Ivana Bajakic* Original scientific paper
UDC: 330.142(4-672EU)

doi: https://doi.org/10.56461/SPZ_25404K]

Received: 30. 10. 2025.

Accepted: 18. 12. 2025.

REBRANDING THE CAPITAL MARKETS UNION
- TOWARDS AN INTEGRATED FINANCIAL ECOSYSTEM

Summary

This paper examines the current state and future prospects of the
EU’s Capital Markets Union within the context of ongoing eco-
nomic challenges, including climate change, technological trans-
formation, and geopolitical shifts. Despite significant regulatory
reforms aimed at enhancing financial stability and promoting
innovation, EU capital markets remain fragmented and compar-
atively underdeveloped relative to its global peers, particularly the
United States. The paper highlights the necessity of mobilising
approximately €10 trillion in retail savings currently held in low-
yield bank deposits to foster economic growth, especially for SMEs
and innovative start-ups. It emphasises the importance of estab-
lishing a Savings and Investments Union, promoting cross-border
investment, and improving financial literacy among EU citizens.
The Competitiveness Compass initiative has been introduced as
a strategic framework to integrate capital markets, reduce reli-
ance on bank financing, and facilitate private investment in stra-
tegic sectors. Ultimately, the success of these ambitious initiatives
depends on the political will of Member States and the harmo-
nisation of regulatory frameworks to foster a more risk-tolerant
investment culture.
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REBRENDIRANJE UNIJE TRZISTA KAPITALA
- KA INTEGRISANOM FINANSIJSKOM EKOSISTEMU

Sazetak

U ovom radu analizirana je trenutna situacija i buduce perspektive
Unije trzista kapitala EU u $irem kontekstu novih ekonomskih iza-
zova, ukljuc¢ujudi klimatske promene, tehnoloske transformacije
i geopoliticka pomeranja. Uprkos znacajnim regulatornim refor-
mama za jacanje finansijske stabilnosti i podsticanje inovacija,
trzista kapitala u EU i dalje su previsSe fragmentisana i nedovoljno
razvijena u poredenju sa globalnim partnerima EU i posebno Sje-
dinjenim Americkim Drzavama. U radu je naglasena hitna potreba
da se mobilise oko 10 triliona evra stednih uloga gradana koji su
trenutno u niskoprinosnim depozitima u bankama s ciljem da se
podstakne ekonomski rast i to posebno rast MSP i inovativnih
startap kompanija. Istaknut je i klju¢ni znacaj uspostavljanja Unije
$tednje i ulaganja, promovisanja prekograni¢nih ulaganja i pobolj-
$anja finansijske pismenosti gradana EU. Inicijativa Kompas kon-
kurentnosti predstavljena je kao strateski okvir za integraciju trzita
kapitala, smanjenje zavisnosti od finansiranja od strane banaka i
promovisanje privatnih ulaganja u strateske sektore. Na kraju kra-
jeva, uspeh ovih ambicioznih inicijativa zavisi¢e od politicke volje
drzava ¢lanica i harmonizacije regulatornih okvira s ciljem stvara-
nja kulture ulaganja koja ¢e biti vise tolerantna prema riziku.

Kljuc¢ne reci: Unija trzista kapitala, finansijska integracija, Kompas
konkurentnosti, regulatorni okvir, evropska ekonomska politika.

1. Introduction

Efficient capital markets are essential for economic vitality and possess trans-
formative potential for both the market and society. By facilitating the mobilisa-
tion of household and institutional savings into a diverse range of enterprises and
productive activities, capital markets support long-term growth and resilience,
reducing reliance on debt financing and spreading risk across a broad investor base.
The efficient allocation of capital enhances investments in innovation, increas-
ing employment and raising productivity over time. Beyond economic efficiency,
well-functioning capital markets contribute to social welfare by supporting pension
funds and retirement security, therefore promoting inclusive growth.
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All of the above aligns with the EU’s orientation toward an open and social market
economy, particularly by liberating capital and navigating investments towards areas the
EU has identified as strategic: the green and digital transitions, and defence (European
Commission, 2025, p. 1-3). The EU has along-standing policy ambition to achieve more
integrated financial markets. Developing integrated capital markets alongside a domi-
nant banking system broadens sources of funding and achieves scale, thereby providing
business, particularly SMEs and start-ups, with better access to financing, which is
essential for growth and innovation. Integrated and deeper EU capital markets consti-
tute crucial infrastructure for attaining an investment environment that enables firms
to innovate, grow and compete internationally, while offering retail and other investors
broader and diversified investment opportunities with the potential for higher returns.

Although the EU has introduced numerous policy and regulatory measures
over the past three decades to enhance and integrate its Member States’ capital
markets, the reality is that they remain fragmented, complex, and underdeveloped,
particularly when benchmarked against other global peers in terms of size, depth,
scale, and liquidity. European financial markets remain predominantly bank-based,
a model that is well suited to well-established firms, yet simultaneously a structural
vulnerability, as it constrains the catalysis of innovation, while alternative financing
options remain less developed and less accessible. Such a regime is not suitable for
innovative start-ups, fast-growing companies, and SMEs, which require investment
capital to scale up, i.e., there is a need for appropriate financial infrastructure, includ-
ing well-developed venture capital and private equity systems to support expansion
at critical stages of firms’ growth and lifecycle (European Commission, 2025a; 2025b;
ESMA 2025; 2025a; IMF 2023).

ESMA’s Position Paper on European capital markets warns that, by the end of
2023, the EU27 accounted for only 11% of global equity market capitalisation, in stark
contrast to 45% in the United States — a share that has declined over the previous fifteen
years for the EU while increasing for the U.S. Similar patterns are evident in public
listings, where EU IPOs by value comprised 15% of global activity between 2015 and
2020, less than half the U.S. share of 32%. The EU’s capital market landscape remains
both fragmented and complex: 27 distinct Central Securities Depositories (CSDs) and
14 Central Counterparties (CCPs) are authorised within the Union, compared with a
single CSD and eight CCPs in the United States. Although national stock exchanges
have been consolidated under EU-wide groups, there has been no effective unification
of cross-border order books, resulting in persistent liquidity fragmentation and higher
transaction costs (ESMA, 2024, p. 4; IMF, 2023).

The asset management sector exhibits a similar fragmentation: as of the third
quarter of 2023, there were 31,004 authorised UCITS funds in the EU, compared
with 11,996 mutual funds and exchange-traded funds (ETFs) in the United States
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— a disparity that constrains scalability, given that the average U.S. mutual fund held
approximately €2.7 billion in net assets in 2021, versus approximately €400 million for
an average UCITS fund. Household financial asset allocations further illustrate this
divergence: between 2015 and 2021, EU27 households held on average 32% of their
financial assets in currency and deposits, compared with 13% in the U.S. According
to IMF data, Euro area non-financial firms relied on market financing for only 30%
of their funding in 2017, versus nearly 70% for U.S. firms, and IPO volumes in the EU
have generally remained flat over the past fifteen years, reaching their lowest level since
2009 in 2023; concurrently, the number of delistings from EU markets has risen. As
an illustration of sectoral shifts, EU-focused equity exposure within UCITS declined
from 51% of total UCITS equity assets in 2015 to 35% in 2022, while the share of U.S.
equities increased from 27% to 42%, highlighting the concentration of capital in a
global market where capital tends to flow toward locations offering the most efficient
returns for investors (ESMA 2024, p. 4-10; IMF 2023).

ESMA also cautions against inconsistent rule application, gold-plating, insuf-
ficient harmonisation in key areas, and divergent national supervisory practices
(ESMA, 2025; Arnold, 2025). For example, since its establishment in 2011, ESM A’s
remit has expanded from six to thirty legal acts. While rapid rulemaking initially
addressed pre-crisis vulnerabilities and evolving market conditions, ESM A has now
taken the position of reassessing the regulatory landscape, focusing on the overall
regulatory burden and its simplification (ESMA, 2024, p. 10).

The aim of this paper is to critically assess the current state of European cap-
ital markets and to propose actionable strategies for enhancing their integration
and efficiency. By examining the systemic challenges that hinder investment and
innovation, the paper seeks to contribute to the discourse surrounding the EU’s
economic resilience and competitiveness. The methodology employed includes a
comprehensive literature review of relevant reports, regulatory reforms, and stra-
tegic initiatives, alongside an analysis of empirical data reflecting the disparities
between the EU and its global counterparts.

The paper is organised into several key sections that systematically address the
multifaceted issues surrounding European capital markets. Following the introduc-
tion, the paper provides a detailed literature review on transformative regulatory
reforms and their implications for financial stability and innovation. Subsequent
sections examine recent action plans and reports that exemplify the EU’s strategic
objectives, including the Competitiveness Compass and the Savings and Invest-
ments Union. The analysis culminates in a critical examination of the challenges
and opportunities essential for rebranding the Capital Markets Union, ultimately
offering concluding remarks that emphasise the necessity for cohesive action among
EU Member States to achieve a more integrated capital market framework.
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2. Transformative Reforms in EU Financial Regulation and Supervision:
A Literature Review

Financial regulation has been a long-term, evolving process shaped around
two critical targets: enhancing financial stability and boosting financial innovation
(Armour et al., 2016; Moloney, 2010, pp. 437-461). Depending on the business cycle,
endorsing stability and innovation can go hand in hand, but it may also represent
an oxymoron, i.e., a dichotomy in the political discourse during periods of financial
instability and crisis. In the first quarter of the 21* century, the EU financial regu-
lation and supervision has undergone three transformative reform waves.

The first EU financial market reform wave was centred around promot-
ing competition and enhancing competitiveness through implementation of the
Financial Services Action Plan between 1999 and 2005 (European Commission,
1999; Ferran, 2004; Moloney, 2008; Lannoo & Levin, 2004). Generally, EU finan-
cial integration policy distinguishes four types of activities supporting financial
integration: first, regulatory processes; second, enabling collective actions; third,
raising awareness of the importance of European financial integration; and fourth,
through its institutions (e.g., the ECB), which also actively promote financial inte-
gration (European Central Bank, 2009, p. 69). Nevertheless, as Ferran points out,
“regulation, in its narrow rule-making sense, is a favoured EU policy tool” (Ferran,
2004, p. 9). Although initiatives aimed at economic, monetary, and capital markets
integration date back to the late 1960s (e.g., Segré Report, 1966; Werner Report,
1970; Delors Report, 1989), it was not until the late 1990s that momentum for policy
change accelerated significantly. At that point, the regulatory shift intersected the
Lisbon Strategy, the Economic and Monetary Union (EMU), and the introduction
of the single currency through the implementation of the Financial Services Action
Plan, supported by a new legislative methodology — the Lamfalussy process — which
fast-forwarded EU regulatory harmonisation through comitology procedures and
multilevel network arrangements (Posner, 2012, pp. 43-60).

The second EU financial regulatory and supervisory reform wave places
financial stability at its core. The global financial crisis of 2007-08 was a harsh
reminder that financial globalisation combined with deregulation is a double-edged
sword: interconnectedness among financial institutions transmitted risks across
borders, producing detrimental spill-over effects for the economy. According to
Reinhart and Rogoft (2009, p. 466), severe financial crises typically exhibit three
main features: asset markets collapse deeply and persistently (housing prices
decline by an average of 35% over six years, equity prices fall by an average of 55%
over three and a half years); banking crises trigger substantial declines in output
and employment (unemployment increases on average by 7% over four years, while
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output falls on average by 9%); and real government debt tends to explode, with an
average increase of 86%.

Although most EU Member States’ financial institutions were not infected by the
U.S. toxic assets plague, the global interbank credit crisis triggered a rapid shift toward
risk-averse behaviour among investors and forecasted a sharp economic downturn,
which temporarily revealed a sovereign-bank nexus in selected EU Member States,
namely Portugal, Italy, Ireland, Greece, and Spain. The financial instabilities of the
derogatorily labelled “PIIGS” countries, which had accumulated during the economic
upturn of the early 2000s amid favourable borrowing conditions associated with
euro-area membership, culminated in the full-scale European debt crisis of 2010-11.
The crisis led to a prolonged economic recovery for euro-area countries, manifesting
in slower GDP growth due to high unemployment and elevated debt levels. The fra-
gilities of the European financial system reflected in the profound interdependence
of European financial institutions, which boomeranged from EU “debtor” back to
EU “creditor” Member States (Howarth & Quaglia, 2016, pp. 22-23, 46). Moreover, it
emphasised the vulnerabilities of the Eurozone, i.e., the long-term destabilising polit-
ical compromise of “asymmetric EMU,” as Lamfalussy described the functioning of
the EMU as a combination of monetary competencies transferred without adequate
economic policies coordination (Lastra & Louis, 2013, p. 4).

In order to preserve both financial and political stability at the European level,
the EU opted for bail-out programmes for the troubled Member States. Operation-
ally, the financial reforms generated far-reaching institutional transformations of
the regulatory and supervisory framework, focusing primarily on financial sta-
bility, i.e., consumer protection and the transfer of risk sharing/bail-outs from
taxpayers to the private sector. The comprehensive reform package, known as the
European Banking Union (EBU), centralised regulatory, supervisory, and resolu-
tion mechanisms at the EU level, inaugurating three new European supervisory
authorities and granting additional powers to the European Central Bank, legally
established under the newly adopted Single Rulebook (Chiti & Santoro, 2019; Allen,
Carletti & Gulati, 2018). Additionally, the European Stability Mechanism (ESM),
with alending capacity of €500 billion, serves as a backstop in the event of financial
crises for any euro-area Member State (European Stability Mechanism, 2025; Aerts
& Bizarro, 2020). However, the crucial pillar of the EBU - the European Deposit
Insurance Scheme (EDIS) - remains incomplete after a decade of political disa-
greement among wealthier Member States regarding risk-sharing (Veron, 2024,
pp. 52-56; Brescia Morra, 2019, pp. 398-401).

The third - and to some extent parallel — regulatory wave focused on pro-
moting innovation. This approach, referred to as regulatory innovation, was cen-
tred on developing a flexible regulatory infrastructure to support technological
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innovations in financial services, specifically Fintech (Financial Stability Board,
2019, p. 2). Fintech encompasses immense disruptive potential, leveraging new
technologies such as artificial intelligence and blockchain to create novel platforms
and connect more efficiently the supply and demand sides of the financial spectrum
(McKinsey & Company, 2018; World Economic Forum & Deloitte, 2017).

The regulatory challenge spans both new market participants and incumbent
industries, with the objective of promoting competition while protecting consum-
ers and safeguarding a level playing field amid new and disruptive business realities,
often raising the question of what type of regulation is fit for purpose (Omarova,
2020, pp. 75-124; Amstad, 2019, pp. 1-21; Ehrentraud, Ocampo, Vega, 2020; Restoy,
2021). The United Kingdom has been a global pioneer in financial regulatory inno-
vation. Since 2014, the British Financial Conduct Authority (FCA) has introduced
innovation facilitators as novel governance models to promote a more flexible and
business friendly regulatory approach to technological innovations in financial
services. Two such models include innovation hubs, which serve as a one-stop shop
for timely information exchange between regulators and innovative firms, and reg-
ulatory sandboxes, a more complex testing model for promising financial products
and services (Cambridge Centre for Alternative Finance, 2018). The EU has imple-
mented a series of policies and strategies to promote digital finance transformation,
with the regulatory agenda focused on establishing a harmonised set of rules that
provide legal certainty for investors, while ensuring consumer protection across
the financial ecosystem, including the Fintech Action Plan, the Digital Finance
Strategy, and the European Blockchain Regulatory Sandbox for Distributed Ledger
Technologies, among others (European Commission, 2023; 2020; 2018).

3. Reports and Action Plans

The second quarter of the 21* century introduced new challenges: climate
change, rapid technological shifts, and evolving geopolitical dynamics. A series
of reports and action plans followed. In September 2023, European Commission
President von der Leyen announced in her State of the European Union speech
that she had requested former Italian Prime Minister and former President of the
ECB, Mario Draghi, to draft a report on the future of European competitiveness
(European Commission, 2023a, p. 8).

On 20 February 2024, 73 business leaders from 17 sectors submitted the Ant-
werp Declaration for a European Industrial Deal to Commission President Ursula
von der Leyen and Belgian Prime Minister Alexander De Croo. As of now, more
than 1,300 organisations across 25 sectors have expressed their support for this
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initiative (European Chemical Industry Council, 2025). The Antwerp Declaration
advocates for a comprehensive European Industrial Deal aimed at enhancing the
competitiveness of European industry while supporting the transition towards
climate neutrality by 2050. It calls for targeted governmental action to create a
conducive regulatory environment, ensure energy affordability, and strengthen
investment in clean technologies, thereby supporting the retention and creation of
quality jobs within Europe (European Chemical Industry Council, 2024).

Parallel to this, Enrico Letta (2024) led a large-scale study involving key pri-
vate and public sector stakeholders at regional, national, and EU levels, together
with relevant non-EU partners. Commissioned by the Belgian EU Presidency and
supported by the highest-level EU political institutions, the project produced a
report focused on upgrading the European Single Market for the new global demo-
graphic and economic landscape, with the aim of preserving European social inclu-
sion while enhancing the EU’s security. The report emphasises the integration of
the financial, energy, and electronic communications sectors as horizontal enablers
of the green and digital transitions, and warns that Europe must move beyond
protected national champions and the privileged position of national-level policy.

In May 2024, ESMA published a Position Paper on building more effective
and attractive capital markets in the EU. It presented 20 recommendations across
three key areas: first, broadening investment opportunities for EU citizens; sec-
ond, boosting the financing of European companies; and finally, modernising EU’s
regulatory framework, improving supervisory consistency, and enhancing global
competitiveness (ESMA, 2024). The Position Paper outlines ESM A’s ambition to
assume direct supervision at the EU level of systemically important cross-border
infrastructure players (ESMA, 2024, p. 17).

Both the ECB Governing Council and the Eurogroup endorsed plans for
advancing the Capital Markets Union (CMU), signalling their political support by
emphasising its importance for the resilience of the economic and monetary union,
as well as for strengthening the European Banking Union (EBU) through mobi-
lising private investment for the green and digital transitions, fostering innovative
firms through better access to risk capital and enhanced risk-sharing, reinforcing
the international role of the euro, and expanding cross-border funding; thereby
boosting productivity and resilience in line with EU’s doctrine of open strategic
autonomy (European Central Bank, 2024; Council of the EU, 2024).

The Draghi Report (2024) identifies a critical need for Europe to enhance its
competitiveness in response to various challenges, including slowing productivity
growth, high energy costs, and geopolitical vulnerabilities. It emphasises three prin-
cipal areas for action: first, closing the innovation gap with the United States and
China by fostering breakthrough innovation and improving the commercialisation
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pipeline; second, implementing a joint decarbonisation and competitiveness plan
aimed at reducing energy prices while capturing industrial opportunities through
clean technology; and third, increasing security by reducing dependencies and
strengthening the EU’s foreign economic policy. To achieve these objectives, Draghi
recommends reforming the EU’s approach to industrial policy, enhancing coordi-
nation among Member States, simplifying regulations, and mobilising substantial
public and private investment, estimated at €750 to €800 billion annually, to sup-
port necessary technological and infrastructural transitions.

At the EU summit in November 2024, based on the Draghi Report and
inclusive discussion, EU leaders adopted the Budapest Declaration, which sets out
the New European Competitiveness Deal, particularly emphasising the need for
innovation, investment, and strategic security. The Deal outlines a comprehensive
strategy that encompasses the deepening of the Single Market, industrial renewal,
and the mobilisation of public and private financing, while calling for urgent and
collective efforts from EU institutions and Member States to achieve these ambi-
tious objectives. At the summit, President von der Leyen also proposed a common
28" regulatory regime, a single rulebook for innovative start-ups in the EU, with
the goal of reducing regulatory barriers to innovation (Council of the EU, 2024a).
Finally, in January 2025, all of the above reports and activities set in motion the
European Commission’s major initiative — the EU Competitiveness Compass —
establishing a strategic framework to enhance EU’s economic competitiveness and
innovation capacity (European Commission, 2025).

4. Capital Markets Union within the Competitiveness Compass Framework

The Competitiveness Compass strategic initiative reaffirmed the three core
objectives outlined in the Draghi Report and identified five horizontal enablers
for achieving those objectives, namely: (i) cutting red tape and enhancing speed
and flexibility through regulatory simplification, (ii) unlocking the scale of the
Single Market by removing barriers, (iii) financing growth through a Savings and
Investments Union and a reoriented EU budget, (iv) promoting skills development
and quality jobs while ensuring social fairness, and (v) strengthening EU-national
policy coordination (European Commission, 2025, p. 3).

The Competitiveness Compass identifies several critical areas of develop-
ment of capital markets within the European Union. A central objective is the
establishment of a Savings and Investments Union, designated to mobilise private
investment and channel household savings efficiently into productive economic
sectors. Eurostat estimates that approximately €10 trillion of EU retail savings are
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currently held in banks as low-yield deposits (European Commission, 2025¢, p. 2).
This is partly due to the fragmented nature of the European retail investment sys-
tem, which is often perceived as overly complex, opaque, and costly for the average
citizen. The monitoring of financial literacy in the EU shows that only 18% of EU
citizens are highly financially literate, 64% moderately literate, and 18% exhibit low
tinancial literacy, with considerable variations across Member States (Eurobarome-
ter, 2023). Additionally, ECB analysis suggests that EU households could potentially
redirect up to €8 trillion from deposits into long-term, market-based investments —
equivalent to approximately €350 billion annually (European Central Bank, 2024a).

The Compass underscores the necessity of integrating and deepening capital
markets to reduce reliance on traditional bank financing, thereby fostering a more
robust environment for venture capital and equity investments. The strategic frame-
work promotes low-cost saving and investment products at the EU level - such as the
Savings and Investment Account (SIA) — while encouraging retail investors to engage
with these opportunities. Furthermore, the initiative advocates for the reform and
harmonisation of insolvency frameworks and the removal of barriers to cross-border
investment, which are critical steps towards creating a more cohesive and responsive
financial landscape (European Commission, 2025, pp. 20-22).

Furthermore, the Compass emphasises the importance of leveraging the
European Investment Bank (EIB) Group and other financial institutions to bridge
the existing investment gap, particularly in strategic sectors such as innovation,
clean technologies, and digital infrastructure. By utilising de-risking financial
instruments and budgetary guarantees, the EU seeks to mobilise private sector
resources and facilitate higher-risk investments, thereby strengthening the overall
resilience and dynamism of capital markets. The proposed Competitiveness Fund
would also play a crucial role in addressing the fragmentation of funding across
multiple programmes, ensuring a more integrated approach to financing that is
consistent with the EU’s broader competitiveness objectives. Collectively, these
measures aim to create a more liquid, efficient, and innovation-driven capital mar-
ket ecosystem, which is essential for sustaining long-term economic growth and
stability (European Commission, 2025, pp. 23-24).

5. The Competitiveness of European Capital Markets:
Rebranding the Capital Markets Union

The initial reality check for the ambitious action plans outlined above con-
cerns the budget, i.e,, the financing sources and mechanisms. According to ECB
estimates, the investments required to support the green and digital transitions,
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and defence, amount to an additional €5.4 trillion over the period 2025-2031, of
which 25% needs to be funded through public sources (Bouabdallah et al., 2024, p.
1). These figures underscore the necessity of achieving a careful balance between
national and EU-level initiatives and coordinated policy actions, alongside fiscal
rules that encourage investments while remaining mindful of high-debt Member
States with substantial deficits (e.g., Greece, Portugal, Ireland, Cyprus).

Additionally, a substantial share will need to be provided by the private sector
and households, making the Capital Markets Union a critical logistical platform
for mobilising these resources. However, channelling savings into investments,
i.e, facilitating retail investment, remains a highly challenging objective. Despite
decades of EU policy aimed at integrating European capital markets, savings within
Europe continue to be inadequately mobilised, accumulating in low-yielding depos-
its and, in part, being incentivised by comparatively generous national public pen-
sion systems (IMF, 2023).

Furthermore, when they exist, savings remain largely confined within
national borders rather than flowing across Europe, and, ultimately, after alloca-
tion, funds often fail to reach innovative firms due to an underdeveloped venture
capital ecosystem (European Central Bank, 2024a). Currently, the EU underinvests
in venture capital, raising only 5% of global venture capital funds, compared with
52% in the United States, 40% in China, and 3% in the United Kingdom (Euro-
pean Investment Bank, 2024, p. 22). Achieving change is likely to be challenging,
as the European investment risk appetite remains both culturally embedded and
institutionally reinforced. Shifting this mindset — from risk-averse, domestically
constrained funding to cross-border, equity-based funding — will require enhanced
financial literacy, institutional reform, and credible pan-European success stories
to offset a long-standing aversion to investment risk that cannot be reversed by
policy statements alone.

Additionally, EU financial institutions play a comparatively modest role in
supporting innovative firms. For instance, EU pension funds allocate merely 0.02%
of their total assets to venture capital, compared to approximately 2% in the United
States, while EU banks lend over €600 billion to real estate firms and less than €100
billion to technology companies — despite comparable contributions to value added
from these sectors (European Central Bank, 2024a). The underlying constraint
appears to be an underdeveloped securitisation market, with EU annual securiti-
sation issuance amounting to 0.3% of GDP in 2022, far below the 4% observed in
the United States (Tamma, 2025). In a way, limited securitisation activity hampers
the mobilisation of long-term savings into innovative enterprises, reducing lever-
age for high-growth sectors and reinforcing sectoral funding imbalances across
the EU. Moreover, a more developed securitisation and capital-market framework
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could improve risk-sharing, diversify funding sources for technology-driven firms,
and enhance cross-border investment flows within the European Union. However,
the post-global financial crisis regulation, which has been shaped by the Eurozone
sovereign-debt crisis and has maintained stringent regulatory and supervisory
practices across the EU since 2009, continues to define the prevailing orientation
of EU implementation policy, which remains primarily centred on stabilisation.

Furthermore, the ECB’s president, Lagarde, warned, “In 2023 there were 295 trad-
ing venues in the EU, as well as 14 central counterparties (CCPs) and 32 central secu-
rities depositories (CSDs). In the United States, there are only two securities clearing
houses and one CSD” (European Central Bank, 2024a, p. 3). Conversely, it should not
be overlooked that the EU’s regulatory framework — most notably the MiFID directive,
enacted nearly two decades ago - introduced greater competition in the provision of
services to investors, trading venues, and derivative clearing. This regulatory liber-
alisation has also contributed to fragmentation within the European capital market.

ESMA’s public signalling of resistance from national authorities and their
“gold-plated” rule-making practices underscores a significant obstacle to the Cap-
ital Markets Union. As Verena Ross notes, reducing reporting burdens is “difficult”
precisely because regulators adhere to nationally bespoke regimes and are reluctant
to fund a harmonised system, indicating that fiscal constraints and sovereignty
concerns shape compliance incentives more than technocratic efficiency consid-
erations. The ambition of a single access point and a unified data infrastructure
depends on coherent, centrally funded participation from Member States. In the
absence of such buy-in, ESMA’s governance model remains dependent on 27 dis-
tinct authorities (Arnold, 2025). Consequently, ESM A’s operational potential is
constrained by political economy frictions at the national level, which may translate
into slower adoption of cross-border financial innovations and a delayed implemen-
tation of an integrated European capital market.

The Financial Times has reported recurrent resistance among several Mem-
ber States to a greater harmonisation of financial market regulation across various
domains, such as the European common deposit scheme (Germany), central super-
vision at EU level (Ireland, Luxembourg, Cyprus), and harmonisation of insolvency
law (Tamma, 2025a; Arnold, 2025). France, supported by Italy, Spain, Poland and
Netherlands, has emerged as a strong proponent of a more comprehensive Capital
Markets Union (Asagri & Miiller, 2025; Asgari, 2024). In April 2024, this initiative
faced opposition from smaller Member States, which expressed concern, among
other issues, about the potential erosion of national corporate tax regimes that
underpin their competitive positions. “Austria, Bulgaria, Cyprus, the Czech Repub-
lic, Ireland, Croatia, the Baltic countries, Malta, Romania, and Slovenia also joined
the rebellion and argued that central supervision would create additional costs for
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their national financial industry, giving larger markets a competitive advantage”
(Tamma, Foy & Hancock, 2024, p. 3). However, by second half of 2025, as a result of
extensive political persuasion, the policy agenda appears to have veered decisively
in favour of a stronger CMU, reflecting a shift in political feasibility and strategic
priorities within the EU’s financial-integration project (Chassany & Tamma, 2025).

The European Commission has undertaken a set of strategies and action plans,
articulated under the Competitiveness Compass, aimed to accelerating the Capital
Markets Union. By late 2025, the Commission is expected to publish legislative pro-
posals extending ESM A’s supervisory remit to encompass large trading infrastruc-
tures, cryptocurrency exchanges, and big cross-border asset managers. The guiding
rationale has traditionally framed regulation as a corrective mechanism for excessive
risk-taking; however, as observed by the Commissioner Albuquerque, the contempo-
rary landscape exhibits the opposite challenge: risk-taking is not excessive but rather
insufficient (Tamma, 2025a). This raises a central governance question concerning
the optimal calibration of risk tolerance within the CMU framework. While techni-
cal solutions are well understood and political consent appears forthcoming, critical
questions persist regarding whether such measures will be sufficient to shift Europe’s
entrenched aversion to investment risk. In sum, the forthcoming proposals must be
assessed not only for their legal and operational feasibility but also for their potential
to realign normative attitudes toward risk within European capital markets, thereby
facilitating a more robust and resilient Capital Markets Union.

6. Concluding Remarks

The European Union faces a critical juncture in its pursuit of a robust and
integrated capital markets framework, a development essential for addressing con-
temporary economic challenges, including climate change, technological transfor-
mation, and geopolitical shifts. The Capital Markets Union represents a strategic
effort to mobilise private investments and facilitate a more diverse range of funding
sources, particularly for SMEs and innovative start-ups, which are vital for eco-
nomic growth and resilience. Despite the EU’s ambitious regulatory reforms aimed
at enhancing financial stability and fostering innovation, significant fragmentation
and underdevelopment persist within its capital markets. The data presented in this
paper highlights stark disparities between the EU and its global peers, particularly
the United States, in terms of market capitalisation, public listings, and investment
allocations. These findings underscore the urgency for the EU to reassess its finan-
cial landscape, and move beyond a predominantly bank-based system towards a
more dynamic and integrated capital market structure.
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The strategic imperative to mobilise approximately €10 trillion of retail savings
currently stagnating in low-yield bank deposits underscores the necessity for a para-
digm shiftin the EU’s financial architecture. The proposed Savings and Investments
Union seeks to effectively channel these funds into productive economic sectors,
thereby fostering an environment conducive to innovation and sustainable growth.
However, the challenge lies in overcoming the entrenched barriers that have his-
torically impeded the flow of capital across borders and into high-growth sectors,
particularly venture capital. The current landscape, characterised by a fragmented
investment system and a cultural aversion to risk, necessitates a concerted effort
to enhance financial literacy among EU citizens and cultivate a more risk-tolerant
investment mindset. Moreover, the reform of regulatory frameworks to promote low-
cost saving and investment products, such as the Savings and Investment Account,
is essential for encouraging retail investors’ participation in capital markets. The
emphasis on harmonising insolvency laws and dismantling barriers to cross-border
investment is equally crucial for creating a seamless and integrated financial eco-
system. Such integration is imperative not only for amplifying market liquidity but
also for enhancing the resilience of the EU’s economy in the face of systemic shocks.

In conclusion, the rebranding and revitalisation of the Capital Markets Union
(CMU), as outlined within the Competitiveness Compass, mark a strategic shift
towards enhancing the EU’s economic competitiveness and fostering innovation.
While the proposed strategies are ambitious, their success will ultimately depend
on the political will of Member States, the harmonisation of regulatory frameworks,
and the cultivation of a balanced investment risk culture. As the EU navigates these
complex challenges, the commitment to a cohesive and integrated capital market
will be instrumental in unlocking the full potential of the European economy on
the global stage.
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