléat, director-general of the policy and resources committee, City of 
London Corporation 

- Ms. Elisabeth Corley, CEO of Allianz Global Investors 

- Sir Nigel Wicks, chairman of the British Bankers’ Association 

- Mr. Ludovic de Montille, chairman of BNP Paribas UK 

- Mr. André Villeneuve, chairman of ICE Benchmark Association 

- Mr. Simon Lewis, CEO of the Association for Financial Markets in Europe 

EY 

- Mr. Martin Watkins, director financial services 

European Banking Authority (EBA) 

- Mr. Adam Farkas, executive director 

- Ms. Isabelle Vaillant, director regulation 

- Mr. Philippe Allard, policy expert regulation 

HM Treasury 

- Mr. Charles Roxburgh, director-general financial services 

- Mr. Richard Knox, deputy director, securities and markets 

Mr. Peter Ricketts, ambassador to France (interview in Paris) 
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ADDITIONAL CHARTS ON INVESTMENT 
 

Measuring investment deficit : a European issue rather than a French one 

3.1 – Real gross fixed capital formation – Observed trend vs. “sustainable” level (EU-28, in 2013 prices, € bn) 

 
 

Source : European Commission. 

3.2 - GFCF of non-financial corporations and long term trend in France (in volume, € bn) 

 
Source : INSEE, our calculations. 

 

Estimate of the « Juncker 
Plan » : 

The European 
Commission’s approach 
leads to an average deficit 
of € 300 bn by taking into 
account an investment rate 
of 21-22 % of GDP. 

 

Our estimate : 

This approach (linear 
regression analysis on the 
long run) is the same as 
Bruegel’s one (« Measuring 
Europe’s investment problem 
– a long term view of 
investment growth in 
Europe »). 

 

Compared to its long term 
trend (since 1979), business 
investment deficit in France 
appears to be small (€ 2 bn in 
2014). 

 



 
 
 

3.3 – Labour market regulation and capital-outpout ratio (capital / GDP), in value 

 
Source : OECD and Cette, Bresson et Clerc (2015), calculations by Gilbert Cette. 

3.4 – Labour market regulation and ICT capital ratio (ICT capital / GDP), in value 

 

Source : OECD and Cette, Bresson et Clerc (2015), calculations by Gilbert Cette. 

3.5 – Labour market regulation and share of R&D in GFCF, Business sector (in value, %) 

 

 
Source : OECD, calculations by Gilbert Cette. 

 

Gilbert Cette’s analysis on investment volume, investment quality and labour market 
regulation 

The volume dimension : 
the capital-outpout ratio 
(capital / GDP) increases 
as labour market 
regulation is 

The quality dimension : 
the ICT capital ratio 
decreases as labour 
market regulation 
increases. 

The quality dimension : 
there seems to be a 
negative correlation 
between the share of 
private R&D in GFCF and 
labour market regulation.  



 
Micro-and macro level analysis say the same about the determinants of business investment : 

demand is the dominant factor 
 

3.6 – Opinion on the obstacles to investment 
(positive answers, %) 

 
Source : Bpifrance Le Lab, « 61ème enquête de 

conjoncture » PME, July 2015. 

 

3.7 - Real business investment in advanced 
economies : actual and predicted based on 

economic activity (Percent deviation of 
investment from spring 2007 forecasts) 

 

 
Source : FMI, World Economic Outlook (chap. 4), 

« Private Investment : What’s the Holdup ? », april 2015. 
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DOCUMENTS ON THE COST OF EQUITY 
Example of letter sent by Blackrock (asset manager) 

 



 

 
  



 

J.P.Morgan Paper « Bridging the gap between interest rates and investments », september 
2014 (extracts)
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The governance of financial regulation: a simplified overview 
 

 

 

Sector 

Level 

Niveau 

 

Banks Insurers Markets 

International 

(G20) 

Financial stability board 

Basel Committee on 

Banking Supervision  

–  

BCBS 

International 

Association of 

Insurance 

Supervisors –  

IAIS 

International 

Organization of 

Securities 

Commissions –  

IOSCO 

European 

European Systemic Risk Board – ESRB   / (European Central Bank – 

ECB / European Commission) 

European Banking 

Authority  –  EBA 

& 

Single Supervisory 

Mechanism (SSM) – 

Banking Union  

–  
 

European Securities 

and Market 

Authority  

–  

ESMA 

European Insurance 

and Pensions 

Authority  

–  

EIOPA 

French 

Haut Conseil de Stabilité Financière – HCSF 

Autorité de Contrôle Prudentiel et de Résolution  

– 

 ACPR 

Autorité des Marchés 

Financiers – AMF 



 

ACRONYMS USED IN THE REPORT 

ACPR 
Autorité de contrôle prudentiel et de résolution (authority responsible for supervising the 
banking and insurance sectors in France) 

ADIE Association pour le droit à l’initiative économique 

AMF Autorité des marchés financiers (French Financial Markets Authority) 

BBB British business bank 

BCBS Basel committee on banking supervision 

BEI European investment bank 

EBRD European bank for reconstruction and development  

BIS Bank for international settlements 

BOE Bank of England 

CAE Conseil d’analyse économique (Council for Economic Analysis) 

CDC Caisse des dépôts et des consignations 

CDP Cassa depositi et prestiti 

CEPR Centre for economic and policy research 

CGEIET 
Conseil général de l’économie, de l’industrie, de l’énergie et des télécommunications (General 
Council on the Economy, Industry, Energy and Technology) 

CMU Capital Markets Union 

CNIS Conseil national de l’information statistique (National Council for Statistical Information) 

COE Cost of equity 

CRR Cash reserve ratio 

DSGE Dynamic stochastic general equilibrium 

EBA European banking authority 

ECB European central bank 

EIF European Investment Fund 

EIOPA European insurance and occupational pensions authority 

ELTIF European long-term investment fund 

EMIR European market infrastructure regulation 

ESIF European savings and investment fund 

ESMA European securities market authority 

ESRB European systemic risk board 

GFCF Gross fixed capital formation 

FIBEN Fichier Bancaire des ENtreprises 

  



 

 

 
 
 
 

HCSF Haut conseil de stabilité financière (France’s Financial Stability Board) 

HQLA High quality liquid assets 

ICO Instituto de Crédito Oficial 

IAIS International association of insurance supervisors 

IGF Inspection générale des finances (General Inspectorate of Finance) 

IMF International monetary fund 

INSEE 
Institut national de la statistique et des études économiques (National Institute for Statistics 
and Economic Studies) 

IOSCO International organization of securities commission 

IPR Intellectual property rights 

IRR Internatl rate of return 

KfW Kreditanstalt für Wiederaufbau 

LEI Long-term economic impact 

LCR Liquidity coverage ratio 

MAG Macro assessment group 

MIFID Markets in financial instruments directive 

NFC Non-financial corporations 

NPL Non performing loans 

NSFR Net stable funding ratio 

OECD Organisation for Economic Co-operation and Development 

QIS Quantitative impact study 

SEC Securities and exchange commission 

SSM Single supervisory mechanism 

ICT Information and communications technology 

TLAC Total loss absorbing capacity 

TLTRO Targeted longer-term refinancing operations 

UCITS Undertakings for Collective Investment in Transferable Securities 

VA Value added 

WACC Weighted average cost of capital 
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L’impact des réglementations  

L’Union des Marchés de Capitaux 

1. Les effets des réglementations financières sur le financement de l’économie  

1.1. Études d’impacts des régulateurs, instances officielles et représentants et de l’industrie 

Le prograMs. réglementaire initié lors du soMs.t du G20 de Pittsburg de 2009 a visé à renforcer la résilience des 
banques, et plus généralement du secteur financier,  mais aussi dès le départ, à le remettre au service de 
l’économie. Chacune des réglementations proposées a fait l’objet d’études d’impact. En pratique, ces études 
d’impact se sont cependant concentrées principalement sur les réglementations pouvant donner lieu à une 
évaluation quantitative et non pas uniquement qualitative (en particulier CRD IV/Bale III, réglementation des 
dérivés OTC). 

 Impact des nouvelles exigences prudentielles CRDIV/CRR sur le coût du crédit et sur le PIB 
 Des travaux ont été menés par différentes instances officielles. On citera en particulier les travaux : 

- du Comité de Bâle (travaux du LEI – Long-term Economic Impact : An assessment of long-term 
economic impact of stronger capital and liquidity requirements7) - et du FSB-BCBS (travaux du MAG – 
Macroeconomic Assessment Group : Assessing the macroeconomic impact of the transition to stronger 
capital and liquidity requirements8)  

- mais aussi ceux de l’OCDE (Macroeconomic Impact of Basel III9) 
- et du FMI (Estimating the Costs of Financial Regulation10) 

Les travaux  des instances officielles ont conclu à un impact modéré du « paquet CRD IV. À titre d’exemple, le 
MAG a conclu à un impact de -0,22 % sur le niveau du PIB au bout de 9 ans (cf. encadré 

MAGhttp://www.bis.org/publ/othp12.pdf). L'impact à moyen terme estimé par l’OCDE de la mise en œuvre 

des règles de Bâle III sur la croissance du PIB est de l'ordre de −0,05 à −0,15 point de pourcentage par an, qui 
pourrait cependant être compensé par une réduction des taux de la politique monétaire.  
 Notons également que les autorités ont réalisé plus réceMs.nt des études sur les effets potentiellement 

négatifs (unintended effects) des réglementations. S’agissant des réglementations bancaires, ce point a fait 
l’objet d’un papier de Ms. Nouy paru en mai 2013 dans le numéro 5 de Débats économiques et financiers de 
l’ACPR (Banking regulation and supervision in the next 10 years and their consequences11).  

 Des études ont été menées sur le même thème par l’industrie (en particulier International Institute of 
Finance –IFF– Interim Report on the Cumulative Impact on the Global Economy of Proposed Changes in the 
Banking Regulatory Framework 12) dont les résultats étaient alarmistes : soit un impact de -2,4 % sur le PIB 
entre 2011 et 2020. Il existe également un rapport de PwC de novembre 2014 commandité par l’Association 

for Financial Markets in Europe – Impact of bank structural reforms in Europe13) qui conclut à une réduction 
structurelle permanente de 0,15% du PIB et à une estimation de 316 000 emplois détruits dans l’Union 
européenne. 

 Autres documents utiles :  
- Cecchetti, S G (2014), The Jury is In14, CEPR Policy Insight 76, Décembre. S'agissant de ce  premier 

document, il convient de mentionner deux facteurs additionnels ayant joué un rôle important dans 
l’évolution des coûts de financement : le contexte de récession et le tarissement de la demande de 

                                                           
7 http://www.bis.org/publ/bcbs173.pdf 
8 http://www.bis.org/publ/othp12.pdf 
9 http://www.oecd-
ilibrary.org/docserver/download/5kghwnhkkjs8.pdf?expires=1433326403&id=id&accname=guest&checksum=8E3461D6024D70CC5288ADD6E63F85B8 
10 http://www.imf.org/external/pubs/ft/sdn/2012/sdn1211.pdf 
11 https://acpr.banque-france.fr/fileadmin/user_upload/acp/publications/Debats_economiques_et_financiers/201305-Banking-regulation-and-supervision-in-
the-next-10-years-and-their-unintended-consequences.pdf 
12https://www.google.fr/url?sa=t&rct=j&q=&esrc=s&frm=1&source=web&cd=1&cad=rja&uact=8&ved=0CCsQFjAA&url=https%3A%2F%2Fwww.iif.com%2Ffile
%2F7097%2Fdownload%3Ftoken%3DsNl6fvgy&ei=ec9uVaikDcuvU8btgsgI&usg=AFQjCNHbsOpl6ees851v8FWTUeVNxS9pFA&bvm=bv.94911696,d.d24  

13 http://www.pwc.com/gx/en/banking-capital-markets/impact-bank-structural-reforms-europe.jhtml  
14 http://www.cepr.org/sites/default/files/policy_insights/PolicyInsight76.pdf 

http://www.bis.org/publ/othp12.pdf
http://www.bis.org/publ/bcbs173.pdf
http://www.bis.org/publ/othp12.pdf
http://www.oecd-ilibrary.org/docserver/download/5kghwnhkkjs8.pdf?expires=1433326403&id=id&accname=guest&checksum=8E3461D6024D70CC5288ADD6E63F85B8
http://www.oecd-ilibrary.org/docserver/download/5kghwnhkkjs8.pdf?expires=1433326403&id=id&accname=guest&checksum=8E3461D6024D70CC5288ADD6E63F85B8
http://www.imf.org/external/pubs/ft/sdn/2012/sdn1211.pdf
https://acpr.banque-france.fr/fileadmin/user_upload/acp/publications/Debats_economiques_et_financiers/201305-Banking-regulation-and-supervision-in-the-next-10-years-and-their-unintended-consequences.pdf
https://acpr.banque-france.fr/fileadmin/user_upload/acp/publications/Debats_economiques_et_financiers/201305-Banking-regulation-and-supervision-in-the-next-10-years-and-their-unintended-consequences.pdf
https://www.google.fr/url?sa=t&rct=j&q=&esrc=s&frm=1&source=web&cd=1&cad=rja&uact=8&ved=0CCsQFjAA&url=https%3A%2F%2Fwww.iif.com%2Ffile%2F7097%2Fdownload%3Ftoken%3DsNl6fvgy&ei=ec9uVaikDcuvU8btgsgI&usg=AFQjCNHbsOpl6ees851v8FWTUeVNxS9pFA&bvm=bv.94911696,d.d24
https://www.google.fr/url?sa=t&rct=j&q=&esrc=s&frm=1&source=web&cd=1&cad=rja&uact=8&ved=0CCsQFjAA&url=https%3A%2F%2Fwww.iif.com%2Ffile%2F7097%2Fdownload%3Ftoken%3DsNl6fvgy&ei=ec9uVaikDcuvU8btgsgI&usg=AFQjCNHbsOpl6ees851v8FWTUeVNxS9pFA&bvm=bv.94911696,d.d24
http://www.pwc.com/gx/en/banking-capital-markets/impact-bank-structural-reforms-europe.jhtml
http://www.cepr.org/sites/default/files/policy_insights/PolicyInsight76.pdf
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crédit d'une part ; les politiques non conventionnelles qui ont permis aux banques de bénéficier de très 
bonnes conditions de financement d'autre part. Au total, cela explique pourquoi l'impact sur le coût de 
financement des nouvelles contraintes réglementaires a été si faible. 

- Cohen, B H and M Scatigna (2014), Banks and capital requirements: channels of adjustment15, BIS 
Working Paper 443, March.  

- Les rapports de l’EBA (Report on impact assessment for liquidity measures under Article 509(1) of the 

CRR16 et Second report on impact assessment for liquidity measures under Article 509(1) of the CRR17) 
s’attachent principalement à l’évaluation de l’impact des contraintes en ratios de liquidité imposés par 
CRR 

- le rapport n°104 en date du 31 décembre 2012 du Conseil d’Analyse Économique  sur « le financement 
de l’économie dans le nouveau contexte réglementaire »18 et notaMs.nt, en page 133, le point sur les 
études d’impact de Bâle III et les principales évaluations alors disponibles. 

 Impact des nouvelles exigences relatives aux dérivés OTC 

Sous l’égide de la BRI, le Macroeconomic Assessment Group on Derivatives (MAGD) a produit un Macroeconomic 

impact assessment of OTC derivatives regulatory reforms19  les nouvelles réglementations relatives aux marchés 

OTC diminueraient significativement la probabilité d’occurrence d’une crise financière, permettant d’éviter des 
pertes macroéconomiques s’élevant à 0,16% de PIB par an. Les coûts, induits par la nécessité de détenir plus de 
capital et de collatéral, sont estimés à 0,04 points de PIB par an. In fine, les réformes permettraient donc d’éviter 
chaque année des pertes moyennes égales à 0,12 % de PIB 

 Impacts cumulés des réglementations financières 

De nombreuses réglementations financières ont été construites en silo malgré l’effort de coordination du FSB. 
Prises individuellement, les pressions exercées par les règlementations peuvent être mesurées.  Une difficulté 
est d’évaluer leur pression cumulée, qui  peut être difficilement gérable pour les acteurs financiers, notaMs.nt 
les banques. Les réglementations interagissent et peuvent même se contredire. 
 La Commission Barnier a effectué un bilan consolidé des réglementations dans un document de mai 2014 

intitulé Economic review of the financial regulation agenda20 mais ce bilan est principalement qualitatif. 

Notons que, à la suite du soMs.t du G20 de juin 2012 au Mexique, la Commission européenne avait 
lancé une consultation afin d’initier un débat sur les moyens de favoriser l’offre de financement et 
coMs.nt améliorer et diversifier le système d’intermédiation financière. Cette consultation a conduit 

à la publication d’un Livre vert sur le Financement à long terme de l’économie européenne21. 
 S’agissant des travaux du FSB : on signalera le récent rapport rédigé à l’attention du G20 intitulé Update on 

financial regulatory factors affecting the supply of long-term investment finance22. Ce document fait le 
résumé d’une enquête menée auprès de différents États membres du FSB dont la France. Il aborde 
notaMs.nt la question des effets inattendus des réglementations.

                                                           
15 http://www.bis.org/publ/work443.pdf 
16 http://www.eba.europa.eu/documents/10180/16145/EBA+BS+2013+415+Report+regarding+LCR+impact.pdf  
17 http://www.eba.europa.eu/documents/10180/950548/2014+LCR+IA+report.pdf  
18 http://www.cae-eco.fr/Le-financement-de-l-economie-dans-le-nouveau-contexte-reglementaire,196.html 
19 http://www.bis.org/publ/othp20.pdf 
20 http://ec.europa.eu/internal_market/finances/docs/general/20140515-erfra-working-document_en.pdf  
21 http://eur-lex.europa.eu/resource.html?uri=cellar:9df9914f-6c89-48da-9c53-d9d6be7099fb.0001.03/DOC_1&format=PDF  
22 http://www.financialstabilityboard.org/wp-content/uploads/r_140916.pdf 

http://www.bis.org/publ/work443.pdf
http://www.eba.europa.eu/documents/10180/16145/EBA+BS+2013+415+Report+regarding+LCR+impact.pdf
http://www.eba.europa.eu/documents/10180/950548/2014+LCR+IA+report.pdf
http://www.cae-eco.fr/Le-financement-de-l-economie-dans-le-nouveau-contexte-reglementaire,196.html
http://www.bis.org/publ/othp20.pdf
http://ec.europa.eu/internal_market/finances/docs/general/20140515-erfra-working-document_en.pdf
http://eur-lex.europa.eu/resource.html?uri=cellar:9df9914f-6c89-48da-9c53-d9d6be7099fb.0001.03/DOC_1&format=PDF
http://www.financialstabilityboard.org/wp-content/uploads/r_140916.pdf
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Laurent Clerc  

 

Capital règlementaire, crédit et croissance économique 

Une revue des analyses d’impact réalisées depuis le MAG (2010) 
 

 

 

Les travaux du Macro Assessment Group (MAG), réalisés en 2010 sous l’égide du Comité de Bâle sur la Supervision 

Bancaire, constituent l’étude de référence sur les coûts macroéconomiques de la mise en œuvre de Bâle 3. Selon ses 

évaluations, une augmentation d’un point de capital réglementaire conduirait à une baisse du niveau du PIB de 0,15 

point de pourcentage à un horizon de 5 ans. Les bénéfices de la nouvelle règlementation des fonds propres, évalués 

par une autre équipe, l’emporteraient par ailleurs très largement sur les coûts.23 

 

Depuis la parution de ces travaux en décembre 2010, de nombreuses études ont été publiées qui en permettent une 

mise à jour. Reposant sur des méthodes variées (études empiriques ou d’évènements, modèles structurels estimés 

ou calibrés, modèles d’équilibre général stochastiques dynamiques (DSGE)), elles tendent généralement à montrer 

que les effets de court et de long terme d’une hausse des exigences réglementaires sur l’activité économique sont 

généralement plus marqués que les estimations initiales du MAG. On en présente ici succinctement les principales 

caractéristiques avant de proposer quelques explications des écarts constatés avec les résultats du MAG.   

 

1/  Les « projections » du MAG et les réalisations sur la période 2010-2014 

 

Avant de présenter les études mentionnées ci-dessus, il peut être utile de comparer les « projections » du MAG aux 

réalisations sur la période 2010-2014. Deux études récentes sont  consacrées à cette évaluation. 

 

La première, réalisée par Cohen et Scatigna (2014), analyse la façon dont les banques ont augmenté leur capital 

réglementaire sur la période susmentionnée. Ces augmentations ont été importantes : près de 4,5 point de 

pourcentage pour les grandes banques internationales et environ 2,7 point de pourcentage en moyenne pour les 

petites banques. Pour les 2/3 environ, l’augmentation du capital a été réalisée par rétention des dividendes et pour 

le tiers restant par émission de capital. Le « deleveraging », i.e. la baisse du volume des crédits distribués, ne se 

serait donc pas matérialisé sauf pour les banques européennes. En particulier, sous l’effet notaMs.nt des contraintes 

pesant sur leur financement en dollar, ces dernières ont abandonné certaines activités, notaMs.nt aux États-Unis ou 

en Asie. L’impact macroéconomique a cependant été très faible voire nul, ces activités ayant été reprises par des 

banques asiatiques, canadiennes ou australiennes. En outre, un ajustement de l’actif a été observé lors de l’exercice 

de recapitalisation de l’EBA en 2011-2012 (voir plus bas l’étude de Mésonnier et Monk). 

 

La deuxième, réalisée par Stephen Cecchetti (2014) qui présidait le MAG en tant que chef économiste de la BRI, 

note pour sa part que l’évaluation du MAG peut, elle-même, être considérée coMs. pessimiste : loin de se contracter, 

le crédit aurait en effet progressé dans la plupart des pays du G20. A l’instar d’économistes coMs. A. Admati et Mr. 

Hellwig (2013), Cecchetti considère que le coût social d’une augmentation du capital bancaire est très faible. Cette 

étude passe toutefois sous silence un certain nombre de facteurs dont l’impact expliquent en grande partie ces 

résultats : l’impact des politiques monétaires non conventionnelles sur les conditions de marché et de financement 

des banques, qui sont allées bien au-delà de la contrainte « zéro » sur les taux d’intérêt nominaux ; la forte 

contraction de la demande de crédit dans un contexte de récession ; la capacité des banques à retenir les dividendes 

dans ce contexte macroéconomique. Par ailleurs, il est à noter que les banques ont aussi engagé d’importants efforts 

de restructuration visant à réduire leurs coûts et accroître leur efficacité opérationnelle. 

 

2/ La plupart des études réalisées depuis celle du MAG  mettent en évidence un impact plus marqué d’une 

hausse du capital réglementaire 

 

On peut classer les travaux réalisés depuis le MAG en trois grandes catégories : les études empiriques ou 

d’évènements ; les estimations réalisés à l’aide de modèles structurels estimés ou calibrés ; les modèles d’équilibre 

général stochastiques dynamiques (DSGE). Le tableau 1 ci-dessous présente les résultats de certaines de ces études. 

On observe une grande dispersion des évaluations. Toutefois, toutes ces études concluent à des effets négatifs et 

significatifs d’une hausse des exigences réglementaires sur le crédit ou l’activité économique.    

 

 

                                                           

23 Cf. “Long Term Economic Impact” Group, piloté par Claudio Borio (BRI). 
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Tableau 1 : impact du capital réglementaire sur le crédit, l’activité et le bien -être 

 

Référence Capital (%) Impact crédit Impact PIB Impact bien-
être* 

a / Études empiriques 

De Nicolo 
(2015) 
Pays OCDE 

1 point  Court- terme : -0,9 % 
Long -terme :  -1 % 

 

Aiyar et al. 
(2014) 

1 point -6,5 à -7,2 %   

Mésionnier et 
Monk (2014) 

1 point -1,2 %   

b/ Modèles structurels 

De Nicolò et al. 
(2012,2014) 

0 à 4% 
4 à 12% 

15% 
-2,4% 

 + 
- 

Corbae and 
D’Erasmo 
(2014) 

4 à 6% -8%   

c/ Modèles DSGE 

Christiano and 
Ikeda (2013) 

5 à 6%   1,2 

Martinez-Miera 
and Suarez 
(2014) 

7 à 14% –20% –8% 1 
 

Nguyen (2014) 4 à 8% 
8 à 20% 

  1,1 
–18 

Clerc et al, 
(2014) 

8 à 10% 
10 à 14% 

-1,3% 
-4,5% 

0,8% 
–1% 

1,7 
-1,2 

Begenau (2015 6 à 14%  2,1 16 
*En point de consommation permanente 
 

a/ Études empiriques ou d’évènements 

 

Ces études sont réalisées à partir de panels larges de données de bilans bancaires. De Nicolo (2015) utilise par 

exemple un panel d’environ 1 400 banques provenant de 43 pays industrialisés et émergents sur la période 1982-

2013. Il procède en deux étapes : dans une première étape, il estime l’impact d’une modification du capital des 

banques (et non du capital réglementaire coMs. dans le MAG) sur le taux de croissance du crédit (mesurant l’impact 

de court terme) ; dans une deuxième étape, l’impact du taux de croissance du ratio Crédit/PIB sur le PIB réel par 

tête (mesurant l’impact de long terme). Ses résultats, encore préliminaires, sont assez proches de ceux obtenus avec 

des modèles structurels (de Nicolo et al. ,2015 ; Corbae & d’Erasmo, 2014) ou DSGE (Clerc et al. 2014 en 

particulier). Deux limites sont cependant à signaler : les régressions portent sur le capital des banques et non le 

capital réglementaire ; l’hypothèse implicite est donc que l’écart entre les deux est constant au cours du temps. Il 

n’est pas possible, du fait de l’absence de variables de contrôle, de savoir si la baisse du crédit résulte de facteurs 

d’offre (hausse du capital réglementaire) ou de demande.  

 

Les études d’évènements permettent, elles, une identification plus précise des chocs d’offre de crédit. Mésonnier et 

Monk étudient ainsi le comportement d’un panel d’environ 250 banques européennes lors de l’exercice de 

recapitalisation de l’EBA de 2011-2012. Les résultats obtenus (une hausse d’un point de capital cause une réduction 

de 1,2% du crédit) sont proches d’autres travaux similaires.24    L’analyse d’Aiyar et al. (2014) porte sur un panel 

de banques anglaises sur la période 1990-2000 : durant cette période, la FSA avait en effet la possibilité d’imposer 

des exigences réglementaires variant au cours du temps au niveau individuel. Sur la base des données exploitées, 

                                                           

24 En praticulier : Maurin, L. & Toivanen, Mr., 2012. ”Risk, capital buffer and bank lending: a granular approach to 
the adjustment of euro area banks,” Working Paper Series 1499, European Central Bank et Francis, W.B., et Mr. 
Osborne (2009), ”Bank regulation, capital and credit supply: Measuring the Impact of Prudential Standards,” 
Occasional Papers 36, Financial Services Authority.  
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l’impact sur le crédit bancaire apparaît très significatif. Dans un papier complémentaire, les mêmes auteurs mettent 

toutefois en avant les stratégies de contournement de ces réglementations : suite à une hausse des exigences, le crédit  

distribué par les succursales des banques étrangères, non soumises à cette réglementation,  ou en dehors du système 

bancaire (shadow banking) augmente. L’effet macroéconomique, qui n’est pas évalué dans ces travaux, est donc 

potentiellement fortement réduit.  

 

Ces études d’évènements souffrent cependant d’un biais : la réaction des banques ne mesurent pas nécessairement 

l’impact d’une hausse du capital réglementaire sur le crédit ou l’activité en général, mais reflète la réponse des 

banques aux modalités de l’exercice de recapitalisation en particulier. Dans le cas de l’EBA par exemple, l’objectif 

de recapitalisation a été fixé en termes de ratio, offrant aux banques la possibilité de réduire les actifs pondérés pour 

l’atteindre. Un objectif fixé en termes de niveau de capital, coMs. ce fut le cas pour l’exercice de stress test conduit 

par la FED en  2009 par exemple, n’aurait pas induit ces effets négatifs sur le volume des crédits distribués.  

 

b/ les modèles structurels calibrés ou estimés 

 

Deux modèles récents retiennent l’attention : De Nicolo et al. (2012 et 2014) et Corbae et D’Erasmo (2014). Ces 

deux modèles sont estimés ou calibrés sur des données américaines. Tous deux intègrent un système bancaire soumis 

à un certain nombre de frictions financières (coût d’émission du capital élevé, contraintes de financement à court 

terme). Le premier, qui vise également à étudier l’impact de la régulation sur la liquidité, suppose en outre que les 

banques sont engagées dans un processus coûteux de transformation de maturité. Le deuxième analyse plus 

particulièrement l’impact du changement des exigences réglementaires sur les risques et les faillites bancaires ainsi 

que sur la structure du marché bancaire (en particulier les interactions avec les conditions de concurrence). Ces deux 

modèles montrent que le passage de Bâle II à Bâle III (hausse de 4 à 6% du capital réglementaire) a un impact 

marqué sur la distribution de crédit. Dans le premier modèle, l’augmentation du capital devient d’autant plus 

coûteuse que le rendement des investissements est décroissant : les banques préfèrent donc ajuster leur actif à la 

baisse et couper les crédits. Dans le deuxième modèle,  le taux de sortie du marché des petites banques diminue de 

moitié, le système bancaire se concentre et les grandes banques révisent à la baisse leur offre de crédit. Les taux 

d’intérêt augmentent alors de près de 50 points de base. 

 

c/ les modèles d’équilibre général (DSGE) 

   
C’est dans ce domaine que la recherche a le plus progressé. Ces modèles, contrairement aux autres modèles, sont 

« micro-fondés » : les décisions des agents découlent directement de prograMs.s d’optimisation. Ces modèles sont 

donc supposés être robustes à des changements de régimes, en particulier réglementaires, contrairement aux modèles 

et approches présentées ci-dessus. Ils permettent en outre d’évaluer, dans un contexte d’équilibre général, les effets 

des politiques prudentielles. Les principales améliorations portent sur la modélisation du secteur bancaire et 

l’intégration, pour certains d’entre eux, de la possibilité de faillites à l’équilibre pour toutes les catégories d’agents 

emprunteurs (ménages, entreprises et banques). 

 

Ces modèles mettent en particulier en avant le rôle du cycle d’endettement dans la montée des déséquilibres 

financiers. Ils insistent également sur les mécanismes de transferts de risque. L’hypothèse de responsabilité limitée 

en cas de faillite ainsi que la présence d’assurance des dépôts incitent les banques à prendre beaucoup plus de risque 

et à distribuer beaucoup plus de crédit que nécessaire. Il en résulte une situation d’excès de crédit et de 

surinvestissement. Les banques finançant des entreprises  non performantes ou plus risquées, le taux de faillite 

augmente dans l’économie.  Cette hausse des défauts, qui s’étend à la sphère bancaire, incite alors les ménages à 

exiger une prime de risque sur les dépôts, ce qui accroît les coûts de financement dans l’économie. Il en résulte une 

baisse du crédit et un sous- investissement. Ces deux phénomènes jouent donc en sens opposés. La plupart de ces 

modèles montre que les effets positifs l’emportent lorsque l’on accroît les exigences prudentielles et que ces 

dernières sont initialement basses. La hausse du capital réglementaire réduit en effet la subvention implicite, le 

crédit ralentit alors, en particulier celui à destination des projets les plus risqués ou des entreprises les moins 

performantes. Le nombre de faillites diminue dans l’économie. Toutefois, à partir d’un certain seuil, les effets 

négatifs de la hausse des exigences réglementaires l’emportent : l’impact positif de la hausse du capital 

réglementaire sur la probabilité de défaut des banques disparait tandis que celui, négatif, sur le coût de financement 

augmente, du fait notaMs.nt de la rareté du capital. La hausse du coût de financement conduit à son tour à une 

réduction de l’investissement, de la consommation et de la production. 

 

La plupart de ces modèles font donc apparaître une relation en forme de « U » inversé entre le capital réglementaire 

et l’activité économique ou le bien-être (graphique 1). 
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Graphique 1 – capital réglementaire et bien- être 

 

 
 

Selon les calibrations et les mécanismes à l’œuvre, l’impact de la hausse du capital réglementaire est plus ou moins 

marqué. En outre, le niveau de capital optimal varie entre 8 et 14%. Si ces modèles ont pour avantage de reposer 

sur des canaux de transmission plus riches et s’ils mettent en évidence des effets d’équilibre général et des non-

linéarités non présents dans les autres approches, ils manquent encore de robustesse et leur capacité à reproduire les 

fluctuations économiques reste à démontrer. 

 

Au total, il semble donc difficile de privilégier une approche sur une autre et sans doute doit-on, coMs. ce fut le cas 

lors des travaux initiaux conduits par le MAG, les considérer toutes.  

 

3/ CoMs.nt expliquer de tels écarts avec les résultats du MAG ?  

 

Plusieurs facteurs permettent d’expliquer les écarts observés entre ces études récentes et les évaluations initiales du 

MAG. 

 

a) Les conditions initiales et du scénario central  

 

Le MAG peut être considéré coMs. un exercice de projections économiques conditionnelles au scénario de 

durcissement de la réglementation bancaire sur un horizon de 5 ans (de 2010 à 2015). Ses résultats sont donc très 

dépendants des conditions initiales (situation des bilans des agents économiques, niveau d’endettement, niveau de 

capital initial, etc.) ainsi que du scénario central.  

 

Dans le graphique 2 ci-dessous, on confronte le scénario de croissance mondiale sous-jacent au MAG, produit par 

les équipes du FMI, avec les évolutions observées sur la période 2010-2015. 
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Graphique 2 : Scénario de croissance mondiale (MAG) et réalisations 

 

 
Source :FMI – World Economic Outlook, Avril 2015 et MAG (2010) 

 

Les hypothèses de croissance qui sous-tendent les travaux du MAG apparaissent très optimistes, avec un retour très 

rapide aux tendances antérieures à la crise et, sur la période 2010-2015, un taux de croissance supérieur de plus de 

2 points aux évolutions observées. On comprend pourquoi les études empiriques, qui reposent sur les données 

observées ultérieurement, délivrent des résultats bien plus négatifs que ceux du MAG. 

 

b) L’ampleur de la stimulation monétaire n’a pas été anticipée 

 

Les projections du MAG supposent en outre que la politique monétaire est exogène et ne réagit donc pas au 

ralentissement de l’activité causé par le durcissement réglementaire. Toutefois, le groupe a également produit des 

projections où la politique monétaire est endogène. Dans ce cas, l’impact négatif de la hausse du capital 

réglementaire sur l’économie est divisé par deux. L’accommodation monétaire dans le MAG repose sur l’hypothèse 

que la fonction de réaction des banques centrales suit une règle de Taylor : le taux d’intérêt réagit donc à l’écart du 

taux d’inflation à l’objectif fixé par la banque centrale et à l’écart de production. Dans ce contexte, le taux d’intérêt 

baisse consécutivement à une hausse du capital réglementaire pour compenser l’impact récessif de cette dernière. 

Les taux d’intérêt qui résultent de ces simulations sont toutefois beaucoup plus élevés que ceux qui ont été observés 

sur la période et qui ont atteint, dans de nombreux pays, le plancher de 0%. En outre, la baisse agressive des taux 

d’intérêt a été accompagnée par des politiques non conventionnelles de grande ampleur dont on estime qu’elles 

correspondent à des taux d’intérêt nominaux de Taylor proches de -5 à -6%. Les banques ont donc bénéficié de 

conditions de financement tout à fait exceptionnelles réduisant, voire annulant, l’impact de la hausse des exigences 

réglementaires sur les taux débiteurs. 

 

c/ Les hypothèses de comportement des banques et le canal des quantités 

 

Le MAG suppose que les banques réagissent à la hausse des exigences réglementaires par une augmentation des 

spreads de taux ou des taux débiteurs, sous l’hypothèse conservatrice de ROE constant. Or, coMs. on l’a vu sur la 

période 2010-205, c’est par la hausse des bénéfices non distribués, l’augmentation du capital et l’accroissement de 

leur efficacité opérationnelle qu’elles y ont répondu. Les études récentes mesurent quant à elles plutôt un impact 

transitant par l’ajustement à la baisse des volumes de crédit : c’est notaMs.nt le cas des études empiriques ou 

d’évènement et de certains modèles macroéconomiques. La plupart des modèles, en particulier DSGE, considèrent 

cependant la possibilité d’agir sur les taux ou le volume de crédits distribués. La prise en compte des effets quantités 

expliquent une partie des écarts constatés avec le MAG. Dans ce dernier, certaines simulations ont été effectuées en 

supposant un ajustement par les volumes. Le graphique 3 ci-dessous montre que le canal des quantités aurait un 

impact près de trois fois plus élevé et beaucoup plus persistent sur l’activité économique que le canal des prix. 
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Graphique 3 : Coût d’une hausse des exigences réglementaires : canal des prix et des quantités 

 

 
Source : MAG (2010) et Banque de France 

 

 

En conclusion,  une actualisation des travaux du MAG paraît nécessaire. Les différentes études mentionnées 

pointent vers des effets négatifs substantiellement plus élevés que ceux initialement anticipés. En outre, les 

circonstances exceptionnelles –en particulier liées aux politiques monétaires non conventionnelles – ont fortement 

affecté les conditions de financement. Dans ce contexte, l’utilisation des élasticités estimées par le MAG en 2010 

pour les travaux de quantification des exigences de TLAC paraissent très hasardeuses. 
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