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“New markets, new finance” focuses on identifying new
sources of finance in the economy, and growth of new mar-
kets to invest that finance. Before the global financial crisis,
capital was supplied to the economy by private or institutional
investors, channeled through banks, asset managers and shad-
ow-banking entities. As a consequence of the latest crisis,
market participants have taken different measures and precau-
tions. Additional financing sources and new markets have joint
the traditional money flow model, as outlined in Figure 1.

Figure 1: Traditional and new finance flow model
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Further disintermediation is likely to reshape the sector
Historically financing has been provided by the regulated bank-
ing system. Commercial banks thereby play an intermediary
role for the economy, in which they allocate savings deposits
from investors to borrowers in an efficient manner. The recent
financial crisis has created a wave of banking reforms that re-
quire banks to hold more capital and liquidity in order to better
withstand future shocks. Its implementation is likely to reshape
the banking industry, as banks need to find ways to work with
less capital, use it more efficiently and increase top-line
growth by innovation (see also “Future banking: Financial innov-
ation” published on 13 February 2012). In particular, corporate
lending is expected to be hit by the new capital and liquidity re-
quirements, and as a consequence, lines of credit and liquidity
facilities will become more expensive. Within the corporate
lending area, the segment of small local business runs the
highest risk of getting excluded from access to finance.

Non-bank financial intermediaries are positioned to fill
the gap

In recent decades, the financial services industry and markets
have continued to develop, and new types of financial interme-
diaries in addition to banks have evolved. In the absence of
one financial regulator for all financial intermediaries, shadow
banking is well positioned to take on businesses that banks dis-
continue as a consequence of the disintermediation. Shadow
banking is understood as a form of credit intermediation in-
volving entities and activities outside the regular banking sys-
tem that perform bank-like functions. According to the
European Commission, possible shadow banking activities in-
clude securitization, securities lending and repurchase transac-
tions (“repos”).

Entities on which the European Commission is currently fo-
cusing are special purpose vehicles (SPVs) that perform liquid-
ity and/or maturity transformation, such as asset-backed com-
mercial paper conduits (ABCPs), special investment vehicles
(SIVs) or other SPVs; money market funds (MMFs) and other
types of investment funds or products with deposit-like charac-
teristics, which make them vulnerable to massive redemptions
(“runs”); investment funds, including exchange traded funds
(ETFs) that provide credit or are leveraged; finance companies
and securities entities providing credit or credit guarantees, or
performing liquidity and/or maturity transformation without be-
ing regulated like a bank; and insurance and reinsurance un-
dertakings which issue or guarantee credit products.

The sector has grown fast since the 1980s based on
product innovation and on regulatory arbitrage. The size of the
global shadow banking system was estimated at around EUR
46 trillion in 2010, representing 256%—-30% of the total finan-
cial system and half the size of bank assets. Due to the Finan-
cial Stability Board (FSB), regulators are well aware of bank
activities migrating to unregulated entities, and certain reforms
to cover non-bank financial institutions are underway.

Looking for solution outside the banking system

Liquidity crunches during the later phases of the financial crisis
and the ongoing disintermediation prompted companies to re-
assess their funding situation. Larger corporations have a
broader choice of funding sources. Based on regulatory arbit-
rage, financing solutions outside the banking system will be-

come increasingly attractive for companies. According to
McKinsey, Western European companies are likely to tap debt
capital markets more intensely, as bonds accounted for only
24% of debt financing in 2010 compared to 53% in the USA.
Companies in emerging markets are likely to increase their per-
centage from actual 16% in bond issuance as well. Further
funding sources outside the banking system are private place-
ments and working capital lines from institutional investors. Po-
tential financing could also be provided by larger corporations
in the form of vendor finance to other companies in order to
support their sales activities.

Smaller businesses are in a less comfortable situation, as
they have limited financing options where bank lines are often
their only source. Small- and medium-size enterprises (SMEs)
form the backbone of most economies. These businesses cre-
ate enormous economic and social value for their communities
measured by jobs, healthy tax base, charitable giving, civic en-
gagement and quality of life. Their survival is thus of utmost im-
portance, and financing sources outside the banking sector
are desperately needed. Potential financing should come from
individual and institutional investors through various investment
products offered by asset managers or shadow banking entit-
ies. Additionally, larger corporations will eventually support
smaller businesses within their own supply chains in case they
face funding issues. New investment opportunities are slowly
arising from the community side in which they are located.
This innovation on the funding side is called “locavesting” or
local community investing (1).

Unfolding the cube

The cube in Figure 2 captures three dimensions of new finan-
cings, new markets. Financing, provided by multiple sources,
is channeled through the regulated, non-regulated or shadow
banking sector on its way to the markets where it will be inves-
ted. Internet technology supports the channeling of funds in a
more efficient and timely way.

Figure 2: From liquidity providers to markets
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Financing
Traditional providers of financing are banks, financial intermedi-
aries and investors. During the financial crisis, banks and
some financial intermediaries were confronted with liquidity is-
sues and new financing sources had to fill the gap. And as a
result of the ongoing disintermediation, governments adopted
a prominent role in providing liquidity to their economies.
Today’s largest cash piles are with companies and in-
vestors. Both corporates and investors found themselves
thrown into a world of uncertainty by the credit crunch. As a
result of tighter bank lending standards and historically low in-
terest rates, corporations with access to capital markets have
secured their long-term financing over the past couple of years
by issuing new bonds. The issuance of non-financial corporate
bonds almost doubled in 2009 compared to 2008, as outlined
in Figure 3. In times when the supply of future capital and cred-
it is not certain, cash is considered key for corporate survival.
Additionally cash is a safety cushion for times when cash flows
are increasingly irregular and less predictable.

Figure 3: Trend to more corporate debt raising
in USD bn
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On the investors’ side, global bank deposits had grown to
90% of gross domestic product (GDP) at the end of 2010, ac-
cording to McKinsey, reflecting a growing share of household
assets held in cash rather than in bonds or equity shares. Cred-
it Suisse Global Wealth Databook 2011 reflects a very similar
observation. Many investors have allocated a higher share to
cash based on lower risk appetite since the global financial
crisis.

Markets

Traditionally markets are looked at from a geographical point
of view, but markets in this paper are understood in a broader
sense, including small and large businesses (corporate finan-
cing), themes and impact investments and securities issued by
capital market entities, as shown in Figure 2.

From a geographical point of view, many emerging mar-
kets have developed their capital markets over the past dec-
ades and have improved their liquidity. Access to frontier mar-
kets is monitored carefully where opportunities are limited but
developing. The economic downturn after the global financial
crisis also realigned the focus on home markets. McKinsey

Global Institute observed a steep drop in cross-border capital
flows, reflecting a plunge in demand by banks, companies and
other investors during the global financial turmoil.

Non-bank financing for corporates, especially for small loc-
al businesses, is likely to become a very big market. Innovative
solutions are needed to facilitate individual investors to access
this market. Large companies with supply chains consisting of
SMEs will play a more important role as a result of the disinter-
mediation, but individual investors will also get increasingly in-
volved either directly or indirectly. The centerpiece of corporate
funding will be SME and small business financing out of neces-
sity.

New markets in a sense of investment opportunities are
themes such a sustainability and impact investments. The in-
vestment decision in this market is highly driven by non-finan-
cial factors. People's perception of how companies should
grow on a global scale becomes more critical, and through net-
works they start mobilizing against companies that do not be-
have according to their codes of conduct. Impact investing is
highly connected to local investing. Companies focus less on
shareholder value maximization but on a better exchange with
their communities. This development has only started and will
eventually turn into an investable market driven by investor de-
mand and an adequate regulatory environment.

The capital market could be viewed as a further market.
An expansion of debt capital markets in Western European
and emerging countries could be expected, given the higher
cost of bank financing in light of new capital requirements. The
distressed funding situation of small businesses also looks at
solutions of new local stock exchanges.

Channeling

This part of the value chain from investor to market is gaining
significance. The spectrum of regulated, not-regulated and
shadow banking builds the ground for a broader range of fund-
ing sources and its financing streams are highlighted in Figure
1. With the ongoing disintermediation, banks will reshape their
product and services offering for their customers. Non-core
but still demanded businesses are likely to be picked up by the
shadow banking sector or by non-regulated providers. Regula-
tion is of utmost importance to financial innovation.

The rapid and widespread development of internet techno-
logy is highly supportive to new forms of financing, as it adds
additional information and distribution channels that are less
costly and more convenient. With more than two billion people
already online and more to come, the internet represents a
very fertile ground for social networks. Social networking has
already reached a new level with “crowd funding” (CF) that sup-
ports artists in funding their creative projects.

Investment decisions are not all about financial factors but
also about non-financial factors, which play a significant role in
the decision-making process. Non-financial factors include en-
vironmental, social and governance (ESG) issues, political atti-
tude, trend perception, economic and social inequalities,
poverty alleviation. The perception of the banking system and
its mandate has undergone a major change since the financial
crisis. Sensitivity to the needs of the local business situation
has grown and local investing has become a topic, although it
is still a grassroots movement.
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New markets, new finance

The reassessment of the traditional funding model releases
new financing sources arising from corporates and investors
and identifies new markets to invest the hoarded cash piles, as
outlined in Figure 1:

a. Governments lending to small- and medium-size com-
panies
As a consequence of the financial crisis and the ongoing disin-
termediation, some Western governments have established
sovereign wealth funds which fill the liquidity gap to the eco-
nomy and improve economic well-being. As part of the Project
Merlin, a business growth fund was established by British
banks to help small businesses with a turnover of GBP
10-100 million per year. The fund has GBP 2.5 billion to in-
vest, pledged by Barclays, HSBC, Lloyds, RBS, Santander
and Standard Chartered working in collaboration with the Brit-
ish Bankers’ Association. Additionally, a new government loan
guarantee scheme of over GPB 20 billion for the next two
years has been signed by four of the UK'’s biggest banks,
RBS, Lloyds, Barclays and Santander UK. The national loan
guarantee scheme is intended to provide small UK businesses
access to cheaper funding. HSBC has not signed up, as the
bank has cheaper access to funding through its large base of
retail deposits. In the USA, indirect support of small local busi-
nesses arises from states that move some of their state’s de-
posits to community banks in an effort to boost local lending.

Provision of credit has also become a concern for the Irish
economy, as the country experienced the most severe contrac-
tion in credit within in the European Union between 2007 and
2010. It shows a mismatch between demand and offer. As a
public policy response to the credit issue, a temporary credit-
guarantee scheme and a new micro-finance fund are to be in-
troduced in 2012. In addition, the government announced the
establishment of NewERA and the Strategic Investment Fund,
which will be the forerunner of the Strategic Investment Bank,
which will seek matching commercial investments from private
investors, and will put in place a commercially-financed invest-
ment program in key areas of the economy to support demand
and employment (2).

French presidential candidate, Francois Hollande, plans to
set up a public investment bank to promote the development
of SMEs and innovative businesses as a matter of priority.

b. Corporate financing of sales or supply activities

After the crisis, many large corporations have increased their
cash holdings based on higher cash from operations and
cheap funding conditions in debt capital markets. At the same
time, many of them have kept their capital expenditures down
by using excess capacity, which is likely to have a negative im-
pact on strategic investments and hiring. This shift in corporate
behavior appears to be like a run for cash and not for growth.
But the cash also represents more financial flexibility for treas-
urers and a hedge against new liquidity constraints. It helps en-
sure that companies can retire near-term maturing debt, if the
capital markets are disrupted again, and withstand a significant
deterioration in business conditions — both concerns stemming
from the latest financial and economic crisis.

In addition to the traditional shareholder-friendly uses of
cash, treasurers can use it to support their sales activities or
their supply chains that consist mainly of SMEs. One of the
most famous vendor finance providers is GE Capital. It offers
independent and captive programs designed to increase sales.
Their programs are designed to help enhance a manufac-
turer's competitive position, but also to meet the unique finan-
cial requirements of end-user customers. While GE Capital is
offering vendor finance also as an independent service,
Siemens has a more captive approach by offering vendor fin-
ance only to their vendor customers. An example of supply
chain support is Nissan’s decision to build its new small hatch-
back in north-east England. The company plans to invest GBP
125 million and create 2,000 jobs at the plant and its suppli-
ers.

According to Moody's, US non-financial companies held a
record USD 1.24 trillion in cash and liquid investments at the
end of 2011. The top cash-heavy US industries are techno-
logy, pharmaceuticals, energy and consumer products that
hold about 63% of the corporate cash total. The lion’s share
of 31% of total cash in the non-financial corporate universe is
hoarded in the technology sector. Its overseas cash holdings
are estimated to approach 80% within the next five years com-
pared to the current level of 71% based on stronger overseas
growth opportunities. The substantial cash balances in the en-
ergy sector are in line with higher crude oil prices and rising
production. Cash in the consumer products sector declined in
2011.

c. Institutional investors directly lending to large corpora-
tions

The treasurers of large companies such as SABMiller and
Vodafone stated in an interview to Euromoney that the cost of
borrowing for them is going to be materially lower than the
cost of borrowing for banks. Thus, they see no reason why
they should not obtain the revolving credit facilities directly
from institutional investors, such as insurance companies and
pension funds, which are often excluded from bank syndica-
tions, but they are potential investors for direct lending lines.

d. “Locavesting”: Investing in local small businesses

Triggered by movements like “eat local” and “buy local”, the in-
terest in how to invest locally started to increase on grounds of
the financial and economic crisis. The focus is on small local
businesses. Their defining characteristics are that they are loc-
ally owned, are anchored in their communities and pay local
taxes. They have hardly access to funding in the form of equity
or debt and are often too small to attract venture capitalists or
private equity funds. Many securities laws like in the USA do
not allow investing in such businesses by non-accredited in-
vestors. The easiest way for investors to support local busi-
ness activities is shifting deposits to local banks, so that they
can lend to local businesses. But lending is only one part of
the equation, the small business also have difficulties in raising
equity. Innovation in this field requires adequate legal environ-
ments that allow all investors access to small business fund-

ing.
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e. Crowd funding: Investing small amounts by many in-
vestors over the internet

CF is a fundraising model where lots of small sums are aggreg-
ated from lots of people. Just as Kickstarter, the world's
largest funding platform for creative projects, allows independ-
ent artists to bypass the traditional gatekeepers like record stu-
dios and publishers to get their work produced, CF can help
entrepreneurs with good ideas and promising growth potential
get funding that is not forthcoming from banks or venture capit-
alists. A CF regulation is close to becoming reality in the USA,
which would move the model into the investment sphere, so
that entrepreneurs could tap into their social networks to raise
capital and share profit with investors.

Many countries allow private companies to raise money
only from accredited investors under existing, sometimes out-
dated rules. Kiva is the world’s first online lending platform con-
necting lenders to entrepreneurs in the field of micro-finance.
Although Kiva's individual lenders get only their principal back,
but no profit due to securities laws, it has turned out to be a
phenomenal success with more than one million Kiva users
and total value of all loans made through Kiva reaching almost
USD 300 million. Another interesting development is Prosper,
the world’s largest peer-to-peer (P2P) lending marketplace
with more than one million members and over USD 223 million
in funded loans. Prosper offers only consumer lending, as busi-
ness funding is not allowed under the actual securities law in
the USA. Under more investor-friendly laws that also allow
profit taking on investments in small businesses, the potential
of CF is enormous.

f. Microfinance for Western economies

Micro-finance provides financial services to low-income clients
who traditionally lack access to banking and related services.
Accion International and Grameen opened micro-finance busi-
nesses in the USA targeting the 44 million people that live be-
low the poverty line, according to the US Census Bureau. A
European Progress Microfinance Facility was launched in
2010 to increase the availability for setting up or developing a
small business. It enables select micro-finance providers in the
European Union to increase lending. Already 10 European
countries have dedicated micro-finance providers supporting
small businesses with funding.

Risks of an enlarged services offering

The shift of services from the regulated to the shadow banking
sector involves risks for banks in the form of balance sheet
activities, such as warehousing, or through its interconnected-
ness with the regular banking system in contingent credit lines.
The same risks that triggered the last financial crisis are feared
to originate the next financial crisis. There is some likelihood
that the riskiest part of the shadow banking sector will be regu-
lated within a reasonable time horizon.

Conclusion

The latest financial crisis has shown that the financial system
is not always self-recovering. Market participants are adjusting
to the new environment and are looking for solutions that sup-
port their own needs. Corporates and investors are hoarding
cash which is needed to move the economy forward. Larger
corporations are searching solutions outside the banking sys-
tem, as they are likely to be very well positioned to get cheap-
er funding from debt capital markets or other financial interme-
diaries in the form of private placements or revolving credit fa-
cilities from institutional investors. Their high holdings would
also allow them to take the role of finance providers to their
vendor customers or suppliers. The most flexible ones that can
adjust quickly to the new funding situation will survive in the
longer run.

Non-financial factors have gained importance in today’s in-
vestment decision-making process. Inclusive financial innova-
tion needs an adequate legal environment that matches finan-
cial demand and offer by taking all potential investors into con-
sideration. Internet technology and social networks support
new approaches, as they strengthen the impact of a single in-
vestor due to the scalability effect of crowd sourcing.

(02/04/2012)
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Risk disclaimer

Investors should consider this report as only a single factor in
making their investment decision. For a discussion of the risks
of investing in the securities mentioned in this report, please
refer to the following Internet link:

https://research.credit-suisse.com/riskdisclosure

CS may not have taken any steps to ensure that the securities
referred to in this report are suitable for any particular investor.
CS will not treat recipients as its customers by virtue of their
receiving the report. The investments or services contained or
referred to in this report may not be suitable for you and it is
recommended that you consult an independent investment
advisor if you are in doubt about such investments or
investment services. Nothing in this report constitutes
investment, legal, accounting or tax advice or a representation
that any investment or strategy is suitable or appropriate to
your individual circumstances or otherwise constitutes a
personal recommendation to you.

The price, value of and income from any of the securities
or financial instruments mentioned in this report can fall as well
as rise. The value of securities and financial instruments is
subject to exchange rate fluctuation that may have a positive
or adverse effect on the price or income of such securities or
financial instruments. Investors in securities such as ADR’s,
the values of which are influenced by currency volatility,

effectively assume this risk. Structured securities are complex
instruments, typically involve a high degree of risk and are
intended for sale only to sophisticated investors who are
capable of understanding and assuming the risks involved. The
market value of any structured security may be affected by
changes in economic, financial and political factors (including,
but not limited to, spot and forward interest and exchange
rates), time to maturity, market conditions and volatility, and
the credit quality of any issuer or reference issuer. Any
investor interested in purchasing a structured product should
conduct their own investigation and analysis of the product and
consult with their own professional advisers as to the risks
involved in making such a purchase.

Some investments discussed in this report have a high
level of volatility. High volatility investments may experience
sudden and large falls in their value causing losses when that
investment is realized. Those losses may equal your original
investment. Indeed, in the case of some investments the
potential losses may exceed the amount of initial investment,
in such circumstances you may be required to pay more
money to support those losses. Income vyields from
investments may fluctuate and, in consequence, initial capital
paid to make the investment may be used as part of that
income yield. Some investments may not be readily realizable
and it may be difficult to sell or realize those investments,
similarly it may prove difficult for you to obtain reliable
information about the value, or risks, to which such an
investment is exposed.
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