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This paper was drafted by a working group, chaired by Prof. Rainer Masera (Università degli 

Studi Guglielmo Marconi), with the participation of Angela Maria Bracci (ABI), Laura Crescentini 

(Assoprevidenza), Davide Ferrazzi (ABI), Valentina Lanfranchi (AIFI), Mauro Marè (Mefop), 

Edoardo Marullo Reedtz (ANIA), Maria Concetta Miranda (FeBAF), Francesca Palermo (FeBAF), 

Antonella Pisano (Università degli Studi Guglielmo Marconi), Alessandro Rota (Assogestioni), 

Gianfranco Verzaro (Assoprevidenza).  

 

 

 

 

 

 

 

 

The Italian Banking, Insurance and Finance Federation (FeBAF) was established in 2008 by the 
Italian Banking Association (ABI) and the National Association of Insurance Companies (ANIA). 
Since 2010, other business associations of the Italian financial market have been joining the 
Federation. Assogestioni – the Italian Association of the Investments Management Industry – was 
admitted in May 2011, and Aifi - the Italian Association of Private Equity and Venture Capital – in 
January 2013.  

The mission of the Federation is to promote the economic and social role of banking, insurance 
and finance in Italy and abroad, while upholding the general interests of the country. A modern 
and effective financial sector is an important condition for sustainable growth of society and the 
economy. Furthermore, FeBAF aims at presenting its member associations‟ views and opinions on 
economic and social matters in all the relevant policy, institutional and economic fora, at the 
national and international level. FeBAF promotes business values, acting to spread the culture of 
competition and the market economy, and focusing on the enhancement of banking, insurance 
and finance in terms of transparency, trust-worthiness and performance to the benefit of 
customers, savers and the population at large. 

Since its establishment, FeBAF has focused on a selected number of topics relevant for both the 
financial industry, and national, social and economic development. Due to the international 
orientation of FeBAF activities, its four member associations have decided to concentrate their 
liaison offices with the European institutions in Brussels in a single Office managed by Febaf. 
Thanks to such common lobbying and institutional presence, the Italian financial industry aims at 
strengthening dialogue with other organizations and stakeholders in Europe, and beyond. 
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Forward 

The Italian Banking, Insurance and Finance Federation (FeBAF) welcomes the opportunity to 
contribute to the public debate on the fundamental issues raised by the European Commission 
Green Paper on the long-term financing of the European economy.  

The Federation’s contribution draws on the point of view of its affiliated Associations: the 
Italian Banking Association (ABI), the National Association of Insurance Companies (ANIA), the 
Italian Association of Private Equity and Venture Capital (AIFI) and the Italian Association of the 
Investments Management Industry (ASSOGESTIONI). It also conveys the point of view of the 
Italian Association for Complementary Pensions (ASSOPREVIDENZA) and the Public Company for 
the Development of the Italian Pension Funds Market (MEFOP).  

In line with the Federation’s mission and mandate, the paper intends to promote a cross-cutting 
and system-wide approach to the issues of the Green Paper for the Italian financial market as a 
whole, highlighting the common concerns thrust and vision of the main players in the Italian 
financial industry.  

More specific and detailed answers to the questions posed in the Green Paper can be possibly 
found in the submissions presented (either individually or collectively, and/or jointly with 
European Federations) by different Associations of the Italian financial market, including the 
ones on behalf of which FeBAF submits its response. In the paper, we make reference, to the 
extent possible, to such more specific contributions.  

Following up on the submission of the paper, FeBAF intends to engage the Italian financial 
community, the authorities, stakeholders, students, policy makers and the public opinion in 
discussing the fundamental issues raised in the Green Paper, with the aim of promoting a 
common understanding and perspective for the future, strengthening motivation and drive for 
reform, feeding constructively the national and European debate on the long-term financing of 
the European economy. 

We look forward to continuing dialogue and cooperation with the European Commission, other 
European institutions and all relevant stakeholders on the important debate stimulated by the 
Green paper.  

FeBAF is available for any further information or question at info@febaf.it.   

 

Rome, 25th June 2013  
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Introduction 

Long-term finance is vital for sustainable growth and for the lasting recovery of the European 

economy.  

The recovery of growth is necessary to reduce unemployment, restore competitiveness and 

overcome the difficulties of public finances in Member States. A new exit strategy from what has 

shown to be the worst post-war financial and economic crisis should be designed: financial 

stability and fiscal consolidation require sustained and sustainable growth, which is in turn the 

pre-requisite for long-term financial consolidation. 

The urgency of a smart, sustainable and inclusive growth was affirmed in the Europe 2020 

strategy and reiterated in the Green Paper. Economic policies founded exclusively on fiscal 

austerity and consolidation have not been able to reach their objectives, especially if coupled 

with increasing constraints on capital of banks and insurance companies, and with a highly 

procyclical accounting framework. There is wide agreement on the need to ensure the 

sustainability of public finances and to reduce the public debt/GDP ratio. A mix of structural 

policies is needed, in order to restore the economic conditions for growth (notably in 

“peripheral” countries) and to bring down the unemployment rate, especially among young 

workers. This issue transcends economic consideration. It raises political and social problems.     

In this regard, the Commission should consider that the importance of an effective growth 

strategy must involve Europe as a whole and, in particular, contribute to untying the knots of 

the “imperfect monetary union” we in the Eurozone live in. It is mainly up to the private sector 

and the markets to ensure convergence in growth, but appropriate supporting policies are 

needed.  

Europe has recognized, on many occasions, the essential role of investment for economic 

recovery, as the basis of a sustainable development process. Reviving investment, therefore, 

means not playing in defence. Investment implies risk taking. In its absence, there is not any 

credible prospect for economic recovery. Investment that contributes to increasing total factors 

productivity (TFP) is especially necessary. The issue is particularly important in Italy, also due to 

the impossibility of using the exchange rate tool.  

Investments in traditional infrastructures, innovation and knowledge, research and development, 

energy, the environment, land protection and education, make up a key driver for growth. 

Public and private investment in physical, human and intangible capital not only supports 

demand in the short-term, but it also increases productivity and, therefore, sustains the supply 

side in the medium-long term, by enhancing competitiveness.  
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In order to favor competition in an advanced manufacturing system and to accompany the 

necessary passage towards an innovative service economy (which includes health, education, 

efficient bureaucracy, justice and transport), there need to be significant flows in investment in 

infrastructure, with public-private co-financing.   

Saving plays a fundamental role: without its contribution, there cannot be investment and 

sustainable development, and neither Europe nor Member States would be able to achieve their 

aims. The ability to save has proved to be key to the success of the “Made in Italy” and of the 

Italian economic development model. It also played a role in the Italian economy, protecting it 

from the disastrous consequences following the 2007-2009 crisis. But the latest crisis seriously 

affected households‟ and firms‟ ability and propensity to save.   

In order to favor long term investment, it is therefore necessary to promote saving too, just like 

it is happening in the United States and Canada.   

 

Question 1: Do you agree with the analysis above regarding the supply and characteristics of 

long-term financing?  

The Green Paper correctly attributes a prominent role to the revitalization of long-term 

investment for the purpose of sustainable development.  

During these last years, the financial crisis has been felt in all areas of the European economy, 

but it had a particularly negative impact on the ability of the private and public sectors to invest 

in the medium and long-term. The prolonged recession in Europe, which began in 2008, was in 

fact characterized by a significant fall in private investment: the difficulties of public finance 

and the constraints imposed by the Fiscal Compact (which does not distinguish between current 

expenditure and investment outlays) determined a similar downturn in public investment, 

notably in peripheral countries.   

Investments capable of generating growth and increasing competitiveness are generally 

configurable as long term investments and ask for consistent financing lasting several years; the 

financial sector, and the insurance one in particular, take on a central role in this process, by 

gathering and channeling resources towards similar projects.  

The Green Paper has the double objective of elaborating a set of qualitative standards for long-

term investment and to explore new opportunities regarding possible financial tools or 

architectures.  
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Numerous high profile studies and contributions on this theme have been developed in parallel, 

by research institutions, international organizations and by the European insurance industry 

itself. Specific mention can be made to:   

 Association of Financial Markets in Europe (September 2012), Financing European 

Growth: a new model. The document contains the proceedings of the AFME symposium  

of 18th September 2012, with the aim of discussing the prospects for the economy and 

the investments in the next decade.  

 

 Centre for European Policy Studies - European Capital Markets Institute (October 2012), 

Supporting Long-Term investing and retirement savings. The analysis of CEPS shows the 

results of the works of a task force, with the aim of strengthening the single market for 

long-term savings and investments in Europe.  

 

 Swiss Re (February 2013), Strengthening the role of long-term investors. The report 

highlights the role of long term investors, especially the institutional ones, as suppliers of 

risk capital for the real economy and as stabilizers and shock absorbers in financial 

markets, and the necessity to strengthen their role.  

 

 Financial Stability Board (FSB) (February 2013), Financial regulatory factors affecting the 

availability of long-term investment finance. The analysis highlights the main regulation 

reforms that, according to the FSB, could have effects on long-term finances (on banks‟ 

prudential requirements, OtC derivatives, accounting rules for different types of 

institutional investors). The report supports that these reforms could alter both the 

incentives for different types of financial institutions to participate in the long-term 

financial market, and the costs associated with different types of transactions.  

 

 OECD (February 2013), The role of banks, equity markets and institutional investors in 

long-term financing for growth and development. The work is aimed at identifying the 

main trends in the transmission channels of long-term financing, by focusing the 

attention on the role of the banks, capital markets and institutional investors. 

Furthermore, it analyses the investment in infrastructures.  

 

 G30 Working Group on Long-term Finance (February 2013), Long-Term Finance and 

Economic Growth. The report aims at quantifying the need for future financing and the 

obstacles that impede supply and, potentially, undermine economic growth.  
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 Eurofi (April 2013), Enhancing the financing of long term projects in Europe. The work 

recognises the importance of investments in infrastructure projects and suggests the 

main ties that need to be undone in Europe to recover growth, dwelling, in particular, on 

the financial and regulatory context which do not favor long-term investment.  

 

 OECD (May 2013), High-Level Principles of Long-Term Investment Financing by 

Institutional Investors. It deals with a draft recently placed in public consultation and 

realized by the Task Force on the theme of long-term finance by institutional investors. 

The purpose of the principles is that of addressing the surveillance authorities towards 

the creation of a political and regulatory framework that encourages institutional 

investors to provide stable financing to the real economy and to long-term investments.   

 

 LTIC (May 2013), Contribution of the Members of the LTI Club on the draft High Level 

Principles of Long Term Investment financing of the OECD. The response to the OECD 

consultation in May stresses the idea that, before addressing the issue of financing long-

term investments, policy makers should focus on the quality of these investments. In this 

respect, the role of the multilateral development banks, public entities, as well as public 

long term institutions like CDC, KfW and CDP should make up the evaluation of the 

quality of the investment and its monitoring throughout the cycle.  

 

In confirming the importance of the Green Paper, attention is, in a preliminary way, drawn 

towards three main points, that need to be better explained.   

1. First, the concept and the different characteristics of long-term investment, and therefore, 

infrastructure, would need to be clarified further. This definition, in fact, is key to the 

identification of investments to which public resources and private savings are directed.  

2. Second, the definition of infrastructure itself needs to be better explained, with reference to 

public and private capital.  

3. Third, there is a problem that needs to be better explained in the Commission document, and 

that takes on fundamental importance in many countries, notably in Italy. This is the link 

between public investment and the effective accumulation of tangible and intangible productive 

capital. One needs therefore, to also consider the quality and the efficiency of investment in 

infrastructures. 
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A few remarks on these three issues are offered in the following pages of this paper.  

Lastly, the financing of long-term investment needs to be focused upon. Hopefully, long-term 

investment should be mainly supported by long-term financing, for two fundamental reasons: for 

its nature, long-term financing has a lower tendency to procyclicality compared to the short-

term one, and thus is best suited to support expansionary policies during a crisis. Furthermore, it 

significantly contributes to stabilizing the financial system, by avoiding excessive transformation 

of maturities1. 

 

Question 2: Do you have a view on the most appropriate definition of long-term financing? 

We endorse the common definition of long-term (LT) financial investment as “patient” capital 

that allows investors to access illiquidity premia (in particular from investment in assets such as 

infrastructure, real estate and venture capital), lowers turnover and its related costs, and avoids 

pro-cyclicality. Ultimately, therefore, long-term investment strategies, all else being equal, 

improve net investment returns, strengthen financial stability, and foster economic growth 

[Severinson and Yermo, 2012]. More specifically, LT finance refers to maturity over 5 years, 

including assets that have no specified maturity (e.g. equities). 

The Green Paper defines, in broad terms, financing long-term investments or long-term 

financing as «the process by which the financial system provides the funding to pay for 

investments that stretch over an extended time period. Investors engaged in long-term financing 

are generally expected to hold onto the assets for a long time and are less concerned about 

interim changes in asset prices and are focused instead on long-term income growth and/or 

capital appreciation».  

It correctly links long-term financing to long-term investment, on the basis of its features, and 

usefully underlines the need to support investment in productive capital, to boost innovation 

and competitiveness for a smart, sustainable and inclusive growth of the European economy.  

The Green Paper, in particular, considers “long-term” investments those that participate in the 

formation of long-lived capital, covering tangible assets (such energy, transport and 

communication infrastructures, industrial and service facilities, housing and climate change and 

eco-innovation technologies) and intangible assets (such as education and research 

&development), which boost innovation and competitiveness. Long-term investments are 

                                                             

1 See Group of Thirty (2013). 
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measured by infrastructure expenditure, i.e. the expenditure for the formation of long-lived 

capital that supports the production capacity of an economic system. Tab 1 and Fig 2 depict the 

“enlarged” definition of infrastructure proposed in this document.  

 

Tab. 1 – The infrastructure system, broadly defined 

 

Source: Masera (2012) 
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Fig. 2 – The infrastructure system: tangible and intangible assets 

 

Source: Masera (2012) 

 

In defining long-term investment, two factors seem to be decisive: (i) the ability of the different 

types of investment in contributing to the productivity of a system and (ii) the need for public-

private co-financing.  

First, a distinction should be made among the various types of infrastructure spending; in 

particular, it must be taken into account the different impact that different types of investment 

have on growth and competiveness. Infrastructure expenditure may directly affect technological 

change and, consequently, total factor productivity; or it may raise GDP by increasing public and 

private fixed capital.  

In this regard, no differentiation is made in the document of the Commission. Vice versa, we 

believe that such a distinction is useful in order to identify priorities in public spending, also 

taking into account the budget difficulties of many European countries and the resources 

available in the private sector. It must be stressed that productivity growth is linked to the 



 
 

 
 

 

11 

virtuous interaction among education, knowledge capital, research & development and basic 

research [Visco, 2009]. 

It must be also underlined that infrastructure cannot be limited to public capital. It also includes 

co-financed projects and privately financed projects, supported by fiscal/legislative measures or 

subsidies from the public sector. A particularly significant example of this combination is 

represented by the energy-consumption requalification of existing buildings (mainly private, but 

public also). The European Commission estimated overall savings coming from the 

implementation of energy saving measures (in line with the European 2020 targets) equal to 

about €50 billion a year. Different studies have come to the same conclusions: they highlighted 

that suitable combinations of private and public intervention generate very high benefits and 

release considerable economic resources at the global level. A broad definition of infrastructure 

requires the adoption of a systemic and synergic approach between public institutions and 

private agents to realize projects that, for their characteristics, cannot be realistically entrusted 

solely to public funding or to private funding.  

As observed above, the Green Paper equally refers to long-term finance and the finance of long-

term investments, by considering them synonymous. The relationship between the two variables 

is inherently desirable, but not automatic. Not all forms of capital accumulation can be 

considered a long-term investment. It depends on their ability to contribute to productivity.    

The link between medium and long-term financing, and productive investment, must not be 

considered excessively binding when resources are collected on financial markets, where this 

relationship is not always so stringent. As an example, by taking the proposed approach, one 

could hypothetically conclude that an IPO is considered as an operation of long-term financing 

only if the financial resources are earmarked to specific productive investments for the creation 

of long-term instrumental goods, and not to an acquisition operation or, for instance, to the 

improvement of the internal reporting system of the company.   

With its definition the Green Paper seems to play down the role of long-term financial 

investment by mixing the point of view of the economy with that of the end investors. Indeed it 

is well-known that from the point of view of the latter, a long-term commitment to remain 

invested in a given financial portfolio is by far the most common way through which long-lived 

productive capital goods are financed. 

In order to avoid a possible misunderstanding on this point, we believe that the emphasis the 

Green Paper puts on the definition of long-term financing should be adjusted accordingly. For 

instance a clear distinction could be made between the economy, which is in strong need of 
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long-lived productive capital, and investors, who need the best financial instruments and 

incentives to channel their savings towards this end. 

 

Question 3: Given the evolving nature of the banking sector, going forward, what role do you 

see for banks in the channelling of financing to long-term investments?  

The current long-term recessionary phase in Europe is no doubt influenced by the fiscal austerity 

measures and by the simultaneous tightening of regulatory requirements on banks and other 

financial institutions. They represent two composition fallacies. 

Capital requirements are a cornerstone of financial regulation. They produce social benefits by 

reducing moral hazard and the cost of bank failures, which would otherwise fall on taxpayers. 

But, at the same time, excessive capital requirements on banks in a recessionary phase reduce 

their ability to create credit and liquidity and to perform the socially important function of 

maturity transformation.  

A trade-off, therefore, is at play here: micro and macro prudential considerations should weigh 

appropriately in shaping the desirable trade-off, which clearly also depends on cyclical factors. 

Risk capital requirements are inherently procyclical. The procyclicality is enhanced by the 

interaction of capital and fair value accounting, which is often – incorrectly - interpreted as 

mark-to-market accounting.  

The use of VaR approaches in CAD IV inherently increases the procyclicality of the system and 

makes it difficult for banks to extend long-term finance. These problems are heightened because 

VaR models are based on the assumption of exogenous risk. Instead, endogenous risk may be 

relevant (shocks to the system may be amplified by the system itself [Danielsson and Shin, 

2003]). The Basel approach leads all banks to react in the same way to financial shocks, thereby 

amplifying financial instability.  

Additionally, VaR models can be played by highly sophisticated banks, as witnessed for instance 

by the case of JPMorgan (see Chart 1). 
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Chart 1 - Gaming the rules: JPMorgan Chase. Derivatives and VaR Models (10Q VaR) 

 

The change in VaR methodology effectively masked the significant changes in the risk portfolio. US Senate 

Permanent Committee on investigations (March 15, 2013). 

 

Finally, the European banking and sovereign bond networks are strongly intertwined, and are 

thus subject to the possible sudden shift from normal distributions to power distributions.  

 

 

Chart 2 – Power laws and heavy-tail distributions 

 

 

Source: Helbing (2010) 
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The considerations above are also highly dependent on institutional factors. Europe is 

characterized by a very high relative importance of banks (and insurance) compared to the US, 

where credit markets and the shadow banking system perform a key role, as exemplified by the 

following tables and charts. 

 

Tab. 2 - Size of EU, US and Japanese banking sectors (2010) 

 

Source: Liikanen Report (2012) 

 

 

Chart 3 - Funding of non-financial corporations in the Euro area and the United States 

 

Source: Cour-Thimann and Winkl (2013) 
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Chart 4 – Shadow bank liabilities vs. Traditional bank liabilities, $ trillion 

 

Source: Pozsar et al. (2012) 

 

It is, therefore, evident that the restructuring of capital requirements and bank deleveraging 

have much more significant implications for the European economy compared to the US. 

Taking into account the relative size of banking flows and the resilience of bond markets and of 

shadow intermediation, restrictive capital requirements may have an adverse short-term impact 

on the real economy potentially three or four times higher than in the US. This helps explain why 

the long-term investment contraction has been especially strong in Europe compared to the US. 

In addition, without a properly functioning banking union, a vicious negative loop between bank 

and sovereign credit has manifested itself. Peripheral countries are especially affected also 

because of the very high importance of SMEs, which are heavily influenced by bank deleveraging. 

In any event, we suppose that, in Europe, the banking sector would continue to play a 

fundamental role in financing long-term investment. Particularly in Italy, the banking sector is 

already operating in a context characterized by growing constraints set by prudential reforms to 

long term financing and will continue to play a key role in supporting the real economy, not only 

through the traditional activity of savings and the provision of funding, but also through their 

efforts to enable the direct access of companies to equity and bond markets, as well as the 

investment in risk capital of unlisted enterprises.  

In many European countries the banking sector plays a central role in the financial product 

distribution system: any new way of channelling savings from retail investors to long-term 
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projects will probably heavily rely on banks, albeit under a different framework (intermediation 

rather than own account). 

In addition, the expertise banks have acquired in the evaluation of creditworthiness of long-term 

projects will likely be important even in the development of new non-bank financing vehicles for 

this purpose. 

 

Question 4: How could the role of national and multilateral development banks best support 

the financing of long-term investment? Is there scope for greater coordination between 

these banks in the pursuit of EU policy goals? How could financial instruments under the EU 

budget better support the financing of long-term investment in sustainable growth? 

The quality of investment determines their efficiency and effectiveness and makes them more 

attractive to the private sector. It is, therefore fundamental to carefully evaluate the link 

between public investment and effective productive (tangible and intangible) capital 

accumulation. The great challenge in economic analysis, in empirical research and in the 

economic policy itself is in identifying the good proxy variables for public capital adjusted for 

efficiency. It must be noted that public infrastructure spending registered under the current 

accounting procedures does not fully translate itself in productive capital assets. Many studies 

by academics and researchers of international financial institutions, and by the Banca d‟Italia for 

the Italian economy, show the relevance of these problems2. 

                                                             
2 See for example Prichett (2000), Gupta et al. (2011). Dabla-Norris et al. (2011), Arslnap et al. (2011), 

Balassone (2011) and Banca d‟Italia (2012). The issue is particularly relevant in Italy. In this regard, it is 

useful to remember that, according to the OCSE, between 1970 and 2008, the expenditure on transport 

investments and energy in Italy was equal to 3,2% of GDP, lower than the average OCSE data (3,7%), but in 

line with that of Spain (3,3%) and higher that those of France (2,5%) and Germany (2,9%). Yet still, the 

Global Competitiveness Report (2012–2013), elaborated by the World Economic Forum, places Italy in 28th 

place (in a classification of 144 countries) for competitiveness of the infrastructure system, with a 

considerable detachment from Germany (third place), France (fourth) and Spain (tenth). As Banca d‟Italia 

in the above mentioned studies show, with reference to the measures of public capital in Italy based on 

investments reported, the accounting/finances are misleading, in that only a fraction of that is translated 

into capital value. This contributes in explaining why the measures based on financial flows would assign 

public capital to Italy in line with that of the main European countries. Vice versa, if we move to the 

measures of physical equipment, Italy appears to be in a worse situation compared to the main European 

countries. The gap increases even more when the level of use of infrastructures is taken into account, and 
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Public capital accumulation is justified by and requires net positive externalities; it must be 

characterized by a higher economic rate of return than the financial one. But the passage from 

public investment to capital accumulation with high social returns is far from being automatic. 

Very often, corruption, waste, inefficiencies, deficiencies in the work of the so-called trias 

politica (legislative, executive and judicial power) destroy or distort the link between public 

spending on investment and the accumulation of productive (tangible and human) capital. Also 

for these reasons, it is not easy to obtain empirical evidence of the fact that the gaps in public 

infrastructures constrain or reduce the prospects of sustainable growth.  

Quality and efficiency in spending require constant monitoring in the quality and efficiency of 

financed projects: if there are not rigorous and effective mechanisms of selection, construction, 

management and financing of infrastructures, investment does not translate into capital 

accumulation [Masera, 2012].  

The infrastructural policy in Europe should be revised, (i) by intervening on planning, financing 

and management methods and procedures and (ii) by entrusting the monitoring to an 

independent authority with high technical skills, not subjected to political influence, which may 

ensure quality control on projects, based on the model of the American Infrastructure Bank and 

the Australian Infrastructure. The institution of a European authority would significantly limit 

the instability and uncertainty of rules and thus reduce the regulatory and administrative risk of 

the investment projects. As has happened in other sectors, it could be useful to define common 

methods and procedures for developing infrastructure projects, that would be applied to all 

Member States. Transparent criteria of selection must be provided to identify and support 

concrete opportunities of co-investments, especially for large scale projects.  

In Europe, this task could be undertaken by the EIB: through its significant operational 

experience, the Bank could ensure an effective monitoring of the efficiency of public 

investments and press for “the investment in the investment process”. It could provide an ex 

ante evaluation of the proposed projects and select them on the basis of technical feasibility 

assessment and economic/financial return on investment. It could also ensure an ex post 

evaluation. 

The role of the EIB and national authorities should be strengthened in relation to the ability to 

offer guarantees to the market, to protect operators against certain risk types in projects: this 

would favor a greater involvement of insurance companies and other institutional investors.  

                                                                                                                                                                                                          
especially of the quality of the services given. Under this profile, the indexes within the Mezzogiorno 

(South Italy) area appear to be low.  
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Furthermore, multilateral development banks should widen – in a coordinated way – the plafond 

funding made available by domestic banks in order to finance businesses. This funding should 

have a long-term maturity. The access to the plafond should be simplified in order to favor the 

channeling of resources to the entrepreneurial system.  

The operation of the multilateral development banks could also be oriented to favor the 

connection of financial debt tools directly emitted by enterprises through the release of specific 

guarantees in favor of institutional investors.  

Lastly, specific initiatives should be promoted with the coordination of national and local 

authorities for: the improvement and the full exploitation of the financial possibilities offered by 

the EU Structural Funds; the improvement in the access to finance of SMEs; the support for 

public and private infrastructure investment, and the support of policies favoring youth 

employment.   

 

Question 5: Are there other public policy tools and frameworks that can support the 

financing of long-term investment?   

Good institutions and compliance with laws are an essential premise for public and private 

investment policies. Specific consideration should be given to the issue of promptness, 

essentiality and the certainty of the rules and the relative sanction mechanisms: a clear 

regulatory framework is required for stability and continuity of the rules, especially in reference 

to incentives and investment support (direct and indirect). This aspect is particularly critical in 

Italy, where not infrequently the rules have been modified during the operational phase of a 

project, thereby determining conditions of uncertainty in investors and operators and fuelling 

litigations and prolonging the time for completing the works, and thus giving a disincentive to 

the investment3.  

The rules must be coherent and harmonized among the different sectors (competing among each 

other in attracting private capital) and the procedures must be transparent to favor effective 

decision processes in adequate times. Simplified procedures could be particularly useful: a fast 

track model for the smaller projects (with less than €5 million of funding), which today 

represent about 80% of projects, may facilitate the realization of public works.   

                                                             
3 In Italy, in particular, the majority of fund resources invested in brownfield works, i.e. to companies 

which manage works already constructed and active or even in shares of listed companies or privatizations 

of management infrastructure companies: greenfield investments represent a minority. 
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Attention should also be placed on the development of adequate technical skills, notably for 

Public Administration, and on the critical review of the tender stations.  

Furthermore, a wider vision and an enlarged development strategy should be adopted: the 

attention in selection must be placed not only on a single work or a single subject, but also on 

the infrastructural system as a whole.  

The importance of the “effective” accumulation of public productive capital, highlighted in the 

previous answers, should be recognized in the European economic governance. This also refers 

to the rigid budget rules introduced by the Fiscal Compact, which does not distinguish between 

current public expenditure and investment spending and which are subject to the same 

accounting treatment. Criticism has been made, notably by the IMF and the last G8, in regards 

to the excesses in terms of timing, frontloading and generalizations of fiscal austerity to all 

countries, which can be counterproductive for growth and fiscal consolidation.  

Current public expenditure, as a component of aggregate demand, may help to raise the GDP 

level, but it could have negative effects in the medium term. On the other hand, infrastructure 

expenditure - if efficient - contributes to productive capital stock formation and determines a 

lasting increase in aggregate production.  

As already indicated, in the field of investment expenditure, a fundamental role is played by the 

financing of research and development, innovation and knowledge capital: they belong to 

productive capital and, thus, positively impact on total factor productivity, by increasing GDP 

growth and the competitiveness of economic system.  

We fully share the need for the sustainability of public finances in Europe, but - in order to 

revitalize the European economy through investment in productive capital, we believe that 

infrastructure expenditures should have a different treatment in the Fiscal Compact. 

It appears even more opportune to stress the issue of subtracting, at the European level, in the 

next three years, the investment expenditures in the above mentioned sectors from the 

constraints of the Fiscal Compact. These expenditures could be co-financed by the EIB, also 

through the recent increase in capital. The EIB co-financing would also contribute in a decisive 

manner to the appropriate monitoring of quality, efficiency and the profitability of 

public/private investments, as indicated in the answer to question no. 4.  

The prolonged and very high youth unemployment corrodes and destroys human capital, by 

seriously affecting the competitiveness of the economy. Even the expenditure for the lasting 

recovery of youth employment should, therefore, temporarily be taken out of the constraints of 
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the Fiscal Compact. Reducing youth unemployment, also through the revival of investment, is 

the most fundamental and urgent challenge for Europe.  

Furthermore, in order to support investment in infrastructures, a broader diffusion and adoption 

– also through adequate fiscal incentives – of project and corporate bonds is necessary4. 

In addition, technical skills in the subject of project financing need to be strengthened at the 

national level, through an effective support to local authorities, that are often unprepared in 

launching and monitoring project financing initiatives.  

A fundamental incentive to the participation of institutional investors also derives from the 

implementation of public guarantee mechanisms. They are already provided at the European 

level, but should be better developed and promoted. An example is the Loan Guarantee 

Instrument for Trans-European Transport (LGTT) provided by the EIB for projects within the 

TransEuropean transport network, which supports market operators to face initial risks of a 

project, on the basis of its long-term financial feasibility. Along these lines, the Euro Project 

Bonds have also been introduced aiming, in particular, at financing European infrastructure 

projects, which cannot be realized exclusively on the basis of market conditions, but are 

strategically important for Europe. In regards to this, the initiative of the UK government should 

be pointed out: it -introduced – within the National Infrastructure Plan 2011 – a scheme  of 

public guarantees to support the main infrastructure projects, which may be incurred in difficult 

financing conditions.  

Finally, the evolution of the current macroeconomic context, characterized by low interest rates 

should also be taken into account: they benefit the economy, by encouraging long-term 

investments; but - if the low level is maintained for a long period, they may also have negative 

effects, by reducing the propensity to save and creating distortions on the allocation of savings. 

On the other hand, in the presence of very low interest rates, consumers must save much more.  

 

Question 6: To what extent and how can institutional investors play a greater role in the 

changing landscape of long-term financing? 

The Green Paper recognizes the fundamental role of the institutional investors in long-term 

investment, also on the basis of their specific functions.  

                                                             
4 See, for instance, Gilibert (2012) and OECD (2013a). 
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Insurance companies are typically considered “natural” long-term investors, in relation to the 

nature of the liabilities they hold. They carry out “matching” policies within the usual practices 

of asset-liability management, in line with their business model. Today, in Europe, insurers 

represent the most important transmission channel for long-term investors, with assets equal to 

about 50% of the GDP within the Euro Area and managed stocks of around 9 trillion Euros.  

The role of investors and the investment strategies of insurance companies generate important 

benefits both for those insured and for the economy in general. These institutions can offer an 

important contribution to the solution of the funding gap problem, historically largely provided 

by the banking sector, which characterizes the current European economic situation.   

Long-term investment strategies, therefore, bring about benefits for savers, because they give 

access to a wider choice of investment opportunities, often with better performances compared 

to those obtained by single individuals: a greater level of diversification and the use of more 

illiquid securities allow for high returns, lower transaction costs and reduce short term volatility. 

The combination of these benefits allow the insurers to offer products of long-term saving and 

retirement at acceptable costs, both for insured customers and for those who supply capital to 

cover the risk. Furthermore, they represent a valid support for the public pension system, also 

thanks to the ability of offering complementary guarantees linked to longevity (among which 

long-term care policies).  

More generally, as previously discussed, the benefits deriving from these strategies reside mainly 

in the stabilizing role that can be exercised. Insurance companies are naturally attracted by 

long-term investment horizons, given the nature of their business; they do not have the 

exploitation of short-term volatility on the returns of the financial products as their primary 

goal, but the maintenance of securities up to their maturity, dictated by the need of having 

sufficient resources available, in order to maintain commitments towards those insured. In this 

way, they reduce the pressures of procyclicality and give stability to financial markets.    

Insurance companies invest in a large spectrum of security types, according to the duration and 

the type of securities that they hold (generally illiquid) and the type of product offered. 

Normally, they invest in bonds issued by governments, corporate and covered bonds (about 60%) 

and in equity (15%), but also undertake securitization operations, direct loans to the SMEs, and 

investment in infrastructures, mortgages, real estate market, private equity and venture capital, 

based on the desired risk-return profile.  
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In order to support the important role of insurance companies, some changes in regulatory 

frameworks appear to be necessary, as indicated, for example, by Thomas Hess, Chief Economist 

Swiss Re [cited by Wehinger (2011)]: 

«Fixing regulatory bugs would favor long-term investments. Many observers are surprised how 

little long-term investment risk insurers assume. For insiders, this is hardly a mystery. The 

reason often boils down to regulation: when pro-cyclical elements of regulation “force” 

insurers to sell risky assets at the worst possible moment, one should not wonder why insurers 

avoid such risky assets. (Similar issues can arise in relation to accounting standards.) Also, 

state-enforced, asymmetric profit-participating schemes (life policy holders share in profits but 

losses have to be absorbed by shareholder capital) are clearly disincentivising insurers to take 

investment risk. Another problem is the double taxation of equity capital, which disincentivises 

the holding of equity capital. This reduces risk appetite in general, and for long-term 

investments, in particular». 

Alongside the insurance companies and pension funds, the Green Paper identifies the private 

equity funds as potential suppliers of long-term capital.  

At the European level5, insurance companies and pension funds are considered the main sources 

of collection for private equity funds, with 34% of the total contribution, shared respectively as 

follows: 8% from insurance companies and 26% from pension funds6.  

The private equity and venture capital market must return, therefore, to connect itself with its 

main stakeholders. By taking other European realities as an example, as the data shown above 

indicate, it is even more opportune now, especially for Italian funds, to get closer to the 

investors in long-term capital, such as the pension funds and insurance companies, which for the 

investment cycle are more adaptable to fundraising of funds of private equity, giving the latter, 

at the same time, the intermediary role of risk capital towards Italian companies.    

Furthermore, in a market stage in which the request for finance by SMEs are not fully satisfied 

by the banking system, the asset management industry can take on an important role by bringing 

together companies and investors through investment solutions that allow for the direct access 

by SMEs to the bond market, an asset class in which it is unlikely that individual investors can 

directly invest with adequate diversification. In essence, it is necessary to support – on the basis 

                                                             
5 Source AIFI, PwC, AFIC, EVCA data from 2007-2011.   

6 Compared to what happened in Europe, the Italian statistics on the collection of the sector show the 

pension funds in fifth place in terms of amount invested (9%). 
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of what has already been carried out in some European countries (e.g. in France) – the 

development of investment funds, mainly closed and specialized in investment in debt securities 

of medium-sized enterprises, capable of correctly selecting companies to be financed and 

adopting diversification polices of the portfolio and risk management and the limited liquidity. 

With this purpose, a simplified authorization process with the competent authorities could be 

provided, with the aim of allowing quicker growth and commercialization of these vehicles, as 

well as the possibility for financial institutions of the public sector to take on minority stakes of 

these investment vehicles also.  

Among the institutional investors, a relevant role for the expansion of financing for productive 

investment could be played by the supplementary pension funds. Currently in Italy, people 

enrolled in pension funds only represent around 25% of the total number of employers and 

manage a wealth of over €104 billion, to which about €50 billion of Professional social security 

funds may be added.   

There are no products specifically dedicated to pension funds, which are therefore constrained 

in making use of financial tools available to all economic operators, taking on risks that don‟t 

concord with the social security investments which, by definition, must refer to the long period. 

They could be connected to initiatives of the central or peripheral Public Administration, aimed 

at realizing infrastructures, public utility and energy works or to the capitalization of small and 

medium enterprises, thereby providing a positive effect on employment and economic growth.   

 

Question 7: How can prudential objectives and the desire to support long-term financing 

best be balanced in the design and implementation of the respective prudential rules for 

insurers, reinsurers and pension funds, such as IORPs?  

The experience of the capital standards on banks suggests caution in the introduction of 

stringent and strong procyclical prudential requirements. With regards to insurance companies, 

it must be underlined that the Solvency II regime is not currently foreseen in the US. Solvency II 

focuses on a market-based valuation of both assets and liabilities (the accounting principle) and 

on a risk sensitive capital standard, which is effectively based on a VaR approach (one-year 

99.5%). 

As has been indicated by many, and notably by OECD [Severinson and Yermo, 2012], this 

approach has many drawbacks. For instance, life products are designed and regulated around 

the principles of book investment yield and cost accounting. The shift to mark-to-market 
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regulatory balance sheet would be inconsistent with the way these products work. This will 

especially affect the LTG package.  

The “one-size-fits-all” approach does not address the current specific problems of insurance 

operators in the various countries. In Germany, the major problem lies in LT guarantees with 

extremely low long duration yields. In peripheral countries with high sovereign spreads, the 

problem lies mainly in the possible volatility of LT government bonds, even if they are held to 

maturity. 

More generally, a negative impact on LT investments inevitably arises because of the 

disincentive to assets held as a match for LT liabilities. Here again, the very different 

investment scenario in the various countries creates complex adjustment problems. To recap, in 

Italy government bonds traditionally play a significant role as LT investments. In France, equity 

investments are especially important. In Scandinavian countries, infrastructure funds play an 

important role, while in the UK and Spain corporate bonds are favoured. 

The European Commission is facing a very difficult task by including in the Solvency II (and CAD 

IV) framework the concern of providing long-term finance to support the recovery in Europe. By 

definition, Solvency and VaR increase the procyclical effects in financial markets. As argued by 

the OECD, but also by ECB/BIS [Praet, 2011], Solvency II leads to homogenous investment 

strategies across the European insurance sector. Insurers‟ investment strategies «may become 

more synchronised under a common regulatory framework. Where they used to exhibit 

contrarian or stabilising behaviour, they may henceforth move in the same direction as markets 

and the economy, leading to procyclical effects». 

The new rules, have the aim of strengthening the security and stability of financial institutions, 

but they bring about inevitable increases in the cost of financing and non-negligible effects on 

investment decisions. The new regulatory framework on capital requirements of insurance 

companies (Solvency II) and on collateral for OtC derivatives (EMIR) could, if not correctly 

calibrated, discourage investments from insurance companies in some asset classes, and notably 

in some types of long-term investments.  

These rules do to not take into account the aforementioned tendency of the insurer to hold 

securities to maturity, which makes them less exposed to market risk compared to buy and sell 

strategies.  

With reference to insurance companies, assets discounted at market rates and liabilities at risk 

free rate create the risk of introducing “artificial volatility” in the balance sheet. In turn, this 



 
 

 
 

 

25 

creates the need to hold buffers of capital not proportional to the real level of risk undertaken, 

especially in periods of negative market conditions.  

A second important threat deriving from the introduction of poorly calibrated regulations is the 

one connected to the materializing of a strong disincentive to maturity transformation. The 

crisis has clearly highlighted the risks associated to an excessive use of maturity lenghtening; 

nevertheless, we need to consider that similar practices, made more onerous from a regulatory 

point of view, on the one hand, contribute to shift the risk on the investors by increasing the 

cost for the insured and, on the other, prevent also beneficial maturity transformation.    

At European level, the current review process of the IORP directive (IORP II) has raised 

eyebrows, clearly expressed also by the private equity industry; the same approach has been 

adopted as in the Solvency II Directive, which is highly penalizing, notably because it discourages 

investment in the asset class of private equity.     

The private equity and venture capital sector is now affected by the process of community 

harmonization in view of the implementation in the Member States of the Alternative 

Investment Fund Managers Directive and by the forthcoming entry into force of the European 

regulation for venture capital funds.  

The change in national dynamics and the creation of a single European market must rely on a 

harmonized and sound regulatory and surveillance framework. As highlighted, an important 

factor which drives the choice of asset classes and the temporal horizon of investments is 

represented by the regulatory and macroeconomic context.  

Also with regard to pension funds, support for long-term financing cannot determine negative 

effects on sound and prudent management. The aim of the complementary funds is precisely 

that of providing a complementary pension. In order to fulfill this aim, they must adopt 

investment strategies that enhance and, at the same time, protect the capital of underwriters.  

It should be considered not only possible, but also desirable to pursue the aims (i) of voluntarily 

channeling part of the resources from pension funds towards the financing and recapitalization 

of SMEs, and (ii) favoring the investments for sustainable development, as well as public 

infrastructures projects, always ensuring adequate and stable financial returns. This would allow 

to pursue the twin objectives of ensuring an adequate return on retirement savings and 

contribute to economic development.      

In this respect, it is useful to recall the fundamental principles of the Italian legislation (D.M. 

703/96), which sets out the management criteria to comply with: “the pension fund works with 
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a view to ensuring that its financial resources are managed in a sound and prudent way, having 

regard to the objectives of diversification of investments; efficient management of the 

portfolio, diversification of risks, including counterparty risk; containment of transaction costs 

and maximization of net returns”.  

In conclusion, we endorse the OECD analysis [Wehinger, 2011], according to which the regulatory 

setting often provides unfavourable incentives for long-term investment, which must be 

corrected. 

«In particular, accounting rules that are appropriate for investment banks and trading activities 

are not very relevant, promote short-termism and therefore sometimes penalise long-term 

investors. The new Basel III capital and liquidity requirements will probably discourage long-

term banking and financial initiatives. Moreover, the IASB mark-to-market philosophy is 

particularly damaging for long-term investments, attributing instant market pricing to assets 

whose value takes a longer time horizon to ascertain; and the European Solvency II Directive 

will discourage insurance companies and pension funds from investing in infrastructure assets, 

not allowing them to properly match long-term liabilities on their balance sheets with long-

term assets. 

While OECD figures show institutional investors’ assets at USD 65 trillion in 2009, long-term 

investment of these assets is facing liability and governance constraints, allowing only a small 

part to be available as long-term capital. But if enough investors with a long-term horizon were 

active on financial markets, they could act as shock absorbers, as they did in the past. While 

institutional investors are starting to invest directly in core infrastructure assets and are 

increasingly becoming familiar with this asset class, it is estimated they are investing only 

around 2% of their assets, on average, in infrastructure, much below their balance sheet 

potential for long-term investment, estimated at USD 7 trillion. Equity demand for 

infrastructure is likely to increase, but if the supply of capital does not follow suit, this may 

result in an infrastructure “equity crunch”. 

Regulatory reforms conducive to long-term investment should involve not only accounting 

standards and prudential principles, but also: (1) tax incentives; (2) better (sectorial) 

regulating mechanisms for project financing initiatives; (3) better corporate governance 

(including compensation) systems; (4) new long-term financial instruments that source from 

both public and private funds (perhaps drawing from the recent European experience with 

equity funds, such as Marguerite and InfraMed, and EU project bonds); and (5) credit-enhancing 

mechanisms to lower the risk and decrease the cost of long-term initiatives in strategic sectors, 

such as infrastructure, energy and technology». 
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Question 9: What other options and instruments could be considered to enhance the 

capacity of banks and institutional investors to channel long-term finance? 

As explained in the document prepared by ABI and as indicated in previous answers, it would be 

desirable to support the development of investments in equity of unlisted companies by 

managers of private equity funds.  

In this perspective, and according to the Italian experience, an important contribution has come 

from the Italian Investment Fund (Fondo Italiano d’Investimento) whose capital was subscribed 

by important Italian banks and by other financial institutions, including public entities.  

Long term financing by institutional investors should represent a driving force for the 

development of additional sources of finance, coming from less experienced investors. A 

relevant example is represented by the segment of finance through online portals in innovative 

startups, whose regulatory framework is emerging in Italy and should be harmonized at European 

level.  

As regards investment funds, it is straightforward that closed-end products are the first-best 

option to provide for long-term financing of the economy. However, taking into account that the 

bulk of the European fund market is represented by open-end funds, we believe that such 

products should be specifically considered in this context as well. 

Instead, we suggest developing a common EU regulatory framework that moving from the UCITS 

experience would allow for the creation of funds specifically dedicated to long-term financing. 

Should this new framework be developed as a new category of product within the existing UCITS 

Directive or as a separate stand-alone regulation, it shall provide for asset eligibility, 

redemption and borrowing rules appropriately chosen to best balance the long-term approach of 

investment policy with the liabilities features of the product. 

In particular, the scope of eligible assets shall be broadened beyond the current UCITS rules. For 

instance, long-term funds (LTFs) should be allowed to invest in infrastructure, urban 

development projects, renewable energies, small and medium-sized enterprises and bank loans. 

Redemption rules shall be strictly calibrated to the structure of the portfolio. As a general rule a 

rise in the weight of illiquid or long-oriented investments should be appropriately matched with 

a consistent reduction of liquidity liabilities of the LTF through the provision of (longer) lock-in 

periods or restriction to access to early redemption provision, if any. 
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Finally, explicit albeit limited borrowing powers shall be awarded to LTFs in order to gain access 

to an appropriate level of leverage but also to be in the position to smoothly manage the 

liquidity provision. 

A specific regulatory framework would increase LTFs visibility and attractiveness. In addition we 

deem crucial for their success that they are also granted valuable tax benefits targeted to raise 

the interest of short-term oriented retail investors. Should they eventually decide to trade the 

liquidity of part of their savings with the participation in the long-term investment of the 

economy, the cost of the tax breaks would be likely fully repaid in the mid term. 

 

Question 10: Are there any cumulative impacts of current and planned prudential reforms 

on the level and cyclicality of aggregate long-term investment and how significant are they? 

How could any impact be best addressed? 

It has already been indicated that prudential reforms, in particular CRD 4 and Solvency II, can 

have negative effects on the level of cyclicality of investments. General considerations on 

specific negative features of Solvency II have been indicated7. 

The need to review some proposals of CRR and CRD4 cannot but be reiterated. The regulators 

are conscious of the relevance of the issue of long-term financing, but have postponed the exam 

of this issue to the end of 2014 .  

In particular, the problem should be faced by making a downward adjustment of the capital 

requirements: (i) at least up to maximum amount agreed, laid down as a percentage to the 

portfolio of each bank; (ii) even if the operations are in the hands of medium and small sized 

and/or not rated externally operators; (iii) even if the single operations are not of relevant 

amount (for example, green energy projects).  

 

Question 12: How can capital markets help fill the equity gap in Europe? What should change 

in the way market-based intermediation operates to ensure that the financing can better 

flow to long-term investments, better support the financing of long-term investment in 

economically-, socially- and environmentally-sustainable growth and ensuring adequate 

protection for investors and consumers? 

                                                             
7 See Wehinger (2011). 
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The need to support equity finance for SMEs has already been highlighted. Specific proposals on 

the measures that the Commission could introduce in capital markets to provide for this need 

are indicated in the response by ABI. The main points are reiterated here. 

The principal companies managing markets, also as a result of the changes introduced by new 

legislation, have promoted “trading venues” (Multilateral Trading Facility) for the negotiation of 

SMEs‟ equity securities, targeted to professional investors and generally characterized by 

obligations, admission costs and a more contained permanence for the issuers compared to what 

is foreseen in the regulated markets. Some markets dedicated to the SMEs (e.g. AIM UK, 

Euronext) already possess the requirements to attract enterprises coming also from other 

countries. In other markets of a more domestic dimension, the number of investors specialized 

in this asset class must grow, with specific support for financial institutions coming from the 

public sector.  

Recently, the financial crisis has highlighted the need, especially for SMEs, for diversification of 

the sources of finance by collecting the necessary financial resources through the issue of debt 

directly in the market. Both the platforms of domestic character to encourage the negotiation of 

securities issued by enterprises and the markets aimed at issues sold through private unlisted 

placements (e.g. the German market of Schuldschein) have been developed in Europe in addition 

to the EMTN market.  

The fragmentation at a domestic level of the markets for debt securities of SMEs does not 

promote the provision of financial resources for SMEs. It would, therefore, be useful to 

encourage, by respecting the appropriate institutional characterizations of each country, a 

harmonized non-regulated European market for bonds issued by SMEs, characterized by 

harmonized entrance and permanence procedures, as well as by standardized documentation, 

and by low costs of admission. 

  

Question 13: What are the pros and cons of developing a more harmonized framework for 

covered bonds? What elements could compose this framework? 

As was already indicated in the previous point, it appears desirable to gradually construct a 

harmonized framework for the “guaranteed” bonds, without creating a “one size fits all” 

system. It is evident that a greater harmonization in the field of covered bonds would favor the 

penetration of these tools in international market, thereby reducing costs of transaction and 

favoring liquidity of the market for this asset class.  
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Question 14: How could the securitization market in the EU be revived in order to achieve 

the right balance between financial stability and the need to improve maturity 

transformation by the financial system 

All in all, thus being useful, developing common standards on covered bonds does not seem to 

represent the highest priority when it comes to creating an incentive for long term investment. 

We consider a   revitalization of the securitization market to be more urgent, as these 

instruments play a pivotal role in maturity transformation strategies of financial institutions.  

There are many sub-categories of securitisations, including asset-backed securities (“ABS”), 

collateralized debt obligations (“CDO”), collateralized loan obligations (“CLO”), etc.  

Securitisations have acquired a bad reputation and new issuance has declined dramatically after 

being blamed, at least in part, for the credit crisis. This reputation is to a large extent unfair 

and unjustified by the performance of these assets in Europe. For example, according to the 

April 2012 Fitch Ratings report “Solvency II and securitisation”, at end-July 2007 total losses for 

AAA tranches in Fitch‟s ratings portfolio were estimated to be 6.5% for US residential mortgage 

backed securities (RMBS). By comparison, European, Middle Eastern and African AAA total losses 

are estimated at only 0.8%.  

Insurers are typical buyers in this asset class. While insurers are currently invested in a range of 

securitisations (for example, of the 13 companies surveyed, securitisations accounted for around 

€53 bn), their investments are focused on specific parts of this market, namely: 

 ABS (general term used for bonds or notes backed by a pool of assets) 

 MBS (bonds whose cash flows are backed by mortgage loans).  

In addition, and perhaps more importantly, insurers tend to be attracted by senior tranches of 

assets only enabling them to access some of the additional spread pick-up available on the 

underlying collateral pool without increasing the riskiness of their investment portfolio. 

We fully support any initiative to improve data transparency in order to fight well known issues 

relating to asymmetric information, both i) at the securitization stage and/or in terms of 

suboptimal screening activity at loan origination and ii) after securitization, in terms of 

suboptimal monitoring.  

The paper “Securitization is not that evil after all”, published by U.Albertazzi, G.Eramo, 

L.Gambacorta and C.Salleo in 2011, provides a few ideas which seem to be worth investigating:  
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 Originators may choose to securitize loans that have a relatively low content of soft 

information or loans characterized by better-than average quality.  

 Originators might retain a high share (much higher than in the past) of the securitized 

portfolio‟s risk by keeping the most junior (equity) tranche as a signaling device of its 

(unobservable) quality or to express a commitment to keep monitoring borrowers. 

Finally, relying on securitisations on an ongoing basis implies enjoying a flawless 

reputation; this should represent a natural disincentive to sell off bad parts of the loan 

portfolio. 

Some market commenters are optimistic that the securitisation market will start to grow again. 

However, as of today, there is less optimism about insurers increasing their allocation to this 

asset class, because Solvency II is expected to place high capital requirements on these assets. A 

much “softer” treatment is expected for covered bonds. 

 

Question 16: What type of CIT reforms could improve investment conditions by removing 

distortions between debt and equity? 

The Italian banking system has on many occasions expressed itself in favor  of greater fiscal 

coordination in the European Union, and supported the project of creating a harmonized tax 

base for European companies (CCCTB). The difficulties in the realization of this project, which 

did not have any relevant evolution after the initial presentation, must therefore be faced up to 

resolve.  

 

Question 17: What considerations should be taken into account for setting the right 

incentives at national level for long-term saving? In particular, how should tax incentives be 

used to encourage long-term saving in a balanced way? 

Saving is fundamental: without its contribution there can‟t be investments and sustainable 

growth in the medium-long term, nor is the State capable of achieving its institutional 

objectives. The conditions that allowed for the miracle of the Italian economy need to be 

recreated: high rates of savings, private and public investments, international competitiveness, 

even with the discipline of fixed exchange rates.  

Even before considering the case for saving incentives, the EU legislator should ensure an 

optimal framework of reference for the formation and use of savings, by avoiding the 

introduction of contrasting and distortionary elements. For instance, the preoccupation of 
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insuring benefits for long-term investments appears in contradiction with the proposal for the 

introduction of a financial transaction tax, which - according to the proposal of the Commission - 

would also affect operations involving debt securities, both public and private.    

The legislation to support long-term savings should therefore: 

 Favor the detention of long term investments by the saver without regard to the 

deadline of the issue (thus avoiding the repeat of distinctions similar to those once 

foreseen in Italy, which penalized the issues of short-term securities compared to 

medium and long-term ones). 

 Expect that the benefit operates regardless of the instrument, i.e. independently from 

the fact that one deals with shares or bonds,  mutual funds , insurance policies. 

 

Question 20: To what extent do you consider that the use of fair value accounting principles 

has led to short-termism in investor behaviour? What alternatives or other ways to 

compensate for such effects could be suggested? 

Banks have considerable discretion in setting the book value of assets higher than values implicit 

in stock prices and to limit asset impairment under stress. Market prices and book values differ 

significantly, especially during a period of financial distress. Excessive discretion may deliver 

inaccurate accounting information at a time of turmoil, with potential adverse consequences for 

the allocation of capital in the economy. Market prices (notably price-to-book ratios) should 

therefore play a primary role in bank supervision as an instrument for Prompt Corrective Actions 

(PCA): market values have a superior signalling content compared to accounting aggregates in 

predicting banking system distress during financial crisis [Masera and Mazzoni, 2013]. 

As of today, insurance companies finalize their individual financial statements following local 

GAAP principles and their group financial statements following international accounting 

standards (IFRS 4 for the valuation of insurance contracts, which allows the adoption of local 

GAAP). Going forward, further implementation of IFRS 4 standards and the introduction IFRS 9 

standards (for asset valuation) might introduce elements of artificial volatility in the balance 

sheet. The new IFRS 4 e IFRS 9 should be designed in order to correctly represent the long term 

nature of the insurance business avoiding artificial volatility. 

Insurers should not be required (but be permitted) to adopt IFRS 9 before the mandatory 

effective date of IFRS 4. Otherwise it may put into question the usefulness of financial reporting 

for users in the period between IFRS 9 and IFRS 4 adoption, as users will experience two major 

changes in an insurer‟s financial statements in short succession. A staggered adoption would not 
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result in improved financial reporting for insurers in the period between adoption of IFRS 9 and 

IFRS 4 due to the fundamental interaction of financial assets and insurance liabilities for 

insurers. 

 

Question 22: How can the mandates and incentives given to asset managers be developed to 

support long-term investment strategies and relationships? 

The recent legislative and regulatory changes show a preference for remuneration criteria which 

encourage long-term investments; some of these changes have already been adopted 

(remuneration guidelines are an example), other are still in the process of being issued. before 

new legislative interventions, with the risk of a hypertrophy, it would be appropriate to let 

markets react and adapt to the regulatory changes already decided and under way. 

 

Question 26: What further steps could be envisaged, in terms of EU regulation or other 

reforms, to facilitate SME access to alternative sources of finance? 

The lack of a true banking union enhances the difficulties of the ECB to spur growth, since low 

interest rates and very large loans to banks are not properly transmitted to the real economies 

(and notably to SMEs) in peripheral countries. It would, therefore, be especially important if the 

ECB could support, through direct acquisitions of securitised SME loans, the credit flows to this 

vital sector of many European economies. 

More generally, the system of co-guarantees in favour of credit granted to infrastructure and 

SMEs should be developed in a consistent European framework by putting together EC, EIB, EIF, 

Central National Guarantee System and co-guarantees offered by public and private operators. 

In this regard, Italy has a positive experience through the operation of Fondo di garanzia per le 

PMI (Guarantee Fund for SMEs). The model created for debt finance has been opened also to 

equity issues. 

In addition, it is necessary to promote the use of alternative and complementary financial 

channels in Europe, also in favor of SMEs. In the short run, the combination of recessionary fiscal 

policies and stringent capital rules determine a paradox: in the US, large companies, which have 

easier access to capital markets, have a larger role than in Europe compared to SMEs; in Europe, 

SMEs have a higher weight and are more dependent on the banking system in their financing. 
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Therefore, the stringent rules in EU need to be revised, by balancing the aim of financial 

stability with that of sustainable recovery.   

With regard to financing of companies and infrastructure projects, Italian insurance industry 

might have a more active role. But this would require new financial instruments. It is necessary 

for Italian companies to tap capital markets with the support and help offered by their reference 

banks. This process would help improve both the financial structure of the enterprise system and 

the income flows of the banks. The insurance companies therefore support the possibility of 

buying adequately structured securitized products and covered bonds; they are ready to 

contribute to the definition of solutions for the construction of specifically dedicated Funds for 

the investment in SMEs with good growth prospects.   

The European Investment Bank Group (EIB Group), consisting of the EIB and the European 

Investment Fund (EIF), plays an important role in the financing of businesses, innovation and 

green growth. While the EIB is very active in the funding of later-stage companies and projects, 

early stage SME financing is undertaken by the EIF, which uses its resources to share risk and 

catalyse private-sector funds and banks into increasing their investment in high growth and 

technology driven enterprises. A wide range of financing solutions are being provided and are 

being further developed based on the following key building blocks: (i) the transformation of 

grants and subsidies into revolving financial instruments, with future models of public 

intervention involving a better combination of grants, equity co-investments, loans, guarantees 

and fiscal incentives; (ii) the structuring of those interventions to reflect the risk profile and the 

potential financial, social and environmental return; (iii) using public budgets to stimulate 

growth via private sector investment (the next generation of Public Private Partnerships – PPPs). 

Examples (all of them in their early stage of development) that further incorporate these 

building blocks are Project Bonds, risk-sharing instruments for innovation, and intellectual 

property financing [Pelly and Krämer-Eis, 2011].  

With specific regard to the banking sector and  the new capital requirements, envisaged in CAD 

IV, and taking into account the current difficult economic situation, it would be wise to review 

the current European prudential regulation in terms of equity held by banks in private equity, in 

order to strengthen the recapitalization of operationally valid companies.  

The European directive on capital requirements for the exposures  in private equity instruments 

take on great importance for the banks, because they are often among the main subscribers of 

private equity funds, as well as direct investors in equity of the enterprise sector. A penalizing 

treatment of these investments makes them less convenient for banks and consequently reduces 
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the financial resources for the creation and development of innovative companies, with a 

negative impact for the economy.  

With regard to the exposures in private equity, both direct and indirect (through specialized 

funds) the concept of “sufficiently diversified portfolios” is particularly important, because it 

changes the treatment foreseen by the Basel discipline, based on the assessment of whether the 

investments are sufficiently diversified. With specific reference to the IRB approach, from the 

weight falls from 370% to 190% with regard to investments made in terms of a sufficiently 

diversified portfolio. The directive on of capital requirements, nevertheless, doesn‟t offer a 

satisfactory definition of this concept. This would instead be necessary, also with a view to 

avoiding regulatory arbitrage.  

The time has come to prepare European legislation that disciplines the provision of capitals 

through online portals (crowdfunding). In the panorama of new businesses, the category of 

innovative start-ups must be included. In this respect, Italy is at the forefront. The aim is to 

create a framework, also in respect of equity crowdfunding. A community wide discipline of this 

phenomenon could give impetus to growth of a European system. Entrepreneurial initiatives 

would be stimulated with a view to reaching a critical mass of equity offerings that would 

generate innate selection and rewarding mechanisms for the best ideas.  

Finally, an interesting initiative recently launched in the Italian market can be recalled. 

In 2012 Consob, the market watchdog, together with the most prominent finance and industry 

associations, launched an action plan named "PiùBorsa" consisting of a number of commitments 

and activities aimed at improving SMEs access to the equity market. In fact, these companies, 

which represent the bulk and, in many cases, the most innovative tier of the Italian production 

system, are strongly under-represented in the stock market compared with their role in the 

economy and still account for only a very small fraction of listed companies. 

According to the plan details, education and SME scouting activity will be incremented thanks to 

a better coordination of current and future initiatives: the Italian Stock Exchange „Elite‟ project, 

the definition of guidelines to make prospectus production and post-IPO rules compliance easier, 

the launch of partnership among the associations involved in the plan for the purpose of giving a 

further boost to the scouting activity of companies potentially interested in tapping the stock 

market. 

Consultancy and assistance in the listing process shall be improved by making easier to identify 

service providers and compare their costs. In addition specific post-IPO assistance shall be 

granted to SMEs accessing the program, including reduction of standard market and regulator 
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fees, red-tape reduction through a single facility taking care of all formalities connected with 

listed status, promotion of services associated with on-going trading such as organization of 

road-shows, production of financial reports (equity research) and assistance for liquidity-

providing activity. 

Finally a specific plan for promoting SME-related asset management products has been devised: 

a fund of funds project is being developed aimed at collecting resources from institutional 

investors (foundations, insurance companies, pension funds, government and regional entities) 

and at subsequently investing them in funds/vehicles devoted to small caps. 

Investment of part of the assets of existing open and closed-end funds in listed or about-to-be-

listed SMEs is being encouraged thanks to the efforts of Assogestioni. At the same time an 

increasing number of management companies are considering the institution of new funds 

specialized in SME investment as a way of expanding their range of products and give a positive 

answer to the mounting demand for alternative financing solutions coming from small and 

medium Italian businesses. 
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