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Letter from the Editor is our biweekly weekend read,
which looks at the big picture, one question at a time.

Europe's fragmented capital markets contribute to lower
corporate valuations, driving many of its most successful
firms to list in the US. This growing “capital drain” is shifting
growth opportunities abroad while weighing on the valuations
of companies that remain in Europe. This matters not only for
businesses but also for households, as lower valuations
ultimately mean weaker wealth creation. Framing financial
intedration in Europe as a way to boost valuations and
increase citizens' wealth could help build the public support
needed to generate momentum to complete the Banking
Union and the Savings and Investment Union.

Hello from The Investment Institute

A wave of record-breaking capital increases is reshaping the tech sector in the US. Last June, Alphabet tapped
investors for USD 85bn to accelerate Al-related infrastructure spending, while Meta is reportedly evaluating an
even higher transaction (about USD 145bn). Meanwhile, SpaceX recently set a new benchmark with a USD 75bn
IPO, and both Anthropic and OpenAl are expected to pursue major public listings as well — they are just waiting
for the right timing.

But the market frenzy is not only about established tech giants. A few weeks ago, a far less internationally
renowned company, Bending Spoons, a conglomerate of digital brands headquartered in Milan, made its debut
on Wall Street, raising USD 1.7bn at a valuation of USD 18.4bn. The big news is not the amount of money raised
— certainly sizable, but hardly comparable to the aforementioned tech companies.

What's interesting is that the firm is another European unicorn that prefers to go public in the US. It joins the
ranks of companies such as BioNTech (Germany), Spotify (Sweden), Criteo (France), Klarna (Sweden) and Lilium
(Germany), without aiming to be exhaustive — all European firms worth billions of euros that found an IPO in the
US more attractive. The reasons are well known: deeper and more-liquid capital markets, a broader investor base
and the prospect of higher valuations.
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If Bending Spoons keeps its operations, talent and investment in Italy, from a European perspective this may not
seem like a bad deal. International capital finances the growth of a Milan-based company, while European
investors remain free to buy its shares on the Nasdag. This is not true, however. Liquidity, investor attention and
parts of the broader capital-market ecosystem gradually migrate as well, impairing the growth potential of the
continent and hence the valuations of the companies that stay in Europe.

But the steady flow of European IPOs toward the US raises a more fundamental issue. If the prospect of a higher
valuation is one of the main factors driving companies to list in New York rather than in Europe, the question for
today’s Letter is:

Are European companies undervalued due to a lack of financial integration?

This is not a trivial question, and neither is the answer. Valuations lardely depend on earnings growth (which is
higher in the US). Lower earnings growth in Europe is driven by a number of factors, including higher energy
costs, less-flexible regulatory frameworks and a dreater bureaucratic burden. Nevertheless, there are strong
reasons to believe that market fragmentation also plays an important role, ultimately because less-favourable
financing conditions impair economic growth, earnings opportunities and, in turn, the wealth of European
households.

This issue matters because it helps build the political case for deeper financial integration in Europe. Initiatives
such as the Savings and Investment Union or the Banking Union are often perceived as technocratic projects, far
removed from the concerns of ordinary citizens. But viewed through a different lens — as reforms that could
lower the cost of capital, increase corporate valuations and boost households’ wealth — their importance
becomes far more tangible and compelling.

Listing (or not listing) in Europe

ECB research highlights that US-listed companies benefit from a significant valuation premium, with market
valuations averaging more than three times those of comparable European firms over the long term. Importantly,
this premium persists even when underlying corporate fundamentals are similar across the US and Europe,
suggesting that US markets offer greater efficiency, depth and liquidity. The advantage stems from a combination
of factors, including a more-developed market structure, a broader investor base, a supportive regulatory
framework, effective corporate governance, abundant access to capital, strong network effects and a vibrant
innovation ecosystem.

Against this backdrop, let us conduct a simple thought experiment. With an equity valuation of USD 18.4bn and
projected 2025 revenue of USD 1.31bn, the market valued Bending Spoons at roughly 14x revenue at its IPO. Had
the company been listed in Italy instead, what valuation might it have achieved?

Clearly, this is a purely hypothetical exercise (with no ambition of providing a sort of shadow price) and comes
with several caveats. The Italian stock market is dominated by banks, utilities, industrial companies and luxury
brands rather than high-growth technology firms. As a result, direct comparisons are difficult.

That said, technology companies and high-growth SMEs in Italy can occasionally command revenue multiples of
3-5x. Even in an optimistic scenario in which Bending Spoons secured an extraordinary premium and traded at 8x
revenue, its valuation would have been around USD 10.5bn — substantially below the valuation it received in the US.

This simple arithmetic helps explain why, in 2021 alone, the US recorded more technology IPOs than Europe did
over the period from 2015 to 2023. According to McKinsey, between 2018 and early 2024, these “lost” IPOs
represented an estimated economic cost of USD 439bn, which translated into lost investment opportunities and
lost value creation. Over the last two years, that figure has almost certainly increased and would be even higher if
one also accounted for companies that relocated abroad before going public.

The losses are clearly bigger if a European company does not just list in the US but also moves its operations there
(not unusual). Shifting from the micro losses to the macro ones is challenging. But consider one statistic — coming
from Berkeley economist Enrico Moretti: according to his research, tech companies have an extrordinary multiplier
effect. Each new high-tech job creates five additional jobs in the service economy. In other words, when a tech
firm with 1,000 employees leaves Europe, the continent is actually losing 6,000 jobs.

www.the-investment-institute.unicredit.eu 2




The Investment Institute Letter from the Editor
by UniCredit 18 July 2026

An undervalued continent

Europeans are familiar with the concept of brain drain, whereby some of the continent’s most talented individuals
move to the US. What we are witnessing could similarly be described as a “capital drain” —a phenomenon that is
arduably just as concerning, as an increasing number of promising companies choose to list overseas.

Yet the issue extends beyond the migration abroad of capital and
future growth opportunities. Capital drain also depresses the
valuations of the companies that remain and choose to list in
Europe; as leading growth companies leave European exchanges,

market depth, liquidity and investor interest decline, which, in Europe suffocates its
turn, can depress the valuations of companies that continue to . .
list in Europe. animal spirits.

There is also a psychological component to this. No one can say

with certainty whether a fair valuation is 5x revenue or 10x

revenue. Financial markets inevitably contain an emotional dimension. Investors must buy into a company's vision,
ambition and growth narrative. Europe’s fragmented capital markets, along with over-requlation, may therefore
be doing more than simply limiting access to funding; they may also be suppressing animal spirits that drive
entrepreneurial dynamism. Contrary to conventional wisdom, animal spirits are not merely a source of instability.
They are also a source of optimism, risk-taking and innovation — qualities that make not only stock exchanges but
entire economies more vibrant and dynamic.

Stifled animal spirits manifest themselves in a variety of ways. While IPOs are a matter of startups that reach a
certain scale, the fragmentation of European capital markets, combined with restrictive requlations at both the EU
and national levels, continues to impede startups’ ability to grow. In 2025, Europe counted only 331 unicorns
(startups valued at more than USD 1bn) compared with 1,963 in the US. And in many cases, as happened with
Bending Spoons itself, the business growth that leads to an IPO is often facilitated by American investors investing
their money early on.

When looking at more-established companies that are already listed, the situation is equally concerning. The
twenty-year average of the 12-month forward P/E ratio points to a clear gap between the two sides of the Atlantic:
the ratio for the S&P 500 is 16.5, while for the Europe STOXX 600 it is 13. For the Nasdaq, which is way more tech-
heawvy, the ratio is close to 19. Looking at long-term averages allows to get rid of temporary market volatility and
focus on structural differences. And they tell a story of structural impediments that weigh on valuations in Europe.

The lack of continental financial integration, together with excessive regulation and a shortade of companies in
high-growth sectors, suppresses stock prices. It is probably no coincidence that ASML, the indispensable company
within the global semiconductor industry, remains the only EU company among the world's 50 lardest firms by
market capitalisation. Fragmentation reduces liquidity and risk premiums, increases funding costs and limits
cross-border capital flows. A regime shift toward deeper financial integration, alongside a meaningful process of
derequlation and simplification, could translate into higher valuation multiples for both listed firms and future IPOs.

A matter for the averade citizen

The completion of the Single Market through a genuine Banking Union and Savings and Investment Union is hardly
the kind of topic that captures public attention. Yet, if the issue is framed in terms of its impact on asset prices,
investment returns and economic growth, it becomes directly relevant to millions of European households.

After all, compressed equity valuations are not merely a problem for entrepreneurs seeking to raise capital. They
also represent a missed opportunity for ordinary savers. Lower valuations make it more expensive for European
companies to finance innovation and expansion, reducing future growth and, ultimately, the wealth that can be
generated and shared across society.

A lower stock price mechanically raises the expected return investors require from the firm (the cost of equity).
This increases firms' hurdle rates for investment, reducing the funding available for innovation, R&D and
expansion. Over time, lower investment translates into weaker productivity growth, slower economic expansion
and ultimately less wealth creation for society.
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The implications extend even further. One of the defining characteristics of the US financial system is the close
alignment between the success of corporate America and the wealth of American households. A large share of the
population is exposed, directly or indirectly, to the stock market (about 60% in the US and less than 20% in
Europe), creating a virtuous circle between innovation, capital formation and wealth accumulation. Europe lacks
such a powerful feedback loop. Deeper and more-integrated capital markets would help narrow this gap, increasing
retail participation and allowing a larder share of Europe's economic success to flow back to European citizens.

There is also an important narrative dimension. Financial markets are not driven solely by earnings, interest rates
and balance sheets. They are also shaped by confidence, ambition and expectations about the future. A
fragmented market structure not only reduces liquidity and capital availability; it also weakens the collective
conviction that Europe can produce the next generation of global champions.

This is perhaps the most overlooked benefit of financial integration. Higher valuations would not simply reward
existing shareholders. They would send a powerful signal to founders that scaling a company in Europe can be
just as rewarding as moving abroad. More successful IPOs would attract more investors; more investors would
provide more capital; more capital would create more success stories.

Over time, this virtuous circle could help reverse today's capital drain and foster a genuinely European growth
ecosystem that would ultimately boost the value of individual portfolios, including among the smallest investors.
It is true that European savers can invest in US equity markets, seeking those investment opportunities they cannot
find domestically. Yet home bias often limits their willingness to do so. Moreover, even when capital is invested
abroad, underdeveloped domestic financial markets constrain growth at home, reducing the income and savings
that could otherwise be deployed internationally. The economic and financial costs of Europe's capital drain are
therefore very real.

Stressing these channels could help build the political momentum needed to complete the continent's financial
integration. The reforms required are well-known. Policymakers have been discussing them for years — and they
are part of a broader agenda of reforms that go beyond the financial sector. What has been missing is not a
roadmap but the political determination to follow it. If citizens increasingly understand that financial integration
is not an abstract institutional project but a reform with the potential to increase their wealth, the pressure to act
may finally become irresistible.

Enjoy your weekend!

Edo

Edoardo Campanella
Director and Chief Editor of The Investment Institute (UniCredit, Milan)
edoardo.campanella@unicredit.eu

UniCredit S.p.A.
The Investment Institute by UniCredit, Piazza Gae Aulenti, 4, 1-20154 Milan
the-investment-institute@unicredit.eu
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Ledal Notices

Glossary
Terms used in the report are available on our website: Our glossary.

Marketing Communication

This publication/video constitutes a marketing communication of UniCredit S.p.A., UniCredit Bank Austria AG, Schoellerbank AG and
UniCredit Bank GmbH (hereinafter jointly referred to as the “UniCredit Group”) is addressed to the general public and is provided free of
charge for information only. It does not constitute investment recommendation or consultancy activity by the UniCredit Group or, even
less, an offer to the public of any kind nor an invitation to buy or sell securities. The information contained herein does not constitute an
investment research or financial analysis since, in addition to the lack of content, it has not been prepared in accordance with ledal
requirements designed to promote the independence of investment research, and it is not subject to any prohibition on dealing ahead
of the dissemination of investment research.

UniCredit Group, including all its group companies may have a specific interest in relation to the issuers, financial instruments or
transactions detailed herein. Relevant disclosures of interests and positions held by UniCredit Group are available at: Conflicts of interest.
Any estimates and/or assessments contained in this publication represent the independent opinion of the UniCredit Group and, like all
the information contained therein, are given in good faith on the basis of the data available at the date of publication, taken from reliable
sources, but having a purely indicative value and subject to change at any time after publication, on the completeness, correctness and
truthfulness of which the UniCredit Group makes no guarantees and assumes no responsibility. Interested parties must therefore carry
out their own investment assessments in a completely autonomous and independent manner, relying exclusively on their own
considerations of the market conditions and the information available overall, also in line with their risk profile and economic situation.
Investment involves risk. Before any transaction in financial instruments please refer to the relevant offering documents. It should also
be noted that:

1. Information relating to the past performance of a financial instrument, index or investment service is not indicative of future results.

2. Iftheinvestment is denominated in a currency other than the investor’s currency, the value of the investment can fluctuate strongly
according to changdes in exchangde rates and have an undesirable effect on the profitability of the investment.

3. Investments that offer high returns can underdo significant price fluctuations following any downgrading of creditworthiness. In the
event of bankruptcy of the issuer, the investor may lose the entire capital.

4. High volatility investments can be subject to sudden and significant decreases in value, being able to generate significant losses at
the time of sale up to the entire capital invested.

5. Inthe presence of extraordinary events, it may be difficult for the investor to sell or liquidate certain investments or obtain reliable
information on their value.

6. If the information refers to a specific tax treatment, it should be noted that the tax treatment depends on the individual situation of
the customer and may be subject to changde in the future.

7. If the information refers to future results, it should be noted that they do not constitute a reliable indicator of these results.

8. Diversification does not guarantee a profit or protect adainst a loss.

The UniCredit Group cannot in any way be held responsible for facts and/or damages that may arise to anyone from the use of this

document, including, but not limited to, damades due to losses, lost earnings or unrealised savings. The contents of the publication —

including data, news, information, imagdes, graphics, drawings, brands, and domain names — are owned by the UniCredit Group unless

otherwise indicated, covered by copyright and by the industrial property law. No license or right of use is granted and therefore it is not

allowed to reproduce its contents, in whole or in part, on any medium, copy them, publish them and use them for commercial purposes
without prior written authorisation from UniCredit Group unless if purposes of personal use only. E 25/1
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