Follow up to the European Parliament resolution on access to finance for SMEs and increasing the diversity of SME funding in a Capital Markets Union, adopted by the Commission on 21 December 2016
1.
Rapporteur: Othmar KARAS (EPP/AT)

2.
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3.
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4.
Subject: Increasing and diversifying SME funding sources in the CMU

5.
Competent Parliamentary Committee: Committee on Economic and Monetary Affairs (ECON)

6.
Brief analysis/assessment of the resolution and requests made in it:
The resolution focuses on three main issues: (i) diverse funding needs of a diverse SME sector; (ii) bank lending to SMEs; and (iii) non-bank sources for SME funding. On the first issue, the resolution underlines the importance of supporting access to finance for SMEs during their whole lifecycle, from the start-up to the transfer of business stage. On the second issue, the resolution stresses that bank lending constitutes the most importance source of funding for SMEs. Therefore, in the context of the CRR/ CRD review, the Commission should consider making the SME supporting factor a permanent feature of the regulatory framework. On the third issue, the resolution expresses support for the CMU Action Plan. The resolution also underlines that new financial rules must not lead to more complex regulation but that simplification should not lead to unnecessary lowering of regulatory standards.

7.
Response to requests and overview of action taken, or intended to be taken, by the Commission:
1) In relation to the need to support access to finance for SMEs throughout their lifecycle, including in the first years of operation, also through the development of a broad range of tailored programmes, instruments and initiatives, and to assess the possibilities of developing new initiatives for attracting investment (paragraph 3), the Commission will take these requests into account when reviewing the Capital Markets Union Action Plan (COM(2015) 468 final) in 2017. The Commission will also roll-out its existing financial instruments for SMEs and mid-caps, notably through COSME and Horizon 2020 and the SME window of the European Fund for Strategic Investments, also by means of new equity products which include the upcoming pan-European Venture Capital Fund-of-Funds.

2) In relation to the need for ensuring that Commission's programmes aimed at facilitating access to finance for SMEs do not disfavour women entrepreneurs and other vulnerable groups of society (paragraphs 3 and 4), the Commission notes that the percentage of women micro-borrowers benefiting from the European Progress Microfinance Facility was around 37% as of 30 September 2015, which demonstrates that the European Progress Microfinance Facility shows a considerable outreach to females exceeding the EU 28 average. In addition, the Microfinance and Social Entrepreneurship axis of the EU Programme for Employment and Social Innovation (EaSI) dedicates an indicative budget of EUR 193 million to financial instruments with a view to increase access to micro-finance for disadvantaged and vulnerable groups, including women, and micro-enterprises, and strengthen the development of social enterprises. The Commission, under EaSI, has put in place detailed impact reporting procedures and will to monitor the outreach to female entrepreneurs and vulnerable groups of society. In relation to discrimination, in the joint regular report with the Organisation for Economic Co-operation and Development (OECD), "The Missing Entrepreneurs", the Commission will continue to look at barriers to entrepreneurship faced by vulnerable groups.

3) In relation to the need for supporting SMEs and start-ups through targeted initiatives, the implementation of the Small Business Act and EU financial instruments, European Structural and Investment Funds, and simplification (paragraph 6), the Commission is preparing a Start-up Initiative in the framework of the Single Market Strategy (COM(2015) 550 final), with the aim of creating a better environment for start-ups scaling up in the single market. The upcoming Venture Capital Fund-of-Funds initiative will also help SMEs across all stages to enlarge their funding opportunities. For the period 2014-2020, a range of financial instruments have been set up in different EU programmes. The COSME and Horizon 2020 programmes provide mostly loan guarantees and venture capital for SMEs and small mid-caps. In addition, an essential part of the Investment Plan for Europe is the European Fund for Strategic Investments (EFSI). The fund also targets SMEs to give a boost to the real economy, thanks to the contribution of COSME and Horizon's Innovfin. In addition, through its third pillar, the European Investment Plan for Europe aims to address barriers to investment, including for SMEs.

4) In relation to the need to promote a holistic approach to the dissemination of information on EU funding opportunities, to implement Article 431(4) of the Capital Requirements Regulation, to investigate whether and how in-house credit assessment systems managed by national central banks can be used in order to help SMEs access capital markets, to enhance the financial literacy and access to financial skills and knowledge of SMEs, to ensure that best practices are shared, and to consider a single SME identification number (paragraphs 6, 26, 27, 33 and 37), in the framework of the Capital Markets Union Action Plan the Commission will continue to work with bodies representing the capital markets industry, business associations and Member States to develop solutions to better connect SMEs with different sources of finance. The Commission has asked leading banking associations to look at ways to strengthen banks’ feedback to SMEs applying for credit by promoting best practices recently developed across the EU. In addition, the Commission will support the development of information systems to help SMEs navigate new funding opportunities more effectively, by promoting best practices in delivering relevant information to firms which could benefit from alternative funding sources.

5) In relation to the implementation of the Late Payment Directive (Directive 2011/7/EU) (paragraph 7), the Commission closely monitors the correct implementation of this Directive. A Report (COM(2016) 534) on the implementation of the Directive was adopted on 26 August 2016, which contains recommendations for the Commission and for Member States.

6) In relation to the establishment of a genuine European market in retail financial services (paragraph 8), the Commission will present an action plan on retail financial services to strengthen retail investor participation in capital markets and open up the European market for retail financial services to deliver better results for consumers and companies.

7) In relation to the need to avoid that financial regulation affects investment negatively, the need to assess the effects of regulatory requirements for banks as regards SME lending, and the need to give further guidance on the proportionality principle (paragraphs 10, 20 and 24), the Commission's Call for Evidence has identified key areas within financial services legislation where improvements can be implemented. The Commission will present its follow-up to the Call for Evidence in the coming months.

8) In relation to the need for financial regulation and the Capital Markets Union to take into account international developments (paragraph 10), the Commission will continue to work closely with EU Member States and third countries in international fora such as the FSB and IOSCO to develop convergent policy responses in order to support the development of global capital markets. In addition, the Commission will seek to establish frameworks for regulatory cooperation in financial services with key third countries to strengthen integration of capital markets.

9) In relation to the need to adopt a strategic plan to support SME financing with a view to their internationalisation (paragraph 10), the Capital Markets Union project has the aim of integrating EU capital markets, which ultimately will benefit also the internationalisation of SMEs. The Pan-European Venture Capital Fund-of-Funds initiative aims at supporting particularly those venture capital funds investing in high growth start-ups and SMEs, with potential of cross-border expansion. It complements other EU financial instruments for venture capital, including the Single EU Equity Instrument financed through COSME and InnovFin, which has a similar purpose.

10) In relation to the need to pay more attention to the concerns of SMEs in the context of the European Semester (paragraph 12), the Commission will continue to work with Member States to streamline the regulatory environment in which enterprise operate, to support in particular SMEs, and support the creation and growth of small enterprises.

11) In relation to the possibility of introducing "funding for lending" programmes that would make ECB money available to banks with the sole purpose of lending to SMEs (paragraph 16), on 12 July 2016 the Commission adopted a report on the use and benefit of longer-term refinancing operations and similar funding support measures provided by ESCB central banks to credit institutions (COM(2016) 455 final). The report concluded that there is no sound empirical basis to justify a legislative proposal from the Commission to the European Parliament and the Council on this subject.

12) At the same time, in relation to the need for examining the possibility of recalibrating the SME supporting factor (paragraph 21), the Commission will propose to expand the favourable capital treatment for loans to SMEs in the forthcoming review of the Capital Requirements Regulation (Regulation (EU) No 575/2013) and the Capital Requirements Directive (Directive 2013/36/EU).

13) In relation to the need to assess the role of the promotional banks as a catalyst for long term finance for SMEs, and to ensure enhanced coordination among all EU investment policies targeted at SMEs (paragraph 17), in its Communication of 22 July 2015 on the role of National Promotional Banks in supporting the Investment Plan for Europe (COM(2015) 361 final) the Commission stated that Member States that do not yet have a National Promotional Bank may consider setting one up. The EFSI evaluation in 2017/18 will provide an opportunity to look into the development of cooperation between National Development Banks and the European Investment Bank as well as among National Promotional Banks.
14) In relation to the need to provide more guidance on the implementation of the current forbearance regulation and to conduct an impact assessment on the current forbearance regime for non-performing loans (paragraph 28), the Commission will take this into account when designing future policies in this area. The Commission notes that the Commission Implementing Regulation (EU) No 680/2014 of 16 April 2014 laying down implementing technical standards with regard to supervisory reporting of institutions according to Regulation (EU) No 575/2013 of the European Parliament and of the Council, as amended by Commission Implementing Regulation (EU) 2016/1702 of 18 August 2016, lays down uniform requirements in relation to supervisory reporting of non-performing exposures and forborne exposures. These reporting requirements were used for the 2014 comprehensive assessment of the Euro area banking system.

15) In relation to the need to consider proportionality as regards the early repayments of loans across the EU (paragraph 32), the Commission will take this into account when developing future policies to facilitate SME access to funding.

16) In relation to the need to provide an appropriate, tailored regulatory framework for issuers of funding to SMEs that does not prove burdensome for them and also wins investors’ confidence (paragraph 35), the Commission’s proposal for a Regulation on the prospectus to be published when securities are offered to the public or admitted to trading (COM(2015) 583 final) offers the option to draw up a distinct, tailor-made prospectus when SMEs offer securities to the public, focusing on information that is material and relevant for companies of such size. In addition, a new optional "question and answer" format is expected to help SMEs in drawing up their own prospectus, thus saving or reducing legal fees.

17) In relation to the need to encourage the development of new innovative financial technology (FinTech) (paragraph 39), the Commission will continue to promote the development of the FinTech sector and work to ensure the regulatory environment strikes an appropriate balance between building confidence in companies and investors, protecting consumers and providing the FinTech industry the space to develop. The Commission will work with the European Supervisory Authorities (ESAs), the European Central Bank, other standard setting bodies, and the Member States to develop a co-ordinated policy approach that supports the development of FinTech in an appropriate regulatory environment.

18) In relation to the need to explore the need for, and potential of, a harmonised EU framework for crowdfunding, to encourage new platforms for private equity financing, and to encourage safe lending to companies by private individuals through peer-to-peer lending (paragraph 40), the Commission will maintain regular dialogue with the European Supervisory Authorities, Member States, and the crowdfunding sector to promote convergence, sharing of best practice and keep developments under review.

19) In relation to the need to consider various options for implementing a EU insolvency framework (paragraph 42), the Commission will present shortly a proposal on business restructuring and second chance, key elements of an appropriate insolvency framework.

20) In relation to the need for the Commission to urgently tackle the fragmentation along national borders in the whole European investment funds sector (paragraph 43), the Commission will take action to remove remaining barriers in the asset management sector, through legislative changes if necessary.

21) In relation to the call for the Commission to deliver an annual report to the European Parliament on the status of initiatives for access to financing for SMEs, and the Commission’s own assessment of the strategic direction (paragraph 47), in the Action Plan on Building a Capital Markets Union, the Commission committed to report regularly to the European Parliament on progress, to deliver annual reports and to prepare a comprehensive stock-take in 2017 as a basis for deciding on any additional measures that may be required.

22) In relation to the call on the Commission to audit the existing instruments such as structural funds and other relevant programmes as to the adequacy of their financial support to SMEs (paragraph 48), the Commission will deliver on its commitments enshrined in the different programmes. As mentioned in article 15 of the COSME Regulation No 1287/2013 of 11 December 2013, the Commission will monitor the implementation and management of the COSME programme. In particular, it will draw up an annual monitoring report examining the efficiency and effectiveness of supported actions in terms of financial implementation, results, costs and, where possible, impact. Moreover, by 2018 at the latest, the Commission shall establish an interim evaluation report on the achievement of the objectives of all the actions supported under the COSME programme at the level of results and impacts, the efficiency of the use of resources and its European added value, with a view to a decision on the renewal, modification or suspension of the measures. The Commission shall also establish a final evaluation report on the longer-term impact and sustainability of effects of the measures.
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