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Credit and economic growth

Introduction
It has now been six years since the 
bankruptcy of Lehman Brothers 
heralded the start of a global financial 
crisis. What followed was an economic 
decline of a scale comparable only to 
the Depression of the 1930s. Although 
the acute phase of that crisis has passed, 
the recovery of economic growth in 
many countries is proving slow and 
hesitant. Many people blame the lack 
of a stronger pickup in the economy 
on the dysfunction of the credit  
market. After all, the availability of 
sufficient means of financing for con-
sumption and investment is a neces-
sary precondition for economic 
growth. At the end of 2013 the IMF, 
for example, wrote: “Policymakers in 
economies hit hard by the global financial 
crisis have been concerned about weak 
growth in credit, considered a main fac-
tor in the slow economic recovery.”1  
The IMF points to the fact that aver-
age annual credit growth in the 
industrialised countries in the 2000-
2008 period was around 6-7 per cent 
and after 2008 fell to an average of 
zero per cent, despite the conduct 
of an unprecedentedly loose mone-
tary policy around the world for 
many years and despite a broad raft 
of additional policy measures in a 
whole host of countries aimed at 

breathing fresh life into the credit 
market. 

The observation that credit growth 
has been weak for many years does 
not immediately make clear precisely 
where the bottlenecks are in the 
granting of credit, whether they are 
primarily due to a lack of demand 
for credit in the private sector, in-
adequate supply by the banks or 
both, and whether the government 
could and should do something 
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about it. Until recently, the consen-
sus was that a free credit market – 
with at most limited regulation to 
protect consumers – offered suffi-
cient guarantees for stable economic 
growth. That consensus appears to 
have evaporated, not least because 
analyses of the underlying causes of 
the financial crisis point explicitly to 
excessive credit growth. In some 
countries that led, for example, to 
bubbles in the real-estate market 
which, after it burst, exacerbated and 
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The question then is whether it is 
necessary for the government to play 
a role and what its options are. The 
fact that problems and developments 
are highly country-specific is a major 
complicating factor when it comes to 
formulating generic conclusions and 
recommendations. 

Credit in Europe: demand 
and supply 
Demand and supply in the credit mar-
ket are driven partly by the same 
determinants and partly by idiosyn-
cratic factors. A favourable macroeco-
nomic outlook – high growth, low 
uncertainty – stimulates both demand 
and supply. High interest rates on 
loans are normally assumed to have 
a positive impact on supply but a 
negative impact on demand. Specific 
supply-side factors concern the “health” 
of the bank or the banking system. 
After all, the stronger the bank’s sol-
vency and liquidity position, the easier 
it is for the bank to lend. The bank’s 
funding costs also have an impact – 
negatively – on the supply of credit. 
The “health” of the borrower, be it a 
business or household, should also 
have an effect on both demand and 
supply. On the supply side, a bank 
will lend more readily to a borrower 
who can offer a lot of collateral and 
has good solvency, i.e. low debt. The 
demand effect should operate in the 
same direction. Weak businesses 
which already have a high debt bur-
den will be more reluctant to take 
on even more debt than strong busi-
nesses. Demand-specific determinants 
are capacity utilisation and profit 
forecasts (positive) and the existence 
of alternative internal or external 
financing sources (negative).

Let us take the above theoretical 
determinants of credit demand and 
supply as the starting point for our 
analysis of the current deficient credit 
growth. The macroeconomic outlook 
remains meagre and uncertain. 
Predictions by the OECD and the IMF 
on future growth are persistently medi-
ocre to low and, moreover, have 

undergone a series of almost structur-
al downgrades over the last few years. 
The increasing geopolitical tensions 
in the Middle East and Russia are not 
contributing to a positive outlook. It 
should come as no surprise that these 
factors are doing nothing to stimulate 
the supply of and demand for credit. 
On the interest rate side, the banks’ 
funding costs are currently low, 
because central banks have cut money 
market interest rates almost to zero 
through massive liquidity injections 
and deposit interest rates are having 
little effect. On the other hand, major 
doubts have been cast on the banks’ 
old financing model. Quite rightly, 
large-scale short-term financing in the 
money market is increasingly seen 
as risky and is discouraged by new 
regulations. The “health” – or rather 
ill-health – of many European banks 
probably plays a more important role. 
Inadequate capitalisation and the 
threat of mandatory strengthening of 
equity make banks reluctant to grant 
new loans. This trend is reinforced by 
higher risk-weighting of loans and the 
possibility of concealed losses on bank 
assets. The financial “health” of many 
businesses and households also leaves 
much to be desired. It is not only the 
banks that have become overindebted 
in the past; the same applies to busi-
nesses and households in many coun-
tries. The private debt mountain 
undermines creditworthiness at the 
same time as reducing the supply of 
and demand for credit.3 

All things considered, the failure of 
new lending to get off the ground is 
not particularly surprising, but nor 
does it say much about the relative 
role of demand and supply factors. 
Further information on this point is 
supplied by the ECB, which conducts 
a quarterly “Euro Area Bank Lending 
Survey” (BLS). This survey asks 
around 130 major European banks 
about the state of the credit market. 
It covers both the supply and demand 
sides. With regard to the supply of 
credit, the banks state to what extent 
their criteria for new loans have been 

prolonged the economic decline. In 
short, the debate on excessively slow 
credit growth can no longer be viewed 
separately from the excessively fast 
credit growth in the run-up to the 
crisis.2 

In this paper I want to start by setting 
out the factors which play a role in 
the supply of and demand for credit, 
focusing primarily on developments 
in the eurozone in general and in the 
Netherlands in particular and paying 
special attention to small and medium-
sized enterprises (SMEs). In continen-
tal Europe in particular, where the 
financial system is dominated by the 
banks, an efficient market in bank 
credit is of vital importance, even 
more than in Anglo-Saxon countries, 
where alternative sources of finance 
exist through better developed 
financial markets. 
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tightened or eased. They also give an 
estimate of the trend in demand for 
credit in the private sector.4 The ECB 
reports on the situation of the eurozone 
as a whole and of the five biggest 
countries, i.e. Germany, France, Italy, 
Spain and the Netherlands. 

In July the ECB reported for the first 
time since 2007 a net easing of busi-
ness lending criteria, i.e. the banks 
saying they had eased their criteria 
outnumbered those saying they had 
tightened them. There was also a net 
easing in the case of mortgage lending 
and consumer credit. The main 
underlying factors were a decrease in 
economic uncertainty and an increase 
in competition. Despite this good 
news, the ECB cautions against over-
optimism. The April BLS shows that 
the criteria for the granting of credit 
remain historically high. In April 
around 60 per cent of banks said they 
were now applying stricter criteria 
than on average in the period since 
2003. A further 30 per cent were at 
the long-term average. The ECB also 
reports that, according to the BLS, 
demand for credit among businesses 
and households continue to pick up 
slightly in the eurozone, but that 
differences between countries remain 
wide. In the case of businesses, the 
main factor is the gradual disappear-
ance of negative sentiment with 
regard to capital expenditure. 

The importance of SMEs 
In addition to the BLS, the ECB also 
conducts the six-monthly “SAFE sur-
vey”, the Survey on the Access to 
Finance of Small and Medium-Sized 
Enterprises (SMEs) in the Euro Area. 
The most recent version of the survey 
from the spring of 2014 shows the 
results for a sample of approximately 
7,500 businesses across the whole of 
the eurozone. The focus on SMEs is 
deliberate. On the one hand, SMEs 
in most European countries are a 
major driver of economic growth and 
employment. In the Netherlands, for 
example, around 60 per cent of all 
employees in business work for SMEs. 

On the other hand, these somewhat 
smaller businesses are most dependent 
on bank lending. After all, bigger 
companies can finance themselves 
more easily in the – international – 
capital market if necessary. 

The most recent SAFE report shows 
that on average over the period 2011-
2013, in each survey around 10 per 
cent of eurozone businesses applying 
for a loan complained of a deteriora-
tion in the availability of credit and 
around 15 per cent saw a deterioration 
in the ability to go overdrawn. The 
low point was in 2012, since when 
the  per centage of businesses report-
ing a deterioration has decreased. The 
financing gap – the difference between 
supply and demand – is also shrinking. 
Although the deterioration reported 
by businesses in the availability of 
credit could be explained in part by 
possibly unrealistic loan applications, 
the figures nevertheless point to a 
serious problem for SMEs. This survey 
also shows wide differences between 
countries. Southern European SMEs 
generally have less access to internal 
financing sources and find it more 
difficult to obtain external finance 
than, for example, SMEs in Germany. 
This is obviously due in part to the 
greater debt burden referred to earlier 
and to the weaker position of busi-

nesses in southern European countries 
that have been hardest hit by the 
financial crisis. The weakness of the 
banking system in southern Europe 
may also be a factor.

Credit growth in the 
Netherlands 
For the situation in the Netherlands 
let us begin with a historical retro-
spective. Figure 1 shows the trend 
in bank lending to businesses and 
households in the Netherlands since 
1990, set against the growth in national 
income (GDP).5 The loans include 
securitised bank loans placed with 
“special purpose vehicles” (SPVs) and 
have been corrected for series breaks. 

The chart clearly shows the stagnation 
of GDP since 2008. The total of out-
standing business loans fluctuated 
at around 45 per cent of GDP up to 
2005, then rose within a few years 
to around 55 per cent of GDP before 
stabilising at that percentage from 
2009. Dutch business became 
increasingly indebted particularly 
in the pre-crisis 2005-2009 period. 
Thereafter it marked time, in line 
with the stagnation of GDP. Despite 
the increased level of business debt 
in the 2005-2009 period, the debt 
ratio is not extreme by international 
standards.
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Figure 1: Outstanding loans in the Netherlands (in € bn)

Mortgage lending to households shows 
an entirely different pattern. At the 
beginning of the 1990s mortgage 
lending still amounted to around 30 
per cent of GDP. Thereafter it trended 
higher to approximately 90 per cent 
in 2009, where it stabilised. The rise 
in the Dutch real-estate market up
to 2009 and the subsequent malaise 
logically reflect this pattern in mort-
gage lending. The Netherlands is also 
one of the front runners internationally 
in terms of the size of its mortgage 
debt mountain.

The continuing stagnation of credit 
growth becomes even clearer if we 
zoom in on the last two years. 
Between June 2012 and June 2014, 
bank mortgage debt in the Netherlands 
grew by 1 per cent from 537 billion 
euro to 543 billion euro.6 Over the 
same period business lending fell by 
approximately 4 per cent from 344 
billion euro to 330 billion euro. 
Around 40 per cent of this total is 
outstanding to Dutch SMEs.

In a DNB bulletin of July, the 
Netherlands central bank stated that 
small and medium-sized enterprises 
(SMEs) in particular were being 
affected by limited bank lending.7 
These are businesses with annual
revenues below 50 million euro. 

and supply factors in the Netherlands. 
The IMF has used the ECB’s survey 
data and corresponding data from the 
Federal Reserve Bank to split out the 
demand and supply effects for a num-
ber of countries. Figures 2 and 3 
show the results for the Netherlands. 
In figure 2 we see that both factors 
were important in business lending 
throughout the 2008-2013 period.
In 2010-2011 in particular, negative 
sentiment on the demand side was 
dominant. Midway through 2013, at 
the end of the period assessed by the 
IMF, the supply factor appears to be 
almost neutral and demand for credit 
starts to have a negative impact again. 

The various ECB surveys provide 
additional information on the credit 
requirement and the borrowing possi-
bilities of business in general and SMEs 
in particular. In the BLS of July 2014, 
the ECB reports that in the first half
of 2014 Dutch banks eased their credit 
criteria for businesses somewhat; at 
the same time the banks say that 
demand for credit decreased. The lat-
ter is consistent with the IMF data for 
2013. In the SAFE of April 2014, the 
SMEs themselves have their say. The 
answers concern the period from 
October 2013 to March 2014. In 
response to the question of how 
urgent the need for external credit was, 
40 per cent of businesses surveyed 
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In the fourth quarter of 2013 the vol-
ume of loans outstanding to SMEs fell 
by 0.9 per cent compared to the pre-
vious quarter. The fall was greatest 
(1.6 per cent) in the category of small 
loans up to 250,000 euro. Although 
the total volume of the small loans is 
only 15 billion euro, 85 per cent of 
SMEs which have a loan have one of 
these small loans. The larger loans 
are granted to a relatively small pro-
portion of the (larger) SMEs. 

Both the IMF (2013) and the ECB 
(July 2014) provide information on 
the relative importance of demand 
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Figure 2: The role of demand and supply factors: business lending 
in the Netherlands
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Figure 3: The role of demand and supply factors: mortgage lending 
in the Netherlands

said that urgency was low, 30 per cent 
average and 30 per cent high. The 
average score was at the same level as 
for Germany, Belgium and Austria, 
but considerably lower than for the 
southern European countries. The 
survey also shows that the requirement 
for bank credit in the 2011-2013
period as a whole fell, which is con-
sistent with the IMF analysis in figure 
2. Finally, the surveyed SMEs that 
applied for new credit at the end of 
2013 and the beginning of 2014
stated on average that they had expe-
rienced a tightening of credit. This is 
also a reasonably stable piece of data 
over the entire 2001-2013 period. 

Overall, the data for the Netherlands 
currently all seem to point to a decline 
in SME demand for credit, which may 
partly explain the lag in credit growth. 
It is striking that the banks and SMEs 
have divergent perceptions of the 
credit supply. The banks say they are 
becoming less strict and applying 
lower risk premiums when setting 
interest rates, while the SMEs believe 
they are experiencing a stricter atti-
tude on the part of the banks.

Figure 3 shows that demand for mort-
gages over the 2008-2013 period as a 
whole had a negative impact on credit 
growth. This is consistent with the 
overall picture of the Dutch housing 

market: the bursting of the housing 
bubble, the increasing number of 
homes entering negative equity and 
the protracted uncertainty surround-
ing mortgage interest tax relief 
brought the market to a near stand-
still. According to the IMF, the supply 
factor contributed to the negative 
trend particularly in the 2009-2011 
period, but since that time has been 
roughly neutral. The recent upturn is 
not yet reflected in the IMF analysis. 
The ECB’s BLS of July shows that 
banks tightened the criteria for mort-
gage lending in the first half of 2014, 
while at the same time reporting an 
increase in demand. This means there 
is potentially a threat of a financing 
gap which could thwart the recovery 
in the housing market.

Where now?
The above analysis clearly shows what 
a complex issue this is. The forces of 
demand and supply are difficult to 
identify. Moreover, credit growth and 
economic growth influence each 
other. While stronger credit growth 
may contribute to economic growth, 
credit growth depends in turn on the 
economic outlook. Precisely because 
of this interdependence and the risk 
of a downward spiral ultimately lead-
ing to long-term stagnation, a theoret-
ical case can be made for government 
intervention. There is a need to 
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ensure, however, that policy measures 
intended to revitalise the credit market 
in the short term have no long-term 
effects that lead to renewed excesses 
and imbalances. 

Analyses of the causes of the financial 
crisis have rightly led to a considerable 
tightening of the regulatory frame-
work for banks, and this process is 
expected to continue. The renewed 
Basel III framework includes various 
measures to prevent banks incurring 
excessive risks, lending procyclically, 
using untenable financing models or 
maintaining excessively low equity 
buffers. Examples of such measures 
include: 1) an increase in risk-weight-
ed capital requirements; 2) the intro-
duction of an anti-cyclical capital
buffer; 3) the introduction of an 
unweighted capital requirement, the 
leverage ratio; 4) the introduction
of liquidity requirements; and 5) an 
increase in the risk weight of securi-
tised products and other derivatives. 
All these measures are intended to 
improve the long-term stability of the 
banking system. In the transitional 
phase in which banks have to meet
all these requirements, the granting
of credit could easily suffer. But that
is no reason not to implement and 
complete the transition.8 Conversely, 
recent suggestions that lower risk 
weights and corresponding capital 
requirements could be applied to 
loans to SMEs are at odds with the 
ambition of achieving a more sustain-
able and stable financial system. That 
is therefore something we must avoid. 

An even loser European monetary 
policy would likely be of little benefit 
to the credit market in the short term. 
Interest rates are extremely low and 
bank liquidity is extremely high. That 
cannot be creating a bottleneck on the 
supply side at present. Recent initia-
tives aimed at making ECB liquidity 
support conditional on lending to the 
private sector appear in the current 
liquid situation to have little prospect 
of success and also raise major objec-
tions. After all, it would give banks a 
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perverse incentive to lend also to less 
creditworthy customers.

I also see few arguments in favour of 
additional fiscal policy, particularly 
with regard to the Netherlands. An 
overly tight macroeconomic fiscal 
policy may in the short term put 
an additional brake on economic 
growth and, for a country such as 
the Netherlands where government 
finances are structurally sound, would 
be neither necessary nor desirable. A 
further easing is also unlikely to have 
any effect on the Netherlands. Our 
economy is such that a great deal of 
fiscal stimulus flows abroad. Our own 
growth has to come particularly from 
an pick-up in global trade.9 Indirect 
fiscal stimulus is nevertheless possible 
in itself. In the acute phase of the 
credit crisis, other countries, such as 
Germany, had a positive experience 
with public credit institutions and 
development banks temporarily taking 

over the role of private banking by 
granting loans and guarantees.10 In 
more normal circumstances, however, 
such government banks cannot readily 
be expected to play an important role 
in the credit market.

Ultimately, therefore, I believe there 
are just two possible – complementary 
– routes to a stable and sustainable 
financial system in which creditworthy 
businesses and households can obtain 
credit easily. The first involves scaling 
back the central role of financial inter-
mediation by banks in favour of bet-
ter-developed financial markets. The 
second is a rapid restoration of the 
health of the banking sector itself. In 
both cases the aim is to improve the 
supply of credit.

Prime examples of the first route are 
further securitisation of SME and 
mortgage loans. Although the banking 
system still plays an essential role as 

the primary provider of credit, securi-
tisation means that lending ties up 
less bank capital and allows greater 
risk diversification. This has major 
advantages, although a number of 
serious problems still have to be 
solved. The negative experiences with 
complex, opaque and fraudulent secu-
ritised mortgage portfolios in the 
recent crisis have tarnished the image 
of this type of financial product and 
the markets concerned have all but 
disappeared. Reversing that trend first 
and foremost requires new European 
rules to achieve greater standardisa-
tion, harmonisation and transparency 
and a framework in which perverse 
incentives for the various parties can 
be eliminated as far as possible. That 
suggests among other things that 
complex securitisation should not 
play any role, that the original lenders 
themselves must continue to bear a 
substantial part of the portfolio risk, 
that there should be strict require-
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ments with regard to the documenta-
tion of the underlying loans and credit 
risks and that government guarantees 
must play no significant role, see for 
example Altomonte and Bussoli (2014).

The second route is focused on the 
approach of the banking system itself. 
Banks in many European countries 
became overindebted on the basis of 
a business model which, on closer 
inspection, proved to be untenable. 
The many years of reductions in debt/
equity ratios have reached their limit 
and must now be reversed, see Darvas 
(2013). The ECB’s ongoing Asset 
Quality Review is a central part of this. 
A rigorous assessment of the quality 
of banks’ assets and the size of the 
capital buffers is essential, as is man-
datory recapitalisation – or bankrupt-
cy and liquidation – of banks which 
do not meet the requirements. This 
can also be expected to have differing 
effects in the various eurozone coun-
tries. Moreover, this would also have 
repercussions for lending in the short 
term. As things look at present, the 
consequences of this process in the 
Netherlands would remain limited.

On the demand side, a similar struc-
tural debt problem exists in various 
countries. Overindebted businesses 
or households need to pay down their 
current debt before seeking fresh 
access to the credit market. In the 
Netherlands, that appears to be a 
bigger problem for households than 
for businesses, whereas in other coun-
tries the situation appears different. 
Circumstances may arise in which a 
debt restructuring programme has to 
be devised for larger groups of debt-
ors. In Ireland, for example, that has 
happened for both businesses and 
households in the past few years. The 
crucial question is of course how the 
losses are shared between the borrow-
er, the lender and the government.

Both the development of new financial 
markets and the restructuring of debts 
of banks, non-financial businesses and 
households are lengthy processes. The 

long-term advantages are obvious, but 
the extent to which this will strength-
en the credit market in the short term 
is limited. Both the revitalisation of 
the credit market and the stimulation 
of economic growth are therefore 
inevitably long-term processes.
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2 The IMF (2009) shows statistically that 

(excessive) credit growth is the most 

reliable predictor of bubbles in equity and 

real-estate markets. 

3 Here too there are big differences 

between countries. The IMF (2013, 

chapter 1) shows that credit “overhang” 
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and France. That is consistent with 

calculations in Kool et al. (2013).
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similar survey in the US.

5 The credit figures are taken from various 

DNB tables which are combined here to 

illustrate the developments. The figures 

do not include mortgage lending by non-

banks. 

6 It should nevertheless be noted here 

that this 1 per cent rise is a combination 

of a lot of precautionary early repayment 

by households with negative equity on 

the one hand and new mortgages on 

the other. Since the housing market has 

picked up somewhat in the last year, this 

second component will probably become 

more significant in the period ahead. 
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[New statistics show that the smallest 

loans to SMEs are contracting at the 

fastest rate].
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