
The challenge of financing Europe’s high-growth firms 
 

Before the onset of the financial crisis, Europe’s system of corporate finance was biased in favour of 
large, well-established companies. By and large, these firms had access to the best financial services 
available. By contrast, potentially high-growth enterprises with few assets and not much of a track 
record were poorly served, particularly outside the UK and Scandinavia. 

Although there is a lack of fully comparable data, most available indicators suggest that the specific 
forms of financing best suited to young, fast-growing firms are much less developed in the EU than 
they are in the US. This is true of players such as the venture capital industry, as well as instruments 
such as subordinated debt. So small, potentially high-growth companies in the EU have suffered from 
a twin handicap. They have not had access to the form of capital they have needed the most. And 
their more limited access to capital vis-à-vis larger, more established firms has often hampered their 
ability to fulfil their potential. 

It is striking, therefore, that corporate finance should be such a blind spot in the Lisbon agenda. Of the 
24 integrated guidelines for growth and jobs adopted in 2005 and reaffirmed in 2008, none focuses 
specifically on improving the framework for financing innovative firms. It would be wrong, to suggest 
that the European Commission has ignored the subject altogether. It has attempted to lower the 
barriers that impede the emergence of cross-border venture capital funds. It has repeatedly advocated 
making greater use of the European Investment Bank and the European Investment Fund to provide 
financial support to SMEs. And it has rightly identified the dearth of mezzanine finance (typically 
subordinated, unsecured debt) as a key impediment to the growth of SMEs. 

By and large, however, it is fair to say that the subject of funding innovative start-ups has taken 
something of a back-seat. EU policy in financial services over the past decade has been dominated by 
two related concerns: cross-border integration and financial stability. Enhancing the financial system’s 
ability to fund start-ups and support the growth agenda has barely featured.  

Sadly, the financial crisis will probably reinforce this imbalance. Governments and regulators are 
currently more preoccupied with securing the survival of banks than with promoting competition among 
them. Witness the British government’s encouragement of the merger between Lloyds TSB with 
HBOS. The inevitable emphasis on stability and risk reduction will hit the youngest and most dynamic 
firms hardest, because the companies most in need of capital benefit the most from competition 
between banks. Preserving the financial system will take a higher priority than correcting its biases. 

It is tempting to believe that emerging firms stand little chance in a downturn anyway. But this is not 
the case. Some high-growth firms may actually thrive even in the worst of economic climates, as entire 
industries are brutally restructured and new business models supersede failing older ones. However, 
young firms stand little chance of seizing such opportunities if they are hamstrung by a shortage of 
funding. 

What could Europeans do to make the financial industry that emerges from the credit crunch friendlier 
to emerging firms? First and foremost, they should enforce more effective competition among banks, 
including on a cross-border basis. They should also eliminate biases in prudential rules that deter 
pension funds and insurance companies from investing in financial instruments that fund the growth of 
SMEs; correct tax distortions that unduly favour debt over equity; and reform insolvency laws to make 
them more harmonised and more protective of subordinated creditors (a crucial if fiendishly difficult 
area). 

Europe’s financial systems had built-in biases against emerging companies well before the crisis. The 
financial crisis has made it all the more important that European governments take steps to correct 
them. 
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