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What is the Capital Markets Union (CMU) and why is it important?

The CMU is the EU's plan to create a truly single market for capital across the EU. It aims to get
investment and savings flowing to the companies and projects that need them across all Member
States, benefitting citizens, investors and companies, regardless of where they are located. The CMU
provides new sources of funding for businesses, helps increase options for savers and makes the
economy more resilient.

Fully functioning and integrated capital markets will allow the EU's economy to grow in a sustainable
way and to be more competitive. An economically stronger Europe will better serve its citizens and
help the EU play a stronger role on the global stage.

The CMU is essential for delivering on all of the EU's key economic policy objectives: ensuring
Europe's recovery from the coronavirus crisis, an inclusive and resilient economy that works for all,
the transition towards a digital and sustainable economy, and a strategically autonomous EU in an
increasingly complex global economic context. Meeting these objectives requires massive investment
that public money and traditional funding through bank lending alone cannot deliver. Only well-
functioning, deep and integrated capital markets can provide the scale of support needed to recover
from the crisis and power the transition. The CMU is not a goal in itself, but a fundamental policy to
progress on key European priorities.

Completing the CMU requires support from the European Parliament and Member States at the
highest level and from technical experts in public administration. It also requires that market
participants make good use of the measures. The EU can offer tools and put in place supporting
conditions, but it is for national authorities to implement them on the ground, and for private actors
to take the initiative, seize business opportunities and innovate.

Work on the CMU was launched well before the coronavirus crisis. But the pandemic has injected real
urgency into the CMU. Public support and bank loans have helped households and businesses stay
afloat by addressing the short-term liquidity squeeze caused by lock-downs. In order to stay solvent
in the medium and longer term, however, businesses need a more stable funding structure. The EU's
industry, including small and medium-sized businesses, needs more equity to recover from the
economic shock and become more resilient.

 

What has been done so far?

Efforts to put in place a single market for capital started with the Treaty of Rome more than fifty
years ago. The Maastricht Treaty of 1992 and the Financial Service Action Plan of 1999 sought to
deliver on that vision, revealing however that the complexity and importance of European capital
markets merited a further dedicated and targeted set of measures. The Commission therefore
adopted the first dedicated CMU Action Plan in 2015. Responding to evolving challenges and
priorities, this was further complemented with new actions in the CMU Mid-Term Review of 2017.

The Commission has delivered on all the individual actions announced in the 2015 CMU Action Plan
and the 2017 Mid-term Review. The European Parliament and the Member States have agreed on 12
out of the 13 legislative proposals on the key CMU building blocks and on all three proposals on
sustainable finance. While the EU has made significant progress, creating and deepening the CMU is
complex and no single measure will complete it. Progress on some controversial issues has been slow
and there are still significant barriers to a well-functioning CMU. There are difficulties in many areas,
including supervision, taxation and insolvency laws. These barriers exist for a number of reasons,
including the specific financial culture in any given Member States. These differences are deep-
rooted, and will take time to tackle. The transition towards a Capital Markets Union remains a long-
term EU-wide structural reform that requires time, effort, resources and – above all - unwavering
political commitment. 



 

What are the benefits of a Capital Markets Union (CMU)?

The CMU will complement Europe's strong tradition of bank financing and will help to:

Make funding more accessible for European companies: the CMU will mobilise capital in
Europe and channel it to all companies, including SMEs, and infrastructure projects that need
it to expand and create jobs.

Bring funding more effectively to investment projects across the EU: the CMU is a
classic single market project that benefits all Member States. Those Member States with the
smallest markets and high growth potential have a lot to gain from a better channelling of
capital and investment into their projects. More developed market economies will benefit from
greater cross-border investment and saving opportunities.

Give opportunities to individuals to save and invest long-term. The CMU is important to
create a more inclusive and resilient society. It can also help address societal challenges such
as the one posed by Europe's ageing population by contributing to an adequate and
sustainable income at old age.

Make the financial system more stable: by opening up a wider range of funding sources
and more long-term investment, and reducing the vulnerability of EU citizens and companies
to banking shocks, such as those they were exposed to during the financial crisis.

Deepen financial integration and increase competition: more cross-border risk-sharing, deeper
and more-liquid markets and diversified sources of funding should deepen financial
integration, lower costs and increase European competitiveness, therefore benefitting European
consumers.

 

What does the new CMU Action Plan seek to achieve?

While significant progress has been made in the previous CMU Action Plan, some of the critical
barriers to a single market remain. Therefore, it is time for complementary measures to be put
forward, allowing the EU to also tackle the new challenges that the EU faces today with the
coronavirus pandemic.

In today's Action Plan, the Commission has set out a list of measures to make real progress on
completing the Capital Markets Union. These measures build on detailed discussions with
stakeholders as well as the recommendations of the High Level Forum on Capital Markets Union,
which brought together high-calibre industry representatives, academics and representatives of civil
societies. They also take into account and build on the Capital Markets Recovery Package announced
by the Commission on 24 July and the Banking Package of 28 April, which both aim to facilitate bank
lending to households and businesses and make it easier for capital markets to support European
businesses to recover from the crisis.

The Commission has committed to 16 new measures to achieve three key objectives:

Ensuring that the EU's economic recovery is green, digital, inclusive and resilient by
making financing more accessible for European companies, in particular SMEs;
Making the EU an even safer place for individuals to save and invest long-term;
Integrating national capital markets into a genuine EU-wide single market for capital.

Individually, each measure represents one more piece of the puzzle: a step forward in areas where
progress has been slow or where further work is necessary to achieve CMU. Taken together, they
move the EU closer to the vision for CMU: a single market for capital across the EU that works for all
Europeans, wherever they live and work.

 

How will CMU contribute to economic recovery?

The Commission has put forward “Next Generation EU” - an emergency temporary recovery package
to help repair the immediate economic and social damage brought by the coronavirus pandemic,
kick-start Europe's recovery and prepare for a greener and more digital future. In parallel, the
European Central Bank, Member States, and regional and local authorities have taken extraordinary
measures and injected public funds on an unprecedented scale to support the recovery. Banks have
so far broadly continued lending to businesses. However, this financing – despite being absolutely
essential for Europe's short-term recovery – will not be sufficient given the magnitude and expected
duration of financing needs. Market financing will be the lifeblood that sustains the recovery and
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future growth over the long-term.

The strength and durability of the economic recovery will crucially depend on the availability of
sufficient funding to EU companies. The use of market funding and especially of equity will therefore
be paramount to support the economic rebound. Given the high level of domestic savings and
openness of the EU financial system to global investors, there should not be a genuine shortage of
funding. At the same time, savers must have the confidence to invest in a safe way, benefitting from
the opportunities offered by the economic recovery.

 

What measures are being put forward to facilitate the financing of companies?

The ability of a company to access funding has a strategic importance in enabling it to grow, create
jobs and innovate. As such, ensuring diverse availability of financing sources is crucial, as some
types of funding would be more appropriate to some companies than to others. While bank financing
is used by an overwhelming majority of SMEs, it might not be appropriate or too costly for some,
especially small innovative companies without existing assets or regular revenues. Equity finance via
capital markets can therefore often be more suitable for them and allow for more flexibility. In
addition, diversifying sources of funding also contributes to economic and financial stability, by
making sure that options remain for companies to fund themselves even when other channels are
not available.

Bonds and private equity have increasingly played an important complementary role to bank lending
in recent years. Access to some forms of funding, such as public equity, remains limited in most
Member States. The new measures put forward by today's Action Plan aim to further facilitate the
use of market funding and to help companies employ all possible funding sources, tailoring to their
business models and individual needs. As one of the measures, the Commission will assess the
feasibility of setting up a scheme where banks would be required to redirect SMEs whose credit
application they have turned down towards alternative finance providers.

Further to that, the Action Plan will seek to make companies more visible to cross-border investors
and better integrate markets by setting up an EU-wide platform that provides investors with
seamless access to comparable company information. It will also seek to simplify the listing rules for
public markets and encourage more long-term investment by investment funds. It will seek to
support the re-equitisation of the corporate sector by incentivising institutional investors and review
the existing securitisation framework to enhance the provision of credit to EU companies, in
particular SMEs.

 

What measures are being put forward to make capital markets more attractive for retail
investors?

Europe has one of the highest individual savings rates in the world. However, the level of retail
investor participation in capital markets remains very low compared to other economies. This fails to
serve the interests of people whose savings generate low or even negative real interest rates. It also
deprives EU companies, and the EU economy in general, of much needed long-term investment. The
individual investors who invest in the EU capital markets should, in many cases, be able to receive
higher returns than is currently the case. At present, retail investors do not benefit sufficiently from
the investment opportunities offered by capital markets and cannot adequately address their
retirement needs.

Encouraging capital market investments from European households and savers can help meet the
individual challenges posed by population ageing and low interest rates. It would allow people to
build or protect their wealth and to meet their financing needs related to health, education and
retirement.

Availability of deep and efficient capital markets can also contribute to the development of funding
sources alternative to bank credit, therefore funnelling money into other financial instruments that
firms use to diversify their funding. This can help improve access to financing also for SMEs and
benefit the real economy in general by enabling companies to invest and create jobs.

The new CMU Action Plan puts forward a number of measures that seek to enhance the financial
literacy of retail investors in order to enable them to make better financial decisions and leverage the
possibilities provided for by capital markets. It will assess and review the applicable rules in the area
of inducements, meaning the practices that encourage individuals to buy a particular item, such as
the promise of a price reduction. This will ensure that investors receive fair advice and comparable
product information. It will seek to improve the level of professional qualifications of financial
advisors as well as facilitate the monitoring of pension adequacy in Member States and seek to



develop best practices in the area of pension systems.

 

Why does CMU seek to facilitate capital market integration? What measures are being put
forward in that respect?

European capital markets today remain fragmented along national lines. This locks out people and
businesses in smaller local markets from the benefits of integration, notably access to a large
investor base. It is essential to have well-developed local capital markets across the EU that can
serve the needs of companies and savers, while at the same time integrating those markets into one
single market of capital. As the benefits of larger-scale markets remain underexploited, EU financial
actors are disadvantaged compared to their global peers. The departure of the UK from the EU means
that parts of the financial industry are relocating to the EU, which will contribute to its multi-centre
financial architecture. Ensuring the optimal flow of information and capital across the EU is therefore
essential.

Today's Action Plan aims to tackle key remaining obstacles to market integration. Many of the
measures set out in the previous CMU Action Plan have now been agreed and are being
implemented. This is, however, not enough. Progress on some controversial issues has been slow.
There are still significant barriers to a well-functioning CMU in many areas, including taxation,
company and non-bank insolvency law. In these areas, the Commission will propose targeted
measures, focusing on the most significant barriers that cause market fragmentation and deter
cross-border investment.

For example, the stark divergence between national insolvency regimes is a long-standing structural
barrier to cross-border investment. Harmonisation of certain targeted areas of national insolvency
rules or their convergence could enhance legal certainty. To make the outcome of insolvency
proceedings more predictable, the Commission will bring forward an initiative for minimum
harmonisation or increased convergence in targeted areas of non-bank insolvency law. In addition,
together with the European Banking Authority, the Commission will explore possibilities to enhance
data reporting in order to allow for a regular assessment of the effectiveness of national loan
enforcement regimes.

Another example is taxation. A significant burden in this area is caused by divergent, burdensome,
lengthy and fraud-prone refund procedures for tax withheld in cases of cross-border investment.
These procedures lead to considerable costs that dissuade cross-border investment where taxes on
the return on investment need to be paid both in the Member States of the investment and of the
investor, to be reimbursed only afterwards, after a lengthy and costly process. In order to lower costs
for cross-border investors and prevent tax fraud, the Commission will propose a common,
standardised, EU-wide system for withholding tax relief at source.

 

How will the CMU support the EU's key policy objectives?

The Capital Markets Union is the project that seeks to improve the EU's financial system so that it
best contributes to addressing Europe's immediate and long-term challenges. More diversified
funding sources can mobilise trillions of euros of investments in the twin transition, green and
digital. Moreover, capital markets need to function efficiently to be able to redirect large-scale
investments and to make the economy more resilient.

Public funds will not be sufficient to meet these financing needs. An efficient single market for capital
is needed to mobilise the necessary funds and to ensure that sustainability considerations are
rigorously incorporated in financing decisions. Digitalisation will also continue to require significant
private investment if the EU's economy is to remain competitive globally.

As stated in the EU strategy on 'shaping Europe's digital future', innovative companies need funding
that only capital markets can provide. This is partly because many of these companies lack the
physical collateral required for bank loans. This adds to the urgency of deepening the CMU. Mastering
technological advancement is also critical for the EU's financial sector to gain in efficiency, to improve
access to capital and to be able to better serve Europe's people, as well as to remain competitive
globally. The CMU will also improve the opportunities for SMEs to access funding and therefore will
contribute to meeting the objectives of the EU's March 2020 SME strategy for a sustainable and
digital Europe.

The strategies on CMU, sustainable finance, digital finance and SMEs, as well as the Recovery Plan
and Next Generation EU are all mutually reinforcing. They are a joined-up package of measures to
strengthen Europe's economy and make it more competitive and sustainable, and to better serve its
people and companies.



 

How will the Commission monitor progress towards CMU?

The Commission regularly reports on the progress of legislative proposals and other measures under
the first CMU Action Plan and will continue to do so also for the second Action Plan. The Commission
will complement this regular reporting of legislative progress with the monitoring of how EU capital
markets evolve. It has for this purpose commissioned a study that reviewed available data and
indicators, with a view to establish a tool for regular measuring of progress.
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