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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

aƛƭƭƛƻƴǎ ϵ 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

±!κŜƳǇƭƻȅŜŜ ƛƴ ϵ34,050                 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 performe 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-areaMember 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 ration 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


Policy Department A: Economic and Scientific Policy 
 

PE 507.469 20 

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  


