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Findings:
• A Capital Markets
Union is a long-term
project leaving EU
businesses mostly
bank-dependent in
the near-term.
• Even after establishing a CMU, regulators
should recognize the
unique role banks,
especially large
banks, play in facilitating credit in good
times and bad.
• Regulation that stifles market making
by banks in the name
of safety may ensure
banks survive a crisis, but risks hampering their ability to
help businesses when
needed most.
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Last month, European Central Bank (ECB) data showed
European banks expanded
lending to businesses by 1.1
percent in the past year, the
fastest rate of expansion in
four years.1 More good news,
the ECB bank lending survey
revealed improving credit
conditions for business lending.2

unlocking nonbank financial
lending capacity, banks have
a critical role to play within
a CMU to ensure credit flows
to businesses in good times
and bad. Regulations should
recognize banks’ role and
ensure rules do not inhibit
the sectors’ ability to support
EU business expansion.
Defining The Need For CMU
And Its Potential
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It’s in this context that the
European Union (EU) is seeking to develop the Capital
Markets Union (CMU). While
the focus is often on the
critically important task of

The European Central Bank
also believes this overreliance on bank lending limits
the impact of its accommodative monetary policy on
the real economy.5

The proposed CMU, is intended to encourage more
nonbank finance to fill these
gaps by creating a single
capital market across the 28
members of the EU. As ECB
Vice President Vítor Constâncio argued in a speech
in March, the CMU could
aid the transmission of the
central bank’s monetary
policy, create capital markets
that complement bank lending, and improve “private
risk-sharing across countries” by virtue of the integrated capital markets.6
Banking Today – Before A
CMU
It’s well understood that
the EU is years away from a
CMU, so the banking sector
will remain the main credit
option for many businesses
it has been offset by shrinkin the near-term. The core
ing European bank balance
challenge for the European
sheets. The situation has
banking sector today is that
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While the sector faces chalfrom governments.
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half of 2014 in EU banks.8
A Bruegel analysis from
last summer examined the
strength of these balance
sheets in a stressed environment and found the largest
banks were well-positioned
to manage a crisis.9 Lastly, World Bank data shows
the average bank capital
to assets ratio increased 32
percent in the last five years
(Fig. 3). A stronger sector
means banks will be in a
better position to support EU
economies in a downturn,
but the timing and extent of
regulatory demands in this
macroeconomic environment have led to geographic
and sector-specific economic headwinds today.
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Supporting A CMU – Banking
Going Forward
Less discussed than the
above is the central role
banks will continue to play
even after a robust CMU is in
place. Recent experience in
the US – where banks provide only 43 percent of all
credit – shows that post-crisis regulations must continue to take into account
the essential role banks play
in two main regards: credit
to fuel growth and support
during times of economic
distress.
For multinational companies,
large banks remain essential
partners with 98 percent of
multinational firms relying
on them for domestic operations. Seventy-seven percent
of companies found large
banks to be essential or useful for large loans, while 88
percent reported the same
for cash management.10
Moreover, large banks top
the Small Business Administration’s (SBA) list for its 7(a)
loans.

extent nonbanks were able
to step in, they found it was
the result of increased bank
funding.

This situation is exacerbated
during crises when banks are
more likely to sustain funding for businesses, while alSimilarly, in the leveraged
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develmacroprudential tools to de- opments to address this
risk this market. Research by challenge, such as electronic
the New York Federal Retrading platforms and new
serve shows that nonbanks
business models among
stepped in, but loan volumes nonbank financials, but it’s
stagnated.11 Moreover, to the unclear whether they will

be able to replicate the role
banks play in crises.
Regulating Banks In A CMU
– Capital And Structural
Reform Considerations
Looking ahead, new rules
in both the US and EU risk
that while banks will survive
the next crisis, they may be
of little help to the market
in the moment. In particular, these include the simple leverage ratio (SLR) and
structural banking reforms
that seek to separate commercial from investment
banking activities.
On the former, last fall Goldman Sach’s Steve Strongin
pointed out that to the extent nonbank lenders want
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regulatory actions to ensure
it fully serves EU business
expansion.
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