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Abstract 

The notes in this compilation examine the challenges stemming from the access-

to finance of SMEs and discuss available policy options to address the problem. 

The notes include a review of recent proposals put forward by the ECB, the 

European Investment Bank and the European Commission to support private 

lending to small and medium size enterprises (SMEs). Experts broadly agreed that 

the current fragmentation in financial markets is largely the result of severe 

market failures (externalities) in the allocation of key inputs, including finance. 

High unemployment and externalities would argue in favour of public intervention 

for a greater and easier access to finance for SMEs. However, past experiences 

have shown that without repairing bank balance sheets and resuming economic 

growth, targeted initiatives to help SME financing - particularly in distress EU 

countries - will have limited success. Ultimately, it is the improvement in financial 

markets and the return of trust that will make the difference. To this purpose, a 

rapid conclusion of a full and genuine banking union was considered to be key. 
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INTRODUCTION 

Strengthening growth is a high priority at the current juncture in the EU. Short-term 

obstacles to growth are numerous. The difficulties faced by Small and Medium Size 

Enterprises (SMEs) to access finance is one of these obstacles. 

SMEs play a central role in the EU economy. They provide more than two-thirds of private 

sector jobs, accounting for more than 98 % of all enterprises and almost 60 % of added 

value.1 However, SMEs frequently have difficulties in obtaining capital or credit, particularly 

in the early start-up phase. Surveys show that SMEs are dependent on bank loans for their 

external financing to a very large extent but that they practically have very few 

alternatives.  

The prolonged economic crisis has amplified this challenge, preventing SMEs from getting 

sufficient finance they need to operate. The ECB 'Report on the results of the survey on the 

access to finance of SMEs in the euro area - October 2012 to March 2013'2, reported 

difficult access to credit among the top concerns of SMEs, with about one third of SMEs not 

getting the finance they had planned for. Reduced bank lending volumes to SMEs are partly 

due to low credit demand. But, they are also the result of banks restricting the supply of 

credit as they deleverage, build capital and repair balance sheets. Moreover, as banks 

become more risk-averse, they ask for higher risk margins and offer more demanding 

conditions. While financing conditions for SMEs differ across euro area countries, they are 

in general more difficult than those of larger companies. Overall, SME finance at the current 

juncture remains a key issue for the euro area as whole.  

Currently available EU policy instruments (2007-2013) to support SMEs financing mainly 

operate via two channels: Structural funds, which provide financing to SMEs through grants 

managed by Member States and Regions (EUR 23 billion) and through loans, guarantees, 

equity/venture capital products managed by the European Investment Fund (EUR 1.2 

billion) as well as by national public and private financial intermediaries (EUR 7.7bn); EU 

financial instruments implemented under direct management, namely the Competitiveness 

and Innovation Framework Programme (CIP), the European Progress Microfinance Facility 

(EPMF) and the Risk Sharing Instrument for Innovative Research also contribute to SMEs 

financing (with some EUR 1.5 billion).  

The ECB, the European Investment Bank (EIB) and the European Commission are currently 

reviewing options to increase lending to the economy, especially in the peripheral euro-area 

countries. They are analysing the best ways to support funding to SMEs, using EIB/EIF 

resources as well as revitalising the securitisation market. Mobilising resources through 

credit enhancement of existing SME loans portfolios could make it easier for banks to use 

SME loans as collateral for Eurosystem re-financing. 3 

The recent EIB EUR 10 billion capital increase agreed by the European Council in 2012 will 

help to support private-sector lending to SMEs and is beginning to demonstrate its 

effectiveness. According to joint Commission-EIB report, 'In the first five months of 2013, 

one can clearly see how the capital increase is unleashing additional lending capacity of the 

bank. Across all Member states, signatures in the EU have increased on average by 66% 

(including special efforts in programme countries) compared to the corresponding period of 

                                                 
1  http://ec.europa.eu/enterprise/policies/sme/facts-figures-analysis/performance-review/. 
2  http://www.ecb.int/stats/money/surveys/sme/html/index.en.html. 
3  See EIB Press Statement of 14 May 2013: http://www.eib.org/about/press/2013/2013-063-eib-attaches-high-

importance-to-small-and-medium-sized-enterprises.htm. 

http://ec.europa.eu/enterprise/policies/sme/facts-figures-analysis/performance-review/
http://www.ecb.int/stats/money/surveys/sme/html/index.en.html
http://www.eib.org/about/press/2013/2013-063-eib-attaches-high-importance-to-small-and-medium-sized-enterprises.htm
http://www.eib.org/about/press/2013/2013-063-eib-attaches-high-importance-to-small-and-medium-sized-enterprises.htm
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2012. [...] The increase in lending activity in the EU has been particularly focused on 

support to SMEs as the main driver of European growth and employment' 4 

The ECB, the European Investment Bank (EIB) and the European Commission are also 

exploring a joint-sharing mechanism to be developed under the new Multiannual Financial 

Framework (2014-2020) by combining resources from the EU budget with resources from 

the European Structural and Investment Funds (ESIF) as well as with the lending capability 

of the EIB, the EIF and national promotional banks. The aim is to pool EU and national 

resources EU to create a greater leverage for all participating Member States5.  

Three alternative, mutually exclusive options have been proposed: First, joint SME 

guarantee instrument combined with a joint securitisation instrument for new loans; 

Second, joint securitisation instrument for new and existing loans; Third, joint securitisation 

instrument allowing for securitisation of new and existing SME loan portfolios and risk 

pooling. The first option provides incentives for new SME lending trough partial capital 

relief. The second option combines advantages of the first with the securitisation 

instrument. The third option keeps the benefits of the second and, in addition, allows for 

risk pooling, thereby increasing portfolio diversification (and leverage). According to EIB 

estimates, EUR 10-11 bn could generate lending to SMEs of around EUR 55-58 bn (or 

580.000 SMEs) under the first option, EUR 65 bn (or 650.000 SMEs) under the second 

option and EUR 100 bn (or 1.000.000 SMEs) under the third option. 

Against this backdrop, the issue of "finance access of SMEs" was discussed in the context of 

the July 2013 Monetary Dialogue of the European parliament with the ECB
6
. Five 

economists evaluated the challenges stemming from the access-to finance-problem for 

SMEs and discussed the available policy options, taking stock of the most recent proposals 

to support private lending to SMEs. Their main arguments could be summarised as follows: 

First, SME access-to-finance problem is not universal in the EU and there are (market) 

reasons behind the fall in credit aggregates and higher SME lending rates in some 

distressed EU countries. There was too much credit before the crisis and most likely a 

number of companies accumulated excessive debt. Therefore, a fall in the outstanding 

amount of credit can be an indication of the necessary deleveraging process. Possible 

market failures, high unemployment and externalities do justify making greater and easier 

access to finance for SMEs a top priority. However, past experiences have shown that 

without repairing bank balance sheets and resuming economic growth, targeted initiatives 

to help SME get access to finance will have limited success. What is most needed in the EU 

                                                 
4  http://ec.europa.eu/europe2020/pdf/eib_en.pdf. 
5  Replying to a question on starting consultation on creating a market for asset backed securities, Mr Draghi 

outlined in the press conference following the Governing Council Meeting on 2 May 2013 the line of thinking of 
the ECB in the following way: 'On the other part, it is actually broader than a standard measure category and it 
relates to funding measures, broadly defined. One is collateral, and the second set has to do with 
purchases of assets. Now, you have got to be careful here, because let me say once again what the ECB 
cannot do. The ECB certainly cannot supplement governments for their lack of structural reforms. Secondly, 
the ECB cannot clean banks’ balance sheets. And third, the ECB is not in the business of monetary financing, 
i.e. buying government bonds. When you consider all this, you look at what assets could be purchased and 
then you look at what sort of financial infrastructure the Europeans have. And it is different from the United 
States. In the United States 80% of credit intermediation goes via the capital markets. Capital markets rate 
and price assets in a right or wrong way, but it’s fairly transparent. In the European situation it is the other 
way round. 80% of financial intermediation goes through the banking system. So, you are left with buying 
what? SME loans, residential mortgages and mortgages to non-residents and a few other types of loans. Now, 
this makes the problem much more complicated, if one decides to take this way and really all the options 
are still very open here. By the way, let me say that our thinking is very much in a preliminary stage, 
given the complexity of the issue, so we have not reached any conclusion either way. But if you go this way, 
you want to find a way of packaging these loans in a way that they can be priced. And that is where the 
reference to other institutions more suited for this job of packaging and guaranteeing the loans comes in: 
the reference to the European Investment Bank and the reference to the European Commission itself.' 
http://www.ecb.int/press/pressconf/2013/html/is130502.en.html. 

6  http://www.europarl.europa.eu/committees/en/econ/publications.html?id=ECON00007#menuzone. 

http://ec.europa.eu/europe2020/pdf/eib_en.pdf
http://www.ecb.int/press/pressconf/2013/html/is130502.en.html
http://www.europarl.europa.eu/committees/en/econ/publications.html?id=ECON00007#menuzone
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is a systemic approach to solving the problems of under-capitalisation of banks and broken 

funding models that are incentivizing banks to restrict credit. 

Second, different options may help the banking clean up, including a properly designed 

scheme for targeted central bank lending, increased European Investment Bank lending 

and the promotion of securitisation of SME loans. While the ECB could take some actions to 

address the weak supply of credit for SMEs such as reducing the haircuts on credit claims 

and purchasing securities backed by loans to SMEs, the poor performance of a similar 

programme implemented in the UK (i.e. the Bank of England’s Funding for Lending scheme 

- FLS) should ring a bell: the FLS has not boosted lending from the participating banks as 

expected and, therefore, should not be considered as a template for the Eurosystem.  

Third, one of the key difficulties faced by distressed EU crisis countries stems from the lack 

of policy margins, with debt levels having reached high and possibly unsustainable levels. 

The ensuing fiscal consolidation has reduced investment incentives and financial resources 

also for SMEs. A EU-fiscal stimulus and enhanced support programs for SMEs by the EIB 

could “crowd in” private investment. However, the current fragmentation in financial 

markets is largely the result of severe market failures in the allocation of key inputs, in 

particular the access to finance. And, ultimately, it is the improvement in financial markets 

and the return of trust that will make the difference. To this purpose, a rapid conclusion of 

a full and genuine banking union was considered to be key. 
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Abstract 

The SME access-to-finance problem is not universal in the EU and there are 

reasons for the fall in credit aggregates and higher SME lending rates in southern 

Europe. Possible market failures, high unemployment and externalities justify 

making greater and easier access to finance for SMEs a top priority. Previous 

European initiatives were able to support only a tiny fraction of Europe’s SMEs, 

and merely stepping-up these programmes is unlikely to result in a break-

through. Without repairing bank balance sheets and resuming economic growth, 

targeted initiatives to help SME get access to finance will have limited success. 

The European Central Bank can foster bank recapitalisation by performing in the 

toughest possible way the asset quality review before it takes over of the single 

supervisory role. Of the possible initiatives for fostering SME access to finance, a 

properly designed scheme for targeted central bank lending seems to be the best 

complement to the banking clean-up, but other options, such as increased 

European Investment Bank lending and the promotion of securitisation of SME 

loans, should also be explored. 
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EXECUTIVE SUMMARY 

 The access-to finance-problem for small and medium-sized enterprises (SMEs) is not 

universal in the EU, but is significant in some parts of Europe, in particular the 

southern euro-area countries.  

 Southern euro-area members face a number of structural challenges and there are 

good reasons for the fall in credit aggregates and the higher lending spreads, such as 

the necessary deleveraging, the higher credit risk, the low productivity of SMEs and the 

weak position of banks, which is reinforced by the deep recession and the ‘doom-loop’ 

connecting banks and sovereigns.  

 Possible market failures, high unemployment and the risk that the possible worsening 

of the situation poses for Europe (including the risk to the integrity of the euro area) 

make giving SMEs greater and easier access to finance a top European priority. 

 Up to now, the various European programmes for SME financing have reached only a 

tiny fraction of SMEs. Access to finance for SMEs, especially in southern euro-area 

members, has continued to deteriorate despite these European initiatives. Stepping-up 

the allocated resources, while certainly beneficial, is unlikely to achieve a major 

breakthrough. 

 Without repairing bank balance sheets and resuming economic growth, targeted 

initiatives to help SMEs gain access to finance will have limited success. Banks with 

weak balance sheets tend to lend less. Continued weak economic conditions will 

increase credit risk, thereby reducing both demand for credit by SMEs and the 

willingness of banks to offer credit at reasonable rates to SMEs.  

 There are three main targeted options to improve SME financing conditions: (1) more 

direct lending by public institutions, such as the EIB, or public guarantees for lending 

by commercial banks, (2) enhanced securitisation of SME loans through either 

guarantees or ECB asset purchases, and (3) long-term central bank funding at a low 

interest rate conditional on the expansion of net lending. These options are not 

mutually exclusive and could be applied simultaneously. 

 A general problem of all publicly-supported options is that they may create incentives 

for banks to extend credit to less viable SMEs and lead to a Japanese-style scenario by 

distorting capital allocation. 

 More EIB lending targeted at SMEs can be justified especially in the current 

environment in which banks face difficulties in supplying credit. But EIB lending has 

limitations and much more capital should be provided to the EIB than the EUR 10 

billion agreed last year. 

 Securitisation of SME loans and their placement with private investors can help offload 

these loans from bank balance sheets, thereby providing room for more lending. But 

this market is not functioning at the moment: while securitisation of SME loans is 

already reasonably widespread in Italy and Spain, but almost none of the recent 

securitisations were placed with market investors; instead, they were retained by the 

originator banks and used for repo refinancing with the ECB. Most likely, the 

risk/return/liquidity characteristics of such securities are not attractive to investors. 

 Public support for securitisation (eg in the form of guarantees) would either leave most 

of the risk with the banks (if the most-junior trance of the bundled security remains 

with the bank), or would mean loading more risk onto the public sector accounts, which 

could be undesirable and also limit the scope for such support. Public support for 
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securitisation does not address the problem of high bank funding costs in southern 

Europe. 

 A decision on the ECB taking on more credit risk through purchases of securities 

backed by SME loans should be based on compelling evidence that such risk-taking by 

the ECB will greatly benefit SMEs. The benefits for southern Europe are unclear while 

banks have weak balance sheets and face high financing costs, and SME loans are risky 

because of the dreadful economic situation. 

 SME loan securitisation practically does not exist in the United States, yet US SME 

financing has become more available since late 2009, most likely due to the early 

clean-up of the banks and effective policies to foster economic growth. 

 A properly designed scheme for targeted central bank lending for several years, on the 

condition that banks increase their net lending to SMEs, can leave the credit risk with 

the banks, and also help banks’ to meet the Basel III stable net funding ratio 

requirements. 

 All three main options to support SMEs access to finance should be explored, but the 

technical discussion should not hinder the recognition that banking clean-up and 

economic growth promotion are the best tools to foster SME access to finance. The 

European Central Bank should foster bank clean-up and recapitalisation by performing 

in the toughest possible way the asset quality review before its takeover of the single 

supervisory role.  

 While an even more expansionary ECB monetary policy by itself will not solve the 

growth problem, but could contribute to the revival of economic activities. 
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INTRODUCTION 

Small and medium-sized enterprises (SMEs) play a major role in the European economy 

and especially in southern euro-area countries1 – countries that face mounting challenges 

in achieving sustainable public and private debt positions, sound banking systems and 

improved competitiveness in the midst of a deep economic contraction and high 

unemployment, which are also fuelled by major structural weaknesses. 

Access to finance for SMEs deteriorated in several countries after the crisis, as recorded by 

the OECD (2013), particularly as a result of higher interest rates and greater demand for 

collateral. The deterioration was more significant in the hard-hit countries of southern 

Europe (Box 1).  

There is an intense discussion in the European Union on redoubling efforts to make it easier 

for SMEs to have more wide ranging access to finance. For example, the European 

Commission and the European Investment Bank submitted a report to the European 

Council of 27-28 June 2013 on options for increasing lending to the economy, with a focus 

on SMEs (see European Commission and European Investment Bank, 2013b). 

This Policy Contribution assesses the rationale for targeted European-level support for 

SMEs, and the various options, focusing on broader design issues and the possible role of 

the European Central Bank. 

Box 1: Credit constraints 

Credit constraints 

One, rather imperfect, indication of credit constraints is the evolution of the volume and 

cost of bank loans. While no reliable time series is available for SME loans, the charts in 

Appendix 1 show that total credit to non-financial corporations is typically falling in 

southern Europe. At the same time, the rates charged on smaller loans are higher in 

southern Europe (e.g. 4.4 per cent in Italy, 5.4 per cent in Spain and 6.6 per cent in 

Portugal in May 2013) than, for instance, in Germany (3.0 per cent), France (2.9 per 

cent), Finland (2.8 per cent), Austria (2.3 per cent) and Belgium (2.1 per cent). (These 

interest rates refer to all maturities, but this data is not available for all EU countries, 

therefore, Appendix 2 presents data for loans less than one year maturity for all EU 

countries but Croatia). 

However, we argue that the fall in credit aggregates and the higher-than-German 

interest rates can be justified (at least to some extent) by the specific circumstances of 

southern European countries, and therefore it is difficult to draw a conclusion from 

credit aggregates and lending rates (see section 1). But the recent survey by the 

European Central Bank (2013) suggests that there could be obstacles to credit supply in 

some euro-area countries. While 85 per cent of German SMEs and between 72 and 79 

per cent of Austrian, Finish and French SMEs were granted the full amount of credit 

they requested during October 2012 – March 2013, the ratio is much smaller in the 

following countries: 25 per cent in Greece, 57 per cent in Italy, 32 per cent in Ireland, 

                                                 
1  According to European Commission’s Small Business Act for Europe (SBA) Fact Sheets 2012, SMEs accounted 

for 99.8 percent of the number of businesses, 67.4 percent of employment and 58.1 percent of GDP in the 
European Union in 2011. In Greece, Italy, Spain and Portugal, the share of SMEs in employment range 
between 75.6 and 85.2 percent and the share of SMEs in valued added range between 65.7 and 70.2 percent, 
well above the EU average. In contrast, in Germany and especially in the United Kingdom, the role of SMEs is 
well below the EU average.   
See http://ec.europa.eu/enterprise/policies/sme/facts-figures-analysis/performance-review/. 

http://ec.europa.eu/enterprise/policies/sme/facts-figures-analysis/performance-review/
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46 per cent in the Netherlands, 55 per cent in Portugal and 40 per cent in Spain. The 

ECB also calculates an indicator called ‘financing obstacles for SMEs’, which is the sum 

of the percentages of SMEs reporting loan applications that were rejected, loan 

applications for which only a limited amount was granted, loan applications that were 

dropped by the SME because the borrowing cost was too high, and the percentage of 

SMEs that did not apply for a loan for fear of rejection. The share of SMEs reporting 

such financial obstacles ranges between 51 per cent and 64 per cent in Greece, Ireland 

and Spain and between 31 and 46 per cent in Portugal, Italy and the Netherlands. In 

contrast, the share of financially constrained SMEs is 9 per cent in Germany, 14 per 

cent in Austria and 18 per cent in Finland. Yet SME profitability is much weaker in 

southern Europe and in Ireland than in Germany, Austria and Finland (Chart 2 of ECB, 

2013) and hence it is not clear-cut if the reason for the financing obstacles faced by 

SMEs primarily stem from their poor economic performance or from major limitations to 

credit supply. Weak profitability and financing obstacles could reinforce each other: 

inadequate access to finance reduces profitability, thereby increasing non-performing 

loans and contributing to deterioration of banks’ balance sheets, which in turn reduces 

the banks’ ability to supply credit. The Netherlands looks like an outlier, because SME 

profitability is not as weak as in southern Europe, but there are similar financing 

obstacles. 
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1. SHOULD EUROPEAN SCHEMES TO SUPPORT SMES' 
ACCESS TO FINANCE BE REVAMPED? 

While SMEs play a dominant role in the EU economy and there are clear signs of limitations 

to credit supply in some countries, the answer to the question raised in the title of this 

section is not an unambiguous ‘yes’. There are several reasons why there may not be a 

need for a special new European effort: 

 Lack of sufficient access to finance for SMEs is not a systematic problem in the EU, and 

not even in the euro area. As noted in Box 1, there does not seem to be a problem with 

access to credit in Germany and Austria, and the same can be said about some other 

better-suited EU countries. An EU-wide response is definitely needed when there is 

systemic market failure in the EU, such as the paralysis in financial markets after the 

collapse of Lehman Brothers in September 2008. But when a problem is regional, its 

causes should be well understood before European-level initiatives are pursued. 

 In most southern euro-area countries, where SMEs face severe limitations in accessing 

finance, there was too much credit before the crisis and most likely a number of 

companies accumulated excessive debt. Therefore, a fall in the outstanding amount of 

credit can be an indication of the necessary deleveraging process. 

 These southern euro-area countries have very bleak economic outlooks, due to their 

structural weaknesses, their weak price competitiveness, which significantly 

deteriorated before the crisis and has not improved sufficiently since, their still-

vulnerable public sector fiscal positions which require further fiscal consolidation, and 

their banking sector weaknesses, which are reinforced by the weak economic outlook 

and the vulnerable public financial accounts (see Darvas, 2012b). This implies that 

credit risk must be higher in these countries than in economies with better outlooks, 

such as Germany. Consequently, the lending rate to SMEs should also be higher in 

southern Europe than in Germany. 

 Small companies form a considerably larger share of total firms in southern Europe 

than in other Member State. But SMEs are less productive than larger companies (see 

Gill, Raiser and others, 2012), which is particularly true in the southern euro members. 

Therefore, limitations to credit supply might in fact help a ‘creative destruction’ of less 

viable companies and the survival of better companies, which might then start to grow, 

also drawing resources from the ashes of the failed firms. Thereby, in the 

medium/long-term, a healthier company structure may emerge, especially if the 

process is enhanced by structural reforms in product and labour markets. 

 Targeted financing schemes may lead to ‘zombification’, as argued by Deutsche Bank 

(2013) and Moec (2013), whereby firms with weak productivity receive financing. This 

would drain the resources from the healthier part of the economy and entrench the 

weak growth potential. 

 Finally, but related to the third point above, the banking system has been seriously 

weakened by the deep recession and also by the ‘doom-loop’ connecting banks and 

sovereigns, with weak banks exposed to their weak sovereigns. In the deep recession 

marked by high unemployment, the share of non-performing loans continues to 

increase, which erodes banks’ capacity to take on new risks and supply credit. At the 

same time, during the crisis, banks in southern Europe even increased their exposure 

to their sovereigns (Merler and Pisani-Ferry, 2012), intensifying their vulnerability and 

strengthening the ‘doom-loop’. Under such circumstances, banks might not be able to 

supply much new credit, even if they are involved in certain publicly-funded schemes 

to foster SME lending. 
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However, while these arguments bring into question the suitability of targeted European 

schemes to improve access to finance for SMEs, especially in southern Europe, there 

are some powerful reasons why this should remain the top priority: 

 Asymmetric information can lead to credit rationing and suboptimal lending to SMEs. 

Banks might find it difficult to assess the credit-worthiness of SMEs, especially start-

ups, and may lend primarily against collateral, and not based on assessments of 

expected returns (OECD, 2013; Kraemer-Eis et al, 2010). This problem lies at the heart 

of publicly-designed schemes for SME financing and might have become more 

entrenched during the crisis because banks’ risk aversion has increased. Indeed, as 

OECD (2013) argues, greater demand for collateral was a major reason for the 

deterioration of SME access to finance. Therefore, because of this market failure, there 

is a rationale for scaling up public support schemes for SMEs at a time of recession. 

Since the hardest-hit countries in Europe do not have sufficient fiscal space for such 

programmes, there is a case for European action. 

 The unemployment rate in southern Europe has reached such a high level that decisive 

action is needed to improve the employment situation. Since SMEs account for a very 

large share of employment, there is a need for targeted support to SMEs. Again, lack of 

domestic resources justifies the European approach. 

 Difficulties in accessing finance might not only destroy non-viable firms, but might also 

stunt the growth of more creative firms. Furthermore, even if viable firms obtain credit, 

but at a too-high interest rate, their profitability declines and a negative feedback loop 

between high financing cost and declining profitability can arise. Therefore, the 

economic and social conditions can worsen without the prospect of later improvement. 

 There are major externalities emanating from the hard-hit euro-area countries to other 

euro-area members and beyond (Darvas, 2012b). Beyond the direct negative economic 

impacts through trade and financial linkages from the struggling southern members to 

other countries, there is also the major danger for the integrity of the euro. The 

deepening economic contraction in southern euro-area Member State is the most 

pressing issue threatening the integrity, even the existence, of the euro. A continued 

increase in unemployment in certain southern European countries may lead to the 

collapse of governments, political paralysis, and an eventual disorderly exit from the 

euro area. That would be dramatic not only for the exiting country, but for the euro 

area as a whole and even beyond.  

We therefore conclude that improving access to finance for SMEs has to be a priority at the 

European level, but any scheme should consider the deeper causes of the problem. 
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2. THE SCALE OF THE PROBLEM 

There were almost 22 million SMEs in Europe in 2010, according to Eurostat2. Obtaining 

data on the outstanding stock of SME loans is more difficult, because there is no 

comparable database. We used OECD (2013), which presents data on SME loans in 14 EU 

countries in 20103, along with data from the European Central Bank, to estimate the total 

stock in the EU. We found that SME loan stock in the EU amounted to about EUR 1.7 trillion 

in 2010 (Box 2 details the calculations).  

The sheer number of SMEs and loans to them makes it practically impossible for publicly-

funded initiatives to reach a sizeable share of SMEs4. For example, European Commission 

(2013), based on European Commission and European Investment Bank (2013a), lists the 

main results of existing European support programmes for SMEs: 

 Competitiveness and Innovation Framework Programme (CIP), 2007-12: 

o SME guarantee facility (SMEG) helped nearly 220,000 European SMEs to access 

over EUR 13.3 billion in loans; 

o The high growth and innovative SME facility (GIF) funded investments in venture 

capital funds, which provided more than EUR 2.3 billion in support to 250 fast 

growing SMEs; 

 EIB Group support for SMEs reached EUR 13 billion in 2012, by supporting directly or 

indirectly more than 200,000 SMEs. 

While these initiatives are undoubtedly important and have achieved a number of positive 

results, their financing has reached just a tiny fraction of SMEs even if more than half of 

SMEs may not need credit. Access to finance for SMEs, especially in southern euro-area 

members, has continued to deteriorate in recent years despite these European initiatives5.  

Because of the large number of SMEs and their huge loan stock, any publicly designed 

support scheme would be unable to reach a sufficiently large share of SMEs. The most 

ambitious option put forward by the European Commission and European Investment Bank 

(2013) aims to reach 1 million SMEs (about 5 percent of all EU SMEs) using EUR 10.4 

billion of public funds to mobilise EUR 100 billion in SME loans (ie about 6 percent of the 

outstanding SME loans). These are respectable targets and if successfully implemented, 

could help several companies, but still only a small fraction of SMEs, get access to finance. 

Furthermore, it is always unclear if publicly funded programmes reach those SMEs that face 

financing difficulties, or those SMEs that have better fundamentals and get financing 

anyway. Therefore, while publicly designed schemes should be pursued, because they have 

the potential for improving the financing situation for a proportion of SMEs, no miracles 

should be expected and the underlying reasons for weak credit growth have to be fully 

understood and addressed. 

                                                 
2  The number of SMEs in the six largest EU countries is: France 2.5 million, Germany 2.1 million, Italy 3.9 

million, Poland 1.5 million, Spain 2.5 million and United Kingdom 1.6 million. 
3  For most countries, data for 2011 is also available in OECD (2013). 
4  The aggregate number for the EU overstates the problem, because there does not seem be a major issue with 

SME financing in, for example, Germany, Austria and Finland. Also, not all SMEs wish to get credit. However, in 
three EU countries more than half of SMEs faced financial obstacles, and in three other countries the ratio is 
between one-third and one-half (Box 1). This suggests that the number of SMEs facing financial difficulties is 
very high. 

5  There was also a large number of national initiatives for supporting SMEs, such as increased amount of 
government loan guarantees, special guarantees and loans for start-ups, increased government export 
guarantees, government co-financing, increased direct lending to SMEs, subsidised interest rates, venture 
capital and equity funding and guarantees, business advice, tax exemptions and deferments and credit 
mediation (source: Table 2.8 of OECD, 2013). 
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Box 2:  The stock of SME loans in the EU in 2010 

The stock of SME loans in the EU in 2010 

There is no comparable database on the credit stock of SMEs for all EU countries. OECD 

(2013) developed a scoreboard for the financing of SMEs and entrepreneurs for 23 

countries (of which 14 from the EU) and reports either the stock of SME loans or the 

amount of new loans for SMEs. Stock data is available for nine countries: France, 

Ireland, Italy, Hungary, Portugal, Slovakia, Slovenia, Sweden and the United Kingdom. 

The flow data is available for four further countries: the Czech Republic, Denmark, 

Finland and Spain. For the Netherlands total data for business loans is available for the 

stock, but for SMEs, only the flow. 

OECD (2013) reports data up to 2011, but there are some missing values for 2011, 

while the dataset for 2010 is complete. Therefore, we use 2010 data. 

When estimating the stock of SME loans in the EU, we used the stock data for the nine 

countries for which this data is available: they add up to EUR 765 billion. 

For the four EU countries for which only the flow data is available, we calculated the 

average share of new SME loans in total business loans during 2008-10 (earlier data is 

not available) and multiplied with this average share the corrected outstanding amount 

of loans to non-financial corporations as reported by the ECB6. Thereby, we estimated 

the outstanding amount of SME loans in these four countries (the Czech Republic, 

Denmark, Finland and Spain) to be EUR 394 billion. 

For the remaining 14 EU countries (we did not include Croatia), we approximated the 

volume of business loans by assuming that the share of SME loans in total business 

loans is identical to the share in those 13 countries for which we have either stock or 

flow data on SME loans (which is 27 percent) and again we used corrected ECB data on 

loans to non-financial corporations. This approximation suggests EUR 537 billion for 

SME loans in these 14 EU countries. 

Altogether, we estimate the stock of SME loans in the 27 countries of the EU in 2010 to 

be EUR 1,695 billion, or EUR 1.7 trillion. 

The largest stocks of SME loans were in Spain (EUR 356bn), followed by Germany 

(EUR 270bn), Italy (EUR 206bn), France (EUR 201bn) and the United Kingdom 

(EUR 131bn). 

 

                                                 
6  A correction was needed, because the ECB data on loans to non-financial corporations was in most cases 

somewhat smaller than the OECD data for total business loans, ie the ratio of ECB data to OECD data is 86 
percent for France, 87 percent for Hungary, 81 percent for Italy, 100 percent for Portugal, 100 percent for 
Slovakia, 101 percent for Slovenia and 90 percent for United Kingdom. For Ireland, the same ratio is 248 
percent, because the OECD – correctly – removed loans for financial intermediation and property. For 
simplicity, for the 17 countries for which the OECD does not report data for the stock of total business loans, 
we assumed that their stock is 10 percent higher than the data on loans to non-financial corporations reported 
by the ECB. 
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3. OPTIONS FOR HELPING SMES GET ACCESS TO FINANCE 

Before discussing the options, the main causes of the access-to-finance problem need to be 

understood. 

3.1. The main reasons for weak credit performance in the EU 

There are two major and interrelated reasons for the weak credit performance in some 

parts of EU, and in particular in southern Europe: impaired bank balance sheets and the 

recession and bleak economic outlook7. Banks that have dubious claims on their balance 

sheet are less willing to take new risks by lending to new firms. A recession deteriorates 

bank claims, and thereby reduces banks’ appetite for new lending, especially for those 

banks that have weak capital positions. 

The most recent UK example is instructive. Forty banks participated in the UK’s Funding for 

Lending Scheme (FLS, see next section), of which 27 increased their net lending. The three 

largest participating banks, Lloyds, Royal Bank of Scotland and Santander, which 

incidentally have major capital shortfalls, reduced their net lending to the private sector 

between 30 June 2012 and 31 March 20138. Without these three banks, the outstanding 

stock of loans by the other 37 banks (ie the 27 banks that increased net lending and 10 

other banks that reduced their net lending) increased by 3.4 percent in the same period. A 

coincidence between capital shortfalls and reduced lending activities does not prove a 

causal relationship, but it is telling. 

The Japanese example of the 1990s is also a warning signal for Europe. Caballero, Hoshi 

and Kashyap (2008) argued that Japanese banks feared writing down their claims, which 

became dubious after large stock and land price declines that began in the early 1990s, 

because that would have reduced their capital below the mandatory level. Instead, banks 

rolled over dubious claims “gambling that somehow these firms would recover or that the 

government would bail them out”. The Japanese government also pushed banks to lend 

more and there was a major increase in the prevalence of firms receiving subsidised loans 

compared to the pre-1990 period. Nominal lending rates to corporates fell significantly, and 

to a lesser extent real interest rates as well, yet Japan entered a lost decade. Caballero, 

Hoshi and Kashyap (2008) concluded that misdirected bank lending played a major role in 

prolonging the Japanese macroeconomic stagnation and limited access to finance for more 

viable firms. 

It is difficult to assess the magnitude of Europe’s banking problems, because the first two 

coordinated stress tests carried out by, respectively, the Committee of European Banking 

Supervisors in 2010 and the European Banking Authority in 2011, were discredited almost 

immediately by major bank failures and new stress tests have been delayed. Yet bank 

credit default swap (CDS) spreads suggest that there are still major banking problems in 

Europe (Figure 1). 

Therefore, repairing bank balance sheets, by forcing banks to properly restructure dubious 

claims and raise more capital, is a major precondition for the resumption of healthy credit 

                                                 
7  We focus on banks, because banks have a dominant role in financing the European economy, in contrast to the 

United States where debt securities markets have a more significant role. There has been only a very limited 
reduction in the reliance on banks in Europe since the onset of the global financial and economic crisis (Darvas, 
2013). Furthermore, SMEs are typically too small to issue debt securities and therefore depend very much on 
loan financing (from banks or other financial intermediaries, such as leasing companies). 

8  Among the biggest UK banks, HSBC and Standard Chartered do not participate in the FLS. Barclays and 
Nationwide Building Society participate and increased their outstanding stock of loans by 3.6 percent and 3.1 
percent, respectively, between June 2012 and March 2013. 
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flows (see Darvas, Pisani-Ferry and Wolff, 2013). The European Central Bank can foster the 

bank balance sheet cleaning-up process by performing in the toughest possible way the 

asset quality review, which is scheduled before the ECB takes over the single supervisory 

role. 

Similarly, beyond addressing bank balance sheets, effective efforts are needed to kick-start 

EU economic growth, including a more adequate approach to fiscal policy and an even more 

expansionary monetary policy. Undoubtedly, more monetary easing in itself would not 

solve the euro area’s growth problem, but since inflationary expectations are well below the 

two percent target, there would be room for more monetary easing in the midst of a 

lingering euro-area recession, and it would also help intra-euro rebalancing (Darvas, 

2012a). The structural reform agenda, which is at the centre of the EU’s growth strategy, 

remains vital, but will not contribute much to the revival of economic growth at a time 

when private demand remains weak. 

Figure 1: Five-year credit default swap spreads (CDS) of the five largest banks 

in selected countries, 1 January 2008 – 26 June 2013 
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Source: Bruegel using data from Datastream. 

Note: Simple average of the data of the five largest banks in each country. The following banks are considered:  
Italy: Unicredit, Unione di Banche Italiane, Banco Popolare, Intensa Sanpaolo, Banca Monte dei Paschi di Siena. 
Spain: Banco Santander, BBVA, Banco Popular Espanol, CaixaBank, Caja de Ahorros y Monte de Piedad de Madrid. 
France: BNP Paribas, Credit Agricole, Dexia Credit Local de France, Societe Generale, Natixis. 
Germany: Deutsche Bank, Commerzbank, HypoVereinsbank, Bayerische Landesbank, Norddeutsche Landesbank. 
UK: HSBC, Standard Chartered, Barclays, Lloyds, Royal Bank of Scotland. 
US: Wells Fargo, Citigroup, Bank of America, PNC financial services, BB&T. 

3.2. Targeted options for fostering credit to SMEs 

In our view, any targeted initiatives to help SMEs get access to finance will have limited 

impact without major progress on repairing bank balance sheets and resuming economic 

growth. Yet when bank balance sheets are cleaned-up and economic growth is resumed, 

normal lending will also likely resume, including to SMEs, and therefore additional targeted 

options to help SMEs get access to finance would not be needed. But there is a non-zero 

probability that the bank clean-up will not be impeccable. For example, the ECB might take 

a cautious approach to the asset quality review, if a weak bank under examination would 

not be able to obtain the required capital from private sources, the sovereign of the country 
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in which the bank is located faces major fiscal challenges and there is no European fiscal 

backstop for directly recapitalising banks. Also, while bank clean-up is a major precondition 

for the resumption of economic growth, there will be in any case a long way to go before 

robust growth resumes (Darvas, Pisani-Ferry and Wolff, 2013). 

The question is then which European initiative would be best, even if its impact is limited, 

to help viable SMEs get access to finance in the transition period until bank balance sheets 

and the economic outlook improves. (We also note that there are various other initiatives 

aimed at improving the regulatory environment for SMEs, their financing and more 

generally their business environments, which are generally important irrespective of the 

acute crisis in some southern European Member States, see Box 4).  

SMEs are typically too small to issue corporate debt and therefore either debt financing (eg 

loans) or equity financing (eg venture capital) can give them greater access to finance. We 

focus on debt financing from banks, though the main principles apply to equity financing as 

well. 

In order to slow down or reverse the decline in credit aggregates and reduce lending rates 

whenever they are higher than what is implied by the fundamentals of the business, three 

broad options emerge: 

1. Direct lending to SMEs, or loan guarantees, by public entities, such as the EIB 

group, national development banks or other institutions; 

2. Promoting the securitisation of SME loans; 

3. Supporting banks with cheap long-term liquidity. 

To some extent, all three options are being implemented. The EIB and national 

development banks have various schemes for supporting SMEs, and the EUR 10 billion 

increase in the EIB’s capital (which was one element of the June 2012 European ‘Compact 

for Growth and Jobs’) will likely enhance this role. The European Investment Fund (EIF, 

part of the EIB Group) already guarantees certain tranches of securitised SME loans. And 

the European Central Bank has twice provided cheap liquidity with full allotment and with a 

maturity of three years to banks using its revamped long-term refinancing operations 

(LTRO).  

Of the three options, we do not discuss in detail the first. Generally, some support to SMEs 

by public institutions, like the EIB, can be justified if it is based on sound investment 

principles and the effectiveness of the support measures is appropriately assessed. Such 

support is even more justified at a time of a deep crisis, when banks face difficulties in 

supplying credit. Nevertheless, public institutions do not have the resources to significantly 

increase their involvement in the allocation of funds to potential borrowers. The EIB should 

receive much more capital than the EUR 10 billion it received recently. 

In this report we concentrate on the two other options, which also have direct relevance for 

the European Central Bank. Securitisation of SME loans targets the asset side of bank 

balance sheets by, for example, fostering the sale of SME loan portfolios, thereby providing 

space for new lending. Liquidity provision targets the liability side of bank balance sheets, 

by providing cheap fixed interest rate funding for several years, thereby helping banks to 

grant new credit. These options could be applied simultaneously. 

3.2.1. Securitisation 

There are two main types of securitisation based on loans to SMEs. The first, which will be 

the subject of this sub-section, is the creation of a security that can be sold to investors or 

used as collateral by a bank to obtain liquidity in repo markets. The second is bank 

borrowing collateralised by loans to SMEs, i.e. the issuance of a covered bond backed by 
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SME loans. According to Standard & Poor’s (2013), the first such covered bond issuance in 

the EU was announced in Germany in 20129 and they expect that issuances of such 

covered bonds will gain popularity in the years ahead. But here we focus on standard SME 

loan securitisation. 

Box 3: SME loan securitisation trends in Europe 

SME loan securitisation trends in Europe 

Table 1 looks at securitisation in Europe and its composition according to different 

types. At the end of the first quarter of 2013, the outstanding amount of securities 

backed by loans to SMEs was EUR 154 billion. Given that we estimated the total stock 

of loans to SMEs as EUR 1.7 trillion in 2010 (Box 2) and since then (most likely) there 

has been a decline, approximately 10 percent of SME loans are securitised. But 

securitisation is very uneven within Europe. SME loan securitisation is highest in Spain 

(EUR 53 billion) and Italy (EUR 35 billion), which jointly account for almost 60 percent 

of SME securitisation in Europe. Considering again that the provision of loans to SMEs 

has likely declined since 2010, SME loan securitisation is probably more than 20 percent 

of outstanding stock in Italy and Spain. 

Unfortunately, country-level data on SME security issuances is available only for 

2010Q3 onwards (at quarterly frequency), but for Europe as a whole, annual data on 

issuances is available for a longer period, which is shown in Figure 2. This figure 

suggests that the growth of this market stopped after 2007 and there have been some 

setbacks and volatility since then. But SME securitisation continued at a rapid pace even 

during 2011-12, when the euro-crisis intensified, though almost all securities have been 

retained by the originator banks since 2009 and only a minority of securities have been 

placed with the market. According to Kraemer-Eis et al (2013), in the SME securitisation 

market, originators retain newly issued deals mainly to create liquidity buffers and to 

use the assets as collateral with central banks. The share of SME securitisation in total 

securitisation is on the rise. By showing country-specific data since 2010Q3, Figure 3 

indicates that Italy and Spain continue to dominate this market, though there has been 

volatility across quarters. 

How much of the issuance was guaranteed by European and national public institutions? 

The EIF annual report 2012 says "The guaranteed volume of securitisation and covered 

bond tranches for the year amounted to close to EUR 480m and supported SME lending 

volumes of EUR 2.1bn" (European Investment Fund, 2013, page 24). There is no 

indication of how this was distributed between securitisation and covered bonds. If the 

full EUR 2.1bn of supported loans was securitised, it would compare with EUR 45.2bn of 

SME securities issuances in Europe in 2012. Therefore, in 2012 EIF guarantees played 

only a minor role in supporting this market, perhaps because there was almost no 

placement. Unfortunately, we could not collect data on possible national or other public 

guarantee schemes for SME securitisation. 

                                                 
9  Central banks purchased a large share of Commerzbank’s SME-backed covered bonds, see:  

http://www.bloomberg.com/news/2013-02-22/commerzbank-s-debut-sme-covered-bonds-get-central-bank-
support.html. 

http://www.bloomberg.com/news/2013-02-22/commerzbank-s-debut-sme-covered-bonds-get-central-bank-support.html
http://www.bloomberg.com/news/2013-02-22/commerzbank-s-debut-sme-covered-bonds-get-central-bank-support.html
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Table 1:  Securitisation in Europe, outstanding stock in 2013Q1 (EUR billions) 

  ABS CDO CMBS RMBS SME WBS TOTAL 

Austria     0 2     2 

Belgium 0   0 70 18   88 

France 20   3 16 3   42 

Germany 36 2 14 17 6 0 75 

Greece 16 2   6 10   33 

Ireland 0 0 0 46 0   47 

Italy 53 4 10 95 35 1 198 

Netherlands 5 2 3 258 9   277 

Portugal 5     29 5   39 

Russia 0     2     2 

Spain 22 1 0 124 53   200 

Turkey 2          2 

UK 41 18 67 282 9 58 475 

Other1 3 1   0 0   5 

PanEurope2 4 32 17 0 5 0 58 

Multinational3 1 102 2   1 1 107 

European Total 210 164 117 946 154 60 1,652 

European Total 210 164 117 946 154 60 1,652 

Source: Table 2.7 from AFME (2013), which is based on Bloomberg, AFME, SIFMA. 

Note: In the US, securitisation amounts to EUR 6,702 billion. 

ABS: asset-backed securities. European ABS outstanding collateral types include auto loans, credit cards, loans 

(consumer and student loans) and other. 

CDO: Collateralized Debt Obligations denominated in a European currency, regardless of country of collateral. 

CMBS: Commercial Mortgage Backed Securities. 

RMBS: Residential Mortgage Backed Securities. 

SME: Securities backed by Small- and Medium-sized Enterprises. 

WBS: Whole Business Securitisation: a securitisation in which the cash flows derive from the whole operating 

revenues generated by an entire business or segmented part of a larger business. 

1. ‘Other’ includes European countries with outstanding securities that are too small to be displayed, such as 

Finland, Georgia, Iceland, Ukraine, Switzerland, and Hungary. 

2. Collateral from multiple European countries is categorised under 'PanEurope' unless collateral is predominantly 

(over 90 percent) from one country. 

3. Multinational includes all deals in which assets originate from a variety of jurisdictions. This includes the 

majority of euro-denominated CDOs. 
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Figure 2:  SME securitisation in Europe, issuance per year, 1999-2012, and in 

the first quarter of 2013 
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Source: SIFMA (2013) converted to euros, which is based on AFME & SIFMA Members, Bloomberg, Thomson 

Reuters, prospectus filings, Fitch Ratings, Moody's, S&P, AFME & SIFMA. For 2008-13 the division into 

retained/placed was obtained separately from SIFMA. 

Note: This figure is an updated version of Figure 31 of Kraemer-Eis et al (2013). For 2008-13, we show the 

division of total issuance between placed and retained securitisation. This division is not available for earlier years 

and therefore we show the total securitisation for 1999-2007. 

Figure 3: SME securitisation in Europe, issuance per quarter, 2010Q3-2013Q1 
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Source: Bruegel based on data from AFME Securitisation Data Reports (2010Q3–2013Q1).  

Available at http://www.sifma.org/research/reports.aspx. 

http://www.sifma.org/research/reports.aspx


Banking system soundness is the key to more SME financing 
 

PE 507.469 23 

Kraemer-Eis et al (2010) and Jobst (2008) present nice overviews of securitisation. 

Essentially, SME loan securitisation means bundling loans (typically through a special 

purpose vehicle) into a security, which is typically structured into various tranches: senior, 

mezzanine and first loss10. Even if the bank aims to sell the security, the first loss tranche 

is typically retained by the originator bank and only the senior and mezzanine tranches are 

sold. 

A bank could use securitised SME loans for the following purposes: 

 Keep (some or all tranches of it) and use it as collateral with the central bank or in 

private repo markets; 

 Sell (some or all tranches of it) to private parties; 

 Sell (some or all tranches of it) to the central bank. 

Public support would not seem to be needed in the first case. As we report in Box 3, SME 

loan securitisation continues to be reasonably widespread in Italy and Spain and these 

securities can be used in ECB repo operations. Furthermore, there does not seem to be an 

issue with the availability of collateral, at least for Italy, Spain and Portugal11.  

In order to increase the use of securitised SME loans as collateral at the ECB, the applied 

haircut could be reduced. However, in that case, either the ECB faces a higher risk, or 

another institution, such as the EIB, has to offer guarantees. But since the availability of 

collateral does not seem to be a major issue, a reduction in the haircut might not stimulate 

much bank lending to SMEs.  

The second purpose of securitisation, offloading SME loans from bank balance sheets by 

selling the securitised SME loans to private investors, offers a number of advantages, such 

as economic and regulatory capital relief for banks. Kraemer-Eis et al (2010) therefore 

argue that securitisation should have a pivotal role in SME financing in Europe. It can help 

banks raise finance by selling the security, which can be important for those banks (or 

other financial intermediaries, like leasing firms) that have limited access to capital 

markets, or for smaller banks that face lending restrictions due to their size. SME loans are 

among banks’ least liquid assets and therefore SME loan securitisation can help banks 

better allocate their assets. 

The benefits that banks receive from securitisation can be channelled to SMEs in the form 

of more or cheaper loans. Also, the replenishment features of such securities allow banks to 

grant new loans and include them in existing securities. An advantage for investors is that 

they can get exposure to SME loans, which otherwise would not be available. Jobst (2008) 

also note that structured securitisation, by offering tranches with different risk/return 

properties, can help investors to select the tranche that corresponds best to their risk 

profile, e.g. pension funds may not buy from the most junior first-loss tranche, but from a 

more senior one. 

                                                 
10  The mezzanine tranche is subordinated to the senior trance, but ranks senior to the first loss tranche. 

Sometimes there are more than three tranches (Moody’s, 2013). An alternative way to securitise SME loans is 
the so called ‘synthetic securitisation’, where traditional securitisation techniques are combined with credit 
derivatives (see Kraemer-Eis et al, 2010). 

11  According to Banca de Italia’s Financial Stability Report April 2013, Italian banks had abundant free collateral 
and "At the end of February banks would have been able, if necessary, to draw an additional EUR 302 billion 
on the credit granted by the Eurosystem". For Spain we could not find such calculations, but the fact that the 
reliance of Spanish banks on Eurosystem lending declined by about EUR 165 billion from August 2012 to May 
2013 suggests that they may be able to raise a similar amount again if they wanted to. According to the Banco 
de Portugal, “…it should be noted that the banks still have eligible assets which are not included in the pool 
and reference should also be made to their capacity to generate additional collateral based on loans and 
advances to customers.” 
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However, Kraemer-Eis et al (2010) also argue that because the bank typically continues to 

hold the junior tranche of the security, “securitisation does not transfer credit risk to third 

party investors but is rather used for regulatory arbitrage in which the originating bank 

merely exploits regulatory loopholes while most credit risk, except for maybe some remote 

catastrophic portfolio loss risk, are retained by the bank” (page 10). 

In our view, on the question of public efforts being stepped up to boost the issuance of 

such securities, the key issue is indeed related to the transfer of risk. Unfortunately, 

European Commission and European Investment Bank (2013) in their proposals for 

promoting SME loan securitisation do not discuss to which tranche(s) public guarantees 

would apply. 

We have argued that credit risk related to SMEs is higher in those countries in southern 

Europe that face credit supply limitations. When there is no or only a limited transfer of risk 

via securitisation because the public guarantee applies to the mezzanine tranche (or even 

to a more senior tranche), the bank’s risk profile does not greatly improve, even if there is 

a decline in regulatory capital. 

It is not clear if end-investors wish to have a major risk exposure to the SME sector in 

southern Europe, which is getting riskier. Moody’s (2013) report that there was almost no 

credit rating downgrade of securities backed by SME loans issued in Belgium and the 

Netherlands and only minor downgrades for German securities, but Italian and especially 

Spanish securities suffered from major downgrades. One reason for the Italian and Spanish 

downgrades is the severe economic recession. This suggests that the perceived riskiness of 

Italian and Spanish securities increased significantly. 

If public funds are used to enhance the securitisation via, e.g. guaranteeing a more junior 

tranche, then the question is the risk exposure of the public institution. The public 

institution can charge a fee for the guarantee, but if this fee is high enough to compensate 

for the risk, then the attractiveness of the guarantee is reduced12. 

Furthermore, even if banks can offload their SME loans via securitisation and are able to 

lend more to SMEs, their lending rates will still be determined by the funding cost. The 

bank funding cost from private sources is much higher in southern Europe than, for 

example, in Germany (as reflected by high CDS spreads, see Figure 1, and by high deposit 

rates, which have to be high to attract depositors to banks that are perceived to have 

weaker balance sheets than, e.g., German banks). Therefore, if SME loans are funded from 

private sources, lending rates will continue to be high in southern Europe even if 

securitisation helps to get rid of existing SME loans.  

Fitch Ratings (2013) raises a different possible obstacle to the successful use of SME loan 

securitisation in placing the securities with investors. This obstacle is related to the 

risk/return/liquidity characteristics of such securities: the spread between SME lending 

rates and the yield investors demand has to be sufficiently large, reflecting market 

participants’ view of the risk profile of the portfolio and the liquidity premium they require 

for holding such securities (these markets are rather illiquid now). This spread does not 

seem to be high enough for existing SME loans, or for new SME loans, in the main 

European jurisdictions. In contrast, for retained SME-backed securities, the asset spread 

can be lower (which explains why there were sizeable SME loan securitisations in Europe 

even recently, but almost all was retained by the originator banks, see Box 3). Also, 

securitisation of the loan obligations of larger companies has started to pick up in Europe 

and the asset spread of the underlying loans is much larger. 

                                                 
12  There is also a question about the volume that the public institution can guarantee, and the principles for 

selecting the banks, especially if funds are not sufficient to guarantee all issuances. 
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It is also notable that SME loan securitisation practically does not exist in the US13, yet SME 

financing in the US has become easier since late 200914. 

The third possible use of securitisation, offloading SME loans from bank balance sheets by 

selling the securitised SME loans to the ECB, would of course offer the benefits we have 

discussed at the cost of increased credit risk for the ECB (if there is no external guarantee, 

such as from the EIB). Such moves could be motivated by the need to improve monetary 

transmission, similar to the motivation for the May 2010 Securities Market Programme 

(SMP) and the September 2012 Outright Monetary Transactions (OMT). In fact, the ECB 

has already concluded two covered bond purchase programmes, which also expose the 

central bank to credit risk. However, a decision on the ECB taking on more credit risk 

should be based on compelling evidence that such risk taking will greatly benefit SMEs. In 

our view, it is unclear how such risk-taking by the ECB would benefit SMEs when banks 

have weak capital positions and face high financing costs, and SME loans are risky because 

of the dreadful economic situation in southern Europe. 

Overall, enhancing SME loan securitisation via public guarantees is an avenue to be 

explored, but the case is not clear-cut, especially for SMEs in troubled southern Europe, 

where there are more fundamental causes holding back lending to SMEs. 

3.2.2. Long-term liquidity provision 

In normal times, central banks do not provide long-term liquidity to banks, primarily 

because it could lead to moral hazard. The recent global financial and economic crisis, and 

its aftermath in Europe, has clearly been an exceptional period. The European Central Bank 

provided liquidity to banks with full allotment for three years using the revamped long-term 

refinancing operations (LTROs) in December 2011 and February 2012. The Bank of 

England, in cooperation with the UK Treasury, launched the Funding for Lending scheme 

(FLS) in July 2012, to provide cheap funding to banks for up to four years, on the condition 

that banks increase their net lending to the private sector (households and private non-

financial corporations). Both operations are backed with collateral. 

Under the FLS, banks can obtain funding amounting to 5 per cent of their loan stock plus 

the amount of their net new lending to the private sector. Since most of the new lending 

was directed toward mortgages (which are generally safer than lending to SMEs), in April 

2013 the FLS was extended to incentivise lending to SMEs, by giving banks financing from 

the FLS equivalent to 10-times their net new lending to SMEs (see Bank of England, 2013). 

The cost for the LTRO is fixed at the main refinancing rate at the time, which was 1 per 

cent. The effective cost of the FLS varies from bank to bank, due to its more complicated 

structure, yet Goldman Sachs (2012) estimated that for the UK banking system as a whole, 

the effective cost of the FLS was about 1 per cent per year, well below the funding cost of 

banks. 

More recently, the Magyar Nemzeti Bank (MNB – the central bank of Hungary) adopted a 

Funding for Growth Scheme (FGS) in April 2013, which is based on similar principles to the 

FLS, but is exclusively designed for lending to SMEs. The MNB provides funding to banks at 

                                                 
13  Liu and Shao (2012) report data on small business loan securitisation in the US. In each US state but Utah less 

than half per cent of small business loans are securitised. In the US as a whole, the peak of small business 
loan securitisation was only 0.34 per cent (i.e. about one-third of a per cent) in 2007. 

14  According to OECD (2013), US data indicate that the supply of credit to small firms has been steadily 
recovering since the second half of 2009, although by 2011 it has not reached the peak level recorded during 
the end of 2007. As far as demand is concerned, small firms are reporting a lower percentage of them are 
borrowing, indicating that some small firms, presumably the financial weaker ones, have not re-entered the 
credit markets, even though small firms that are regular borrowers are concurring with bankers that credit 
conditions have indeed been steadily improving. 
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zero interest rate for up to ten years (equal to the term of the loans to be provided to 

SMEs), on the condition that banks either increase their net lending to SMEs, or refinance 

earlier loans (including foreign currency loans) with cheap new loans.15 The MNB also sets 

the ceiling of 2.5 per cent as the maximum lending rate that banks can charge on loans 

funded from the FGS (see Magyar Nemzeti Bank, 2013). This margin is smaller than what 

banks’ typical charge for SME loans, yet there was strong interest in the scheme from 

banks, and, not surprisingly, there is strong demand from SMEs for obtaining such cheap 

loans, which are significantly below market lending rates (see Appendix 2)16. 

Too little time has passed since the launch of the FLS to draw firm conclusions about its 

effectiveness. Yet a clear result is the decline in bank funding costs and retail interest rates. 

Also, as we highlighted in section 3.1, 27 out of 40 banks that participate in the scheme 

increased their net lending between 30 June 2012 and 31 March 2013. If we exclude the 

three big banks (Lloyds, Royal Bank of Scotland and Santander) that have major capital 

shortages, then the aggregate net lending of the remaining 37 banks (including ten smaller 

banks that reduced their net lending) was increased by 3.4 per cent from June 2012 to 

March 2013. New lending largely concentrated on mortgages and there are some 

encouraging signs from the housing market. In April 2013, house prices in England and 

Wales topped the pre-credit crunch high and in May 2013 gross mortgage lending was the 

highest since 200817. Certainly, the FLS was not the only factor supporting housing 

markets, yet it might have played a role. 

The major question is if the ECB should consider a scheme similar to the FLS/FGS. Banks’ 

funding costs, especially in southern Europe, are still very high, as reflected by the large 

CDS spreads (Figure 1) and deposit rates well above the deposit rates offered by German 

banks. Therefore, obtaining cheap long-term liquidity could incentivise bank lending. 

In order to select the most suitable instrument, it is worth comparing the FLS/FGS with the 

LTRO and the FLS/FGS with the enhancement of SME loan securitisation. 

The LTROs contributed, though only temporarily, to the stabilisation of Italian and Spanish 

government bond markets (see Darvas and Savelin, 2012), which was a major 

achievement at that time. But they did little to trigger lending to the private sector. To a 

large extent, banks either deposited the cheap central bank funding at the ECB for rainy 

days, or purchased higher yielding government bonds. Thereby, the LTROs in effect 

supported liquidity, ensured stable long term (3-year) financing, subsidised the banking 

system and helped to restore profitability, and temporarily supported distressed 

government bond markets. However, there is also a negative reading. Belke (2012) and Pill 

(2013) argue that the LTROs delayed the bank restructuring efforts and prolonged the 

existence of non-viable banks, with major negative side effects. 

                                                 
15  New lending to SMEs should be used exclusively for financing investment, investing in working capital, or 

contributing to EU financial support. Thereby, the MNB wants to exclude a possible arbitrage, whereby SMEs 
borrow at the 2.5 percept rate from the new scheme and purchase much higher yielding government bonds.  

16  We note that there could be state aid issues over such dedicated central bank support to SMEs, because a 
company not receiving the aid may be put at a competitive disadvantage and competition within the single 
market could be distorted. In March 2013, the European Commission approved the FLS (see the press release 
here: http://europa.eu/rapid/press-release_IP-12-244_en.htm), but to our knowledge the April 2013 
modification of the FLS and the FLG of Hungary have not yet been examined.  

17  See the 14 and 20 June 2013 Financial Times reports ‘House prices in England and Wales top pre-credit crunch 
high’ at http://www.ft.com/intl/cms/s/0/0eeea7ac-d374-11e2-95d4-00144feab7de.html#axzz2XwOigA4E and 
‘Mortgage lending soars as funding initiatives lift housing market’ at http://www.ft.com/intl/cms/s/0/3fb1a4c8-
d993-11e2-98fa-00144feab7de.html#axzz2XwOigA4E. 

http://europa.eu/rapid/press-release_IP-12-244_en.htm
http://www.ft.com/intl/cms/s/0/0eeea7ac-d374-11e2-95d4-00144feab7de.html#axzz2XwOigA4E
http://www.ft.com/intl/cms/s/0/3fb1a4c8-d993-11e2-98fa-00144feab7de.html#axzz2XwOigA4E
http://www.ft.com/intl/cms/s/0/3fb1a4c8-d993-11e2-98fa-00144feab7de.html#axzz2XwOigA4E
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An FLS/FGS-type scheme could be more instrumental in fostering credit growth than the 

LTRO in the future, especially if central bank lending is fully conditional on new lending18. 

And in September 2012, the ECB launched the new ‘Outright Monetary Transactions’ (OMT, 

see Darvas 2012c), which is a powerful instrument for supporting distressed euro-area 

sovereign bond markets, under appropriate conditions, and therefore there is no need for 

supporting sovereigns via the backdoor of banks. Therefore, should the ECB ever consider 

again providing liquidity with maturity of several years, an FLS/FGS-type scheme would be 

clearly preferable compared to the design of the two earlier 3-year LTROs. Since bank 

funding costs from private sources in the troubled southern European economies remain 

high and the new Basel III regulations, in particular, the net stable funding ratio (NSFR), 

are likely to be particularly binding, long-term central bank liquidity provision will likely 

have a major role in the future as well. 

On the question of FLS/FGS versus support for SME loan securitisation, the key question is 

if the ECB is willing to take credit risk onto its balance sheet or if other EU institutions (like 

the EIB Group) are ready and able to take on such risk. With a scheme designed along the 

lines of the FLS/FLG, which would essentially mean central bank lending against collateral, 

the credit risk can be left with the banks19. But with public support to increase SME loan 

securitisation, either the ECB or the EIB, has to take on the risk.  

Our preference would be for the credit risk assumed by the ECB to be minimised, especially 

because there is a first-best solution to overcome undue credit constraints: cleaning-up the 

balance sheets of the banks and supporting economic growth.  

We should highlight that an FLS/FGS-type scheme can have drawbacks. Banks could 

extend credit to less viable SMEs and enter into a Japanese-style scenario by distorting 

capital allocation (see section 3.1). This could be especially the case if SME lending is 

rewarded by as much as the UK’s April 2013 revised FLS scheme, in which banks can get 

GBP 10 of new funding from the Bank of England for every extra GBP 1 net new loan they 

grant to SMEs. But when the central bank funding is provided one-to-one for every EUR of 

net new credit, then this concern is reduced. And this potential drawback is not specific to 

central bank liquidity provision: public support to SME loan securitisation and direct lending 

by publicly-owned investment banks (or public guarantees of lending by commercial banks) 

also entail the risk that banks extend credit to less viable firms. 

Box 4:  The European action plan 

The European action plan 

The action plan presented by the European Commission (2011) included several useful 

initiatives on regulatory, financing and business environment aspects. The key 

regulatory measures are: 

- Improving the regulatory framework for venture capital; 

- Using/reviewing state aid rules to support SME access to finance (such as allowing 

aid to banks, designing schemes to promote Europe 2020 objectives, altering the Risk 

Capital Guidelines for the benefit of SMEs); 

                                                 
18  Note that in the UK, banks could borrow under the FLS up to 5 per cent of their loan book, irrespective of their 

net lending activity. But when net lending declines, the cost of the FLS funding increases up to a certain 
maximum. 

19  As we have argued, at least in Italy, Spain and Portugal, banks have ample eligible collateral and therefore 
banks in these countries should be able to access ECB liquidity. 
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- Improving SME access to capital markets (by, for example, fostering more visible 

SME markets through the Directive on Markets in Financial Instruments (MIFID) and 

more visible listed SMEs through the modification of the Transparency Directive, 

reducing the reporting burdens for listed SMEs); 

 -  Reviewing the impact of bank capital requirements on SMEs (by considering 

appropriate measures addressing the issue of SME risk weightings in the context of the 

CRD IV (Capital Requirements Directive) and CRR (Capital Requirements regulation) 

frameworks20); 

- Accelerating the implementation of the Late Payments Directive; 

- Designing an innovative regime for the European Social Entrepreneurship Fund. 

There are also a number of plans for SME financing for the 2014-2020 period: 

- Measures to improve lending to SMEs (such as the Programme for the 

Competitiveness of Enterprises and SMEs (COSME)), including a Loan Guarantee Facility 

for debt financing and securitisation of SME loans; the Horizon 2020 programme, 

including a debt facility with an SME window to support research and innovation; the 

Creative Europe Programme, including a Cultural and Creative Sectors Facility; and the 

EUP Programme for Social Change and Innovation); 

- Measures to improve access to venture capital and other risk financing (funded by 

COSME and Horizon 2020). 

Also, various other measures are foreseen to improve the business environment, such 

as better information for SMEs and about SMEs, monitoring the SME lending market, 

stimulating cross-border investments and policy coordination. 

The 2013 Annual Growth Survey also calls on governments to restore normal lending to 

the economy (see European Commission, 2012). The following priorities were set: 

- Promoting new sources of capital (business-to-business lending, corporate bonds, 

venture capital); 

- Reducing late payment by public authorities, which currently creates particular 

burdens for SMEs; 

- Developing the role of public banks and guarantee institutions in the financing of 

SMEs;  

- Supporting public schemes, which allow banks to borrow at a lower rate if they 

increase their long-term lending to businesses or provide cheaper and more accessible 

loans to SMEs; 

- Ensuring a balanced approach to repossessions in case of mortgage lending. 

 

                                                 
20  See at: http://www.europarl.europa.eu/news/en/pressroom/content/20130412BKG07195/html/EU-Bank-

Capital-Requirements-Regulation-and-Directive. 

http://www.europarl.europa.eu/news/en/pressroom/content/20130412BKG07195/html/EU-Bank-Capital-Requirements-Regulation-and-Directive
http://www.europarl.europa.eu/news/en/pressroom/content/20130412BKG07195/html/EU-Bank-Capital-Requirements-Regulation-and-Directive


Banking system soundness is the key to more SME financing 
 

PE 507.469 29 

4. CONCLUDING REMARKS 

While southern European countries have major structural weaknesses that explain, at least 

in part, their severe SME access-to-finance problem, market failures and the high 

unemployment which ultimately threatens the integrity of the euro make a strong case for 

properly designed European support. There are arguments in favour of stepping-up all 

three main options: lending by development banks, public support for securitisation, and 

central bank liquidity provision. The vicious circle between the credit crunch and weak 

economic conditions has to be broken. However, more lending by development banks has 

limitations. Public support for securitisation could either leave most of the risk with the 

banks, or might transfer substantial risk to public accounts, which could be undesirable and 

could limit the scope for such support. And securitisation does not address the problem of 

high bank funding costs in southern Europe, and there are questions over the 

risk/return/liquidity characteristics of such securities. Cheap long-term liquidity provision by 

central banks, especially if it is fully conditional on expanding lending to SMEs, can be an 

effective tool to alleviate problem of high bank funding costs and can also help banks 

comply with the net stable funding ratio requirement of Basel III. Only central banks can 

provide such funding on a massive scale. Since central bank funding is provided against 

collateral, the increase in the risk exposure of the central bank would be limited.  

However, our main conclusion is that without repairing bank balance sheets and resuming 

economic growth, targeted initiatives to help SMEs gain access to finance will have limited 

success. Cleaning-up bank balance sheet should be the top priority and the European 

Central Bank should foster this process by performing in the toughest possible way the 

asset quality review ahead of its takeover of the single supervisory role. 
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APPENDIX 1: CREDIT DEVELOPMENTS IN EU COUNTRIES 

Specific time-series for SME loans are not available. The figure below shows data for all 

non-financial corporations. 

Figure 4:  Credit to (all) non-financial corporations (in domestic currency unit, 

September 2008 = 100), January 2007 – May 2013 
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Source: Bruegel calculation using data from the European Central Bank (outstanding stock of credit in euros) and 
Eurostat (exchange rate against the euro at the last day of the month). 

Note: We converted the data published by the ECB in euros to national currencies. In those floating exchange rate 
countries in which foreign currency loans have a large share (Hungary, Poland, Romania), some of the changes 
are due to the revaluation, as exchange rates depreciated since 2008. The vertical line indicates September 2008. 
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APPENDIX 2: INTEREST RATE DEVELOPMENTS IN EU 
COUNTRIES 

Specific time-series for SME lending rates are not available. The figure below shows data 

for loans below EUR 1 million to all non-financial corporations. 

Figure 5:  Interest rate on loans below EUR 1 million to non-financial 

corporations for less than one-year maturity (percent per year), 

January 2007 – April 2013 
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Note: UK data refers to loans below GBP 1 million and for all maturities. The vertical line indicates September 
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Abstract 

The supply of loans by euro area banks is declining and there is evidence of a 

severe reduction in the availability of credit, most notably in some distressed euro 

area economies. This is having a particularly negative effect on small and 

medium-sized enterprises (SMEs). The ECB can take some actions to address the 

weak supply of credit for SMEs such as reducing the haircuts on credit claims and 

purchasing securities backed by loans to SMEs. However, the Bank of England’s 

Funding for Lending scheme does not represent a useful template for the 

Eurosystem. Overall, it is unlikely that ECB-related policy initiatives will have 

much impact on the supply of credit to small firms. Europe needs a series of 

broader systemic approach to solving the problems with under-capitalisation and 

broken funding models that are incentivising banks to restrict credit. 
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INTRODUCTION 

The euro area’s ongoing economic crisis has many different aspects. While much of the 

focus in policy circles is on building institutions that will help keep the common currency 

intact, the euro area’s economic problems are being exacerbated by the fact that it has 

fallen back into a long-lasting recession that is leading to ever-rising record levels of 

unemployment. 

There seems to be a growing realisation among the euro area’s leaders that Europe’s weak, 

undercapitalised banking system is playing a crucial role in deepening and prolonging the 

current recession. The weakness in the banking sector is leading to a severe credit 

restrictions, most notably in those parts of the euro area experiencing fiscal crises. Total 

loans from euro area banks, which had begun to recover in 2011, are now contracting 

again (Figure 1). 

This lack of credit is impacting every sector in the euro area’s economy. In particular, 

however, the small and medium-sized enterprises (SMEs) that account for most of the 

output and employment in the private sector are finding credit conditions particularly 

difficult. The latest (April 2013) ECB’s Survey on the Access to Finance of SMEs (SAFE) 

shows that in almost every euro area member state there has been a general trend 

towards becoming progressively more difficult to obtain bank loans. The Bank Lending 

Survey (BLS) confirms that banks are still tightening up on terms and conditions for 

approving loans. 

Restrictions in the supply of credit are severely interfering with the traditional transmission 

mechanism of monetary policy. For example, while the ECB’s loosening of monetary policy 

has generally led to lower interest rates on small business loans over the past few years, 

rates on small business loans in countries like Spain and Italy have risen and are now about 

twice as high as in Germany (Figure 2). 

In many cases, the difficulty in obtaining credit is threatening the survival of firms that 

would be able come through the recession if the banking system was operating normally. 

The political pressures associated with the difficulties faced by SMEs are finally leading to 

Europe’s leaders focusing on how this problem can be addressed. 

In this paper, I first discuss the broader factors underlying the weakness of bank credit in 

the euro area and why this weakness has particularly affected SMEs. I then discuss policy 

proposals that have been put forward in relation to the ECB acting to ease the supply of 

credit to SMEs. I argue that the Bank of England’s Funding for Lending Scheme (FLS) does 

not provide a model for a new approach from the ECB. However, the ECB could provide 

more certainty about the availability of long-term finance and could lower the haircuts it 

applies to the use of business loans as collateral. While sceptical of the idea that SME-

backed securities are likely to become a popular product in financial markets, I do favour 

an ECB programme to purchase such assets and hope that debates about how to design 

these products do not delay this initiative. 

Overall, however, I argue that tailored policy measures to address the SME sector’s credit 

needs are unlikely to have a major impact. Europe needs to sort out the deep structural 

problems with its banking sector. While the various policy initiatives in place (the single 

supervisor, the upcoming asset quality review and stress tests followed by recapitalisations 

and bail-ins) are welcome, this process is occurring at a very slow pace and we are likely to 

be years away from the European banking sector playing its vital role in funding the 

economy. Every attempt should be made to complete the process of banking union and 

bank restructuring as soon as possible. 
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Figure 1: Year-over-Year Loan Growth in the Euro Area 

 

Source: ECB Statistical Data Warehouse. 

Figure 2: Interest Rates on Loans under EUR 1 Million 

 

Source: ECB Statistical Data Warehouse. 
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1. WHY IS SME LOAN GROWTH SO WEAK? 

Before discussing the problems specifically affecting SME lending, it is worth focusing first 

on the broader reasons why the total supply of credit is so weak throughout the euro area. 

1.1. Explanations for Weak Bank Credit 

There are a number of different explanations for the weakness in bank credit. One 

explanation is weak demand. With the economy in recession, businesses are not planning 

to expand and consumers are holding off on purchases of durable goods and houses. Given 

the current slump, it is unlikely that credit growth would be strong even if the banking 

system was healthy.  

That said, it is also clear that a significant aspect of the weakness in credit reflects 

restrictions in supply due to a range of structural factors affecting the euro area banking 

system. Here, I will focus on three: Funding problems, capital adequacy problems and 

changes in risk aversion. 

Funding Problems 

Many European banks had developed funding models prior to 2008 that relied heavily on 

non-deposit funding.1 The global financial crisis of 2008/09 led to many financial market 

participants reassessing the risk of lending money to banks. European banks have reacted 

to the reduced supply of non-deposit funding through a combination of shrinking their 

balance sheet (by not making new loans) and replacing lost private sector funding with 

loans from the Eurosystem. The latter, however, are seen as a relatively temporary source 

of funding and so banks are reluctant to commit these funds to long-term loans.  

Basel III will also require banks to have stable funding models in place by 2018 (as 

measured by net stable funding ratios). The European Banking Authority (EBA, 2013) has 

reported that 55 percent of Europe’s leading banks currently fall short of the Basel III net 

stable funding ratio requirement and that the total shortfall in stable funding was EUR 1.2 

trillion as of June 2012. If such funding cannot be obtained, an alternative way to satisfy 

the Basel III funding requirements will be to run down loan assets over time. 

Difficulties in obtaining non-deposit funding for euro area banks have, if anything, been 

worsening over time. Unlike the pre-crisis period, potential suppliers of bond market funds 

(or large corporate deposits) are now highly aware of default risk when dealing with banks. 

For a number of years, the euro area’s approach to this wariness had been to reassure 

bond investors that “bail-ins” would only apply to bonds issued after 2018. However, this 

reassurance has never been seen as particularly credible and, with the EU council 

agreement on a draft directive2 , it is clear that senior bank creditors are likely to lose 

money in the event of any serious insolvency in the euro area over the next few years.  

As the recession grinds on, concerns about asset quality at banks in countries such as 

Spain and Italy are mounting and this is combining with concerns about the consequences 

of insolvency to raise the cost of funding for some banks and shut others out of non-deposit 

funding markets altogether. 

                                                           
1  Le Leslé (2012) contains a lot of details on how the European banking sector’s funding differs from the rest of 

the world. 
2  EU Council position on a draft directive establishing a framework for the recovery and resolution of credit 

institutions and investment firms (11148/1/13 REV 1). See also: 
http://www.consilium.europa.eu/uedocs/cms_data/docs/pressdata/en/ecofin/137627.pdf. 

http://www.consilium.europa.eu/uedocs/cms_data/docs/pressdata/en/ecofin/137627.pdf
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Capital Adequacy Problems 

In addition to having broken funding models, many of the euro area’s banks also have 

problems with asset quality and capital adequacy requirements, which are also incentivising 

them to reduce the size of their balance sheet. Equity market valuations of bank shares are 

generally well below their book value, indicating that investors believe these banks are 

sitting on large undeclared loan losses.  

Even without considering future losses, satisfying Basel III regulations will require higher 

capital ratios for much of the banking system. Despite having raised about EUR 200 billion 

in new equity capital since 2007, the EBA (2013) estimates that the leading European 

banks have a capital shortfall of EUR 380 billion relative the amount they would require to 

meet the 10.5 percent total capital ratio target under the new Basel III standards.3 

One solution to these capital adequacy problems would be for banks to raise large amounts 

of new equity financing. However, bank executives and shareholders generally dislike this 

approach on the grounds that it requires them to dilute their ownership and reduce 

dividends payments to existing shareholders. The alternative is to raise capital ratios by 

shrinking balance sheets gradually over time or at least to avoid expansion and raise 

capital ratios over time through retained earnings. Given this “capital crunch”, Europe 

would likely be experiencing a period of tight credit conditions even if banks did not have 

serious funding problems. 

One policy to avoid having capital shortfalls leading to a lack of credit is the 

recommendation of Hanson, Kashyap and Stein (2011) to require banks to reach target 

capital ratios purely by raising new capital, rather than by adjusting the size of their 

balance sheet. In general, however, this kind of program requires the government to stand 

as a “capital provider of last resort” in case private investors are unwilling to provide the 

amount of capital required (unfortunately, the likely outcome in the euro area case). 

However, while the US had the fiscal leeway to provide large amounts of money for bank 

recapitalisation via TARP, there is little appetite among European governments for a large 

programme of shared state-financed recapitalisation, also because credit intermediation 

through banking is about four times larger in the euro area compared to the US. The EUR 

60 billion limit currently placed on ESM’s direct recapitalisation tool falls a long way short of 

the amount of money that would be required to recapitalise the euro area banking system,4 

Many euro area national governments are also unwilling to issue the required amount of 

debt to recapitalise their banks. 

Changes in Risk Aversion 

Another influence on the weak supply of credit is the widespread re-evaluation of risk 

within the banking system. Just as suppliers of funds to banks have re-assessed the risks 

involved in supplying funds, bank executives in charge of lending decisions have become 

far more aware of credit risk than they were during the pre-crisis period. Prior to the crisis, 

lending decisions were often taken without much consideration of default risk provided 

borrowers could use property assets as collateral. However, with default rates high and 

property prices slumping in many countries, lenders are now far more conservative in their 

decisions to supply credit. 

 

 

                                                           
3  The source for the EUR 200 billion capital raising figure is a recent presentation by ECB Executive Board 

member Benoît Cœuré (2013). 
4  M. Draghi, V. Constacio, ECB press conference (Bratislava, 2 May 2013):   

http://www.ecb.int/press/pressconf/2013/html/is130502.en.html 

http://www.ecb.int/press/pressconf/2013/html/is130502.en.html
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1.2. Why SMEs are hit hardest 

The factors just cited are having a more severe impact on SMEs than on large firms. This is 

for a number of reasons. 

First, smaller firms are more likely to rely on banks for finance than larger firms which may 

be able to access capital markets. In addition, younger firms are less likely to have 

accumulated sufficient internal funds to maintain expansion plans without support from 

banks.  

Second, SME loans are generally viewed as riskier than loans to larger better-established 

companies. Thus, if banks choose to be more careful in their evaluation of risks, small firms 

are more likely to have their applications rejected. Capital adequacy problems are also 

more likely to raise rejection rates for SME loans because regulatory capital ratios are 

reduced by cutting risk-weighted (as opposed to total) assets. Because SME loans have 

higher regulatory risk weights, banks will generally boost their regulatory capital ratios 

more by cutting back on these loans than by cutting back on other investments. (Though 

the decision to reduce the capital charge associated with SME loans in the implementation 

of the latest Capital Requirements Directive is welcome.) 

Third, banks find it more difficult to assess the credit quality of SMEs than they do for 

larger, more established firms. With funding and capital adequacy factors already 

restraining credit, there may be little incentive for banks to incur the additional costs 

associated with assessing applications from small firms and with maintaining ongoing 

business relationships necessary for this kind of lending.  

Fourth, it is well known that “informational asymmetries” (bankers not having full 

information about the quality of the borrower) can lead to credit being rationed or else the 

complete collapse of the market for a particular type of lending.5 These problems with the 

market for SME loans may argue for a role for government intervention.6  

These considerations provide a theoretical case for the kind of programmes of supports for 

small business that exist in many member states and for the work of the European 

Investment Fund in supporting SME credit. There are strong arguments for allocating 

greater public funds towards such schemes over the next few years. In the next section, 

however, we consider specifically whether there is an important role to be played in this 

process by the ECB. 

                                                           
5  Stiglitz and Weiss (1981) is the classic reference on how asymmetric information leads to rationing of credit. 
6  For example, Mankiw (1986) provides a model in which a government guarantee scheme can prevent the 

allocation of credit from collapsing due to informational problems. 
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2. OPTIONS FOR THE ECB 

Here, I consider two types of policies that have been proposed in relation to the ECB acting 

to improve the availability of credit for SME firms. 

2.1. Funding Programmes 

With a lack of credit for SME firms also affecting the UK, the Bank of England has 

introduced a Funding for Lending Scheme (FLS) aimed at incentivising banks to lend to 

small firms. The scheme sees the Bank of England providing commercial banks with GDP 10 

of cheap funding for every GDP 1 invested in SME loans. 

One theme in recent discussions about the SME reduced availability of credit has been the 

idea that the FLS provides a model that the ECB can follow to encourage lending to small 

businesses. For example, on June 15, Reuters reported Spanish Prime Minister Mariano 

Rajoy as saying “I would like the ECB to act like other central banks, to do as the Bank of 

England has done - giving cheap loans to financial entities so that these financial entities 

can lend at cheaper rates to small and medium-sized companies.”7 

Despite these calls, I don’t believe the FLS scheme represents a useful template for 

boosting SME lending in the euro area. This is for two reasons. 

First, FLS has not, in fact, boosted lending from the participating banks. Figures released 

by the Bank of England show that lending to households and nonfinancial corporations by 

the banks enrolled in the FLS has fallen by almost GDP 2 billion since its introduction.8  

The idea behind the scheme is that it offers banks the opportunity to make profits via a 

“carry trade” in which the additional funds provided because of the SME lending can make a 

return that is higher than the low cost of borrowing from the Bank of England. However, 

the UK’s large banks are deleveraging for the same reasons outlined above, and their 

longer-term goals of being well-capitalised and having stable funding are more important to 

their strategic decision-making than the short-term profits that can be obtained from 

expanding lending via the FLS. Of course, it may well be that lending to SMEs is higher 

than it would be under the counterfactual in which the FLS was not introduced but the 

evidence so far hardly suggests that it is a successful template for increasing this kind of 

credit. 

Second, it is not clear how a scheme along the lines of the FLS would fit within the 

Eurosystem’s monetary policy operational framework or whether promoting SME lending in 

this way requires co-operation from the ECB at all. All ECB lending requires borrowing 

banks to post eligible collateral. However, unlike the FLS, it is not clear which fiscal entity is 

there to play the role of the UK Treasury in FLS by providing the eligible collateral that 

allows access to cheap borrowing. It is possible that the ESM could play such a role. 

However, ESM-issued bonds already count as eligible collateral for Eurosystem operations 

and these operations are currently being run on a full-allotment basis. In this sense there is 

no need for the ECB to make a specific decision to approve an FLS-style scheme. If 

Europe’s leaders want to provide ESM bonds to banks that make loans to SMEs, then they 

can choose to do so. However, the ESM already has many demands on it and, given the 

limited evidence of the success of FLS, I suspect an agreement of this type is unlikely to 

occur. 

                                                           
7  See http://uk.reuters.com/article/2013/06/15/uk-spain-smes-idUKBRE95E09V20130615. 
8  These data are available at http://www.bankofengland.co.uk/markets/Pages/FLS/data.aspx. 

http://uk.reuters.com/article/2013/06/15/uk-spain-smes-idUKBRE95E09V20130615
http://www.bankofengland.co.uk/markets/Pages/FLS/data.aspx
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There are, however, two concrete funding-related steps the ECB could take that could help 

marginally to improve SME lending.  

The first step is to lower the haircuts applied to so-called “non-marketable credit claims” 

(i.e. individual non-securitised loans). While the ECB extended its collateral framework in 

recent years to allow these claims to be used as collateral, they apply relatively large 

haircuts in this process. So, for example, some of the lower-quality credit claims have 

haircuts over 50 percent, meaning you can borrow less than half the face value of the loan. 

Reducing these haircuts could make loans to nonfinancial businesses more attractive for 

banks. 

The second step is to reassure banks that long-term funding will be available from the ECB 

for a significant amount of time. The ECB has taken some small steps in this direction by 

assuring banks that three-month fixed rate tenders with full allotment will be available until 

at least the middle of 2014. However, this is still a relatively short time horizon. Certainly, 

it is too short to provide a basis for new lending to SMEs. An announcement that the ECB 

will conduct another three-year LTRO to replace the operations conducted in late 2011 and 

early 2012 would provide more certainty to banks facing funding problems and would 

reduce incentives to cut back on providing credit to the real economy. 

One counter-argument to these proposals is that they involve taking risks with the 

Eurosystem’s balance sheet and may lead to losses that could require public funds be used 

to recapitalise central banks. On this issue, the following points are worth making: 

 Money creation via lending to banks can generate costs because the money can end up 

re-deposited with the Eurosystem and being compensated with interest in the deposit 

facility. However, this facility currently pays zero and traditionally pays 100 basis 

points lower than the Eurosystem charges on its refinancing operation. So, in general, 

monetary operations are profitable and there is room to take some losses on loans 

without wiping out profits. 

 While media commentators regularly focus on the relatively small size of the ECB’s 

capital and reserves, these figures are irrelevant when considering risk on monetary 

operations. This is because losses on monetary operations are shared across the whole 

Eurosystem and the system as a whole currently has almost half of one trillion euros in 

capital and revaluation reserves. We are a very long way away from the Eurosystem 

needing to be recapitalised. 

 In any case, despite regular opinions from the ECB legal department that it is in favour 

of well-capitalised central banks, there is nothing in either economic theory or 

European law that requires any of the central banks in the Eurosystem to have positive 

capital, i.e. assets with a value greater than their (often notional) liabilities. Central 

banks have operated efficiently with negative capital in the past and there is nothing in 

the ECB’s monetary policy operational framework that requires positive capital to keep 

control of interest rates or inflation. 

Given these points, it is disappointing how often “protecting the ECB’s balance sheet” has 

been used as a key objection to otherwise-worthwhile policy proposals over the past few 

years. 
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2.2. ABS Purchases 

The other main policy suggestion relating to the ECB and SME lending has been that the 

ECB would purchase asset-backed securities (ABS) constructed from SME loans. One 

possible argument for this policy is that it would promote liquidity in the market for SME-

backed ABS and promote their popularity as a financial instrument. This argument seems 

weak. 

Even when ABS were at their peak prior to the financial crisis, SME-backed bonds 

accounted for only a very small percentage of these assets. SME loans have a number of 

features that make them less compatible with securitisation than, for example, household 

mortgages: SME loans contain a large amount of idiosyncratic risk; a much larger fraction 

of the risk associated with mortgage loans can be summarised through a few observable 

household characteristics; SME loans are also less homogenous in their terms and 

conditions, including collateral requirements and underlying interest rates; With small firms 

more vulnerable to economic conditions than large ones, the income flows underlying these 

securities will generally feature more correlated risk than mortgage-backed securities. 

Since these securities were unpopular with financial markets prior to the crisis, it is unlikely 

that the ECB’s presence in this market will be sufficient to create significant demand during 

this current period in which investors are far more risk averse. 

Still, given the crippling effect that tight credit is having on the SME sector, a tailored 

scheme in which the ECB purchases a significant quantity of SME-backed ABS is still a good 

idea. Unlike programmes that focus on providing cheap funding, ABS purchases by the ECB 

will be more likely to promote lending. Banks can make money (via fees) for originating 

loans to SMEs without triggering the funding or capitalisation concerns associated with 

expanding their balance sheets. 

One potential problem with a large programme of ABS originated for subsequent purchase 

by the ECB is moral hazard with loan origination. Banks may make poor quality loans to 

collect the origination fee with losses being taken by the ECB. Somewhat predictably, given 

its consistent emphasis on “protecting its balance sheet”, ECB President Mario Draghi has 

already indicated that the ECB are unwilling to take any credit losses on ABS purchases. At 

the June Governing Council press conference, Draghi said “there is a task force working on 

this together with the European Investment Bank, and if they produce something, it will be 

collateralised, it will be guaranteed by other institutions.” 

There are reasons to question the consistent refusal of the ECB to take actions that could 

result in credit losses. For example, what will the yield by one any SME-backed bonds 

purchased by the ECB? Will the ECB insist on being compensated with a market-consistent 

yield (as would be obtained by investors purchasing without being completely insured 

against losses) or will it be a low risk-free yield? If the ECB is not taking any risk, then it 

should not receive compensation for risk. This may seem like a simple principle but it was 

not a principle followed in relation to the Eurosystem’s purchases of Greek sovereign bonds. 

These bonds were purchased at a high yield reflecting considerable default risk. However, 

when the Greek debt restructuring occurred, the ECB used its considerable power to 

exempt itself from any debt exchange. Thus, it purchased high-yielding high-risk bonds but 

refused to accept any downside risk when it transpired. 

Accepting, however, that other institutions (perhaps the ESM) will be called upon to provide 

guarantees to the ECB for bonds put together by the EIB, there will be debates about the 

need to make banks take on sufficient risk on loans they originate to discourage the 

deliberate adoption of poor lending standards. I would hope that such discussions are 

concluded quickly and still produce a scheme that is attractive for banks to take part in. 
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The last thing the euro area needs now is another cumbersome scheme designed to help 

firms but which fails because of too much focus on moral hazard. A successful SME lending 

scheme that helps to promote the economy can play an important role in getting a recovery 

going and this, rather than eliminating possible public losses, should be the focus of a 

programme of ABS purchases. 
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3. A WIDER RESTRUCTURING NEEDED 

While I fully support efforts by national governments, the European Commission and the 

European Investment Bank to promote SME lending and also favour a programme of SME-

backed ABS purchases by the ECB, I am doubtful that these initiatives will do enough to 

normalise the market for lending to SMEs. 

Despite an avalanche of press releases and reports boasting about various European 

initiatives to aid small business, the overall size of current initiatives (as described, for 

instance, in EIB, 2013) is small relative to the total shortfall in lending in the euro area. 

Also, I suspect the proposal for the ECB to purchase ABS will turn out to be a damp squib 

given the ECB’s lack of enthusiasm for asset purchases and a reluctance to use up much 

shared European public money to provide the required guarantees. 

The harsh truth is that SME lending is unlikely to return to normal until Europe’s banks 

solve their problems with funding and under-capitalisation. These problems will not be fixed 

until the true extent of loan losses is recognised and banks are re-capitalised to high levels. 

This process is crucial because, once Europe’s banks are recognised as being well-

capitalised, providers of non-deposit funding will be more willing to invest with European 

banks, so fixing the problem of weak capitalisation will contribute towards fixing the 

problem with broken funding models. 

Obtaining a well-capitalised and well-funded banking system is not going to be easy. It will 

require a far more honest assessment of the asset quality of Europe’s leading banks than 

was seen with previous EBA-sponsored stress tests. And once banks are diagnosed as 

being insolvent, recapitalisation and resolution tools (including bail-in) need to be used 

swiftly and efficiently while preserving financial stability. It will be a difficult act to pull off. 

However, the current situation, with under-capitalised banks and potentially skittish 

depositors and bond investors is a dangerous and unsustainable one, not least because  

Europe’s banking system continues to fail the small businesses that are the backbone of 

our economy. 
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Abstract 

This Briefing Note looks at the problems of SME finance in the euro area. It 

describes the extraordinarily large share of SMEs in the EU political tissue. It finds 

that SMEs are more handicapped in accessing bank finance than large companies, 

but they have alternative ways of finding finance notably by delaying payments of 

bills. 

It is then argued that the financial difficulties of small businesses are caused by 

the austerity policies pursued in most Member States, which destroy financial 

wealth. SMEs are handicapped by their corporate structure to get a fair share in a 

shrinking pie of available finance. 
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EXECUTIVE SUMMARY 

Small and Medium size Enterprises (SMEs) are the backbone of Europe’s economy. 

20.7 million SMEs operate in the EU, accounting for 99.8 % of all non-financial enterprises. 

92.2 % are micro-businesses (Ecorys, 2012). They employ approximately two thirds of 

Europe’s workers and generate almost 60 % of Europe’s value added. Yet, their 

performances differ importantly across Member States. Their contribution to economic 

growth, employment and investment is generally better in the northern economies than in 

the southern crisis countries.  

Larger companies have found it easier to access finance during the crisis especially by 

issuing securitised debt. Smaller companies have been handicapped by financial 

fragmentation, which has increased substantially during the Euro crisis. One option 

available has been the extension of trade credit and the postponement of paying bills. This 

is a practice that has become particularly dominant in the southern crisis states. 

SME finance must be seen in the larger context of macroeconomic lending conditions. A 

flow of fund framework is used to analyse the impact of monetary, fiscal and structural 

reform policies on lending conditions in the euro area and it is shown under what conditions 

these policies may stimulate access to finance for the non-financial corporate sector and 

“crowd in” investment.  

It is then argued that the particular character of SMEs, which are collateral constrained and 

dependent on relational finance, requires improved transparency to overcome their 

handicap relative to larger corporations. A purpose-made Transparency Index reveals that 

at least in 14 EU Member States lack of transparency is a problem. 

The conclusions draw some general policy recommendations. 
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INTRODUCTION 

As the Euro crisis enters its fifth year, stories abound about difficulties of SMEs accessing 

bank finance. Many entrepreneurs complain about a "credit crunch" as it reduces their 

capacity to raise finance and expand production and employment. Often, short-term credit 

by banks to SMEs gets cancelled which may push companies into bankruptcy.1 Access to 

finance for SMEs seems one of the major obstacles on the road to recovery for Europe. 

The difficulties are confirmed by the ECB Survey on the access to finance of small and 

medium-sized enterprises in the euro area (SAFE)  of April 2013, which reported that in net 

terms 5 % of respondent SMEs had increased external financing needs for bank loans and 

10 % experienced a deterioration in the availability of bank loans. The survey results 

suggest that financing conditions for SMEs continue to differ significantly across euro area 

countries and firms. They are in general more difficult for companies in the south than in 

the north and for smaller enterprises then for larger corporations. 

The problems for SMEs to access finance must be seen in a wider context. Finance is credit. 

Banks are financial intermediaries, which on the one hand allocate savings to investment 

and on the other hand supply money by giving credit. If small and medium enterprises 

complain about insufficient access to finance it is because either banks do not give enough 

credit specifically to SMEs, say because they are less creditworthy than large companies, or 

because the banking system as a whole does not supply enough credit to the whole sector 

of non-financial corporations. The first is a microeconomic problem and could be corrected 

by industrial policies. The second problem is macroeconomic. However, the two aspects are 

connected: credit could be scarce in the Euro economy because banks do not lend 

sufficiently to SMEs.  

This briefing note will discuss these two aspects of SME finance. For this purpose, I will first 

look at the importance of the small and medium enterprise sector for the EU economy. I 

will then review in section 3 sources of funding for SMEs and finally place SME financing 

into the broader context of bank lending and macroeconomic policy in section 4. The 

conclusion focuses on policy options.  

                                       
1  Eine Milliarde Nothilfe aus Berlin, Handlesblatt 20.05.2013. 
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1. EUROPE’S SME SECTOR 

SMEs are the backbone of Europe’s economy. They are defined by the number of 

employees or turnover or balance sheet size. The EU Commission has set guidelines for 

their classification as in Table 1.  

Table 1:  Definitions of SME size 

 
Employees Turnover  Balance sheet  

Medium-sized < 250 ≤ € 50 m ≤ € 43 m 

Small < 50 ≤ € 10 m ≤ € 10 m 

Micro < 10 ≤ € 2 m ≤ € 2 m 

Source: http://ec.europa.eu/enterprise/policies/sme/facts-figures-analysis/sme-definition/index_en.htm. 

20.7 million SMEs operate in the EU, accounting for 99.8 % of all non-financial enterprises. 

92.2 % are micro-businesses (Ecorys, 2012). They employ approximately two thirds of 

Europe’s workers and generate 58.1 % of Europe’s value added. On average, labour 

productivity in micro-firms is slightly more than half of large companies and two thirds of 

all SMEs. Hence, the structure of firms will determine to a large degree per capita income 

and relative wealth between Member States.  

On the other hand, SMEs are significant providers of jobs, local welfare and social stability. 

Between 2002 and 2010 small and medium sized enterprises created 85 % of net new jobs 

in the EU. This figure is considerably higher than the 67 % share of SMEs in total 

employment. With 1 % annually, the employment growth for SMEs was higher than for 

large enterprises with 0.5 %. With a contribution of 58 %, micro firms were responsible for 

the highest proportion of total net employment growth in the business economy. Thus, 

SMEs benefitted more than large companies during the boom before 2007. 

Table 2. Enterprise structure in the European Union 2012

Micro Small Medium SMEs Large Total

Number of enterprises

Number 19,143,521         1,357,533     226,573         20,727,627  43,654           20,771,281        

% 92.2% 6.5% 1.1% 99.8% 0.2% 100.0%

Employment

Number 38,395,819         26,771,287   22,310,205   87,477,311  42,318,854   129,796,165     

% 29.6% 20.6% 17.2% 67.4% 32.6% 100.0%

Gross value added

Millions € 1,307,361           1,143,936     1,136,244     3,587,540    2,591,732     6,179,271          

% 21.2% 18.5% 18.4% 58.1% 41.9% 100.0%

Labour productivity

VA/employee in € 34,050                 42,730           50,929           41,011          61,243           47,608                

Source: Ecorys, 2012  

The tables in the annex present data for the structure of enterprises in the EU. Table A1 

reveals that in all EU Member States more than 99 % of all firms are small and medium 

sized, but the variations are bigger for micro and small companies. The share of micro 

companies with up to nine employees is above 90 % in the Euro-crisis countries, including 

http://ec.europa.eu/enterprise/policies/sme/facts-figures-analysis/sme-definition/index_en.htm
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France, Belgium, Finland and Italy, which reflects a structural weakness for wealth creation 

in these countries. Since the financial crisis erupted in 2007/08, most of the southern 

Member States have seen the number of firms falling because business failures exceeded 

the creation of new companies. Portugal, Spain and Greece, but also France, are strongly 

affected by this dynamic. Outside the euro area, Denmark, Poland and Lithuania have seen 

a net reduction in business, too. Most of the shrinking was concentrated in the micro and 

small bracket of companies. By contrast, Ireland and the north of the euro area have seen 

a net creation of enterprises, mainly in the micro sector.  

Table A2 presents the value-added according to the size of enterprises. Here the non-

weighted average shows that roughly 2/3 of value-added is created by small and medium 

enterprises in the euro area and a little less in the non-euro area. Amongst the SMEs, 

micro-businesses have the largest share in the euro area, although medium-size companies 

are more important for value creation in the non-euro area countries, in particular in the 

UK and some new Member States.  

The contribution to the growth of value added (Figure 1) also varies significantly. In France 

and Belgium, micro firms make an unusually large contribution to economic growth. In 

most of the other growing economies, small and medium firms (between 10 to 249 

employees) make the biggest growth contribution, and when this is lacking or even 

negative, the overall growth rates tend to zero or turn negative. A similar logic can also be 

found in the non-euro area economies, where the contribution to value added growth of 

small and medium firms is generally lower than in the euro area.  

Figure 1:  Contribution to value added growth 

 

Source: Amadeus, own calculations. 

Table A3 shows employment according to the size of enterprises. Employment is 

concentrated in the extremes: either in micro or large enterprises. However, the micro 

sector dominates in the south of the euro area, while large companies have a larger share 

in the north. This geographical distribution of firm size corresponds with the concentration 

of job losses in micro, small and medium-sized enterprises. A similar logic appears in the 

non-euro Member States where countries with large shares of small and medium-sized 

businesses record large reductions in employment, especially in Latvia and Lithuania. By 
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contrast, in France, Slovenia and Slovakia the role of larger companies in shedding workers 

is more important (Figure 2). 

Figure 2:  Contribution to employment growth 2007 - 2013 

 

Source: Amadeus, own calculations. 

Table A4 and Figure 3 indicate that SME productivity has no clear geographic pattern, 

although productivity growth rates are positively correlated with company size. Thus, 

economies of scale are an important driver of income generation in most EU countries.  

Figure 3: Contribution to productivity growth 2007 - 2013 

 

Source: Amadeus, own calculations. 
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Finally, investment also responds to the size of enterprises. Large companies undertake 

significantly larger investment projects although the share of micro companies dominates 

within the SME group (Figure 4). Nevertheless, investment growth is generally larger in 

northern Member States, with Malta and Greece as exceptions. On the other hand, Cyprus, 

Spain, Estonia, Belgium, Slovakia and Ireland have witnessed huge reductions in the 

growth rates of investment since 2007 and these reductions are significantly greater in 

small and medium enterprises than they are in large companies.  

Figure 4: Contribution to fixed capital accumulation 2007 - 2013 

 

Source: Amadeus, own calculations. 

The overall picture from these data is that SMEs, and especially micro firms, dominate the 

corporate tissue of the EU. These firms have been less capable of increasing investment 

during the crisis and have, therefore, been the most important source of job losses. 

Remedying this situation could therefore make a major contribution to overcoming the EU 

economic crisis.  

This raises the issue whether small and medium companies are able of financing the 

necessary investment required for job creation, productivity and welfare improvements. 

Our data reveal that the problems are concentrated in the combination of small and 

southern companies, while in the north even small firms have been able to increase 

investment. This divide between north and south reflects the different macroeconomic 

environments during the euro crisis. Hence, the problem for small and medium companies 

to access finance is not only related to the size of firms, but also to the macroeconomic 

imbalances between north and south, especially within the euro area. Given that austerity 

has hit the south hardest, policy measures to improve or re-balance disequilibria and 

restore economic growth in the euro area across-the-board would require not only dealing 

with the difficulties of accessing credit for small and medium companies generally, but also 

with the need of restoring effective demand in the southern recession countries. This begs 

the additional question whether the two are linked, i.e. whether the bad macroeconomic 

performance could be conditioned by the distribution of enterprise size. Such a link could 

also be due to investment and credit, which perform differently for large and small 

companies, but also determine growth and employment. 
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In this context promoting SMEs would be justified in principle, although it is not clear how 

this could be done most efficiently. A study by Ecorys (2012) shows that in addition to 

company size, labour productivity improves with a focus on high-tech manufacturing and 

knowledge-intensive services. Hence, the quality of investment also matters, although this 

is hard to quantify. Furthermore, in the northern EU Member States investment and export 

orientation have driven economic growth and employment on their road to recovery. Yet, 

many entrepreneurs, especially in the south, complain that they could not finance their 

investment plans. We need to understand why this is so. I will now first analyse the funding 

conditions for SMEs and then discuss the impact of macroeconomic conditions on SMEs. 
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2. FUNDING SMES 

Funding SMEs has some specific characteristics because scale matters not only for the 

efficiency of production, but also for loan guarantees and collateral as a protection against 

debt default. Many small firms are managed by owners or owned by families that do not 

necessarily aim at always maximising short-term returns on equity. During a crisis they 

may put up with lower or even negative returns in the hope of a better future, provided 

they can finance the temporary loss of income. However, the high degree of ownership 

concentration impedes the development of large equity markets, and this fact makes SMEs 

more dependent on generating funds internally or securing access to external financing 

through banks, suppliers and clients. By contrast, large corporations have a broader 

shareholder base and issues of finance and corporate control are more heavily determined 

by competitive market transactions for finance and inputs (Hall and Gingerich, 2004).  

2.1. External funds: loans and securitisation 

When discussing the role of finance in economics, many theories focus on the distinction 

between bank borrowing and issuing securities (IMF, 2013). Securitised non-bank finance is 

more easily accessible for large corporations than for small and medium sized companies.  

Securitisation 

Bond financing is more important in the US, while bank loans dominate the EU. In 2011, 

bond-finance in the US was 47 % of total financing, in the EU 11 % (Véron, 2013). In the 

EU “more than 70 % of the external finance that is, the financing other than by retained 

earnings, is provided by banks and less than 30 % by financial markets (and other 

funding). In the United States it is quite the other way around.” (Cour-Thimann and 

Winkler, 2013). These structural features have led to different adjustment processes in the 

financial crisis. In the United States, about 500 banks were placed into receivership and the 

banking sector has deleveraged significantly. As a consequence, banks’ propensity to lend 

has been reduced, but bond issues have at least partly compensated the gap. By contrast, 

in the EU the restructuring and deleveraging of the banking system has been much slower 

and bond issuance has not fully compensated the reduced lending (see below and also 

Darvas, 2013).  

The structure of Europe’s corporate sector plays an important role in keeping securitisation 

down. Issuing bonds and other financial products is costly for regulatory reasons unless a 

sufficiently large volume of transaction is attained, but this is usually not within reach for 

small and medium sized companies. SMEs are therefore dependent on bank loans, which 

are tailor made for their needs, even if interest rates are higher. Thus, the easier access to 

bank finance is compensated by higher costs for bank loans. Because SMEs have few 

alternative sources of funding, they have to accept the conditions banks impose. When the 

banking sector is weakened and liquidity preference is high, collateral requirements will be 

high and firms may not obtain the full amount of funding they request and require. This will 

then appear as a credit crunch for small and medium sized companies.  

The most important source of finance for EU enterprises remains shareholder funds. Yet, by 

its very nature, equity is a volatile balance sheet item reflecting changes in valuations, 

which renders access to this form of finance pro-cyclical. Figure 5a shows the stocks of the 

main liabilities of non-financial corporations (NFCs) in the euro area and Figure 5b shows 

the variation from one quarter to the next. It is clear that shareholder funds dominate the 

stock of liabilities, while securitisation is a minor item in the balance sheets of the NFC 

sector. Long-term loans are much more important than short-term loans. 
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Figure 5a:  Non-financial corporations: main liabilities 

 

Source: ECB. 

Loan liabilities increased at an accelerating rate during the boom until the second quarter of 

2008 and shareholders made huge gains (Figure 5b). The Lehman crisis occurred in the 

third quarter, and shareholders started to lose value rapidly. After Lehman, the loan 

increase decelerated. In the depth of the 2009 recession, long-term loans remained 

stagnant while the short-term loan stock shrank. By contrast, securities were now issued, 

which compensated the short-term loan decreases. This pattern resembles the US 

economy, although its dimension is much smaller in Europe. Nevertheless, Figure 5b 

indicates that during the crisis large corporations had alternative channels by issuing 

securities for raising finance, while SMEs, which are primarily dependent on loans suffered 

from seeing their short-term bank loans no longer being renewed. During the Euro crisis, 

which erupted in 2010 and intensified in 2011, long-term corporate bank loans started to 

come forth again, but short-term loans continued to fall. After the ECB intervened with 

non-standard monetary policy interventions in 2012, bank lending remained anaemic, but 

security issues became a financial source again, primarily for large companies. 
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Figure 5b:  Non-financial corporations: changes in main liabilities 

 

Source: ECB. 

There are at least two reasons for the asymmetry between small and large corporations. 

First, SMEs are less able to access bond markets directly, because costs may be 

unaffordable high and collateral insufficient. Hence, the size structure of firms in the euro 

area’s regional economies may generate significant handicaps for firms during the 

downturn for financing new investment. Secondly, persistent financial fragmentation in the 

peripheral Member States has been particularly damaging for small and medium 

enterprises, because high funding costs and the low macroeconomic growth have 

compounded the debt overhang problems for non-financial corporations and forced them to 

cut back on investment (IMF, 2013).  

Financial fragmentation 

SMEs are handicapped by the fragmentation of EU financial markets that creates very 

heterogeneous financing conditions across the euro area. In some Member States, banks 

will be constrained by access to funding and too high interest rates. In others, there may 

be excess liquidity and too low interest rates. Thus, tight money is constraining growth in 

peripheral countries, while easy money could eventually pose long-term risks in core ones 

(Asmussen, 2013). However, the mechanism underlying this disparity is not easily 

understood. I will argue below that it is due to balance sheet distortions, which constrain 

credit supply. 

A frequently used measure of financial fragmentation is the spread between government 

bonds which have, of course, shot up during the Euro Crisis. For our purposes bank lending 

rates are more significant. Figure 6 gives an idea of the increasing financial fragmentation 

in the euro area by looking at the divergence of interest rates charged by banks for 

different maturities and different volumes of lending in different Member States. The top 

panel in Figure 6 shows rates for large short-term loans as an example. Similar chart can 

be made for the other maturity and size groups. A more compact indicator for this financial 

fragmentation is the standard deviation of these interest rates across Member States and 

for different loan contracts as shown in the lower panels. While financial integration has 

improved up to the crisis in 2008, fragmentation has now become the dominant and rising 
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feature, especially for small loans (below € 1 million), which are relevant for SMEs. 

Interestingly, for big long-term loans, financial fragmentation is less pronounced. 

Figure 6:  Financial Fragmentation in the euro area 
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These developments in financial markets have become a serious handicap for small and 

medium size companies. Improving access to finance for SMEs would first of all require 

measures to re-integrate and harmonise conditions in financial markets. As Asmussen 

correctly emphasised, this is first of all a task for governments, and not for the ECB. The 

ECB has done all it could to reassure financial markets by introducing non-standard policy 
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measures and by providing ample liquidity, thereby responding to the heightened liquidity 

preference. What is now needed is to restore trust and confidence in Europe’s capacity to 

govern itself. A salient case is the speedy set up of an efficient banking union. Yet, the 

permanent cacophony produced by Member State governments has been counterproductive 

again and again and again.2 While the ECB, as a centralised institution, is holding the euro 

area together by pursuing coherent and unified policies, the fragmented “Union method” 

(Merkel, 2010) of intergovernmentalism and cooperation between Member States is failing 

Europe. Financial fragmentation is one of the consequences, and the effects for small and 

medium enterprises are severe. 

2.2. Internal funds: generating cash flow 

Given their difficulties with bank loans, non-financial corporations must use other channels 

for finance. While large corporations may issue securities, small and medium enterprises 

are more dependent on internally generated income. Earnings before Interest and Taxes 

(EBIT) measure the profitability of companies before taking into account the cost of capital 

or tax implications. Net cash flow, which can be calculated by deducting depreciation, taxes 

and interest payments from EBIT, reflects a firm’s capacity to generate income to fund new 

projects and to remunerate shareholders. However, when investment plans exceed the 

internal cash generation, firms must borrow from external sources. The cash flow must 

then be sufficient to cover interest or shareholder remuneration. Because positive net cash 

flow over time is a prerequisite for firms’ solvency (IMF, 2013), the size of EBIT is a crucial 

variable for banks’ willingness to lend to companies.  

Using data from AMADEUS, Figure 7 shows the distribution of EBIT according to enterprise 

size in eight euro-area Member States.3 The first remarkable fact is how many companies 

are loss-making. The share of companies with negative EBIT is 12.3 % in Germany and 

18.7 % in Finland, 19.3 % in Italy and 22.0 % in France. However, it is significantly higher 

in the crisis countries: 28.3 % in Portugal, 31.4 % in Ireland and 34.2 % in Spain and 

Greece. The distribution is unequal in Member States. In Germany and Finland loss-making 

is more concentrated in larger companies; in Ireland and Spain we find it in the lower size 

bracket, in Greece in the middle. Germany and Ireland, and to a lesser degree Spain and 

France, have also significant shares of highly profitable firms in the micro sector. Maybe 

this reflects specific opportunities to supplies of the large internationalised corporate 

orientation in these Member States. However, the effects of the crisis years are remarkable 

everywhere. The share of high profit companies has shrunk and the share of loss makers 

has increased. The share of companies with negative EBIT has nearly tripled in Spain 

between 2007 and 2011 and increased by a factor of 2.5 in Greece. In Portugal, France and 

Finland it has gone up by 50 % or more. Only in Germany has the increase remained 

modest with 5 % on average, although in the micro and small firm sector it rose twice as 

fast.  

How have firms been able to survive such severe deterioration in their balance sheets? 

First, we need to observe that the AMADEUS database eliminates firms when they are 

wound up. Our figures will therefore only present data for the last year before going 

bankrupt. Thus, if our data are correct, we should expect a sustained increase in EU 

corporate insolvencies, although actual figure will vary according to the widely differing 

legal insolvency regimes across Europe (Größl and Navratto, 2012b; Celentani et alt., 

2012).  

                                       
2  For econometric evidence, see Collignon et alt, 2013. 
3  Data from AMADEUS, covering a total of 406,722 enterprises   

http://www.eui.eu/Research/Library/ResearchGuides/Economics/Statistics/DataPortal/Amadeus.aspx. 

http://www.eui.eu/Research/Library/ResearchGuides/Economics/Statistics/DataPortal/Amadeus.aspx
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If entrepreneurs believe that their losses are temporary and their long run retained 

earnings are compatible with sustainable debt, they may seek outside finance to smooth 

their cash flow. But banks may not be an easy source of finance in this case, as the 

creditworthiness of loss-making firms is handicapped, especially if they are SMEs with 

limited collateral. The owners and managers of small and medium companies must 

therefore use other channels.  

Figure 7: Distribution of 'corporate earnings before interest and taxes' (EBIT), 

by firms' size 

 

Source: Amadeus, own calculations. 

2.3. Corporate balance sheet adjustments 

A simplified corporate balance sheet consists of cash, debtors and other assets on the asset 

side and of creditors, loans and equity on the liability side. When the firm makes profits, it 
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will increase its asset items; it could also use the income to reduce liabilities and pay back 

debt. Either way shareholder equity will be increased. The reverse will happen when the 

firm is hit by a negative income shock. Debtors may default, cash is used up by what now 

becomes “excessive” expenditure, and other assets are diminished. If the firm expects 

permanently reduced future income, it will cut back on operations in order to reduce future 

liabilities and preserve shareholder equity. By contrast, if entrepreneurs have reasons to 

believe that the shock is temporary, or alternatively if the adjustment is slow due to legal 

and regulatory rigidities, they will need to finance the reduced cash outflow from other 

sources. This can be done by drawing down cash reserves and selling other assets or by 

obtaining additional loans from banks and by increasing liabilities to creditors. When 

looking at SMEs’ difficulties in accessing finance, the discussion is too often reduced to 

finding bank loans or additional shareholders or raising venture capital. However, even 

small companies have some additional degrees of freedom.  

An important variable under the control of firms’ management is the payment of 

outstanding bills. By postponing their payment, companies increase their short-term 

liabilities, often at no cost. Payment practices vary significantly in Europe. Creditreform 

(2012) gives data for collection periods and collection delays of receivables in Europe. 

Figure 8 reproduces their chart. Almost three quarters of firms selling goods in Austria or 

Switzerland receive payment within one month. By contrast, if they operate in Italy, Spain, 

or Portugal, they will get paid within a month in only 2 out of every 10 cases.  

Figure 8:  Collection periods in Europe (data in %) 

 

Source: Creditreform, 2012. 

During the financial crisis many firms have extended the position of creditors in their 

balance sheets. Large firms have increased their liabilities more than small firms. The 

unweighted average of our eight country sample shows that creditor-to-asset ratios have 

increased by 25 % in companies with more than 250 employees. By contrast in micro 

firms, the ratio has fallen by 6 %. It is likely that these differences reflect different degrees 

in market power. On the other hand, the increase in creditor-to-asset ratios is significantly 

higher in the southern crisis states than in the north (Figure 9) and, therefore, it cannot be 
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explained by the industrial structure alone. It must reflect the tight economic environment 

in which southern corporations operate.  

Figure 9:  Change in creditor-to-asset ratio 200 - 2010 

 

Source: Amadeus, own calcualtions. 

The reverse side of delays in payment is, of course, the voluntary or involuntary extension 

of credit by sellers to their clients. In other words, while firms cannot collect their 

receivables, they become effectively a bank for their clients. However, this raises new 

problems for the economy, for contrary to real banks, which can refinance themselves at 

the central bank, non-financial corporations are cash constrained. They need to get liquidity 

from banks, but if economic uncertainty is high and banks are not lending, corporations are 

experiencing liquidity squeezes, which can lead to rising corporate liquidations and job 

losses.  
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The EU has touted its initiatives to improve access to finance for SMEs, which are 

supposedly a “key to economic recovery”.4 In their joint EU Commission/EU Investment 

Bank Group report on the activities facilitating access to finance for SMEs numerous 

measures, such as the Competitiveness and Innovation Programme (CIP), the EU Progress 

Microfinance Facility, The Risk Sharing Instrument Facility (RSI) or the Joint EU Resources 

for Micro to Medium Enterprises (JEREMIE) are listed. More than € 15 billion were allocated 

for SMEs under the Commission CIP programme (2007-2012). The EIB Group's support for 

SMEs reached € 13 billion in 2012, with an estimated leveraged impact of at least € 21.4 

billion in 2012. While no doubt impressive, these funds amounted to less than 1 % of the 

value added of SMEs in the EU (Table 2). Even if this money is focused on some 

strategically important projects, many of which are presumably in the medium sized 

corporate sector, it is hard to see how this could be “a key” for recovery. Small and 

medium enterprises develop in an environment of trust and confidence where demand for 

their products and services is steady and rising. People must have cash and be willing to 

spend it. Hence, EU policy makers should focus on how to create such an environment.  

This puts the provision of liquidity to the real economy into the centre of policy concerns. 

The problem is not that firms cannot find the finance for large investment projects. The 

problem is that the whole economy is liquidity strapped. In fact, the problem is that 

uncertainty generates high liquidity preference, especially in banks. Solving this problem is 

a matter of macroeconomic policy, not of industrial credit policy. As I will show in the next 

section, Europe’s economic policy mix is pro-actively re-enforcing liquidity problems for the 

corporate sector. 

                                       
4  Press release: “Improving access to finance for SMEs: key to economic recovery”; Reference: MEMO/13/393 

Event Date: 02/05/2013; http://europa.eu/rapid/press-release_MEMO-13-393_en.htm?locale=en. 

http://europa.eu/rapid/press-release_MEMO-13-393_en.htm?locale=en
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3. THE MACROECONOMICS OF BANK LENDING 

Troubles in the euro area started with the global financial crisis, which was caused by 

excessive bank lending to the American real estate sector. The Euro crisis also has its roots 

in excessive bank lending to governments and property. During the world-wide credit boom 

high levels of private and public debt were accumulated everywhere, but in the south of the 

euro area the convergence of previously high interest rates to low levels contributed to an 

over-accumulation of capital. For the southern economies this should have been a one-off 

adjustment of relative prices and asset values to a steady equilibrium, but after the 

Lehman crisis the system went into reverse. The loss of trust and confidence, the lack of 

coherent and decisive action, the sometimes irresponsible declarations of political leaders in 

different Member States have paralysed investors and financial markets. Not surprisingly, 

concerns were raised about the sustainability of public and private debt levels.  

In response to these concerns, debt reduction has become a major policy priority. 

Governments must reduce deficits and lower public debt to meet the Maastricht criteria. 

Regulations under Basel III seek to improve capital adequacy and lower leverage for banks. 

Over-accumulated capital left over from the credit boom also requires balance sheet 

deleverage. Furthermore, in a gross misunderstanding of how a monetary union works 

(Collignon, 2013), some have argued that borrowing from other Euro Member States 

accumulates “foreign” debt which needs to be paid back by current account surpluses as if 

the monetary union were a fixed exchange rate arrangement. According to this view, 

labour market reforms must be implemented in order to achieve “internal devaluations” 

and improve competitiveness in order to reduce the “foreign” debt (EU Commission, 2012).  

Unfortunately, there are no signs that these policies work. This is not surprising, for they 

suffer from a logical inconsistency, which has contributed to the deep recessions, at least in 

the south of the euro area. For, if all economic agents stop borrowing and generate savings 

for which they cannot find an outlet, the economy will go into a tailspin. Economic 

depression is then inevitable as funds for buying real assets and financing economic growth 

are curtailed. While debt reduction is a rational behaviour at the microeconomic level of 

firms, a generalised deleveraging process will have a significant negative impact on the 

economic activity through the decrease in investment and consumption, amplified by a 

debt-deflation spiral (Cuerpo, et alt. 2013). Believing that the rational microeconomic 

behaviour at the firm level will yield positive results for every one is a “fallacy of 

composition” mistake.5 I will now argue that Europe’s economic difficulties are a 

consequence of excessive deleveraging, the effects of which are compounded for SMEs. 

3.1. Flow of funds: the macroeconomic framework 

One of the shortcomings in conventional debt analysis is its one-sidedness. Looking at only 

individual sector debt ignores the fact that the liability contracted by a borrower generates 

a claim which is an asset for the lender. Hence, reducing debt on one side reduces the 

financial claims (financial wealth) on the other side. The proper framework for analysing 

these interdependencies is flow of funds analysis.  

Flow of funds analysis measures financial flows across the economy and presents the 

financial assets and liabilities of all institutional sectors in the euro area, i.e. households, 

financial and non-financial corporations and the government. It records balance sheet 

changes due to economic activities, including their relations with the rest of the world. 

Similar to profit and loss, cash flow and balance sheet statements in business accounting, 

                                       
5  The fallacy of composition arises when one infers that something is true of the whole from the fact that it is 

true of some part of the whole (or even of every proper part).   
See: http://en.wikipedia.org/wiki/Fallacy_of_composition. 

http://en.wikipedia.org/wiki/Fallacy_of_composition
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flow of funds accounts provide a coherent and integrated picture of the financial wealth of 

an economy and its variations. They are tracking funds as they move from sectors that 

serve as sources of capital, through intermediaries (such as banks, mutual funds, and 

pension funds), to sectors that use the capital to acquire physical and financial assets 

(Teplin, 2001).  

Table 3 presents a very simplified model that shows the essential features of the euro area 

economy.6 To make things easy, we will only look at major categories of balance sheets 

and income accounts and abstract from the foreign sector (current account balances and 

net foreign investment position are assumed to be zero). Hence, our economy has four 

sectors: households save and consume income; non-financial corporations generate the 

largest part of income and capital; monetary and financial institutions (MFIs), i.e. banks, 

are financial intermediaries which hold financial claims and liabilities against the rest of the 

economy. The government is financed by taxes and debt. 

The many individual decisions of EU firms aggregate to the financial flows of the NFC sector 

recorded in the flow of funds statistics for the euro area. We can construct the equivalent of 

firms’ cash flow by adding interest payments plus current taxes to the retained earnings of 

the corporate sector. In addition to these internally generated funds, the corporate sector 

can borrow from other sectors, notably households and the rest of the world (the banking 

sector is essentially an intermediary institution that redirects savings to borrowers). 

However, borrowing adds to debt; lending generates financial assets. It is the beauty of 

flow of funds analysis that it provides a coherent tool for integrating stock with flows, 

namely balance sheet items like assets and liabilities, with flow variables from national 

income accounting. It has the advantage that it can be used for detecting adjustments to 

stock or to flow disequilibria and vice versa. 

The net balance between gross savings and investment is the net lending (+) / net 

borrowing (-) item in the flow-of-funds statistics and it indicates the amount of net 

borrowing from other sectors in the economy if it is negative. If the balance is positive, it 

means that the corporate sector is acquiring financial assets, i.e. it is using its cash flow to 

lend excess earnings to other sectors, say the government or the rest of the world, or to 

pays back its debt. The net lending/net borrowing balance measures therefore the degree 

of balance sheet adjustments of the corporate sector. Net lending due to economic 

transactions reflects therefore “classical” macroeconomic flows, but variations in asset 

values, which are an essential part of the financial crisis, can spill back into macroeconomic 

flows. For reasons of space, I will concentrate here on the transaction flows and their 

balance sheet implications. 

Households lend to the other sectors of the economy, because their revenue exceeds their 

expenditure. It is usually assumed that NFCs are borrowers, because they do not cover 

their planned long-term investment expenditure by current income. They therefore need to 

finance at least part of their investment by borrowing from other sectors. Ideally, the 

government and the external sector are in balance, although in reality this is rarely the 

case. In Europe, governments usually borrow (i.e. run deficits), and the euro area in 

aggregate lends money to the rest of the world (i.e. it has a current account surplus). 

However, since the Euro crisis, the euro area’s corporate sector has not only reduced 

borrowing in aggregate, but even become a net lender at times. 

There are two possibilities why NFCs are not borrowing: either they are credit constrained 

because banks are not lending, or their demand for credit is reduced because of low 

                                       
6  Table 3 is a modified version of the integrated economic and financial accounts by institutional sector published 

by the ECB in the Monthly Bulletin. The main modification concerns the elimination of the rest of the world in 
order to focus on the interdependencies between the sectors within the same monetary economy. 
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expectations for profitable returns on investment. The two aspects may interact, especially 

if in a climate of uncertainty liquidity preference is high for borrowers and for lenders. In 

that case we would observe increases for liquid and cash-like assets, while broad money 

aggregates stagnate.7 If the NFC sector is not borrowing from households, the gross 

savings made by households are not used to finance investment (the purchase of capital 

goods) and economic growth. The economy will stagnate. Alternatively, and provided 

governments are running deficits and the world is not in a global crisis, households may 

lend to the government or to the rest of the world. They thereby build up claims on future 

tax revenue or on future income produced abroad. This may not encourage growth (unless 

the government borrows for investment rather than consumption), but at least it prevents 

the collapse of aggregate demand and the emergence of mass unemployment.8 For if no 

one is willing or able to borrow, the savings and retained earnings of households and firms 

will inevitably be used to repay debt.  

But the reduction of debt liabilities is identical with the reduction of credit, i.e. of asset 

claims by lenders. Through the inversion of the money multiplier, a reduction of credit will 

cause a reduction of money supply. Deleveraging implies, therefore, not only shrinking the 

aggregate balance sheet of the economy and reducing financial wealth, but also shortening 

money and liquidity. Given that entrepreneurs hire factors of production for money and 

look at their recoupment from selling output for money, an economy that is deleveraging 

its aggregate balance sheet will contract with highly adverse effects for business and 

employment. 

While free cash flow may be a sign of financial strength and stability for individual firms, 

the macroeconomic consequences of firms not using their retained earnings for capital 

formation and becoming gross lenders to other economic sectors (such as government and 

the rest of the world) will cause a slowdown of the economy and increase unemployment. 

When corporate net lending increases, savings increase relative to investment in the 

corporate sector, leading to a reduction in domestic demand. Indeed, corporate net lending 

is negatively associated with the business cycle (Ahearne and Wolff 2012). 

                                       
7  This is in fact what one observes in the Euro Area. See any recent Monthly Bulletin of the ECB. 
8  The Japanese experience of the last two decades is an example of such stabilizing stagnation. 
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Table 3. Simplified matrix presentation of Euro Area accounts 0

0 179

ECONOMIC ACCOUNTS
HH NFC MFI Gov Total economy HH NFC MFI Gov

Uses/expenditure Resources/Revenue

National income

GDP: value added 216 50 124 10 32

 -consumption of fixed capital 10 21 1 5 37

Net value added 40 103 9 27 179

taxes 1 1 0 0 2

 -(wages + transfers) 12 79 7 27 125

Net Operating surplus/deficit 27 23 2 0 52

wages 125

taxes on prod 30

 - interest 15 5 18 2

Net national income 170 8 4 25

 -taxes on income &social 23 6 0 29

Disposable income 147 2 4 54

Consumption: private & Gov 138 56 39

adjustment 1 1

Net saving/retained earnings 10 2 3 -2

Gross  capital formation 16 25 2 13

 -consumption of fixed capital 10 21 1 5

other 1 3 0 2

Net lending(+)/net borrowing (-) : 5 1 2 -8

FINANCIAL ACCOUNTS HH NFC MFI Gov HH NFC MFI Gov

Opening balance sheet Financial assets Financial Liabilities

Total 1,936            1,705            5,225            412               679               2,618            5,131            1,019            

Money /Deposits 690               200               1,124            85                  -                3                    2,298            27                  

Loans & seccurities 819               728               3,659            184               619               990               869               992               

Equity 427               777               442               143               60                  1,625            1,964            0                    

Net financial worth (NFW) 1257 -913 94 -607

Transactions Financial assets Liabilities

HH NFC MFI Gov HH NFC MFI Gov

Total 9 11 -37 11 4 10 -39 19

Money /Deposits 11 8 -32 -7 0 0 -48 6

Loans -6 -5 7 14 1 -3 -4 24

Equity 4 8 -12 4 3 13 13 -11

Change in  NFW|transaction : 5 1 2 -8

Net lending(+)/net borrowing (-) : 5 1 2 -8

value change Financial assets Liabilities

HH NFC MFI Gov Total economy HH NFC MFI Gov

Total 17 14 27 2 -2 34 15 13

Money /Deposits 0 0 -7 0 0 0 -10 0

Loans 1 -2 8 1 0 -5 6 13

Equity 16 16 26 1 -2 39 19 0

Change in  NFW|value change : 20 -20 12 -11

Closing balance sheet Financial assets Liabilities

Total 1,962            1,730            5,215            425               681               2,662            5,107            1,051            

Money /Deposits 701               208               1,085            78                  -                3                    2,240            33                  

Loans 814               721               3,674            199               620               982               871               1,029            

Equity 447               801               456               148               61                  1,677            1,996            11-                  

Net financial worth (NFW) 1281.7 -932 108 -626

Source: ECB and own transformations  

A few interesting policy implications can be seen from the integrated flow of funds 

statement such as in Table 3. We assess them by taking a comparative-static approach 

with ceteris paribus assumptions. A more complex model would have to model feedback 

reactions, which is beyond the scope of this paper. We will look at structural reforms, 

monetary policy and fiscal policy and then discuss the implications for regional imbalances 

in the euro area. 
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Labour market reforms 

Structural reforms of the labour market often aim at reducing wages or social costs. 

Assuming that the lower wage income does not change output, which may be the case in 

export oriented economies, the net operating surplus will increase for all sectors. Given 

that the NFC sector has the largest wage bill, this will benefit primarily NFCs. Under these 

conditions, a wage cut could be a positive stimulus for more investment and growth. 

Investment is then financed by making use of internally generated financial sources.  

However, while labour market reforms could potentially generate the funds for higher 

investment and growth, spending on capital goods will not be realised if the economic 

environment is uncertain and entrepreneurs do not feel confident that higher investment 

will generate the expected return. In that case, the effect of the wage cut will simply be a 

reduction in net borrowing or an increase in net lending for all sectors in aggregate. In a 

closed economy, this means that financial wealth is destroyed; in an open economy the 

excess savings will be lent abroad, which generates a financial claim on the rest of the 

world. But for the domestic economy it implies in both situations that money and other 

financial instruments remain scarce. Especially small and medium companies will find it 

difficult to access external finance. Under those circumstances wage reductions are 

counterproductive. 

Monetary policy 

Conventional monetary policy works through changing interest rates. A rate cut is in effect 

similar to a wage cut if we assume that production remains unchanged in the short run: 

lower interest rates are reducing costs for borrowers, but they also reduce income for 

lenders. Of course the process of income adjustment may take time, depending on the 

structure of financial instruments (bonds versus overdraft loans, for example), but in 

principle, a rate cut should increase net savings (retained earnings) for the corporate 

sector. On the other hand, if the central bank cuts its rates but commercial banks do not 

respond in parallel, the operating surplus of banks will improve. This might be welcome if 

banks’ capital ratios are insufficient or need to be brought up as under the new Basel III 

regulations. Furthermore, governments may also see their borrowing requirements reduced 

after a rate cut. However, to judge the efficiency of monetary policy, the fundamental 

question remains: will entrepreneurs use the opportunity of having additional internal funds 

and will they invest or not?  

Of course, a monetary tightening has the opposite effect. Retained earnings will be reduced 

in the NFC sector and both NFCs and the government will need to increase their external 

finance, if they wish to keep investment stable. On the other side, because households are 

net lenders, they will see their savings increased after an interest hike. That offers them 

with the opportunity to lend more, ceteris paribus, provided their liquidity preference is not 

rising. In that case the external indebtedness of the corporate sector will increase and 

corporate balance sheets will become more highly leveraged. 

Fiscal policy 

By increasing taxes, fiscal consolidation lowers disposable income and net savings for the 

private sector, but it increases net savings in the public sector. Depending on how the tax 

burden is structured, this will either reduce lending from the household sector or increase 

the need for external borrowing for the corporate sector or both. In this case, the corporate 

sector experiences a credit crunch. Thus, the complaints about insufficient access to finance 

by small and medium enterprises may be a consequence of the fiscal austerity pursued by 

EU governments. The dynamic consequence of austerity will be a negative feedback loop 

where lack of credit reduces investment which reduces growth which reduces credit, etc.  
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This implies, by contrast, that a policy of fiscal relaxation can have the effect of “crowing 

in” investment. If governments reduce taxes for the corporate sector, they facilitate 

“internal financing” through corporate cash flow; if they privilege households, and provided 

the banking system functions smoothly, a fiscal expansion would benefit investment. 

However, in a climate of economic uncertainty where banks fail their functions as 

intermediaries because the whole banking sector is in disarray, investment and growth will 

not be forthcoming, despite stimulating fiscal policies. 

Time for fiscal consolidation is best when the corporate sector has become a strong 

borrower, as private sector securities will then crowd out government paper without 

undermining the economic growth dynamic. This implies, of course strict anti-cyclical 

policies, whereby public debt is clearly reduced during a boom. 

Imbalances in monetary union 

Our analysis has been based so far on the aggregate of the euro area and treated it as a 

closed economy. While this is the right approach for demonstrating domestic policy effects, 

one should not neglect that Member States often pursue diverging and inconsistent policies. 

However, the logic of integrated flow of funds remains the same, although uncoordinated 

policies can generate regional imbalances. For example German labour market reforms 

have increased the German corporate sector’s capacity for net lending (Figure 13), while 

domestic absorption of German output by households was reduced. This domestic 

weakness was compensated by exports. In the early phase of monetary union with dynamic 

booms in the south due to low interest rates, the German economy became a net lender to 

these economies, which allowed them to leverage balance sheets and increase investment 

rapidly. Statistically this appears as an increase of “external” indebtedness of the southern 

economies, although in reality the funds lent from higher net savings in Germany were of 

course recycled by southern purchases. These imbalances are simply a flow of funds in a 

closed economy. As such, they sustain the institutional robustness of the euro, although 

the outflow of monetary assets constrains especially small enterprises with limited collateral 

in the SME-dominated south. 

On the other hand, while fiscal tightening increases the southern credit crunch and lowers 

local investment, northern lenders are no longer confident to lend to the south. As a 

consequence economic growth slows down in the north as well and it becomes negative in 

the south. This dynamic is worsened by difficulties in the banking system without a proper 

banking union. Because a fiscal relaxation in the south would not necessarily crowd in 

investment unless the euro area’s governance problems are solved and restore a climate of 

greater certainty, the euro area is caught in a fiscal trap from which no single policy 

measure alone allows it to escape. What is needed is a concerted action and coordination of 

policy measure to restore trust and improve the economic environment.  

3.2 Lending to the corporate sector in the euro area 

In this section, I will give a quick overview of the evolution of sector balances of net 

lending/net borrowing (Figure 10). Households and financial institutions have been net 

lenders from the beginning of the euro. NFCs borrowed heavily from other sectors during 

the dot.com boom of 2000 and then again in the run-up to the crisis 2004-2008. During the 

same time, governments were reducing their own borrowing, although they never started 

to reduce their debt stock (governments did not become a net lender). As a consequence, 

in many southern crisis states, public debt levels had been too close to the default line 

when the crisis hit in 2008 (Collignon, 2013b). The fact that fiscal consolidation was 

insufficient during boom times is supported by the fact that the euro area had to borrow 

from the rest of the world during those years in order to finance its appetite for investment. 
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After the Lehman bankruptcy, the world changed dramatically. Households increased their 

savings and reduced their outstanding debt. NFCs also reduced their borrowings and even 

became net lenders, i.e. paying down their debt and deleveraging their balance sheets. 

Given the global environment, there was little demand for EU net savings from the rest of 

the world. 

Figure 10:  Sector balances of net lending /net borrowing 
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The huge increase in private savings was partially absorbed by government deficits and the 

reduction of borrowing from the rest of the world. However, despite these high savings in 

the private sector, governments embarked on fiscal consolidation already at the end of 

2010. The consequences were predictable: a second recession followed after the 2009 

crisis. Under the impact of the unfolding Euro crisis, banks also cut back on net lending 

until the ECB flooded them with unconventional liquidity measures at the end of 2011. 

However, these measures have not caused companies to borrow for investment. Instead, 

the additional liquidity has been lent abroad. 

The reason of the anaemic corporate performance is primarily due to investment demand 

and not to deteriorating operating surpluses and corporate supply-side weaknesses. Figure 

11 shows that the corporate sector in the euro area has been increasing retained earnings 

before the start of the financial crisis in August 2007, and again since mid-2009. Thus 

corporate profitability has improved. The gap between the gross savings and investment of 

the NFC sector were financed by borrowing from other sectors. However, in response to the 

crisis, euro area firms have cut back on investment and started to deleverage. At the end 

of 2009, the corporate sector became a net lender, i.e. it was repaying debt. The recovery 

was cut short by the Euro crisis, when the generalised uncertainty about the future of the 

euro has paralysed investors. Even the unconventional monetary policies at the end of 

2011 could not stimulate demand for investment. 
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Figure 11: Corporate Sector Gross Lending/ Net Borrowing 
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A similar picture emerges from Figure 12, which shows the aggregate cash flow ratio of the 

NFC sector relative to GDP in the euro area. In the early years of monetary union, profits 

improved, but when the world economy was shocked by September 11 in 2001, cash flow 

fell and so did tax income and interest liabilities. In a climate of economic uncertainty, 

companies did not invest, but reduced their external borrowing. This changed after 2004, 

when borrowing improved again. Interest and tax payment went up as well, while the cash 

flow changed little until the second boom took off in 2006. After the Lehman collapse in 

September 2008, cash flow fell by nearly 15 % and corporate gross borrowing turned into 

net lending. Tax payments came down as well, which increased government deficits and 

the lower interest payments reduced operating income for banks. When the euro area 

pulled out of the severe recession of 2009, cash flow returned to the margins of the mid-

2000s, but borrowing has remained constrained.  

The great uncertainty of the Euro crisis may explain why corporate sector borrowing has 

not improved despite a return to normal profits. The EU Commission (2013) has assessed 

the impact of uncertainty on consumption and investment in the euro area. It found that 

uncertainty has increased not only in financial markets but also for enterprises and 

consumers. Furthermore, the significant negative effect of uncertainty has become stronger 

since the crisis. The study also found that this uncertainty is now at record high levels in 

the southern periphery as well as in Ireland, but remains much lower in the core countries. 

This explains also why financial fragmentation has increased so much, as discussed above 

(Figure 6). Stimulating the economy would, therefore, require either to restore stability or 

improve profitability or to do both. The EU has focused, without much success, on 

improving profits by strengthening competitiveness and it has had even less success in 

restoring confidence that undertaking productive investment. 
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Figure 12:  Non-financial Corporations' acquisition of financial assets in % of 

euro area GDP 
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However, in individual Member States the story is more complicated. In Germany, the 

corporate sector has been a net lender since 2002 and in Greece since 2000. In the other 

southern crisis states, the corporate sector has been borrowing until 2009, when it started 

to deleverage in response to the global financial crisis and the Lehman collapse. However, it 

is most remarkable that the increase in net lending has been caused by a simultaneous 

increase in savings and a reduction in investment (Figure 13). Hence, the problem of 

southern euro area members is primarily coming from the demand side (insufficient 

investment) and not from the supply side rigid labour markets preventing higher profits).  
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Figure 13:  Corporate savings and capital formation 
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Given this dynamic, it is not surprising that public debt is increasing in Europe. If the 

private sector is increasing its savings in order to repay its debt, the recession deprives 

governments of revenue. The finance shortfall will then be covered by the excess savings. 

This dynamic is clear from Figure 14, which shows debt-to-GDP ratios for the four main 

sectors of the euro area economy. Prior to the crisis, household and NFC debt increased by 

approximately 40 %, bank debt even more. Only government debt has remained stable in 

the early years of monetary union.9 But since the crisis, this development has been 

inverted: public debt has exploded, while private debt of households and companies has 

started to come down slowly. 

Figure 14: Debt to GDP rations in the euro area 
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3.3 Bank lending to SMEs 

Given this macroeconomic environment, we can now return to the discussion of small and 

medium enterprises and their difficulties to access finance. I have argued that the austerity 

policies pursued in Europe reduce financial wealth and constrain credit to the corporate 

sector. The problem of SMEs is that they are less likely to obtain a fair share of the 

shrinking finance cake than larger corporations. This is partly because they control less 

marketable collateral, partly because SMEs are more dependent on “relational banking”. 

From an individual banks’ point of view, lending decisions are affected by the assessment of 

the potential borrower’s solvability and by banks’ own liquidity position. Judging the 

                                       
9  Figure 10 is based on ECB data for flow of funds in the Euro Area. They are higher in levels but not in their 

evolution than the usual statistics published under the Excessive Deficit Procedure. 
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solvability of borrowers is at the heart of the banking business, while liquidity management 

is to a large degree affected by monetary policy. 

A firm’s solvability is, of course, a matter of efficient and honest management, which 

requires, at least in Europe given its huge SME sector, the establishment of “relational debt 

contracts” (Größl and Levratto, 2012). Solvability is also affected by market developments 

and the macroeconomic context. Banks must invest resources in order to overcome the 

informational asymmetries between lenders and borrowers, but given the smallness and 

heterogeneity of firms, it may not pay for a bank to do so. Furthermore, in case of severe 

economic shocks, the information asymmetry translates into larger risk premia, which 

implies that despite higher interest rates more credit will not be supplied (Stiglitz and 

Greenwald, 2003). Bank lending is then suboptimally constrained and SMEs are credit 

rationed. Small companies will get less funding than larger ones.  

In this case, monetary policy is powerless as an instrument to stimulate the economy. If 

the central bank lowers interest rates, it reduces the cost of liquidity for banks, but it does 

not affect the risk assessment of banks with respect to SME borrowers. Similarly, if 

unconventional monetary policies swamp banks with more liquidity than they are willing to 

hold, banks will not necessarily lend the excess to SMEs but rather buy securities where the 

excess demand will generate quick value gains. Figure 15 shows this effect at the end of 

2011/early 2012, when the Long-term Refinance Operation (LTRO) of the ECB lifted banks’ 

acquisition of debt securities, but did not increase loan issues. It is also clear that 

exuberant bank lending fuelled the loan boom before the global finical crisis, which financed 

an important part of the debt increases witnessed in Figure 14.  

Figure 15: Net acquisition of financial assets by MFI (mio €) 
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In order to improve lending, efficient and transparent governance structures are necessary 

to reduce uncertainty, especially in economies which are dominated by small and medium 

sized firms. With the exception of Ireland, transparent governance structures are a major 

problem in Europe’s south and crisis countries. This is apparent from Figure 16, which 

presents a transparency index based on data from the Global Competitiveness Report 

(WEF, 2012). For details see Annex A6. Low index values are prominent in countries with 

high shares of micro and small enterprises. Hence, the deficiency of good corporate 
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governance may be a significant obstacle in guaranteeing access to finance for SMEs in 

these countries. Improving the governance is the kind of structural reform, which would 

make a difference, but given that such reforms are of the responsibility of Member States, 

where local elites are likely to block progress, the EUEU should reflect how to improve good 

governance. 

Figure 16: Transparency index 2012 

 

Source: WEF, 2012., own calculations, 
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4. POLICY IMPLICATIONS 

This note has placed the issue of small and medium enterprises’ access to finance in a 

broader context of the euro area’s macroeconomic and political governance. Supporting 

SMEs is important, given their absolutely dominating role in the economy.  

However, the first insight from our analysis is that improving investment and access to 

finance is less a matter of industrial policy or special credit institutions, although such 

institutions can without doubt fill important functions in the strategic development of a EU 

industrial policy.  

More important is a macroeconomic environment in which firms have an incentive to invest, 

banks have trust to lend, and governments are a support rather than a hindrance for 

economic activity. The reader of my Briefing Notes to the EU Parliament will not be 

surprised to hear that I believe that the euro area needs a coherent economic government 

that is capable to legitimately overrule nation states because it has been democratically 

elected by EU citizens (Collignon, 2012b). Such a government would at least stop the 

cacophony which has been so devastating during the Euro crisis. Even if political will is 

today lacking, the political objective of a EU government needs to be affirmed. 

With respect to economic policy, time has come to end austerity. Austerity is destabilising 

Europe economically, socially and politically. I have shown that overly restrictive fiscal 

policies are depriving small and medium enterprises of financial resources, which they need 

to survive and grow. A fiscal stimulus could “crowd in” private investment. However, 

Europe’s difficulty, especially in the southern crisis countries, is the lack of policy margins 

when debt levels are already high and possibly unsustainable. For this reason, a more 

integrated approach in a spirit of solidarity is needed. The EU budget could make a 

contribution if Member State governments were willing to use it for this purpose. The 

support programs for SMEs by the EIB should be radically increased. 

Ultimately it is the improvement in financial markets and the return of trust that will make 

the difference. From this perspective a rapid conclusion of a full and genuine banking union 

is key, as that would help to overcome the fragmentation in financial markets. Ample 

liquidity by the ECB has already calmed the markets. Welcomed as this is, it is not 

sufficient to improve conditions for which Member States are responsible. However, one 

must hope that the ECB will not repeat the mistake with respect to monetary policy that 

the EU Council made with respect to fiscal policy: exit prematurely. Returning to economic 

growth after serious policy mistakes is more difficult as one can presently witness. The euro 

will only survive if the euro area returns to economic growth. 

In order to overcome financial fragmentation, the issuance of Eurobonds or Union Bonds 

(Collignon, 2012b) is recommendable. Structural reforms have merit in themselves. Who 

would deny that protecting insiders at the expense of labour market outsiders is a source of 

profound and intolerable injustice? Yet, in the present climate reforms that are increasing 

operating margins for the corporate sector are counterproductive, because they will 

contribute to more deleveraging with the consequence of financial wealth destruction. 

Labour markets should be opened up and made more flexible as economic growth returns. 

The same applies to fiscal consolidation and the reduction of public debt. 

Finally, political reforms are maybe the most forceful tool to improve the economic 

environment in which SMEs could find easier access to finance. At the heart of such reforms 

must stand the elimination of local corruption, which prevents competitive access to 

financial markets and stops financial institutions from lending in a non-transparent 

environment. In many southern and new Eastern Member States, citizens have hoped that 
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by joining the EU, they would get better government. They still hope, but disenchantment 

with EU intergovernmental gridlock is growing. This is what has to change. 

Europe’s salvation has been the euro, but its demise may be the nation state. After 5 years 

of pounding and hammering, the euro still exists. The earlier EU Monetary System already 

collapsed in 1992 after only three weeks. The reason for this astonishing robustness is the 

existence of the ECB, which provides, within its explicit mandate, liquidity to banks and 

thereby preserves financial and monetary stability (Collignon, 2012b). The ECB is the 

institutional guarantor of monetary solidarity. Europe’s problem today is the very unequal 

distribution of effective demand between regions and Member States. This inequality is the 

consequence of how the global financial crisis and the Greek sovereign debt shock were 

managed by sovereign Member States more preoccupied with the partial interests of local 

constituencies than by preserving the common interest of all EU citizens. What may cause 

Europe’s demise is the lack of political solidarity. 
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ANNEX 

 

Table A1. Size structure of Enterprises
Number of enterprises 2013 Number of enterprises growth 2007-2013

country/size 1 to 9 10 to 49 50 to 249 250+ SME Total 1 to 9 10 to 49 50 to 249 250+ SME Total

Austria 87.0 11.0 1.7 0.3 99.7 100.0 2.86 7.90 5.14 2.68 3.43 3.43

Belgium 94.0 5.0 0.8 0.2 99.8 100.0 20.91 -7.57 3.02 0.94 18.89 18.86

Cyprus 91.9 6.8 1.1 0.2 99.8 100.0 9.75 19.04 20.62 14.06 10.44 10.45

Estonia 86.7 10.9 2.1 0.3 99.7 100.0 12.15 -8.48 -8.42 -6.10 8.94 8.89

Finland 91.5 7.1 1.1 0.3 99.7 100.0 -3.38 18.03 3.15 0.82 -2.04 -2.04 

France 93.0 5.9 0.9 0.2 99.8 100.0 -8.15 -9.10 -8.32 -9.68 -8.21 -8.21 

Germany 83.2 13.7 2.6 0.5 99.5 100.0 16.75 13.79 24.50 7.13 16.52 16.47

Greece 96.6 3.0 0.4 0.1 99.9 100.0 -8.11 -7.68 -4.12 -13.26 -8.08 -8.09 

Ireland 88.5 9.4 1.8 0.3 99.7 100.0 66.53 -2.66 -11.89 -10.41 53.79 53.46

Italy 94.6 4.8 0.5 0.1 99.9 100.0 -2.69 -5.18 -3.88 4.54 -2.82 -2.81 

Luxembourg 88.2 9.5 1.8 0.5 99.5 100.0 15.75 2.15 -4.20 25.00 13.87 13.92

Malta 95.2 3.9 0.8 0.1 99.9 100.0 -0.17 2.70 2.56 0.00 -0.04 -0.04 

Netherlands 90.6 7.7 1.4 0.3 99.7 100.0 15.06 -2.90 4.46 4.21 13.29 13.26

Portugal 94.3 4.8 0.7 0.1 99.9 100.0 -12.42 -9.44 -5.54 -5.24 -12.24 -12.23 

Slovakia 83.6 13.0 2.8 0.6 99.4 100.0 58.09 -21.36 9.02 -6.30 38.06 37.68

Slovenia 92.7 5.9 1.1 0.2 99.8 100.0 6.59 7.38 -5.35 -9.63 6.48 6.44

Spain 93.8 5.4 0.7 0.1 99.9 100.0 -8.67 -24.42 -22.13 -11.59 -9.80 -9.80 

Bulgaria 90.5 7.9 1.4 0.2 99.8 100.0 24.04 8.84 -8.23 -7.89 22.09 22.01

Czech 95.5 3.6 0.7 0.1 99.9 100.0 8.41 0.74 -6.81 -4.68 7.99 7.97

Denmark 85.6 11.7 2.3 0.4 99.6 100.0 -4.96 5.53 17.61 6.64 -3.40 -3.37 

Hungary 94.7 4.4 0.7 0.1 99.9 100.0 4.54 -4.35 -3.52 -9.37 4.05 4.03

Latvia 88.0 9.9 1.9 0.3 99.7 100.0 12.78 -22.20 -21.08 -16.96 7.16 7.08

Lithuania 87.4 10.4 2.0 0.2 99.8 100.0 -25.22 -13.42 -23.08 -29.58 -24.11 -24.12 

Poland 95.7 3.0 1.0 0.2 99.8 100.0 -6.33 0.89 -0.97 2.21 -6.07 -6.06 

Romania 89.6 8.5 1.6 0.3 99.7 100.0 14.44 1.02 -9.69 -12.31 12.68 12.58

Sweden 93.5 5.4 0.9 0.2 99.8 100.0 0.27 12.63 8.23 8.65 0.94 0.95

United Kingdom 89.6 8.5 1.5 0.4 99.6 100.0 0.38 -17.26 -8.57 5.79 -1.55 -1.52 

Euro Area

maximum 96.6 13.7 2.8 0.6 99.9 66.53 19.04 24.50 25.00 53.79 53.46

minimum 83.2 3.0 0.4 0.1 99.4 -12.42 -24.42 -22.13 -13.26 -12.24 -12.23 

standard deviation 4.0 3.2 0.7 0.1 0.1 22.00 12.29 11.34 10.06 17.34 17.25

unweighted mean 90.9 7.5 1.3 0.3 99.7 10.64 -1.64 -0.08 -0.75 8.26 8.21

Non-Euro Area

maximum 95.7 11.7 2.3 0.4 99.9 24.04 12.63 17.61 8.65 22.09 22.01

minimum 85.6 3.0 0.7 0.1 99.6 -25.22 -22.20 -23.08 -29.58 -24.11 -24.12 

standard deviation 3.6 3.0 0.5 0.1 0.1 13.59 11.47 12.18 12.08 12.36 12.33

unweighted mean 91.0 7.3 1.4 0.2 99.8 2.84 -2.76 -5.61 -5.75 1.98 1.95

Source: ecorys  
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Table A2. Value added according to Size of Enterprises
Value Added 2013 Value Added growth 2007-2013

country/size 1 to 9 10 to 49 50 to 249 250+ SME Total 1 to 9 10 to 49 50 to 249 250+ SME Total

Luxembourg 32.7 21.5 18.6 27.2 72.8 100.0 52.52 36.73 17.92 -2.98 37.52 23.48

Malta 26.9 15.0 23.8 34.4 65.6 100.0 31.11 10.02 32.80 92.42 26.18 43.10

Germany 14.9 18.3 20.6 46.2 53.8 100.0 16.42 29.89 26.15 18.68 24.49 21.74

Belgium 21.6 20.5 19.3 38.6 61.4 100.0 30.65 21.21 20.81 8.57 24.24 17.68

Netherlands 19.1 21.1 22.9 36.9 63.1 100.0 13.81 17.69 24.65 16.11 18.87 17.84

Slovakia 10.9 19.3 21.7 48.1 51.9 100.0 -15.09 21.52 38.15 4.54 16.84 10.59

Austria 18.8 19.9 22.0 39.2 60.8 100.0 16.03 16.83 17.40 14.46 16.79 15.86

Cyprus 28.3 26.7 21.3 23.7 76.3 100.0 8.62 20.63 17.22 24.88 14.98 17.19

France 26.4 17.4 15.1 41.1 58.9 100.0 28.22 -1.42 6.31 -0.44 12.31 6.70

Finland 21.0 18.2 17.5 43.3 56.7 100.0 12.89 14.20 4.39 -2.22 10.52 4.62

Slovenia 21.9 19.2 21.6 37.3 62.7 100.0 5.81 2.09 6.30 3.91 4.81 4.47

Portugal 23.5 23.0 21.5 32.0 68.0 100.0 2.89 4.38 3.86 2.01 3.70 3.15

Estonia 19.2 23.5 29.4 27.9 72.1 100.0 -2.90 -8.61 -0.86 27.49 -4.05 3.07

Greece 33.8 21.2 14.8 30.2 69.8 100.0 -9.59 -4.82 -9.25 3.10 -8.12 -5.00 

Italy 29.6 22.6 16.1 31.7 68.3 100.0 -11.32 -10.62 -3.93 4.29 -9.44 -5.49 

Ireland 16.2 14.8 20.5 48.5 51.5 100.0 10.45 -20.74 -15.16 -5.06 -10.42 -7.90 

Spain 27.7 21.1 16.8 34.5 65.5 100.0 -7.53 -14.44 -12.96 -0.69 -11.26 -7.88 

Bulgaria 16.5 21.0 24.4 38.0 62.0 100.0 34.01 30.22 34.19 14.56 32.77 25.20

Sweden 21.0 18.9 18.6 41.5 58.5 100.0 17.55 17.77 16.78 8.07 17.38 13.33

Czech 19.8 15.6 20.1 44.5 55.5 100.0 18.00 8.96 14.81 12.91 14.19 13.62

Romania 14.2 17.6 20.4 47.8 52.2 100.0 13.13 14.36 6.53 9.67 10.85 10.28

Poland 17.0 13.2 21.7 48.2 51.8 100.0 -13.32 24.22 11.02 13.68 4.25 8.59

Hungary 18.3 16.0 19.5 46.2 53.8 100.0 6.06 0.42 1.91 2.59 2.82 2.71

Denmark 23.9 20.5 19.8 35.8 64.2 100.0 -4.08 -1.21 7.94 10.57 0.30 3.75

United Kingdom 18.6 14.9 16.4 50.1 49.9 100.0 -9.04 -14.43 -12.34 -7.77 -11.79 -9.82 

Lithuania 12.4 22.1 29.0 36.6 63.4 100.0 -16.56 -13.40 -11.52 -8.56 -13.20 -11.56 

Latvia 16.6 23.5 26.4 33.5 66.5 100.0 -28.96 -29.41 -19.37 1.53 -25.61 -18.29 

Euro Area

maximum 33.8 26.7 29.4 48.5 76.3 52.52 36.73 38.15 92.42 37.52 43.10

minimum 10.9 14.8 14.8 23.7 51.5 -15.09 -20.74 -15.16 -5.06 -11.26 -7.90 

standard deviation 6.3 3.0 3.6 7.4 7.4 17.88 16.37 15.84 22.84 14.73 13.44

unweighted mean 23.1 20.2 20.2 36.5 63.5 10.76 7.91 10.22 12.30 9.88 9.60

Non-Euro Area

maximum 23.9 23.5 29.0 50.1 66.5 34.01 30.22 34.19 14.56 32.77 25.20

minimum 12.4 13.2 16.4 33.5 49.9 -28.96 -29.41 -19.37 -8.56 -25.61 -18.29 

standard deviation 3.3 3.4 3.8 5.9 5.9 19.32 18.90 16.03 8.50 16.96 13.42

unweighted mean 17.8 18.3 21.6 42.2 57.8 1.68 3.75 5.00 5.72 3.20 3.78

Source: ecorys  
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Table A3. Employment according to Size of Enterprises
Employment 2013 Employment growth 2007-2013

country/size 1 to 9 10 to 49 50 to 249 250+ SME Total 1 to 9 10 to 49 50 to 249 250+ SME Total

Greece 56.7 17.3 11.1 14.9 85.1 100.0 -8.53 -8.38 -3.74 -3.82 -7.90 -7.32 

Cyprus 37.9 23.9 19.6 18.6 81.4 100.0 -0.41 2.79 1.93 15.38 1.07 3.46

Italy 46.4 21.4 12.3 19.9 80.1 100.0 -3.35 -5.80 -3.44 2.02 -4.03 -2.89 

Portugal 40.2 22.2 16.5 21.1 78.9 100.0 -9.13 -9.49 -6.49 3.08 -8.69 -6.44 

Estonia 26.7 26.3 24.8 22.1 77.9 100.0 0.36 -11.98 -12.93 -4.54 -8.44 -7.60 

Malta 34.5 20.9 20.9 23.7 76.3 100.0 6.36 4.63 5.15 3.50 5.55 5.06

Spain 40.1 21.2 14.1 24.6 75.4 100.0 -11.18 -26.87 -19.69 -6.98 -17.76 -15.35 

Slovenia 30.1 19.3 20.9 29.7 70.3 100.0 1.27 0.06 -5.25 -14.50 -1.08 -5.49 

Ireland 23.2 24.3 21.4 31.0 69.0 100.0 3.79 -6.48 -17.07 -5.82 -7.08 -6.69 

Austria 25.0 23.8 18.9 32.2 67.8 100.0 5.15 8.03 5.30 3.23 6.19 5.22

Luxembourg 20.4 23.1 24.3 32.2 67.8 100.0 19.91 3.66 10.28 3.45 10.54 8.15

Belgium 31.8 19.9 15.9 32.4 67.6 100.0 7.64 -7.10 2.53 -4.02 1.70 -0.22 

Netherlands 24.6 21.6 19.1 34.7 65.3 100.0 -3.16 0.74 12.66 11.11 2.35 5.23

France 27.7 20.2 15.7 36.3 63.7 100.0 1.95 -11.18 -11.11 -17.87 -5.88 -10.62 

Germany 19.3 23.1 20.5 37.2 62.8 100.0 13.37 20.06 17.72 5.47 17.18 12.54

Finland 24.1 20.6 16.8 38.4 61.6 100.0 13.06 16.07 2.20 3.01 10.81 7.68

Slovakia 13.5 21.6 23.3 41.6 58.4 100.0 -12.48 0.66 2.70 -8.54 -1.97 -4.82 

Latvia 26.7 26.7 24.1 22.4 77.6 100.0 1.63 -21.01 -23.81 -17.40 -15.48 -15.92 

Lithuania 24.1 27.0 25.0 24.0 76.0 100.0 -17.54 -14.82 -23.17 -21.16 -18.58 -19.21 

Bulgaria 29.5 25.2 21.2 24.1 75.9 100.0 12.43 6.95 -12.24 -10.32 2.61 -0.84 

Hungary 36.7 19.4 16.9 27.0 73.0 100.0 -0.04 -3.85 -3.04 -10.35 -1.78 -4.25 

Czech 30.8 19.3 19.5 30.3 69.7 100.0 1.03 -2.66 -7.61 -11.83 -2.55 -5.57 

Poland 37.4 12.0 18.7 31.9 68.1 100.0 -3.50 2.79 -2.66 -2.33 -2.21 -2.25 

Romania 24.9 20.8 21.3 33.1 66.9 100.0 6.81 -5.72 -10.50 -9.62 -3.14 -5.38 

Denmark 17.7 25.4 23.7 33.2 66.8 100.0 -5.01 8.28 18.11 1.97 7.48 5.58

Sweden 25.2 21.3 17.8 35.8 64.2 100.0 1.40 -0.03 -2.59 -1.41 -0.20 -0.64 

United Kingdom 20.6 18.5 15.1 45.8 54.2 100.0 -5.86 4.17 -2.77 -2.19 -1.77 -1.96 

Euro Area

maximum 56.7 26.3 24.8 41.6 85.1 19.91 20.06 17.72 15.38 17.18 12.54

minimum 13.5 17.3 11.1 14.9 58.4 -12.48 -26.87 -19.69 -17.87 -17.76 -15.35 

standard deviation 10.9 2.2 4.0 7.8 7.8 9.06 11.15 10.31 8.55 8.77 7.74

unweighted mean 30.7 21.8 18.6 28.9 71.1 1.45 -1.80 -1.13 -0.93 -0.44 -1.18 

Non-Euro Area

maximum 37.4 27.0 25.0 45.8 77.6 12.43 8.28 18.11 1.97 7.48 5.58

minimum 17.7 12.0 15.1 22.4 54.2 -17.54 -21.01 -23.81 -21.16 -18.58 -19.21 

standard deviation 6.4 4.7 3.3 7.0 7.0 8.02 9.37 11.96 7.43 7.80 7.36

unweighted mean 27.4 21.6 20.3 30.8 69.2 -0.87 -2.59 -7.03 -8.46 -3.56 -5.04 

Source: ecorys  
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Table A4. Productivity according to Size of Enterprises
Productivity 2013 Productivity  growth

1 to 9 10 to 49 50 to 249 250+ SME Total 1 to 9 10 to 49 50 to 249 250+ SME Total

Luxembourg 160.5 93.0 76.5 84.5 107.4 100.0 32.61 33.07 7.64 -6.42 26.99 15.33

Belgium 67.8 103.0 121.4 119.4 90.7 100.0 23.01 28.31 18.28 12.59 22.54 17.90

Malta 78.1 71.6 113.5 145.0 86.0 100.0 24.75 5.39 27.64 88.91 20.63 38.04

Slovakia 80.7 89.3 93.4 115.5 89.0 100.0 -2.61 20.86 35.45 13.09 18.80 15.40

France 95.2 86.0 96.2 113.1 92.5 100.0 26.27 9.75 17.42 17.44 18.19 17.32

Netherlands 77.5 97.8 119.9 106.4 96.6 100.0 16.97 16.95 11.99 5.00 16.52 12.61

Cyprus 74.7 111.9 108.3 127.4 93.7 100.0 9.03 17.84 15.29 9.50 13.91 13.73

Portugal 58.4 103.7 130.2 151.8 86.2 100.0 12.02 13.87 10.35 -1.07 12.39 9.59

Austria 75.2 83.5 116.5 121.8 89.6 100.0 10.88 8.80 12.10 11.23 10.60 10.65

Germany 77.4 79.4 100.4 124.3 85.7 100.0 3.05 9.83 8.43 13.21 7.31 9.20

Spain 68.9 99.8 119.1 140.0 86.9 100.0 3.65 12.43 6.74 6.29 6.51 7.47

Slovenia 72.6 99.7 103.5 125.5 89.2 100.0 4.54 2.03 11.55 18.41 5.88 9.96

Estonia 72.0 89.2 118.2 126.2 92.5 100.0 -3.26 3.37 12.06 32.03 4.39 10.68

Greece 59.7 122.6 133.0 202.8 82.0 100.0 -1.06 3.56 -5.51 6.91 -0.22 2.32

Finland 86.8 88.4 104.3 112.6 92.1 100.0 -0.17 -1.87 2.19 -5.23 -0.29 -3.06 

Ireland 69.9 60.8 95.5 156.3 74.7 100.0 6.66 -14.26 1.91 0.77 -3.34 -1.20 

Italy 63.7 105.4 131.0 159.7 85.2 100.0 -7.97 -4.82 -0.49 2.27 -5.40 -2.60 

Bulgaria 56.1 83.6 114.8 157.6 81.7 100.0 21.58 23.27 46.43 24.88 30.16 26.04

Sweden 83.4 88.8 104.9 115.9 91.1 100.0 16.15 17.81 19.37 9.48 17.58 13.97

Czech Republic 64.3 80.8 103.0 146.5 79.7 100.0 16.98 11.62 22.42 24.74 16.74 19.18

Romania 57.2 84.6 95.7 144.7 77.9 100.0 6.33 20.08 17.03 19.28 14.00 15.67

Poland 45.4 110.0 115.7 151.1 76.1 100.0 -9.82 21.43 13.67 16.00 6.46 10.84

Lithuania 51.4 81.7 116.2 152.5 83.4 100.0 0.99 1.42 11.65 12.60 5.38 7.66

Hungary 49.8 82.4 115.3 171.2 73.7 100.0 6.10 4.28 4.94 12.94 4.60 6.96

Denmark 135.1 80.8 83.5 107.8 96.1 100.0 0.93 -9.49 -10.17 8.60 -7.18 -1.84 

United Kingdom 89.9 80.7 109.0 109.4 92.1 100.0 -3.18 -18.60 -9.57 -5.57 -10.03 -7.86 

Latvia 62.0 87.8 109.6 149.6 85.7 100.0 -30.59 -8.41 4.44 18.93 -10.13 -2.37 

Euro Area

maximum 160.5 122.6 133.0 202.8 107.4 32.61 33.07 35.45 88.91 26.99 38.04

minimum 58.4 60.8 76.5 84.5 74.7 -7.97 -14.26 -5.51 -6.42 -5.40 -3.06 

standard deviation 23.0 15.0 15.3 26.6 6.9 11.79 11.82 9.97 21.66 9.55 9.66

unweighted mean 78.8 93.2 110.6 131.3 89.4 9.32 9.71 11.36 13.23 10.32 10.78

Non-Euro Area

maximum 135.1 110.0 116.2 171.2 96.1 21.58 23.27 46.43 24.88 30.16 26.04

minimum 45.4 80.7 83.5 107.8 73.7 -30.59 -18.60 -10.17 -5.57 -10.13 -7.86 

standard deviation 27.1 8.9 10.5 21.8 7.4 15.17 14.84 16.47 8.98 13.27 10.56

unweighted mean 69.5 86.1 106.8 140.6 83.8 2.55 6.34 12.02 14.19 6.76 8.83  
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Table A6. Transparency index
CATEGORIES 1 2 3 4 5 6 7 8 9 10 Average

Finland 6.5 6.6 6.5 5.1 6 5.9 6.4 6.5 6.3 5.6 6.1

Netherlands 6 6.2 6.4 5.2 5.6 5.6 5.6 6.3 6 4.2 5.7

Luxembourg 6.2 6.4 5.8 4.3 5.2 5.3 6.2 6.4 5.8 4.2 5.6

Germany 5.8 5.9 6.2 4.2 4.9 5 5.8 5.8 5.5 4.9 5.4

Ireland 5.8 6.1 6.3 4.1 4.6 4.5 5.6 5.4 4.6 6.3 5.3

Austria 5.8 5.4 5.2 3.8 4.8 4.6 5.8 5.6 5.7 4.9 5.2

Belgium 5.3 5.6 5.2 4.1 4.2 4.2 5.8 5.4 5.6 4.9 5.0

Estonia 5.2 5.5 5.5 4.1 4.3 4.2 5.5 5 5.5 4.9 5.0

France 5.7 5.4 4.9 3.7 4.4 4.5 5.3 5.4 5.3 4.9 5.0

Cyprus 5.2 4.8 4.8 3.3 4.6 4.7 5.6 4.4 5.4 6.3 4.9

Malta 5.6 4.5 5 3 3.9 3.7 5.9 4.5 5.8 na 4.7

Spain 4.8 4.8 4 3.3 3.7 2.8 5.5 4.5 4.6 4.2 4.2

Portugal 4.8 5.1 3.9 3 2.9 3.2 5.9 4.5 4.9 2.1 4.0

Slovenia 4.4 4.9 3.8 2.6 2.7 2.9 6 4.2 4.7 2.8 3.9

Slovakia 4.1 3.6 2.7 2.1 2.4 2.4 4.9 3.4 4.3 6.3 3.6

Italy 4.3 3.9 3.8 2.5 2.5 2.6 4.5 3.6 4.1 2.1 3.4

Greece 4.2 3.4 3.1 2.5 2.5 2.6 4.7 3.1 4.4 2.8 3.3

Sweden 5.9 6.2 6.2 5.3 5.6 5.5 5.7 6.2 5.9 4.9 5.7

United Kingdom 6.2 5.9 6.2 4.2 5.1 5.1 5.3 5.9 5.9 7 5.7

Denmark 5.5 6.4 6 4.6 5.1 4.6 5.2 6.4 5.3 6.3 5.5

Poland 4.4 4.9 4.2 3.3 3.1 3.2 5.5 4.2 5.2 6.3 4.4

Latvia 4.1 4.3 4 3.1 3.2 3.3 5.3 4 4.7 7 4.3

Lithuania 4.3 4.5 3.5 3.1 3.3 4 5.3 4 5 3.5 4.1

Hungary 3.8 4.3 3.7 2.6 3 2.5 5 3.6 5.1 4.9 3.9

Czech 4.1 3.8 3.7 2.4 3 2.9 5.4 3.4 4.9 4.2 3.8

Romania 3.9 3.7 2.7 2.4 2.6 2.7 5.1 3.2 4 6.3 3.7

Bulgaria 3.5 3.8 2.9 2.6 2.8 2.9 3.8 3.5 4.3 5.6 3.6

USA 5 4.8 4.3 3.2 4.5 4.2 4.5 5 5 6.3 4.7

Average Euro Area 5.3 5.2 4.9 3.6 4.1 4.0 5.6 4.9 5.2 4.5 4.7

Average non-Euro Area 4.6 4.8 4.3 3.4 3.7 3.7 5.2 4.4 5.0 5.6 4.5

Values go from 7 (best) to 1 (worst)

Categories:

1 Property rights

2 Bribes

3 Judicial independence

4 Favouritism

5 Efficirency of legal framework in settimng disputes

6 Efficiency of legal fra,ework in challaenging regulations

7 Nusiness cost of crime and viaolence

8 Ethical behaviour of firms

9 Auditing and repiorting standards

10 Borrowers' and lenders' legal rights  
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Abstract 

Small and Medium Enterprises (SMEs) generate about two-thirds of total value 

added in the EU. Therefore, the current difficulties faced by SMEs in accessing 

adequate financing means in distressed euro area Member States represent a 

major obstacle to the recovery of both activity and employment in the whole euro 

area. 

In the euro area, and in contrast to the US, bank credit represents the major form 

of SMEs financing. The combined effects of (i) a strong bank deleveraging to 

comply with higher capital requirements (ii) an increased risk aversion in a 

context of reduced activity and (iii) a severely impaired monetary transmission 

mechanism, resulted in large financing disparities across euro-area frontiers. 

These issued must be addressed without delay. Enhancing equity and debt 

financing of SMEs should be a real alternative to bank financing and a step in the 

right direction. Conversely, a full-fledged level plain field for the financing of euro 

area SMEs can only be achieved with the completion of the banking union. 



Policy Department A: Economic and Scientific Policy 
 

PE 507.469 90 

CONTENTS 

INTRODUCTION 91 

1. POLICIES 95 

1.1 Policy measures to address the design and implementation of SME 

financing in the short term 95 

1.2 Policy measures to address the design and implementation of SME 

financing in the medium term 96 

REFERENCES 99 

 



Access to finance of SMEs in distressed euro area Member States 
 

PE 507.469 91 

INTRODUCTION 

Why SMEs financing is problematic, particularly in distressed euro area 

economies? 

Small and Medium size Enterprises (SMEs) are the backbone of the euro area economy. 

They account for 98 % of firms, 75 % of the employees, 85 % of new employment and 

60% of total value added. The relative weight of SMEs is even higher in the distressed 

Member States of the euro area. 

There are several reasons why access to finance of SMEs is falling and became more 

expensive, in particular in the euro area periphery. 

First, in the euro area the financing of the economy is dominated by banks as 80 % of 

financial intermediation goes through the banking system and only 20 % goes through 

capital markets. This is in sharp contrast to the US, where 80 % of financial intermediation 

goes through capital markets and only the remaining 20 % through the banking system. In 

the UK, these percentages are somewhat in the middle, i.e. 50 % each. In the distressed 

euro-area Member States, banking loans represent an even larger proportion of total credit 

intermediation compared to the average (Bijlsma, Gijsbert and Zwart, 2013). 

In terms of GDP, the size of the US economy is about 1.3 times larger than the euro area 

economy (US: EUR 12.41 trillion; euro area: EUR 9.48 trillion), in terms of total bank 

assets, the US economy is 4.5 times smaller (US: EUR 9.9 trillion; euro area: EUR 44.9 

trillion), while in terms of market securitisation, the US economy is 4.5 times larger (US: 

EUR 6.9 trillion; euro area: EUR 1.52 trillion). Therefore, the banking crisis in the euro area 

must have affected non-financial companies and SMEs much more than it did in the US 

(and in the UK).  

Second, in advanced countries, market-based financial systems have generally shown a 

higher resilience to systemic shocks than bank-based financial systems, as it has been the 

case in the UK and, even more so, in the US.  

Third, banking crisis must be resolved swiftly to limit contagion effects. To a large extent, 

this has happened in the US with the US Treasury forcing all banks to recapitalize, 

converting investment banks into deposit institutions and the Federal Deposit Insurance 

Corporation (FDIC) resolving around 500 banks, mostly small. It took much longer to fix 

the problems in the euro area because of the bigger size of the banking sector and the 

absence of equivalent single supervisory and resolution institutions: a single regulator, a 

single supervisor, a single resolution system and a single deposit insurance system.  

Progress on this front is slow. Single supervisory institutions (ESRB, ESAs) have bee set up 

but a single resolution system is still missing and a common deposit guarantee scheme 

may require a Treaty change. 

Fourth, compared to large corporations, euro area SMEs are more prone to suffer the 

effects of banking crisis as: (i) they are more dependent on bank credit and cannot easily 

access financial markets; (ii) SMEs financial health tends to be lower and deteriorates 

faster. In the current situation of financial stress, strong deleveraging needs and high risk 

aversion leads banks to reduce lending first to SMEs and only afterwards to larger 

corporations and governments as SMEs` higher probability of default also implies a higher 

(risk-weight-adjusted) capital requirement ratio (Benoit Coeuré, 2013).  

Fifth, the absence of a Banking Union is, to a large extent, responsible for the current 

fragmentation of the euro area financial system for the following reasons:  
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(i) A ring-fencing policy by the national supervisors of the relatively well-off economies of 

the euro area, whereby banks are advised to limit lending and reduce the risk exposure to 

both financial and non financial institutions in distressed Member States, as well as to 

reduce their holdings of sovereign and private debt.  

(ii) A preference for banks of distressed Member States - which have lower ratings - to 

invest in their domestic sovereign debt rather than lending to local SMEs. Sovereign debt 

provides banks with relatively high rates of return at a still reasonable risk. Moreover, 

sovereign debt can be used as collateral to obtain liquidity from the ECB. Lending to SMEs 

entails a higher risk and, furthermore, the loan must be kept on the bank’s balance sheet 

and, therefore, cannot be used as collateral for liquidity provision.  

(iii) The effect of higher capital and buffer ratios following Basel III and EBA (European 

Banking Agency) new capital and banking solvency regulations. In order to comply, banks 

in euro area distressed Member States are forced to reduce the (risk-weighted) asset side 

of their balance sheet more than the rest of the euro area does because of the higher cost 

of capital and a larger proportion of non-performing loans.  

(iv) The absence of a single supervisor, implying that banks in distressed members are 

subject to tough measures by their supervisors and to fully comply with the prescriptions of 

risk-weighted asset models. By contrast, supervisors in better performing countries tend to 

be more lenient with the application of the capital requirements rules, as banks are 

expected to comply due to better shape of the economy. 

Most of these challenges have been highlighted in a recent speech by ECB president Mario 

Draghi (2013): “fragmentation has weakened the impact of monetary policy in the very 

parts of the euro area where it is most needed and has created divergent borrowing 

conditions for firms and households with equal creditworthiness but different country codes. 

As our main tool to combat fragmentation, we have adopted Outright Monetary 

Transactions (OMTs)”. A Banking Union based on an independent Single Supervisory 

Mechanism (SSM) and an independent Single Resolution Mechanism (SRM) would provide a 

solution. 

The role of governments is also extremely important. According to Jörg Asmussen (2013), 

they can address the root causes of fragmentation through three channels: First, by 

reducing the excessive level of public debt prevailing in some countries and therefore the 

adverse feedback loop between the sovereign and banks' balance sheets. Second, by 

implementing structural reforms to raise potential growth, as weak growth reduces banks' 

attitude towards risk and therefore lending to SMEs. Third, by strengthening banks’ 

balance-sheets and addressing the issue of banks’ recapitalisation and restructuring. 

Recent empirical evidence confirms SMEs' difficulties to access finance 

The bi-annual ECB Survey on the Access to Finance of SMEs (SAFE) in the euro area allows 

for a comparison of loan availability by SMEs, according to their size. The survey of April 

2013 shows the following results: 

At the euro area level, only 5 % of SMEs reported higher demand for bank loans and 12 % 

reported rising bank overdrafts. The factors affecting external financing the most were: 

fixed investment (13 %), inventory and working capital (12 %) and insufficient internal 

funds (7 %). 

The proportion of SMEs reporting bank lending scarcity was the highest in Greece (31 %), 

Portugal (19 %) and Italy (12 %). SMEs reporting insufficient availability of internal funds 

were the highest in Greece (23 %), Italy (18 %), Spain (16 %) and Portugal (15 %). By 
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contrast, SMEs in Austria (-6 %), the Netherlands (-5 %) and Germany (-4 %) reported a 

decline in their need for banks loans. 

In the euro area as a whole, SMEs have reported a relative improvement of their financial 

situation in the period October 2012-March 2013: Italy (from -27 % to -7 %), Spain (from 

-30 % to -17 %), Ireland (from -35 % to -22 %), Portugal (from -42 % to -32 %) and 

Greece (from -53 % to -40 %). These numbers show a higher confidence derived from the 

ECBs non-standard monetary policy measures and from the announcement of the OMTs. 

But in all Member States, except Germany, SMEs reported a worsening of the banks 

willingness to provide loans.  

The highest number of SMEs applying for a bank loan was the highest in France (28 %), 

Spain (27 %) and Germany (26 %), the lowest in the Netherlands (12 %), Ireland (14 %) 

and Portugal (15 %). More than half of SMEs in Germany, Austria and Finland reported that 

they did not apply for a loan as they have sufficient internal funds, while in Greece (24 %) 

and Portugal (35 %) they did not apply because of fear of rejection.  

In terms of price conditions, only 17 % of euro area SMEs reported better market 

conditions, down from 27 % in the previous survey. Developments were more 

heterogeneous among individual members states: SMEs in Spain (66 %), Italy (62 %) and 

Portugal (56 %) reported an increase in the level of bank lending rates, while Germany (-

29 %), France (-27 %) and Belgium (-12 %) reported a decrease.  

With respect to non-price terms and conditions, SMEs in Ireland (-24 %), Spain (-16 % and 

Netherlands (-8 %) reported, on balance, a decrease in the size of loans, while the rest of 

the euro area reported either no change or an increase. With respect to collateral 

requirements, SMEs in Spain (51 %), Greece (45 %), Italy (44 %) and Ireland (44 %) 

reported increases whereas only 15 % did in Germany. 

In terms of expectations, euro area SMEs reported on average, a small deterioration of the 

availability of bank loans and bank overdrafts (5 % versus 15 % and 13 %) and broadly 

unchanged availability of internal funds. Among Member States, expectations regarding 

availability of banks loans were the worst in Greece (-27 %) and the most positive in 

Germany (+6 %). 

In the six months up from January 2013, euro area SMEs were charged, on average, 160 

basis points more than large firms. Looking at Member States, the spread was around 50 

basis points in Austria and Belgium, compared to 261 basis points in Spain and 174 basis 

points in Ireland.  

Between 2003 and 2008, the spreads have multiplied by 3.3 times for Spain and 3.9 times 

for Ireland (Benoit Coeuré (2013)).  

Between 2010 and 2012, interest rates charged on loans worth less than EUR 1 million to 

non-financial corporations in distressed Member States increased by 110 basis points. By 

contrast, rates fell by 20 basis points in the rest of the euro area. Similarly, for loans above 

EUR 1 million, rates were up by 41 basis points in distressed members and down by 3 basis 

points in the rest of the euro area. Compared to business financing, interest rates for 

household financing have increased less in distressed euro area Member States (e.g. by 50 

basis points in Spain and by 100 basis points in Italy). 

In sum, the interest rate on loans of less than EUR 1 million is currently 164 basis points 

higher than on loans over EUR 1 million, a measure of SME risk premium. SMEs of 

distressed members pay higher interest rates both for loans below EUR 1 million (average 

surcharge of 269 basis points) and above EUR 1 million (average surcharge of 208 basis 
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points). This means that SMEs in distressed members face a cost of bank financing that is 

85 % higher than in other Member States, regardless of their size (Joaquin Maudos, 2013). 

The same can be said about bank deposits. Between 2007 and 2012, the standard 

deviation of interest rates on time deposits up to one year offered to households across the 

euro area members was multiplied by a factor of 3.2 while in deposits from businesses was 

multiplied by a factor of 5.1. 

These data confirm that the ECB monetary transmission mechanism is not working 

properly: interest rates on banks' loans reflect more the sovereign risk premium than the 

ECB main refinancing rate, adversely affecting the recovery in distressed Member States. 
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1. POLICIES 

1.1 Policy measures to address the design and implementation of 

SME financing in the short term 

In the short term, support for SMEs financing in distressed Member States should come: (i) 

from European institutions; (ii) from more securitisation and (iii) from a stronger 

engagement of the Member States. 

Concerning the role of EU institutions, the European Investment Bank (EIB) has been 

granted a capital increase of EUR10 billion from EU Member States and has decided to 

allocate an additional EUR15 billion to SMEs between 2013 and 2015, mostly in peripheral 

members. EIB President, Werner Hoyer, mentioned that securitization could be a useful 

additional tool to revive SME financing, but stressed the need for caution.  

In Greece, the EIB has set up a Guarantee Fund for SMEs. In Portugal, the EIB has 

introduced an innovative Portfolio State Guarantee, which will provide a lending envelope 

up to EUR 6 billion over the next few years. The EIB is also considering to increase the 

number of supported companies by extending - to the extent possible - the range of its 

banking partners. Finally, the EIB is considering to link favourable loan conditions to the 

creation of new jobs for young unemployed (EIB, 2013). 

The Competitiveness and Innovation Framework Programme (CIP) proposed by the 

Commission has two distinct goals: (i) making SMEs financing through bank loans easier 

and (ii) enhancing equity investments for SMEs with high growth potential. CIP financial 

instruments will be managed by the European Investment Fund (EIF), through national or 

regional intermediaries such as banks and venture funds.  

These instruments are EU-backed loans and guarantees granted to SMEs with the aim of 

facilitating their access to bank credit. Under the SME Guarantee Facility (SMEG), banks will 

be able to lend to SMEs at more favourable conditions, thus also facilitating lending to more 

risky categories (e.g. young companies, entrepreneurs without credit history or lack of 

sufficient collateral). Half of the CIP resources facilitating SMEs financing are to be invested 

in venture capital funds of start-ups and innovative SMEs with a high growth potential. 

As the current CIP comes to an end in 2013, a new CIP program called COSME (Programme 

for Competitiveness of enterprises and SMEs) will boost support for SMEs in the period 

2014-2020 through a loan facility, an equity facility and financing for research and 

innovation. (EC Memo: 02-05-2013). Finally, a new proposal for the Markets in Financial 

Instruments Directive (MIFID) will contribute and sustain the development of stock markets 

specialized in SMEs  

Reduced bank lending to SMEs is related to the ongoing process of bank deleveraging 

following the adoption of the Capital Requirements Regulation Directive (CRD IV), which 

increased equity ratios and capital buffers, both in quantitative and qualitative terms. ECB 

board member B. Coeuré (2013) has supported the decision by EU co-legislators to include 

a specific discount factor for banks’ exposures to SMEs, for loans up to EUR 1.5 million. 

This is expected to reduce SMEs capital requirements by about 25 %.  

Securitisation could also provide support to SMEs, by channelling private savings to SMEs 

investment via pension and insurance funds or directly via SME financing. For instance, 

asset-backed securities (ABS) allow banks to reduce regulatory capital requirements by 

selling large portions of their commercial loan portfolios in national and international 

markets. To this end, the Prime Collateralized Securities (PCS) initiative aims to set 
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common criteria on standardization, quality, simplicity and transparency of the ABS 

market, thus improving its depth and liquidity. The initiative includes specific criteria for 

SMEs ABS. 

In principle, the ECB could finance SMEs by accepting SMEs loans as collateral, i.e. similarly 

sovereign debt. However, as SMEs loans carry a higher risk than sovereign debt, the ECB 

currently applies a larger discount factor (i.e. 16 %) to asset-backed security of SME loans 

used as collateral compared to government bonds. The ECB could, alternatively, ask 

national central banks to buy SME loans locally on its behalf. This may reduce the overall 

risk level, given the better knowledge of the balance-sheet by "local" supervisors and credit 

institutions. The ECB may also wish to broaden eligibility criteria for asset-backed securities 

(i.e. by accepting marketable debt instruments denominated in other currencies). Finally, 

the ECB could mirror the Bank of England “Funding for Lending Scheme” (FLS), which 

allows banks first to exchange bundles of SME loans with safe Treasury Bills with the 

central bank. Banks can then use this good collateral for additional borrowing. As the 

bank’s creditor gets the safe asset if the bank defaults, this is a cheaper form of funding. 

Euro area Member States also take initiatives to supporting SMEs financing. In this context, 

the German State owned bank KfW, (Kreditanstalt fur Wiederaufbau) will provide financial 

support to SMEs in both Portugal and Spain.  

1.2 Policy measures to address the design and implementation of 

SME financing in the medium term  

Compared to the US, long-term capital markets are underdeveloped in the European Union. 

A recent report by the G30 group “Long-term finance and economic growth” recommends 

the removal of the tax bias against equity in relevant EU Member States. While the 

rationale for removing the bias has been accepted, little has been done so far. At the same 

time, there is an urgent need to deepen equity and debt markets in the euro area.  

Various policy options exist. The double taxation of equity could be removed, either by 

eliminating the tax deductibility of interest payments in combination with lower marginal 

corporate tax rates, or by applying tax deductibility to equity dividends while increasing the 

marginal tax rate.  

The development of financial markets for loans, credit, capital and equity securities in the 

euro area should be stepped up and banks' financing reduced, to achieve a more balanced 

financial system in terms of number institutions, financial instruments and the term 

structure of interest rates. To this end, efforts should be concentrated on a euro area 

private placement market 1, an euro area high yield market, a euro area small cap market 

and a euro area covered bond market, where SMEs loans could become more important 

than mortgages. 

Long-term financing and investment is key for the creation of larger and more diversified 

equity and debt markets in the euro area. And if the euro area wants to match with the US 

in terms of venture capital and private equity, it needs stronger equity and capital markets. 

The lack of long-term finance implies less investment opportunities, adversely affecting 

medium-term GDP growth and the sustainability of government debt. Compared to financial 

intermediation through banking, credit intermediation through capital markets offers 

liabilities of longer duration and a fairly transparent pricing of assets, even in euro area 

economies with a relative low share of financial investment (e.g. in Italy and Spain, 

                                                           
1  The German corporate 'Schuldschein' is most important private placement market in the euro area. It is a 

market for bilateral loans, non quoted, non registered and based on German law. Similar markets were 
recently established in the UK and France. 
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household wealth takes mainly the form of investment in real estate with 84 % and 74 % 

of households being home owners). In this regard, it is interesting to note that corporate 

bond corporate issuance in Europe is recovering. In the first five months of 2013, issuance 

of corporate bonds accounted for EUR 31 billion compared with EUR 44 billion in the record 

year 2010. 2 

While large companies have a relatively easy access to capital markets, most SMEs do not 

as they need net earnings (as measured by Ebitda: Earnings before interest, taxes, 

depreciation and amortization) in the order EUR 100 million to access to high yield 

corporate bond market. Mergers of small firms into medium size companies should be 

therefore encouraged. Larger firms tend also to show higher labour productivity and a 

strong dynamics of exports (de la Torre, 2013). 

Access of medium size companies (Ebidta between EUR20-100 million) to local high yield 

markets has improved in some large euro area countries, including Germany, (5 markets 

and EUR 3.5 billion of issuance since 2010), Spain (Mercado Alternativo de Renta Fija 

(MARF)), Italy as well as in some non-euro area economies (e.g. Sweden and the UK).  

But small SMEs, particularly in the euro area periphery, are still facing barriers to access 

finance. Enhancing covered bond markets would help. Covered bond markets appear to be 

a better instrument than ABS as they offer a double guarantee - asset backed and covered 

by the credit risk of the issuer - and the issuance of bad debts is limited as the first loss is 

retained by the originator.  

In parallel with the traditional European covered bonds mortgage packaging, covered bonds 

packaging of SMEs loans should be further developed, e.g. along the lines of the initiative 

taken by Commerzbank. 3 

However, as these type of markets are not available in all euro area member states, it may 

be worth investing in a euro area-wide market for covered bonds. In particular, regulatory 

support should be provided to develop this type of new market.  

Banks could be encouraged to transform SMEs loans into covered bonds by retaining the 

first loss (first equity tranche), and placing the junior tranche with the support of the EIB or 

appropriate entities/agencies in order to obtain a rating for the senior tranche and sell it 

(e.g. to insurance companies and other long-term investors). Such operation would also 

allow a portion of the super senior tranche to be accepted and discounted at the ECB. The 

implications could be significant as solvency and liquidity coefficients would benefit, which 

in turn would provide incentives for banks to encourage further lending (de la Torre, 2013). 

In Spain, for example, the Instituto de Crèdito Oficial (ICO) has expanded its balance-sheet 

by EUR 20 billion, clearly insufficient to offset a credit crunch estimated at about EUR 80 

billion. The credit crunch could have been significantly alleviated had ICO encouraged the 

transformation of SME loans into covered bonds as the leverage would have increased by 

four. The improved benefits of these new “company covered bonds” in terms of Basel III 

ratios would have limited the banks` appetite to cut SMEs funding as from 2014 onwards 

with beneficial effects also in terms of government support (de la Torre, 2013). 

Other SMEs financing facilities have already been made available. Reverse convertible 

bonds can be issued, whereby the principal is tied to the equity market price. Profits can be 

                                                           
2  However, this compares still negatively with an US issuance of USD 346 billion in 2012. Conversely, the MSCI 

small caps market in Europe in May 2013 accounted for 925 members and a total size of USD 902 billion (the 
average size was USD 975.4 million and the median size was USD 630 million). 

3  To secure the payments obligations of Commerzbank AG, a guarantee is provided to the bondholders. The 
guarantee is backed by a pool of SME loans, while other assets, loans and related mortgages are registered in 
the Refinancing Register to assure the segregation from Commerzbank insolvency. The advantages are mainly 
in terms lower capital consumption (as the loan is converted into a covered bond) and higher liquidity. 
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distributed in cascade according to which the equity holder gets a higher proportion of 

profits as the profit is lower. A similar technique is pursued through the “alternative capital 

providers” (ACP) which invest in viable companies - albeit with distressed debt - at higher 

interest rates, and guaranteed by the company assets.  

In sum, fostering credit and equity markets in the euro area is essential to spur 

entrepreneurship, innovation and growth. The euro area is lagging vis-a-vis the US. As the 

US financial market structures proved rather successful and resilient in the recent banking 

crises, the euro area could selectively borrow from the US experience. 
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Abstract 

Small and medium size enterprises (SMEs) of southern euro area economies (e.g. 

Italy, Spain) pay significantly higher borrowing rates than their peers of the core 

(e.g. Germany, France) and this divergence is widening. It is argued that severe 

market failures prevent SMEs in southern euro area countries from access to key 

inputs, in particular access to finance. This Briefing paper makes an assessment 

of feasible options to improve finance access of SMEs, available to EU institutions 

as well as to the ECB in the context of its price stability mandate. Because of 

non-negligible moral hazard issues, the paper is sceptical about a stronger 

involvement of the ECB in the (indirect) financing of SMEs through the 

securitisation of banks' loans or their use as collateral for monetary policy 

operations. The paper concludes with some proposals for extending finance 

access of SMEs, including through mutual guarantee institutions along the lines 

recently pursued by the European Investment Bank. 
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EXECUTIVE SUMMARY 

Recent survey data from ECB Bank Lending Survey shows that small and medium size 

enterprises (SMEs) in Italy and Spain pay significantly higher borrowing rates than their 

German and French peers and the divergence is widening. This Briefing paper makes an 

assessment of feasible options to improve finance access of SMEs, available to EU 

institutions as well as to the ECB in the context of its price stability mandate.  

The paper starts with some general theoretical and empirical considerations concerning 

fundamental factors underlying heightened credit risks for SMEs in southern euro area 

economies. Moreover, it assesses the generally shared view that severe market failures 

prevent SMEs from sound access to key inputs, in particular access to finance. As these 

market failures call for public intervention, they must be properly identified and addressed 

to preserve the smooth functioning of final markets and the optimal allocation of financial 

resources. In the following we look at those factors which are empirically relevant when 

modelling of credit risk and “optimal” interest rate for SMEs in the euro area. 

The paper also discusses the highly relevant issue to what extent are the difficulties in the 

SMEs access to finance reflecting supra-national rather country-specific factors of SMEs’ 

credit risk. This identification problem is almost absent in official ECB statements and 

related public discussions. But its policy relevance can be appreciated in the context of one 

of the ECB's main tasks: guaranteeing a euro area level playing field for finance access of 

firms.  

The results of the latest (April 2013) ECB Bank Lending Survey suggest that the standard 

nation-specific (but not any euro area wide) fundamental factors of credit risk largely 

explain the difficult access to finance for southern euro area SMEs. The paper than deals 

with the securitisation issue and, in particular, the securitisation of SMEs loans and their 

potential use as collateral for monetary policy operations and improve bank lending. Our 

view is that the ECB should not be involved in the purchase of asset-backed securities 

(ABS) for SME loans (any further). 

We share the view that any solution to the financial crisis requires the fixing of banks. Even 

a well-developed market of asset-backed securities for SME loans needs a sound and well-

capitalised banking system as a precondition of success. As ECB President Mario Draghi 

pointed out: “(a)cquisitions in the ABS market are not easy for the ECB to do because 

we’re in a completely different setup from the US, where you have a capital market. So the 

ABS, in this case, would have to contain assets from the banking system of the euro 

system and you can understand what sort of moral hazard is there.” It is exactly this moral 

hazard argument which makes the ECB concerned about ABS purchase. How to best 

finance access of SMEs ranks high on the policy agenda. While recent co-operation between 

EU Commission and the European Investment Bank is likely to provide some relief to the 

financing of SMEs, what is perhaps still lacking is an assessment of the different 

instruments of finance on the dynamics of SMEs and of best the practices already 

implemented in several euro area Member States.  
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1. INTRODUCTION 

Small and medium-sized enterprises (SMEs) are an essential component of the euro area 

economy. In all Member States, and particularly in the southern countries of the euro area, 

SMEs represent a significant proportion of the overall number of firms in the private sector 

and employ a large share of the workforce. Therefore, SMEs provide a substantial 

contribution to economic growth and job creation and SMEs dynamics has important 

macroeconomic effects (De Nederlandsche Bank, 2013).  

Typically, SMEs rely mainly on bank funding to finance their activities as compared to large 

firms which have easier access to alternative sources of credit. As a consequence, SMEs 

decision-making process may be heavily affected by changing credit conditions. The 

smooth working of the monetary transmission mechanism is therefore of central 

importance for the supply of credit to SMEs, particularly in the distressed economies of the 

euro area. This point has been emphasised on many occasions by M. Draghi, the ECB 

President, with reference to both conventional and unconventional monetary policies.  

The current fragmentation of financial markets is affecting some euro area Member States 

more than others and smaller firms such as SMEs more than larger ones. Financial 

fragmentation has a strong geographical connotation and can lead to a dry up of financial 

resources (the so-called "credit crunch") for otherwise identical cross-border neighbouring 

SMEs, albeit located in different countries. While fears of a euro area break-up have 

receded more recently (Steen, 2013), financial fragmentation remains a critical feature of 

the area and calls for prompt policy action. The impact of financial fragmentation on SMEs 

financing and the need of prompt actions on this matter is the main topic of this briefing 

paper.  

Recent ECB data show that Italian and Spanish SMEs still pay significantly higher borrowing 

rates than their German and French counterparts, even though this divergence is shrinking 

(ECB, 2013). But difficult financial conditions are widespread. Following the release of the 

ECB 'Report on the results of the survey on the access to finance of SMEs in the euro area 

(SAFE)’ on 26 April 2013, Mario Draghi (2013) commented that "(w)hile some signs of 

stabilisation are emerging, the Survey on the access to finance of small and medium-sized 

enterprises (SMEs) in the euro area indicates continued tight credit conditions, particularly 

for SMEs in several euro area countries. Moreover, the available information indicates high 

risk perception on the part of banks.” 

Only recently have EU institutions stepped up their efforts to address this problem. On 2 

May 2013, the European Commission and the European Investment Bank (EIB) released a 

joint report1 on the finance access of SMEs. The report summarises various EU initiatives in 

the area of SME financing, including the Competitive and Innovation Framework 

Programme (CIP), the new Programme for the Competitiveness of Enterprises and Small 

and Medium-sized Enterprises (Programme for the Competitiveness of the SMEs, COSME), 

the implementation of EIB capital increase to ensure increased lending volumes to SMEs 

and help restoring normal lending to the real economy, better integration of venture capital 

markets and improving long-term financing for SMEs. Finally, the ECB, the EIB and the 

Commission are currently co-operating on exploring options how to foster finance access of 

SMEs in the periphery of the euro area.2 The ECB is also assessing how and whether to 

                                                 
1  See European Commission (2013). 
2  See EIB (2013). 
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broaden collateral requirements for SME financing, e.g. through the securitisation of SME 

loans (Governing Council meeting of 2 May 2013).3 

Against this background, the briefing paper evaluates options available to the ECB to 

improve SMEs financing using either existing instruments or developing new ones, without 

jeopardising ECB mandate of price stability. Moreover, this paper puts this into context and 

examines which other institutions have to be potentially involved. 

The remainder of the Briefing paper is structured as follows. Section 2 starts with some 

general theoretical and empirical considerations on the key factors underlying high credit 

risk in southern euro area SMEs and argues that severe market failures are preventing 

SMEs from sound access to key inputs, in particular access to finance. Section 3 deals with 

the securitisation of SME loans and its potential use as collateral for monetary policy 

operations to reduce the risks of a credit crunch. Section 4 discusses the role of and scope 

for broadening venture capital funds and stock markets as well as extending mutual 

guarantee institutions to foster SME financing. In this context, this Briefing paper also 

focuses on other market compatible solutions delivered by the European Investment Bank 

as potential sources for SMEs financing. Section 5 concludes with a brief research agenda 

on unresolved issues. 

                                                 
3  See Draghi (2013): “On the other part, it is actually broader than a standard measure category and it relates 

to funding measures, broadly defined. One is collateral, and the second set has to do with purchases of assets. 
Now, you have got to be careful here, because let me say once again what the ECB cannot do. The ECB 
certainly cannot supplement governments for their lack of structural reforms. Secondly, the ECB cannot clean 
banks’ balance sheets. And third, the ECB is not in the business of monetary financing, i.e. buying government 
bonds. When you consider all this, you look at what assets could be purchased and then you look at what 
States 80 % of credit intermediation goes via the capital markets. Capital markets rate and price assets in a 
right or wrong way, but it’s fairly transparent”. 
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2. GENERAL CONSIDERATIONS 

Finance access: define and prove the existence of a market failure 

Problems of finance access of SMEs are well-known in the academic literature. For instance, 

Schneider and Veugelers (2008) using German data show that firms featuring a 

combination of newness, smallness and high R&D spending generate a significantly high 

number of sales of innovative goods through innovative channels. It is especially these 

young innovative firms which rate internal and external financial constraints as a very 

important factor hampering their innovation activities. The so-called access to finance 

problem is often referred to as a rationale for government intervention (ECORYS, 

2012, p. 48). 

There is a broad consensus in the academic literature that SMEs frequently face greater 

financing obstacles than larger firms and thus deserve support from public institutions. Two 

main arguments are used: First, severe market failures inhibit SMEs from fair access to 

important inputs, in particular access to finance (ECORYS, 2012, p. 51). Second, the key 

contribution of SMEs for growth in advanced economies calls for some form of public 

support. In particular, positive externalities stemming from the SMEs’ innovative activities 

justify government support including better access to finance (Colombo and Delmastro, 

2002).  

Fundamental determinants of SME credit risk in the euro area - north versus south 

SMEs operating in southern euro area economies are less productive than northern SMEs. 

The default of a certain number of SMEs in these countries is therefore likely.  

This is especially the case for Greece and Portugal, two economies undertaking severe 

restructuring partially cushioned by EU structural funds. But it is also the case for Spain 

given the high number of involvement of SMEs following the burst of the real estate bubble 

(Belke, 2013). In the same vein, European Commission data consistently indicate that, 

above all, Spanish and Italian SMEs display lower productivity than the average of all 

domestic firms and that their productivity is still falling. This quite naturally gives banks 

“good reasons to impose an additional risk premium” on their lending (Steen, 2013a). 

Moreover, any comparison of cross-border financing conditions (e.g. large interest rate 

differences between South-Austrian and North-Italian SMEs) has to take into account that 

SMEs belong to different and autonomous political entities and correspondingly different 

qualities of institutional infrastructure but also structurally different levels of unemployment 

(Belke, 2013). According to D. Gros (2011), “(t)here are profound differences among 

Member States in the degree to which their political systems and administrations work in 

reality. The World Bank provides a useful databank of “governance indicators” which allows 

us to compare countries on the quality of their administrations and the extent to which the 

rule of law is actually adhered to. These are key elements if a euro area political union is to 

work. However, even a cursory glance at these indicators reveals that the differences are 

so large that a political union is unlikely to work.” 

Further determinants of significant higher credit risk premia in southern euro area SMEs 

can be drawn from the most recent survey on the access to finance of small and medium-

sized enterprises in the Eurozone (ECB, 2013). According to this survey, SMEs in Italy, 

Spain Portugal and Greece were among the largest negative contributors to turnover 

developments. This does not come as a surprise: among others, Italian SMEs continue to 

report increases in labour and other production costs, despite a persistently weak business 
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climate. As a direct consequence, SMEs in Italy, Spain and some other Southern euro area 

member countries like Greece and Portugal continue to suffer from low profitability. 

Instead of reducing their leverage against the background of high corporate indebtedness 

and the heightened risk aversion of banks, Italian and Greek SMEs have increased their 

debt-to-assets ratio in the period from October 2012 to March 2013. This can only be partly 

explained by the concomitant decrease in asset values. 

Over the last decade, Italian and Greek SMEs have performed poorly in terms of labour 

costs and debt-to-asset-ratios and at the same time witnessed the largest losses in terms 

of World Bank Governance indicators. In this respect Gros (2011) reports that: “However, 

the data show that there is a large difference between the core countries and the “Club 

Med” (Greece, Italy, Portugal, and Spain). Especially Greece and Italy perform particularly 

poorly even if compared to Portugal and Spain, whose standards are still clearly below the 

core euro average. On almost any measure the observations for both Greece and Italy are 

more than two standard deviations below the euro area average.” 

Against this background, a higher interest rate risk premium is absolutely justified even 

among cross-border neighbouring SMEs. Interest rates within the euro area should 

therefore differ to reflect different qualities of political governance, incorporate the risk 

premium stemming from a potential haircut on and/or a restructuring of country-specific 

debt or even for the probability of a euro area exit of a specific member country.  

Implications: further evidence 

According to the ECB survey (ECB 2013, p. 3), a large number of SMEs in Spain, Italy and 

Portugal (but also in Ireland, Greece and France) reported an increase in their net interest 

expenses, reflecting less favourable financing conditions. But for Italian and Finnish SMEs, 

high labour and production costs are the main problem. 

Across all euro area countries, the net percentage of SMEs reporting an increase in bank 

lending rates was highest in Spain (66 per cent), Italy (62 per cent) and Portugal (56 per 

cent), which potentially indicates strong risk aversion of banks “in an environment of weak 

economic activity and difficulties in the banking systems” (ECB, 2013, p. 16). This risk 

aversion reflects, among others, bad business cycle conditions (see section 3) and, in the 

case of Italy, worsening governance quality of the banks’ home countries. With respect to 

collateral requirements, SMEs in Spain, Greece, Italy and Ireland (43 per cent) suffer from 

the largest tightening. 

Difficult access to finance was the concern mentioned by the second largest percentage of 

euro area SMEs (16 %), albeit with a wide divergence across countries.4 On the negative 

side, 38 % of the SMEs in Greece, 25 % in Spain, 24 % in Ireland and 21 per cent in 

Portugal mentioned “Access to finance” as the most pressing problem, compared to only 8 

per cent of the SMEs in Germany and Austria. 

With respect to banks’ willingness to provide a loan, SMEs in all euro area member 

countries reported, on average, deterioration, except Germany. It was especially strong not 

only in Greece, Spain, Italy, Portugal, but also in the Netherlands, reflecting worsening 

economic conditions and strong deleveraging needs in the private sector.  

On a more positive note, in most countries the percentage of SMEs reporting deterioration 

in financing conditions was smaller compared with the previous survey period. Expectations 

                                                 
4  This figure is down from 18 % in the previous survey period. Also from this perspective, the problem of finance 

access for SMEs appears to become less relevant over time. 
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for the next survey period until September 2013 also revealed a less negative assessment, 

in particular for SMEs in France, Italy and Spain.5 

In terms of success rate of SMEs bank loan applications, the situation clearly improved in 

all euro area countries, but Greece.
6
 As a mirror image, the percentage of SMEs reporting 

rejection of loan applications was highest in Greece, followed by SMEs in Ireland, Spain 

and, as a newcomer, the Netherlands, whereas it was the lowest in Germany. 

A relevant issue is to what extent difficulties in the SMEs access to finance are caused by 

supra-national factors rather than by standard country-specific determinants of the SMEs’ 

credit risk? This identification problem is quite absent in both official ECB statements and 

public discussions. But its policy relevance can be appreciated in the context of ECB main 

task: guaranteeing a euro area level playing field for finance access of firms. 

                                                 
5  SMEs’ expectations regarding the availability of bank loans during the period from April to September 2013 

were most negative in Greece. 
6  It makes economic sense that a complete rejection of an SME loan application was reported mostly by SMEs in 

Greece (31 %). See ECB (2013), p. 14. 
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3. SECURITISATION OF LOANS TO SMALL- AND MEDIUM 
SIZED ENTERPRISES 

The still high degree of the fragmentation depicted in section 2 has stifled an intense 

debate about whether and how the ECB should get more actively involved in facilitating 

finance access of SMEs. For instance, the bank could extend its collateral requirements to 

allow commercial banks to increase their access to ECB funding through the use SME loans. 

If this was insufficient to increase lending volumes, the ECB could directly buy bundles of 

SME loans. Understandably, the ECB is unwilling to move down along this road (Steen, 

2013a) as giving financial support to SMEs deteriorated balance sheets in distressed 

economies is clearly outside ECB mandate. According to the ECB, the reduce availability of 

credit in some southern euro area SMEs is the result of weak bank balance sheets. As such, 

this does not warrant any direct non-intermediated intervention by the central bank.  

However, this leaves still unexplained why the ECB is apparently exploring the possibility - 

in cooperation with the the European Investment Bank (EIB) - to conceive and develop 

methods of broadening the access to finance for SMEs, e.g. by reviving the market for 

asset-backed securities (EIB 2013, Irish Observer 2013). Mario Draghi himself admitted 

that the ECB had consulted the EIB and the European Commission on similar initiatives and 

that “We looked at a variety of things, one of which was this ABS”.7 Although there is no 

official commitment yet, fears emerged in Germany. 

Securitisation has both pros and cons. Banks balance sheets would improve, allowing more 

lending, thereby reducing the risks of a credit crunch. Admittedly, a thorough assessment 

of the balance sheets of largest banks is needed as a precondition for these banks to 

extend credit to SMEs. On the other hand, borrowing activities of firms in the euro area 

periphery are by far concentrated on the smallest banks, on which the ECB will have little 

say in terms of capital requirements. Hence, some analysts argue that the upcoming 

capitalisation review conducted by the ECB will most probably not solve the problem 

(Financial Times, 2013).  

Moreover, SMEs need help now, while the ECB review is unlikely to be completed before 

early 2014. The UK’s Funding for Lending Scheme (FLS), according to which commercial 

banks receive cheap lending in exchange for expanding their SME loan book, is another 

option (Financial Times, 2013). However, figures published in June 2013 by the Bank of 

England showed that FLS was not particularly successful (Jones, 2013). Some have 

deplored the ECB’s backsliding from securitisation. In particular the in the editorial of the 

Financial Times (2013) it was argued that “This is regrettable. It has been clear for some 

time that in parts of the currency union the monetary transmission mechanism is broken. 

Ultra-cheap interest rates engineered by the ECB do not reach businesses in countries like 

Italy and Spain. The credit crunch is forcing thousands of SMEs to shut down, with 

disastrous consequences for local jobs. Smaller businesses provide about 75 per cent of 

jobs in the euro area”). [] “It has been argued that a more effective course of action might 

have been for the ECB to purchase bundles of SME loans directly. While radical, this would 

be legal under the central bank’s mandate (own emphasis), which prohibits monetary 

financing of sovereigns but does not rule out buying corporate debt”.  

Under this proposal, governments would have to share parts of the credit risk. Some even 

propose that this could be realised through a less rigid use of the ESM (Financial Times, 

2013). However, this would raise serious issues of moral hazard and likely delay of 

                                                 
7  The Irish Observer (2013) mentions complementarily on May 13 that “ECB executive board member Joerg 

Asmussen said last week that the central bank has discussed ABS purchases, while his fellow board member 
Yves Mersch said the same day that it was “looking at ways to restart the ABS market”. 
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necessary structural reforms. In this context, an additional remarkable argument is that 

credit policy will not, on its own, save the crisis-hit SMEs. It is argued that improving 

demand by relaxing euro area-wide austerity policies is more important, even though this is 

not an argument for no action on the monetary side. Overall, the euro area economy is 

confronted at the same time with a cyclical problem, i.e. weak banks unable to perform 

core functions, and a long-run structural problem, i.e. the excessive reliance of firms 

financing needs on bank credit.8 

It follows that any solution to the crisis must involve fixing the banks. Even ambitious 

solutions to the SMEs’ finance access problem, such as developing a market for asset-

backed securities for SME loans, still needs a well-capitalised banking system as a 

precondition of success. However, “Acquisitions in the ABS market are not easy for the ECB 

to do because we’re in a completely different setup from the US, where you have a capital 

market. … So the ABS, in this case, would have to contain assets from the banking system 

of the euro system and you can understand what sort of moral hazard there is there.” 

(Draghi, reported by Irish Observer, 2013). To put it simply, the debate is more or less 

about who should do the stuff (Barwell, 2013). It is exactly this moral hazard argument 

which makes the ECB concerned about ABS purchase.  

It should be remarked that banks are already allowed to exchange bundles of loans for 

central bank cash in the context of the standard ECB refinancing operations. In this case, 

the ECB applies a significant discount to the face value of loans. Under any securitisation 

proposal, the collateral is priced. The higher this price, the larger the benefits for banks in 

terms of reinforcing the capital-asset ratio and, therefore, lending capabilities. However, 

the higher the price of collateral, the bigger the risk of market losses is if the borrower 

defaults. In any case, purchasing ABSs would be a radical step and difficult to justify for the 

ECB, within the remits of its price stability mandate as the ECB is “not in the business of 

cleaning up banks’ balance sheets” (Steen, 2013a).  

Fixing the fragmentation of SME finance access in the euro area should not be considered a 

ECB task. “A country in a deep recession certainly has different financing costs compared to 

to a country that has nearly full employment,” said Mario Draghi. Bundesbank President 

Jens Weidmann reinforced the argument: “Not every difference in the financing costs 

indicates the need for political action. I am rather sceptical that we could or should use 

monetary policy instruments to absorb the different financing conditions for SMEs in certain 

countries."9 Regenerating undercapitalised banks is governments` not central banks` 

responsibility. This is even more so when elements of fiscal cross-border transfer are likely 

to be involved (Belke, 2013, Barwell, 2013).  

On the basis of the arguments above, asking central banks to support SMEs`access to 

finance could jeopardise financial market efficiency and therefore produce a mis-allocation 

of bank lending. Even worse, putting the ECB under pressure to over-extend its mandate to 

include direct financing of specific groups SMES would “put(s) its reputation at stake, and 

lets politicians off the hook” (Barwell, 2013). The ECB has done its part to restore more 

normal lending conditions through the longer-term refinancing operations (LTROs) and the 

outright monetary transactions programme (OMTs). It is now time for politicians to act 

(Belke, 2013, Barwell, 2013). 

Any securitisation of SMEs` loans raises questions about which loans to consider and the 

selection criteria to be used for the assessment. EIB-President Hoyer, while recognising 

that securitisation could be a useful tool to revive SME lending, stressed that prudence was 

                                                 
8  See, for instance, http://ec.europa.eu/enterprise/newsroom/cf/_getdocument.cfm?doc_id=3127. 
9  Already section 2 of this Briefing paper points at “bad business cycle conditions” as an important country-

specific factor of SME credit risk in the euro area. 

http://ec.europa.eu/enterprise/newsroom/cf/_getdocument.cfm?doc_id=3127
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needed “bearing in mind the experience of the subprime crisis”.10 While SME financing 

could benefit from a deeper ABS market, the ECB risks creating an entirely new problem. 

Hence, Mario Draghi reservations should not come as a surprise: “But if you go this way, 

you want to find a way of packaging these loans in a way that they can be priced. And that 

is where the reference to other institutions more suited for this job of packaging and 

guaranteeing the loans comes in: the reference to the European Investment Bank and the 

reference to the European Commission itself” (Draghi, 2013). 

Improving SMEs' access to finance is the key for economic recovery, but appropriate 

solutions need to involve close partnership between the European Commission and the 

European Investment Bank (EIB). Co-operation with the ECB should be seen only in terms 

of delivering the micro-data necessary for an in-depth assessment of the financial situation 

of SMEs (European Commission, 2013).  

The European Commission and the European Investment Bank have already made 

important steps in that direction, as mentioned in this paper. The rest of this paper focuses 

on further options which could, potentially, improve finance access of SMEs. 

                                                 
10  See EIB (2013). 
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4. OTHER OPTIONS 

The government may help to alleviate SMEs financial problems. A recent study by the 

Centre for Strategy & Evaluation Service (2013), presents a synopsis of guarantees, equity 

schemes and loans backed by national resources. Thus, the study provides SMEs with an 

overview of available funding resources and financial support. The report also provides a 

more in-depth analysis of public support programmes for five EU Member States (France, 

Germany, Poland, Sweden and the UK). 

4.1. Fostering seed and venture capital funds 

Seed capital (the initial capital to start a business), early stage funds, venture capital funds 

are also feasible ways for financing SMEs with private funds and, even more important 

context of this Briefing paper, to reduce public risks (Belke and Fehn, 2004). Recent 

research generally confirms the existence of a corresponding and relevant “equity gap” for 

mature SMEs.11 For younger and micro SMEs the issue is that investors might refrain from 

financing small transactions because of the high transaction costs involved (Centre for 

Strategy & Evaluation Service, 2013). 

4.2. Developing stock markets 

A positive development of over the past two decades has been the increased reliance of 

SMEs on stock markets as a source of financing. However, bank credit remains, by far, the 

most important source of external funding and financial guarantees for SMEs (Centre for 

Strategy & Evaluation Service, 2013). 

4.3. Extending mutual guarantee institutions 

Asymmetric information is one of main reasons making access to finance difficult for SMEs. 

This is well-documented in the literature (Berger and Udell, 2006, Petersen and Rajan, 

2006). Collateral or more intensive customer relationships between banks and firms can 

help to alleviate the information mismatch. However, new companies are short of collateral 

and credit reputation. This also hampers access to bank funding. By joining Mutual 

Guarantee Institutions (MGI), small/new companies can enhance their borrowing capacity 

(Columba, Gambacorta and Mistrulli, 2010). Their empirical analysis provides evidence that 

firms belonging to MGIs enjoy lower credit costs than comparable firms. A possible 

explanation is that banks are not able to monitor non-transparent enterprises as well as 

MGIs do. According to data published by the European Mutual Guarantee Association, more 

than 1.4 mio. SMEs joined so far an MGI in the EU. MGIs are rather common in Germany, 

France, Spain and Italy. For example, 37 per cent of the total outstanding volume of SMEs’ 

guarantees is represented by Italian MGIs, the biggest mutual guarantee sector in the EU. 

There is scope to support an increase of the size of MGIs as they help small companies to 

access credit lines. Nevertheless, a problem might be that larger MGIs could suffer from 

poor monitoring incentives (Columba, Gambacorta and Mistrulli, 2010). 

A study by Bartoli, Ferri, Murro and Rotondia (2013) based on a large database on Italian 

SMEs, finds that SMEs belonging to the MGI network show a lower probability of financial 

tensions, even if their external environment features a high degree of financial stress. 

Moreover, it appears that MGIs work as a signalling device which goes beyond the simple 

collateral provision. Obviously, the information provided by MGIs is important for bank-firm 

                                                 
11  See, for instance, BIS (2009). 
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relations as pro-cyclical scoring and rating systems have turned out to be less informative 

during the crisis. The message for policymakers is therefore to further strengthen the 

presence and functioning of Mutual Guarantee Institutions (MGIs). 

4.4. Other sources of finance 

Other sources of finance, like private placements, listings on the regulated stock exchanges 

or the issuing of bonds, are not easy to access by SMEs (Centre for Strategy & Evaluation 

Service, 2013). The literature, however, tends to recognise a lack of awareness among 

SMEs about financing opportunities in debt capital markets which could allow them to 

diversify funding sources.12  

Other promising avenues are market compatible solutions proposed jointly by the European 

Commission / EIB. Following the EIB’s paid-in capital increase of EUR 10 billion last year, 

the bank will lend an additional EUR 15 billion to SMEs during 2013 to 2015 (EIB 2013) and 

is planning to increase the number of EIB-supported companies by expanding the range of 

its banking partners (EIB 2013). 

Member States may also be a source of good practices for SME financing. For instance, the 

German government will increase lending to Spanish SMEs by EUR 1 bn at the currently 

very low German interest rates. Moreover, Germany's state-owned bank Kreditanstalt für 

Wiederaufbau (KfW) will provide financial support to Portuguese SMEs. "In the area [of 

small-to-medium sized enterprises focused on exports], we can benefit from cooperation 

with Germany, especially of the KfW, which is available to explore the possibility of 

extending credit lines to Portugal and participating in the capitalisation of SMEs indirectly 

through Portuguese institutions," said former Portuguese finance minister Vito Gaspar 

(WSJ, 2013). 

                                                 
12  See BIS, HM Treasury (2010), p. 15. 
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5. TOPICS FOR FURTHER RESEARCH 

How to best finance access of SMEs ranks high on the policy agenda and progress is being 

made on various fronts. What is perhaps still lacking is a) the analysis of the role of the 

different financing sources in shaping the dynamics of SMEs and b) an assessment of best 

practices for SME financing already available in several euro area Member States.  

A preliminary list of elements of analysis worth investigating include: the interaction 

between SMEs’ business activities, loan conditions and the dynamics of the euro area 

economy as a whole (De Nederlandsche Bank, 2013), the assessment of the credit cycles 

and conditions and their impact on SMEs financing and dynamics (e.g. in terms firm entry 

and exit, growth, job creation and destruction, investment decisions, innovation), the role 

of trade finance and trade credit in SME funding, the impact of fiscal and monetary policy 

on business decisions of SMEs, the impact of structural reforms in labour and goods 

markets on SMEs and the impact of new banking regulation on SMEs’ access to credit. 
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