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The European Commission just published [1] a communication regarding the
prudential banking treatment of equity investments. Behind this rather off-putting title,
a major shift in Europe’s approach to financing may be emerging.

The European stance on prudential regulation dates back to the 2008-2009 financial
crisis, which saw financial institutions facing severe difficulties due to risky
investments, often undercapitalized and/or insufficiently guaranteed to withstand the
first defaults. This financial crisis spread throughout the economic sphere, with
devastating consequences for European populations. To prevent such missteps from
recurring, regulations were first introduced on a voluntary basis and later as European
legislation [2]. As a result, the European banking system is now particularly robust.

While two-thirds of Europe’s economic financing flows through public and private
banking systems, this robustness has come at a cost. It has contributed to stagnating
investment on our continent, while others have found ways to weather the Covid-19
crisis and invest massively in artificial intelligence and other transformative industries
of the future. About a decade ago, the Juncker Plan was the first attempt to revive
investment with the support of the European Investment Bank and National
Promotional Banks and Institutions (NPBIs). But like Gulliver entangled, on the one
hand, these institutions, even when they are public ones, were asked to invest more,
while on the other, they were more and more constrained alike their private partners
to apply dissuasive ratios.

These constraints, which all indications suggest have a far more detrimental impact
than the CSRD standards or taxonomy, have often been presented as immutable.

The Commission’s publication marks an important shift in this regard. Beyond the
technical aspects, which we will examine later in more detail, it is first and foremost an
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acknowledgment that these standards are a handicap to competitiveness. This signals
that a paradigm shift may be underway.

The communication first recalls that equity financing is the missing link for many
companies. Those that are growing rapidly but do not generate enough cash flow to
secure debt financing often lack assets they could pledge. They are still too young to
obtain a credit rating that would allow them to borrow at attractive rates, let alone
consider an IPO. These same companies are in dire need of financing, despite the
efforts of public banks, which are themselves constrained by regulations and the
reluctance of commercial banks to invest for the same reasons.

The European Commission has therefore decided to embark on the path of risk-
taking—albeit limited—by indicating that equity investments in projects under
investment recovery programs (such as InvestEU, but also others supported by the
EIB Group) may now benefit from special prudential treatment. In other words,
provided that the projects are part of an investment recovery logic, financing may
deviate from overly restrictive rules. Of course, conditions are set for benefiting from
this treatment.

Let us first recall that this treatment applies to project financing under clearly identified
European or national programs. First, these programs must receive significant public
support, either in the form of subsidies or guarantees, with risk-sharing. Second, they
must include supervision and a partner selection process to ensure the proper use of
public support. Finally, these programs must explicitly have mechanisms limiting
exposure in size or specifying the domains.

But the European Commission also seems somewhat alarmed by its own boldness. In
the Q&A accompanying the communication, it clarifies that this is by no means a
relaxation of prudential constraints on banks, nor should public money be used to
absorb risks taken by the competitive sector.

This apparent contradiction can be explained by the fact that the supported programs
have already been scrutinized by financial institutions and public authorities and are
therefore sufficiently robust. This easing is simply intended to make them more
attractive to the banking sector.

Four key points can be drawn from this European Commission communication:

e |t is acknowledged that programs defined by public authorities, which aim to
produce positive externalities, must receive specific support. Given the difficulties
of public budgets, whether national or European, leverage must be used to attract
private financing.

¢ Reviving investment, as called for by all public decision-makers, can only happen
if risk-taking is embraced. This requires avoiding two pitfalls. The first is that losses
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in a private project are seen as an "industrial accident" concerning only the directly
involved parties, while the same losses with public financing immediately become
a political scandal over the waste of public funds. The second is to avoid this easing
of rules simply resulting in the privatization of profits in case of success and the
socialization of losses in case of failure.

e The communication repeatedly emphasizes that the proposals remain sector-
neutral. In other words, no sector should be favored. This approach, which aims to
maintain healthy competition between sectors, is flawed. It does not account for the
fact that some sectors naturally produce the positive externalities being sought.
This is the case for the infrastructure sector, which offers tangible assets, is in dire
need of investment, and faces immense future needs to maintain Europe’s
competitiveness, as highlighted during the Infraweek 2025 debates organized by
Paris EUROPLACE from November 3 to 8.

¢ Finally, and perhaps most importantly, this communication may mark a turning point
in the financial regulatory environment. For over 15 years, regulation has been
designed to strengthen the robustness of our financial system and prevent past
mistakes from recurring. Today, regulation must build on these achievements and
support the investment revival essential for Europe’s future, without compromising
the trust capital that has been built.

For all these reasons, this European Commission communication may be an important
harbinger, provided we accelerate in the global race in which we are participating.
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