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The seeds of debate

Is CMU a precondition for the development of European
capital markets?

E Lack of capital, or lack of investment opportunities?

Can we strengthen the European environment for private
capital quickly?
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The Capital Markets Union as an enabling factor

B EU companies rely on banks for 70% of their financing, vs 30% in the US. Bank-
dominated systems are more vulnerable in crises.

B EU venture capital investments are just 0.1% of GDP, vs 0.5% in the US. EU Startups
lack funding to scale.

B Fragmented capital markets hinder cross-border investments and risk sharing.

B Private pensions and equity investments are underdeveloped: only 17% of
household assets in equity (EU average).

B Estimated €620 billion/year needed for green transition; public funds are
insufficient without private capital.

A Unified Capital Market would reduce the cost of capital and increase Europe's
global competitiveness.

Hence, we need to move fast towards the Capital Markets Union.

INTEM || SNNPAOLO



The risks in setting CMU as a precondition

B Uncertain political support

"In several cases, the Commission had to significantly scale back its initial
ambitions in order to reach an agreement among the co-legislators, as for
instance in the case of the review of the ESAs, or leave out of the CMU
politically confroversial issues such as the European safe asset" — European
Court of Auditors.

B Long implementation time

Two action plans have been already launched (in 2015 and 2020), with over 60
legislative and regulatory measures. However, the plan itself acknowledges:
“The CMU is a long-term project... it will take time to tackle deep-rooted
structural barriers.” — European Commission.

B Effects will not be seen immediately

Time may be needed for institutions, agents and markets to take full advantage
of the CMU. Enough scale will have to be reached.
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A problem of expected returns?
(1) Outward FDIs prevails over inward FDIs
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(2) Diversification is good: the case of Italy

The geographical diversification of households’ financial assets takes place
partly directly, partly indirectly through professional asset managers (stocks, 2024 Q4)

186
150
Direct:
3|
41
m direct sight deposits m direct s/t securities m direct I/t securities
= direct mutual funds = direct equities = indirect via MFIs
= indirect via mutual funds m indirect via insurance Cos.

Note: the indirect foreign investment is computed by multiplying the holdings of each sector’s liabilities by the share of foreign
assets in each sector’s balance sheet in 2024Q4. Source: Banca d'ltalia, Conti finanziari
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(3) Households deposits are not sitting idle

Aggregated balance sheet of euro area MFls,
excluding Eurosystem, as of April 2025

Assets Liabiities

External assets
6 541

Deposits - MFls
loans -private sector 7163

13 526 MMF sh ») it
. . shares eposiis -
Deposﬂs - private sector — governm

15794 948 ent...
Other assets

4 057

ECB
deposifs MFI bonds
loans - MFI loans - Govies Corporate bonds Exiernql liabilities Debt securities Other liabilities
6971 Governm... | 2 054 1232 5107 4 564 4140

m Assets ® Liabiities ® Capital & reserves
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(4) The Euro is attractive, Europe less so

The euro share of foreign currency-denominated P International use of the euro
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B Instead, the euro area is not that

20 attractive for international

40 capital.

30 B Euro-area households hold 9.8%
of their financial assets in

20 .
“rest-of-world” assets via

10 investment funds—a sharp rise

0 from only 2.8% when counting
1999 2004 2009 2014 2019 2024 direct holdings only.

Source: ECB, The International role of the euro, chart 8a
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The International role of the Euro from different

perspectives

Share of the euro

(percentages at constant exchange rates,
unless otherwise indicated)

Total outstanding amounts
(at current exchange rates)

Comparison Difference Comparison Difference

Indicator Latest period (p-p.) Latest period Unit (%)
Stock of global foreign exchange reserves with known 19.8 19.2 0.6 12,364 12,343 USD billions 0.2
cummency composition (Q4 2024) (Q4 2023) (Q42024) | (Q42023)
Outstanding international debt securities: narrow 22.5 22.2 03 19,269 18,450 USD billions 4.4
measure, i.e. excluding home currency issuance (Q4 2024) (Q4 2023) (Q4 2024) (Q4 2023)
Outstanding international loans: by banks outside the 19.5 17.3 22 2,893 2,795 USD billions 3.5
euro area to borrowers outside the euro area (Q4 2024) (Q4 2023) (Q4 2024) (Q4 2023)
Outstanding international deposits: with banks outside 15.2 14.1 11 3,241 3,160 USD billions 26
the euro area from creditors outside the euro area (Q4 2024) (Q4 2023) (Q4 2024) (Q4 2023)
Foreign currency-denominated bond issuance, at current 2586 228 3.0 2,209 1,784 USD billions 23.8
exchange rates (2024) (2023) (2024) (2023)
Euro nominal effective exchange rate (broad measure 122.6 123.9 -1.3
against 41 trading partners) (31 Dec. 2024) | (29 Dec. 2023)
Daily foreign exchange trading (settled by CLS), as a 336 33.7 -0.1
percentage of foreign exchange settlement (Q4 2024) (Q4 2023)
Invoicing of goods exported from the euro area to non- 59.0 59.4 -0.4
euro area countries, at current exchange rates (2024) (2023)
Invoicing of goods imported into the euro area from non- 51.8 51.8 0.0
euro area countries, at current exchange rates (2024) (2023)
Cumulative net shipments of euro banknotes to 80.0 105.7 EUR billions -25.3
destinations outside the euro area (seasonally adjusted) (Dec. 2024) (Dec. 2023)

Note: ECB 11 June 2025, Sources: BIS, CLS Bank International, Dealogic, IMF, national sources and ECB calculations. Notes: An
increase in the euro nominal effective exchange rate indicates an appreciation of the euro. For foreign exchange frading, currency
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Is Europe investing too little? No, and yes

GFCF is about the same
share of GDP as in the US
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The euro area aggregate is euro 20. Sources: NIPA (Table 5.3.5)
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Mobilizing investment and innovation

Which sectors are investing in R&D in Europe?

Figure 1.
BERD by technology level 2022 (Top 2,500 companies)
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Source: 2024 Report on Innovation policy, Industrial R&D Investment Scoreboard (2023)
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Mobilizing investment and innovation

Figure 2.
R&D intensity by technology level (% of sales)
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After 2013,, the R&D intensity of US high-tech industries (and of others) began an upward frend. In China, the R&D intensity
increased even more: starting from close to zero, it has now reached the EU level.1Source: 2024 Report on Innovation policy,
Note: Sector lines weighted by share of total net sales. Sector R&D Intensity is the ratio of R&D expenditures within a sector to
the total net sales. Source: Industrial R&D Investment Scoreboard
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An inclusive sirategy

B |s the CMU alone enough? No, it is rather an enhancing factor through:

= Clear regulation
o Competitive taxation

o\ Political and economic stability

However, its political feasibility in the short and medium term is
questionable.

Why not trying more focused steps?
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What can we do, apart from CMU?

® Building the CMU is an important goal but making it a precondition for
the relaunch of competitiveness risks to create unnecessary delays. Do
not wait for divisive reforms, strengthen the single market where there is
CONSENSUS.

® Private capital must be mobilized towards innovation and investment
by making Europe a place worth investing in.

B More focus on how to remove the current bottlenecks, such as the lack
of venture capital investors.

® More focus on how to make capital flow to high-tech and
breakthrough projects by acting on the incentive structure, rather than
with top-heavy programes.

B Rein-in the propensity to over-regulate.
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Important Information
Analyst Certification and Other Important Disclosures

The analysts drafting this report state that the opinions, forecasts, and estimates contained herein are the result of independent and subjective evaluation of
the data and information obtained and no part of their compensation has been, is, or will be directly or indirectly linked to the views expressed.

This research has been prepared by Intesa Sanpaolo S.p.A. and distributed by Intesa Sanpaolo S.p.A., Intesa Sanpaolo S.p.A.-London Branch (a member of
the London Stock Exchange) and Intesa Sanpaolo IMI Securities Corp (a member of the NYSE and FINRA). Intesa Sanpaolo S.p.A. accepfs full responsibility for
the contents of this report. Please also note that Intesa Sanpaolo S.p.A. reserves the right to issue this document to its own clients. Infesa Sanpaolo S.p.A. is
authorised by the Banca d'ltalia and is regulated by the Financial Conduct Authority in the conduct of designated investment business in the UK and by the
SEC for the conduct of US business.

Opinions and estimates in this research are as at the date of this material and are subject to change without notice to the recipient. Information and opinions
have been obtained from sources believed to be reliable, but no representation or warranty is made as to their accuracy or correctness.

This report has been prepared solely for information purposes and is not intended as an offer or solicitation with respect to the purchase or sale of any
financial products. It should not be regarded as a substitute for the exercise of the recipient’s own judgement.

No Intesa Sanpaolo S.p.A. entity accepts any liability whatsoever for any direct, consequential or indirect loss arising from any use of material contained in this
report.

This document may only be reproduced or published with the name of Intesa Sanpaolo S.p.A..

This document has been prepared and issued for, and thereof is intended for use by, Companies which have suitable knowledge of financial markets, which
are exposed to the volatility of interest rates, exchange rates and commodity prices and which are capable of evaluating risks independently.

Therefore, such materials may not be suitable for all investors and recipients are urged to seek the advice of their relationship manager/independent financial
adyvisor for any necessary explanation of the contents thereof.

Person and residents in the UK: this document is not for distribution in the United Kingdom to persons who would be defined as private customers under rules of
the FCA.

CH: This information is an advertisement in relation to the financial instruments discussed herein and is not a prospectus pursuant to the Swiss Financial Services
Act ("FinSA") and no such prospectus has been or will be prepared for or in connection with such financial instruments. This information does not constitute an
offer to sell nor a solicitation to buy such financial instruments.

The financial instruments may not be publicly offered, directly or indirectly, in Switzerland within the meaning of the FinSA and no application has or will be
made to admit the financial insfruments to frading on any frading venue (exchange or multilateral trading facility) in Switzerland. Neither this information nor
any other offering or marketing material relating to the financial instruments may be publicly distributed or otherwise made publicly available in Switzerland.

US persons: this document is intended for distribution in the United States only to Major US Institutional Investors as defined in SEC Rule 150-6. US Customers
wishing to effect a transaction should do so only by contacting a representative at Intesa Sanpaolo IMI Securities Corp. in the US (see contact details below).

Intesa Sanpaolo S.p.A. issues and circulates research to Major Institutional Investors in the USA only through Intesa Sanpaolo IMI Securities Corp., 1 William
Street, New York, NY 10004, USA, Tel: (1) 212 326 1199.

Inducements in relation to research
Pursuant to the provisions of Delegated Directive (EU) 2017/593, this document can be qualified as an acceptable minor non-monetary benefit as it is:

- macro-economic analysis or Fixed Income, Currencies and Commodities material made openly available to the general public on the Bank’s website -
Q&A on Investor Protection topics - ESMA 35-43-349, Question 8 & 9.
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Method of distribution

This document is for the exclusive use of the recipient with whom it is shared by Intesa Sanpaolo and may not be reproduced, redistributed, directly or
indirectly, to third parties or published, in whole or in part, for any reason, without prior consent expressed by Intesa Sanpaolo. The copyright and all other
intellectual property rights on the data, information, opinions and assessments referred to in this information document are the exclusive domain of the Intesa
Sanpaolo banking group, unless otherwise indicated. Such data, information, opinions and assessments cannot be the subject of further distribution or
reproduction in any form and using any technique, even partially, except with express written consent by Intesa Sanpaolo.

Persons who receive this document are obliged to comply with the above indications.

Valuation Methodology

Comments on macroeconomic data are prepared based on macroeconomic and market news and data available via information providers such as
Bloomberg and LSEG Datastream. Macroeconomic, exchange rates and interest rate forecasts are prepared by the Intesa Sanpaolo Research Department,
using dedicated econometric models. Forecasts are obtained using analyses of historical stafistical data series made available by the leading data providers
and also on the basis of consensus data, taking account of appropriate connections between them.

Disclosure of potential conflicts of interest

Intesa Sanpaolo S.p.A. and the other companies belonging fo the Intesa Sanpaolo Banking Group (jointly also the “Intesa Sanpaolo Banking Group”) have
adopted written guidelines “Organisational, management and control model” pursuant to Legislative Decree 8 June, 2001 no. 231 (available atf the Intesa
Sanpaolo website, webpage https://group.intesasanpaolo.com/en/governance/leg-decree-231-2001) setting forth practices and procedures, in
accordance with applicable regulations by the competent Italian authorities and best international practice, including those known as Information Barriers, to
restrict the flow of information, namely inside and/or confidential information, to prevent the misuse of such information and to prevent any conflicts of
interest arising from the many activities of the Intesa Sanpaolo Banking Group which may adversely affect the interests of the customer in accordance with
current regulations.

In particular, the description of the measures taken to manage interest and conflicts of interest — in accordance with Articles 5 and 6 of the Commission
Delegated Regulation (EU) 2016/958 of 9 March 2016 supplementing Regulation (EU) No. 596/2014 of the European Parliament and of the Council with regard
to regulatory technical standards for the technical arrangements for objective presentation of investment recommendations or other information
recommending or suggesting an investment strategy and for disclosure of particular interests or indications of conflicts of interest as subsequently amended
and supplemented, the FINRA Rule 2241, as well as the FCA Conduct of Business Sourcebook rules COBS 12.4 - between the Intesa Sanpaolo Banking Group
and issuers of financial instruments, and their group companies, and referred to in research products produced by analysts at Intesa Sanpaolo S.p.A. is
available in the "Rules for Research " and in the extract of the "Corporate model on the management of inside information and conflicts of interest" published
on the website of Intesa Sanpaolo S.p.A., webpage https://group.intesasanpaolo.com/en/research/RegulatoryDisclosures.

Furthermore, in accordance with the aforesaid regulations, the disclosures of the Intesa Sanpaolo Banking Group's interests and conflicts of interest are
available through webpage https://group.intesasanpaolo.com/en/research/RegulatoryDisclosures/archive-of-intesa-sanpaolo-group-s-conflicts-of-interest.
The conflicts of interest published on the internet site are updated to at least the day before the publishing date of this report. We highlight that disclosures are
also available to the recipient of this report upon making a written request to Intesa Sanpaolo S.p.A. — Macroeconomic Analysis, Via Romagnosi, 5 - 20121
Milan - [taly.

Intesa Sanpaolo acts as market maker in the wholesale markets for the government securities of the main European countries and also acts as Government
Bond Specidlist, or in comparable roles, for the government securities issued by the Republic of Italy, by the Federal Republic of Germany, by the Hellenic
Republic, by the European Stability Mechanism and by the European Financial Stability Facility.

Report prepared by:
Gregorio De Felice, Chief Economist, Research Department, Intesa Sanpaolo
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