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TheEuropeaneconomyhasreturnedto growth in recentyears,althoughat a slowerpacethanbeforethe

global financial crisis (2007-2009) and the Europeansovereigndebt crisis (2010-2012). This economic

downturnhasseverelyaffectedthe economiesof all Europeancountries. Nationalsovereigndebtshave

increased,at thesametime we haveseenbankbailouts,austerityplans,andamplificationof companiesô

andhouseholdsôfinancialconstraints,which is impairinglong-terminvestment.

Europeannon-financial firms were particularly affected by this crisis, which made them searchfor

alternativesourcesof financing,namelynon-bankfinancing. Two factorsexplainthe recentrise in non-

bankfinancing. First,Europeanfirms havebeentraditionallyheavilydependenton banklending. Second,

banksrestrictedcredit supplyasa consequenceof the crisis. Yet, bank financingstill playsa dominant

role in thecapitalstructureof mostEuropeannon-financialfirms.

Some argue that reducing the bank dependenceof non-financial firms, especiallyamong small and

mediumsizeenterprises(SMEs),cansignificantlyhelpto boosteconomicgrowthandjob creation,while

promotingSMEsôresilienceto futurefinancialshocks.

This reportidentifiesthemaintrendsin theEuropeanfinancingmarketfor non-financial firms. It devotes

specialattentionto theevolutionof bankversusnon-bankfinancing,andits purposeis to contributeto the

on-goingpublic debateon how to stimulatethe financingof long-terminvestmentandeconomicgrowth

in Europe.
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1. Executivesummary

While the Europeaneconomyis in the processof recoveringfrom a periodof almosta decadeof slow

economicgrowthandfinancialconstraints,firms arestrugglingto raisecapitalto financebothinvestment

projectsandworking capital. The Europeanfinancial systemhasbeentraditionally predominantlybank-

oriented and maintains these characteristicseven after the 2007-2009 financial crisis, unlike other

advancedeconomiessuchastheUnitedStatesof America,wherenewsourcesof non-bankfinancewere

alreadyin placebeforethebeginningof thecrisis.

Severalprocessesof deregulationof the bankingsectortaking placein Europesincethe 1980s allowed

banksto diversify their activity. Today banksoffer a broadrangeof productsand financial activities.

Traditional activities like lending to the private sectoraccounttoday for only one third of banksôtotal

assets(18% to householdsand 15% to non-financial firms). Bank concentrationis high and hasbeen

growing asa consequenceof the financial crisis. However,the Europeanbankingmarketis fragmented

andtheintegrationprocesshasbeenreversedwith a decreasein cross-bordercreditflows in thepost-crisis

period. In fact,bankshavebecomeincreasinglyfocusedon theirhomemarketsin thisperiod.

Theadoptionof economicpoliciesin eachcountryin theyearsimmediatelyafter thecrisishasincreased

asymmetriesin economicperformanceacrossEurope. Countrieswithout large economicimbalances

(Poland)or that went througha fast adjustmentprocessafter the crisis (Bulgaria,Estonia,Latvia, and

Lithuania) had good economicperformance. Other countrieswith structuraleconomicproblemsbefore

the crisis (Greece,Portugal,Spain,Cyprus,and Italy) went throughan economicrecessionandarestill

experiencinglimited growth. Othershadmoderategrowth (Germany,Belgium,andFrance)in the post-

crisisperiod.

Europeancountrieshavenot beensuccessfulin narrowinggovernmentdeficitsanddecreasingpublic debt

to pre-crisis levels by 2014, even after somebank bailouts, national structural reforms and austerity

measures. The economicdownturn period in Europe has produceddifficulties for banks to finance

themselvesand thereforeto extendloansto non-financial corporationsand households. The European

countrieshavenot beenable to successfullyaddressimportantquestionsfor their future economicand

financial stability. Someimportantstepshavebeenundertaken(i.e., the EuropeanBankingUnion), but

considerableuncertaintyandchallengesremainto be addressed. For example,the recentchallengewith

theUKôsdecisionto leavetheEuropeanUnion following a referendum(Brexit).

Therefore,non-bankalternativesof fundingarea crucialelementfor long-termgrowthin Europe,asbank

lending is highly procyclical and volatile. In this regard, capital markets(namely bond and equity

markets),aswell asshadowbanking(i.e., financialentitiesthatdirectly extendfinancingto non-financial

firms otherthanbanks)areimportantto overcomebank-financinglimitationsandshortfalls.

In Europe,capitalmarketsarea muchlessimportantsourceof fundingthanin theUS. Thedivergenceis

evenmorestriking whenwe look acrossdifferentregionsin Europe. SouthernandEasternEuropearethe

regionswheretheimportanceof capitalmarketsin thefinancingstructureof theprivatesectoris lower. In

contrast,capitalmarketshavea biggerrole in thefinancingof theeconomyin NorthernEurope,theUK,

andIreland.
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1. Executivesummary

Bond and equity marketspresenteda stable evolution between2003 and 2015. Nevertheless,it is

interestingthe attentionthat firms devotedto capitalmarketsin 2009, exactlywhenthe bankingsystem

significantly cut lending and required abnormally high credit standardsfrom debtors. This pattern

indicatesthatcapitalmarketswereableto substitutein partthecrucialrole of bankingsystemin financing

theeconomy.

This recentfinancial crisis triggeredtheaccessof non-financial firms to capitalmarketsasan alternative

sourceof funding. Onecanthink this eventhascreatedopportunityfor a newtrendin market-financingin

Europe. However,immediatelyafter thecrisis,it fell to pre-crisisvaluesandthebanking-systemregained

its position. Market-financinghashigh costsrelativeto bank-financing,which makesit hardto substitute

bankloans,especiallyfor SMEs.

Due to its importance,the bankingsectorhasshapedthe financingstructureof firms in Europe. Capital

marketslack the power to attractthe majority of firms in needof funds. The influenceof the banking

sectoralso extendsto the term structureof liabilities. We observethat both loansand bond maturities

decreasedduringthefinancialcrisis.

Shadowbankingalsohasthepotentialto beanimportantalternativesourceof fundingwhenthesupplyof

bank funds is limited. Banking activity is extremelyregulatedand the contractsare hard to enforce.

Moreover,bankshaveto comply with strict capital ratios,which makestheir activity highly procyclical.

The fact that othertypesof financial institutionscanprovidefundswith similar characteristicsbut under

muchlighterobligationsis importantto reducethecyclicality of capitalsupply.

Tradecredit canalsoplay an importantrole asa sourceof financefor SMEs. Tradepartnersarelikely to

know betterthefinancialsituationof eachother,reducingtheinformationasymmetriesandbarriers.

While traditionaldebtis themostcommonsourceof externalfinancefor Europeanfirms, particularlyfor

SMEs,it is importantto continueto work to diversify the sourcesof financingsuchasbusinessangels,

crowdfunding, venture capital, and private equity. Compared to the US, these sources are still

underdevelopedin Europe.

We believe that severalproceduresneed to be undertaken: the regulatory framework for non-bank

financing productsand servicesneedsto be developedand implemented,and the traditional model of

bankingactivity will haveto changeto overcomethe barriersof marketcosts,marketpenetration,and

consumerconfidence.



The performanceof Europeaneconomieshas been highly heterogeneous. Europeancountries show

substantialdifferencesin GDPgrowth. For mostof our analysis,countriesareaggregatedinto five regions

(Appendix1), whichsharesimilareconomicandfinancialcharacteristics.

During thelastdecade(between2003and2014) theaveragerealGDPgrowthrateof countriesconsidered

in this studywas1.65%. In general,therewasaneconomicslowdownin all economiesasa consequence

of theglobal financial crisis. EasternEuropecountriesshowthehighestgrowth ratebothbeforeandafter

the crisis, and the UK and Ireland the highest growth rate after the crisis. As the financial crisis

substantiallychangedtheEuropeaneconomicandfinancialenvironment,we analyzein detailboththepre-

crisisandpost-crisisperiods.

During the pre-crisis period (from 2003 to 2007), UK and Ireland were growing at an averagerate of

4.05%, Northern countriesat 3.56%, Easterncountriesat 2.97%, Southerncountriesat 2.83%, and

Westerncountriesat 2.61%. At the peakof the crisis, between2008and2010, Easterncountrieshad a

growth rate of -7.70%, NorthernEurope-4.97%, UK and Ireland -4.92%, WesternEurope-3.70%, and

Southerncountries-3.68%. Southerncountriessince then havehad negativegrowth and Northernand

Westerncountriesmodestgrowth. UK and Irelandare the only groupshowingsomesignsof economic

recoveryin the post-crisis period. Therefore,we concludethat all groupsof countrieswere negatively

affectedby theglobalfinancialcrisisof 2007-2009.
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2. Europeanmacroeconomicanalysis

GDPGrowth

Exhibit 1
Evolution of Real GDP per capita, by groups of 
countries (constant 2005, $US)

Source: World Bank Development Indicators (WDI)

0

10,000

20,000

30,000

40,000

50,000

60,000

2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014

C
u
rr

e
n
t 
$

U
S

Northern Europe

Western Europe

Eastern Europe

Southern Europe

UK and Ireland



Non-BankFinancingof EuropeanNon-Financial Firms | 2016 8

2. Europeanmacroeconomicanalysis

Exhibit 2
Evolution of Real GDP growth, by groups of countries

Source: World Bank Development Indicators (WDI)

Theaverageinflation ratewas2.40% in Europefrom 2003to 2014. With theexceptionof EasternEurope,

which hadaninflation rateof 3.69% in thepre-crisisperiodand3.15% in thepost-crisisperiod,all groups

of countriesmaintainedsimilar levelsof inflation. NorthernandWesterncountriesandUK andIrelandhad

anaverageinflation rateof about2% between2003and2014. Overall, inflation ratesin Europefluctuated

between1% and8% in this periodwith theexceptionof thepeakof thecrisisin 2009, whendeflationwas

observedin all regions. While most countriesrecoveredfrom this deflationary period by 2010, the

Southerncountries,whichweremostaffectedby thesovereigndebtcrisis,suffereddeflationuntil recently.

After thecrisis, inflation ratesshowa downwardtrendin Europe,andtherearesignsof convergenceto a

similar level (2%). Stabilizationof inflationaryprocessesis indeedan importantachievementin the post-

crisisperiod,especiallyasit occurredat thesametime asaggressivemonetarypolicieswereundertakenby

theEuropeanCentralBank(ECB) to avoida deflationaryspiral.

As for the future, the low levelsof oil andcommoditypricesandtheglobaleconomicuncertaintyleadto

thepredictionof low inflation,whichwe expectto lastfor a lengthytime in Europe.
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2. Europeanmacroeconomicanalysis

Exhibit 3
Evolution of Inflation, by groups of countries

Source: World Bank Development Indicators (WDI)

Theunemploymentrateis oneof themostimportanteconomicandsocialindicatorsof thestateof a given

economy. A high unemploymentrateindicatesunderutilizedcapacityin the labormarketandpressureon

governmentsto implementlabor marketreforms. This indicatorpresentsa procyclicalbehaviorandmay

affect the governmentbudget due to increasesin expenditures(i.e., unemploymentbenefits) and

contractionof tax revenuesduringperiodsof economicrecession.

Therecenteconomiccrisishasreversedthestablelevelsof unemploymentachievedin Europesince2000.

Prior to 2005, the unemploymentrateshoweda downwardtrendandin the 2005-2008periodEuropean

countriesachievedthe lowestrangeat about5% to 8%. In thepost-crisisperiod(2008-2014), theaverage

unemploymentrateof all groupsof countriesincreasedsignificantlyto about10%. In particular,therewas

a dramatic increasein unemploymentin three out of five groups of countries. Not surprisingly, the

Southerncountriesgroupwasthemostaffected. In 2014, theunemploymentratemorethandoubledin this

regioncomparedwith 2008. Thehigh unemploymentratein Europeis particularlypronouncedamongthe

youthful population(undertheageof 25). Despitethestablelevel evenduringthecrisis,Easterncountries

showapersistenthigh levelof unemployment(above10%).
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2. Europeanmacroeconomicanalysis

Exhibit 4
Evolution of Unemployment rate, by groups of countries

Source: World Bank Development Indicators (WDI)

The European countries, on average,

experienceda governmentbudgetdeficit of

3.29%, between 2003 and 2014, and a

governmentdebt of about 54% of GDP,

which is within the limit of the European

Market Union (EMU). After 2007, the

budget deficit increasedto higher levels.

TheUK andIrelandexperiencedanaverage

peak of -20.88%, followed by Southern

Europeancountries(-10.27%), Easternand

Western countries at about -2%, and

Northerncountrieswith a balancedbudget.

Thus, the crisis has increased budget

deficits among all groups of European

countries.

Government debt (as % of GDP) has

increased since 2007 for all European

regions to a higher level than that of the

pre-crisis period and with no signal of

recovery in recent years. Interestingly,

Southern countries were decreasing the

level of governmentdebtprior to 2007to an

averageof 80% of GDP, the lowest level

since2003, and are at valuesabove100%

of GDPsince2011.

Governmentbudgetdeficit and debt

Exhibit 5
Evolution of Government Budget Surplus (Deficit), by 
groups of countries

Source: World Bank Development Indicators (WDI)
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2. Europeanmacroeconomicanalysis

The crisis has significantly increased

governmentindebtedness,especiallyamongthe

SouthernEuropeand UK and Ireland groups,

which have the highestgovernmentdebt as a

percentageof GDPsince2008.

Exhibit 6
Evolution of Government Debt, by groups of countries

Source: World Bank Development Indicators (WDI)
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This sectioncharacterizesthe two sourcesof externalfinancingof non-financial firms: banking sector

andcapital markets. Thequestionof therelativeimportanceof thebankingsectorandcapitalmarketsis

particularly importantin periodsof restrictedbanklendingsupply,suchasthe oneobservedduring the

recentcrisis. Bondsandequitymarkets,in alternative,mayactassubstituteswhenneitherinternalfunds

nor bank financing are easily available. Recentresearchin the US finds evidenceof substitutionfrom

bank loansto bondsduring times of tight monetarypolicy and lending standards,high levels of non-

performingloans,andlow bankequityprices(BeckerandIvashina, 2014). Theproblemof thecyclicality

of bankfinanceis evenmorepronouncedin countrieswherecapitalmarketsarelessdeveloped,suchasin

the caseof most Europeancountries. Evidenceshowsthat the economiccostsof financial crisis and

subsequenteconomicrecessionsare larger in bank-orientedsystemsthan in market-orientedsystems

(Gambacortaetal., 2014; PaganoandLangfield, 2014).

Thetablebelowsummarizesthemainadvantages/disadvantagesof eachtypeof financing.

Non-BankFinancingof EuropeanNon-Financial Firms | 2016 12

Bank finance Capital market

(+) Banks have superior monitoring capabilities 

compared to bond markets

(+) Bond markets mitigate the excessive dominance of 

bank finance

(-) Bank funding can be expensive and cyclical (+) Bonds substitute for banks during banking crises

(-) Bank lending is more volatile than bond finance (-) Bond issues have high issuance costs

Thefinancialscenarioin Europediffers greatlyfrom thatof theUS,wherea largefractionof financingis

donethroughcapitalmarkets. In 2007, accordingto a EuropeanCommissionpublication,themarketsize

of the euroareaôsequityandcorporatebondmarketswasat 85% and81% of GDP,respectively. At the

sametime, the size of the US equity and corporatebond marketswas 144% and 168% of GDP2,

respectively. Exhibits 7-10 presentseveralindicatorsof the relative importanceof bank and non-bank

financing (as a % GDP): private credit by depositmoney banks; syndicatedloans issuancevolume;

corporatebond issuancevolume, and stock market capitalization. We observethat bank credit to the

privatesector(firms andhouseholds)is muchmoreimportantin Europethanin theUS. Moreover,bank

credit increaseduntil 2009in Europeremainingat similar levelsthereafter(90% to 100% of GDP). We

now turn the attentionto alternativesourcesof debtandequity finance. Syndicatedloansandcorporate

bondsissuancevolumeis muchhigherin theUS thanin Europe. In Europe,syndicatedloansrepresented

4.4% of GDP throughoutthe period, while bond issuancewas just 1.9% of GDP. While lendersin

syndicatedloansaremainly banks, lendingrelationshipsarenot asimportantasin individual bankloans,

andthereis an increasingnumberof otherparticipants(i.e., institutionalinvestors) in this market. Stock

marketcapitalizationcommovedsimilarly in Europeand the US, althoughit representsa significantly

largerfractionof GDPin theUS versusEurope(60p.p. higher).

3. Sizeof the banking sectorversuscapital markets

2 QuarterlyReporton theEuroArea
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Evolution of Syndicated Loan Issuance Volume, 
Europe vs US
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Exhibit 7
Evolution of Private Credit by Deposit Money 
Banks, Europe vs US
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Exhibit 9
Evolution of Corporate Bond Issuance Volume, 
Europe vs US

Exhibit 10
Evolution of Stock Market Capitalisation, 
Europe vs US

3. Sizeof the banking sectorversuscapital markets

Source: World Bank Global Financial Development Database
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Thereare importantdifferencesin the sourcesof financingbetweenEuropeancountriesandthe US (the

benchmarkof financialdevelopment),but oneneedsto havein mind thatSMEsaretheñbackboneòof the

Europeaneconomy. SMEsaredefinedascompanieswith total assetsthat do not exceed$US 43 million

andwith fewer than250 employees. Thesecompaniesrepresent99% of all businessesin the EU market.

According to 2014 data from the EuropeanCommissionAnnual Report for EuropeanSMEs, the 22.3

million SMEsin thenon-financialsectoremployedalmost90million peopleandgeneratedmorethanú3.7

trillion in value addedacrossthe 28 EU countries3. After yearsof downsizinguntil 2013, SMEs had

positive employmentgrowth in 2014. They have created85% of all the new jobs in the economy,

providing two-thirds of the total private sector employment. Improved macroeconomicand business

conditionshavecontributedto suchperformancebut employmentstill needsto recoverandstart-upshave

a key role in job creationin the economy(Haltiwangeret al., 2013). The performanceof SMEs is thus

crucial to thedevelopmentandgrowthof theprivatesector. Implementinganappropriatecapitalstructure

is oneof thedimensionsthatcanimprovefirm performanceandproductivity. Yet, SMEsfacerestrictions

in accessingexternalfinanceandthey arehighly bankdependent. Credit shortagesareparticularlyacute

for thesefirms asaccessto capitalmarketsis typically notanoption.

In Europe,theliberalizationof capitalmovementsacrosscountriescanpromoteaneasieraccessto finance

for SMEswhenfacinga shortageof domesticcreditsupply. Moreover,it canincreasecompetitionand,as

a consequence,decreasethecostof capitalfor non-financial firms. However,the level of financialsystem

integrationin Europeis limited and therearesignificant differencesin the regulatoryframeworkacross

countries. Cross-border lending, for instance,still has low importanceand, at the domesticlevel, bank

concentrationremainssignificant. Exhibit 11 showsthe externalloansanddepositsheld in banksabroad

by the non-bankingsector(asa percentageof domesticbanksôtotal deposits). It showsthat the external

loansanddepositsfor the non-bankingsectorrepresenta small fraction of the total amountof domestic

bank deposits. It representslessthan 40% acrossall groupsof countrieswith the exceptionof UK and

Ireland. Thefigurewouldbeevenlower if we consideredonly loans.

Comparingthe resultswith external loans and depositsto the banking sector(also in exhibit 11), we

observesubstantiallymore capital flows among banking industry players. The gap betweenthe two

highlightsthe lack of integrationof Europeancapitalmarketsfor non-financial firms andhouseholds,and

theneedfor Europeanauthoritiesto deepenfinancialintegrationthroughregulation.

Thesefigures motivatethe discussionon alternativesourcesof financing. We devotecloseattentionto

eachof the alternativefinancingsourcesandevaluatetheir relevanceby groupsof countries. We startby

characterizingtheevolutionof thebankingsector,its sizein theeconomy,andefficiency. Thesecondpart

analyzescapitalmarketsandthebreakdownbetweenequityandbondmarkets. This discussionis relevant

not only for practitionersbut alsofor policy makers,asthedevelopmentof eachof thesefinancingsources

greatlydependson theinstitutional,regulatory,andlegalframeworks.

Non-BankFinancingof EuropeanNon-Financial Firms | 2016 14

3. Sizeof the banking sectorversuscapital markets

3 EuropeanCommission,ñTheanualreporton EuropeanSMEs2014-2015ò
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Exhibit 12
Evolution of External Loans and Deposits of Reporting 
Banks to the Banking Sector, by groups of countries

Source: World Bank Global Financial Development Database

3. Sizeof the banking sectorversuscapital markets

Exhibit 11
Evolution of External Loans and Deposits of Reporting 
Banks to the Non-banking Sector, by group of countries

Source: World Bank Global Financial Development Database
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4. Banking sectoroutlook

Thebankingsystemin Europeis fragmentedandincludesbankswith a wide rangeof sizes,strategiesand

ownershipstructures. Since1980a EuropeanDirective hasallowedbanksto offer all services,including

securitiestrading. This wasanincentivefor banksto expandtheir rangeof activitiesbeyonddepositsand

loans. Accordingto the EuropeanCentralBank(ECB), thereare7,726banksin the EU bankingsystem,

5,248 in the Eurozone. The bankingindustryincludesa few very largefinancial institutions(ñtoobig to

failò,the nine largestEuropeanbankshavetotal assetsof ú1 trillion eachandbelongto UK, Germany,

France,andSpain),anda largenumberof small institutionswith differentownershipstructures(Liikanen,

2011). In the last decadethe numberof larger bankshas increasedas a consequenceof mergersand

acquisitions. Thealmostdoublingin sizeof theEU bankingsystemsince1996wasdrivenby thegrowth

of thelargest20banks(ESRB,2014).

Exhibit 13showsdemand,time,andsavingsdepositsin banksandotherfinancialinstitutionsasa shareof

GDP. This variableindicatesthe size of resourcescoming from economicagentsôsavingsandentering

into the banking system. There is wide variation acrosscountries in Europe. Northern and Eastern

countriesshowratiosof about50%, UK andIrelandôsratiosof about100%, and the ratios for Western

andSoutherncountriesvary between90% and150%. Theseresultsindicatea greatersizeof thebanking

industryin theWesternandSoutherncountries,aswell asUK andIreland. Thetrendhasbeenincreasing

in all groupsthroughouttheperiodof analysis.

Exhibit 13
Evolution of Financial System Deposits, by groups of 
countries

Source: World Bank Global Financial Development Database
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It is worthwhile to mentiontheabsenceof anycontractionin depositsat thepeakof thecrisis. Theglobal

financial crisis had,however,negativeconsequencesfor thebanksôbalancesheets. Bankswere hit by

shocksin thevalueof their securityportfolios. Next, theywereaffectedby thesovereigndebtcrisisdueto

their relationshipwith domesticpublic administrations. The crisis affectedbanksôfunding costs and

profitability due to higher default rates(exhibit 14), which in manycasesforced themto deleverageto

reducetheir assetbase. However,bankshavenot reducedthevolumeof privatecredit(comparedto GDP)

after 2008 for most regions(exhibit 15). The exceptionsare the NorthernEuropeand UK and Ireland

regions. Privatecredit (by depositmoneybanksas a percentageof GDP) measuresfinancial resources

providedto theprivatesectorby domesticmoneybanks. As bankstightenedlendingstandardsduringthis

periodtheylimited accessto newloansbut werenot ableto reduceexistingloans. This restrictedaccessto

bankfinancing,especiallyfor long-termloans,forcing non-financialcorporationsto seekothersourcesof

externalfinancing. Buttiglione et al. (2014) documentsthat the deleveragingof both public andprivate

sectorsis still modest,but theadjustmentof theEuropeanbankingsectorhasacceleratedin thelastyears.

Still regardingthe characterizationof the banking industry, comparingexhibits 15 and 16, we seeno

differencesbetweentheshareof privatecreditby depositmoneybanksversustheshareof depositmoney

banksandotherfinancial institutions. It indicatesthealmostexclusiverole of depositsbanksin extending

credit in Europeaneconomies,and a limited role of the shadowbankingsystem(network of financial

institutionscomprisingnon-depositorybankssuchas investmentbanks,structuredinvestmentvehicles,

hedgefunds,non-bankfinancialinstitutions,andmoneymarketfunds) in Europe.

Overall,bank-financeddebthasslightly increasedovertheperiodof analysisin Europe,andtheEuropean

financialsystemis predominantlybank-orientedwhencomparedwith theUS (exhibit7).

Exhibit 14
Evolution of Bank Nonperforming Loans to Gross 
Loans, by groups of countries

Source: World Bank Global Financial Development Database

4. Banking sectoroutlook
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Exhibit 15
Evolution of Private Credit by Deposit Money Banks, by 
groups of countries

Source: World Bank Global Financial Development Database

Exhibit 16
Evolution of Private Credit by Deposit Money Banks 
and Other Financial Institutions, by groups of countries

Source: World Bank Global Financial Development Database

Thesizeof the Europeanbankingsystem(asmeasuredby total assets)grewsignificantly in the run-up to

the financial crisis (exhibit 17) in someregions. It was the casein SouthernEurope,UK and Ireland.

Overall the banking sectorhas a great importancein Europe,with total bank assetsexceedingGDP

throughouttheperiodof analysisin all regionsexceptEasternEurope.
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Exhibit 17
Evolution of Deposit Bank Assets, by groups of countries

Source: World Bank Global Financial Development Database

Next we analyzethe competitionand efficiency of the bankingsystemin Europe. Someconventional

measuresof efficiencyandcompetitionincludebanknet interestmarginsandbankconcentration(exhibits

18and19).

WesternEurope,theUK, andIrelandrankat thetop of countrieswith higherbankingcompetition. These

regionspresentlower bank concentrationand low net interestmargins. In turn, the bankingsystemin

Easterncountriesis lessefficient,presentinghighernet interestmargins,althoughthis doesnot seemto be

driven by lower competition. Yet, the Easternregion presentsa convergencetoward a more efficient

banking sector over the period of analysis. The recent crisis triggered the increasein loan spreads

motivatedby therise in probabilitiesof defaulton loans,but the increasehasnot led to highernet interest

margins,exceptin NorthernEurope. Bankconcentration(marketshareof thetop 3 banks)is high at about

60% to 70%. The bankingindustryconcentrationin Europeis still muchhigher than in the US (35% in

2013).

Exhibit 18
Evolution of Bank Net Interest Margin, by groups 
of countries

Exhibit 19
Evolution of Bank Concentration, by groups of 
countries

4. Banking sectoroutlook

Source: World Bank Global Financial Development Database
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Financialcrisesareusuallyprecededby a largeincreasein debt-basedfinancing(SchularickandTaylor,

2012; Mian, Sufi, and Verner (2016)). Since 2007 there is evidencethat changesin the provision of

finance to the private sector can be explainedby both supply and demand-side factors. During an

economicdownturnthe demandfor credit candecreasedueto a reductionin investmentopportunities,a

drop in collateral values, and a deteriorationof borrowersôcreditworthiness. Exhibit 20 shows the

diffusion index4 of demandfor loans of Eurozonenon-financial firms. We clearly observethat the

percentagechangein demandfor loansduring thecrisis hasfallen drastically. This indicatorfluctuateda

greatdealduring the period. In the mostrecentyear,the demandfor loanspresenteda positivetrendof

growth.

However,thesupplyof creditcanalsodropif banksdecideto tightentheir lendingstandardsand/orhave

liquidity constraintsdueto capitalrequirements. Exhibit 21 showsthatbankssignificantlytightenedcredit

standardsduringmoreadverseperiodssuchasthe2007-2009financialcrisis.
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Exhibit 20
Evolution of Demand for Loans by Eurozone firms, by 
groups of countries

4. Banking sectoroutlook

Source: ECB

Exhibit 21
Evolution of Credit Standards required by Eurozone Banks 
to firms by loan maturity
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4 Diffusion index is a method of summarizing the common tendency of a statistical series. It is calculated as the weighted difference between the 
share of banks reporting loan demand has increased and the share of banks reporting it has declined. The diffusion index is constructed as follows: 
banks who have answered ñconsiderablyò are given a weight twice as high (score of 1) as banks having answered ñsomewhatò (score of 0.5). The 
intuition is similar for diffusion index on credit standards and collateral requirements (exhibits 21 and 22).
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Exhibit 22
Evolution of Collateral Requirements by Eurozone 
Banks, by groups of countries

Source: ECB

A syndicatedloanis onethatis providedby a groupof lenders(usuallybanksandsometimesotherfinancial

companiesor institutional investors). Syndicatedloanshavecharacteristicsof both privateandpublic debt

andthereforearein betweenbankloansandbondsasa form of financingof non-financial firms. In Europe,

this marketis still dominatedby banks,which makesit hardthat pricing is driven by marketforces. These

agreementsaretypically revolving lines of credit thatmayservemultiple corporatepurposes(i.e., working

capital, investment,acquisitions). Unlike Europe,in the US there is a secondarymarket for syndicated

loans. Westudyloansyndicationin Europein thenextsection.

Syndicatedloanshavea heterogeneousimportancein Europeanregions(exhibit 23). WesternEuropeis the

areawherethis type of financingis moreimportant,reaching16% of GDP in 2009, followed by Northern

Europe,UK and Ireland. In contrast,it haslow occurrencein EasternEurope. In the introductionto this

section(exhibit 9), we havealreadycomparedsyndicatedloan marketsin Europeandthe US. Exhibit 24

showsthatthemajority of regionspresentedanincreasein theamountraisedthroughsyndicatedloansuntil

2007, after which the bankingsectordramaticallydecreasedloan granting. After 2012the total amountof

syndicatedloans startedto increaseagain, except for WesternEurope, the UK, and Ireland, where a

contractionis observedagainin 2015.

Anothercharacteristicof interestin this marketis the loan maturity. Exhibit 25 showsthe distributionof

syndicatedloan maturitiesin different years(up to 20 years). Maturitiestendto be clusteredaround3, 5,

and 10 years. Other maturitiessuchas 1, 2, 7, 8, and 15 yearsare also frequent. During the 2007-2009

financialcrisistherewasashift towardlowermaturities.
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Syndicatedloans

4. Banking sectoroutlook

Exhibit 22 shows how collateral

requirementsof Eurozone banks have

increasedduring the crisis. When facing

such an adverseshock, bank-dependent

firms may not be able to substitutebank

loansand are consequentlyforced to cut

investmentsandemployment. This is why

somearguebondfinancingappearsmuch

morestablethanbankcredit.
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Exhibit 23
Evolution of Syndicated Loan Issuance Volume, by 
groups of countries

Source: World Bank Global Financial Development Database

Exhibit 24
Evolution of Syndicated Loans (average per group), by 
groups of countries

Exhibit 25
Distribution of Syndicated Loans Maturities

4. Banking sectoroutlook

Source: Thomson ONE

Source: Thomson ONE
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TheCapitalMarketsUnion (CMU) in Europeis anongoinglong-termprojectdevelopedby theEuropean

Union institutions. The goal is to further deepenmarket financein Europe,making it easierfor young

firms andSMEsto accesscapital markets,aswell asdeepeningmarketsfor high quality securitisation.

Removingbarriersto cross-borderinvestmentshouldcreatea free movementof capitalat the European

level. Theaccessto capitalmarketsdiffers acrossEU memberstatesandtheinvestmentchainneedsto be

strongly integratedin order to achieveefficiency both domesticallyandacrossborders. Oneof the most

challenging obstaclesis the regulatory framework that is deeply-rooted in historical and cultural

differencesof governance,law, and tax systemsfrom different legal origins (US-English, French-Latin,

German,and Scandinavian). In fact, researchon the role of legal origin explains that the starting

conditionsof legal institutionsdeterminesthepathof economicandfinancial developmentover time (La

Portaet al., 1997)5. Thesestudiessuggestthat capital marketsare more developedin countrieswith a

commonlaw tradition in which strongerlegal rulesandenforcementbetterprotectthe rights of creditors

andminority shareholdersfrom expropriationfrom themanagementandcontrollingshareholders.

According to the World Bank Doing BusinessReport, the ranking of Europeanmemberstatesshows

important differences in terms of businessinformation disclosure, conflicts of interest, corporate

transparency,minority investorprotection,tax rates,recoveryrates,contractenforcementcosts,strength

of insolvencyframeworks,and length of resolving insolvency. Interestingly,somememberstateswith

small capitalmarketsrank fairly well with respectto someof the legal determinantsthat arefavorableto

capitalmarketdevelopments: Bulgaria,CyprusandSloveniaarein the global top 20 with respectto the

World Bank ProtectingMinority InvestorôsIndex, asareLithuaniaandLatvia with respectto enforcing

contractsindex6.

Looking at existing barriersto the free movementof capital integrationprocess,the fragmentationof

market infrastructuresis particularly important. There are numerousmarket infrastructureproviders

offering servicesin the Europeanmarket. According to ESMA, there are 104 regulatedmarkets,153

multilateraltradingfacilities, 16 authorizedcentralcounterparties,and6 traderepositories. Anothermajor

issueis that on averagecross-bordertradesaremoreexpensivethandomestictrades(Oxera, 2011). This

happensbecausefund managementcompaniesmayincur highercostson identicalservicesdueto thefact

that securitieshave to be registeredusing intermediariesdomiciled in different memberstates. The

existenceof thesedifferencesin costsmay arisefrom different factors: (i) cross-borderbarrierssuchas

divergent securitiesholding laws; (ii) economiesof scale and the ensuingvariation in costs across

jurisdictions; and (iii) variation in the exact type of serviceprovided. Nonetheless,all theseregulatory

differencescreatelegal uncertainty,overlappingor inconsistentlegal requirements,casesof regulatory

arbitrage,inefficiencies,andadditionalcosts.

In recentyearstheEuropeanCommissionhassetthepriority for thedevelopmentof a singlerule book. It

is considereda greatsteptowardthe harmonizationof the regulatoryframeworkfor capitalmarkets. Still

in progress,it aimsto implementa largesetof key reforms.

Capital markets

5. Capital markets sectoroutlook

5 North (1990)
6 EuropeanCommission, ñAction Plan on Building a Capital MarketsUnion, CommissionStaff Working Document, Brussels, 30 september

2015
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Despitetheseimportant differencesin regulatoryframework, firms in Europefind diversesourcesof

financingfor their investmentsin capitalmarkets. In thecapitalmarkets(bondsandequity),firms attracta

broaderspectrumof institutional investorsand the generalpublic. In this sectionwe first analyzethe

Europeanbondmarket. Wewill thenanalyzeequitymarkets.

Exhibit 9 comparesthecorporatebondissuancevolume(as% of GDP)in EuropeandtheUS. We find an

overall upward trend in bond issuancein both regionsover the sampleperiod, althoughin the US it

representsa muchlargerfractionof GDP. In the last two yearsbondissuancewasaround4.5% to 5% of

GDPin theUS, thehighestlevel in theperiodof analysis. In Europeit wassubstantiallylower at 2.5% of

GDP.

We startby looking at the importanceof debtraisedin capitalmarketsin Europe. Exhibit 26 showsthe

(outstanding)grossportfolio debtliabilities (as% of GDP). Portfolio liabilities includebonds,debentures,

notes,andmoneymarketor negotiabledebt instruments. We observethat debtsecuritiesmarketshavea

greaterimportancein thefinancingof theeconomyin UK andIreland,at morethandoubletheGDPfrom

2009 on. Bond marketsare much less important in the remaininggroupsof countries,especiallyin

SouthernandEasterncountries.

Bond market

Exhibit 26
Evolution of Gross Portfolio Debt Liabilities, by groups 
of countries

5. Capital markets sectoroutlook

Source: World Bank Global Financial Development Database
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The findings are slightly different when we look at outstandingnon-financialfirmsôbonds. Exhibit 28

shows the evolution of total bonds outstandingfor non-financial firms as a percentageof GDP. It

representstotal debtsecuritiesissuedin internationalanddomesticmarkets. Bondsissuedby non-financial

corporationsare particularly important in WesternEurope,the UK, and Ireland and havebeengaining

importancein all regions,exceptUK andIrelandin thesampleperiod. Bondswereanimportantresource

for companiesin WesternEuropeduring theglobal financial crisis,althoughlittle evidencecanbe found

in otherregions. Comparingexhibits26 and27, we find that thebondmarketis probablytoo orientedfor

financialinstitutionsandgovernmentsinsteadof non-financialfirms.

Exhibit 28
Evolution of Total Bonds Outstanding (%GDP), by 
group of countries

5. Capital markets sectoroutlook

Source: Bank For International Settlements.
Note: We plot this graph for countries whose Central Banks report data to the BIS. These are Austria, Belgium, Croatia, Cyprus, Czech Republic, 
Denmark, Estonia, Finland, France, Germany, Greece, Hungary, Ireland, Italy, Latvia, Lithuania, Luxembourg, Netherlands, Norway,Poland, 
Portugal, Russia, Slovakia, Slovenia, Spain, Sweden, Turkey, and United Kingdom.

Exhibit 27
Evolution of Gross Portfolio Debt Liabilities, Europe vs 
US
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Bondsareusuallyseenasa substitutefor bankloanswhenthe latter arenot availableor arevery costly,

especiallyto the non-financial sector7. The net fraction of firms reportinga decreasein loan availability

was 30%, a numberthat fell to 10% in the period 2010-13 (bank lending survey). In contrast,thereis

almostno changein theavailability of debtsecuritiesfinancing. Theevidencein Europeis consistentwith

this notion. Exhibit 29showsthetotal amountof bonds(non-convertible)issuedby non-financialfirms by

group of countriesfrom 2003 to 2013. Exhibit 30 shows the corporatebond issuancevolume as a

percentageof GDP. During theperiodof financialcrisis theshortagein banklendingforcedfirms to turn

to capitalmarkets. We observea rise in corporatebondsissuancebetween2008and2010for all regions

exceptEasternEurope. This suggeststhat firms that relied on capitalmarketswerebufferedagainstthe

contractionin bank lendingsupply. In addition, this period triggereda positive trend in corporatebond

issuancevolume that lastedinto the post-crisis period (in NorthernEurope,WesternEurope,UK and

Ireland).

Exhibit 29
Evolution of Total Amount Raised Through Non-
Convertible Bonds (average per group), by groups of 
countries

Exhibit 30
Evolution of Corporate Non-Convertible Bond Issuance 
Volume in percentage of GDP, by groups of countries

5. Capital markets sectoroutlook

Source: Thomson ONE

Source: Thomson ONE

7Kashyapet al. (1996) find evidencethat firms turn to the bond market to replacescarcebank loans. Becker and Ivashina (2014) show

substitutionfrom loansto bondsduringtight monetarypolicy periods,highrateof non-performingloans,andlow bankequityprices.
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5. Capital markets sectoroutlook

Indeed, marketsseemto bereplacingbanksasa sourceof financing,althoughmainly for largefirms. The

financial crisis triggeredthe vision of capital marketsas an alternativeto credit channels(Allen et al.,

2012). Unfortunately,many firms have no accessto bond and commercialpapermarkets,especially

SMEs. This featureis not specificto Europe. FaulkenderandPetersen(2006) showthat thepercentageof

firms with accessto bondmarketsis alsosmallin theUS,evenamongthepublic firms.

The amountraisedper single issueby non-financial firms is highly volatile and heterogeneousacross

Europeanregions(exhibit 31). Higher amountper issueis positively correlatedwith firm size. Southern

EuropeandUK andIrelandappearastheregionsin which bondissueswerehigheruntil 2010, but facing

a decreasethenandretakinghigh levels in 2015. Thesecountriesexhibit evidencethat only the biggest

firms areableto raisedebtfinancingfrom capitalmarkets. Theevidenceis similar for EasternEurope,as

this regionhasvery limited bondissuancevolume. Underthis perspective,NorthernandWesternEurope

aretheregionswhereloweramountsareraisedperissue.

Exhibit 31
Evolution of Amount Raised per Bond Issue (average 
per group), by groups of countries

Source: Thomson ONE
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5. Capital markets sectoroutlook

Overall, the corporatebond issuancevolume representsa small fraction of GDP in Europe,especially

whencomparedwith syndicatedbankloans(exhibit23).

Thesetwo sourcesof financingalsodiffer in termsof maturities. In exhibit 32 we pool all bondissuesand

syndicatedloans from 2003 to 2015 and plot the densitiesof the different maturities (we exclude

maturitiesgreaterthan20 years). We observebondsômaturity tendsto clusteraround1, 2, 3, 5, 7, and10

years. Around13% of all bondsareissuedwith 10-yearmaturity. In turn, syndicatedloanspresentlower

maturities(33% at 5 years). Maturities differ not only due to investorsôrequirements,but also due to

characteristicsof eachsourceof financing. Bond investorsprefer longer maturities,as they can always

tradetheir bondportfolio on the market. Syndicatedloansin Europearenot easyto tradeon the market

andinvestorsthereforehavea preferencefor shortermaturities.

Exhibit 33 show bondsômaturity distribution for different years. Similarly to syndicatedloans, bond

maturityhasdiminishedin thepost-crisisperiod.

Exhibit 32
Distribution of Bonds and Syndicated Loansô Maturities

Source: Thomson ONE
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5. Capital markets sectoroutlook

Exhibit 33
Distribution of Bondsô Maturities 

Source: Thomson ONE
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5. Capital markets sectoroutlook

The numberof listed companiesper capitahasbeendecreasingin Europesince2003. Exhibit 34 shows

the numberof listed companiesper 1 million people. Southernand NorthernEuropelead the ranking.

WesternEuropeandUK andIrelandareat thebottomwith around20 to 33 listedcompaniesper1 million

people. This patternis in part reversedwhenwe consideroutstandingstockmarketcapitalization(exhibit

35). WesternEuropeand UK and Ireland havean important position with stock market capitalization

reaching133% and97% of GDP in 2007, respectively. NorthernEuropealsoshowsa high stockmarket

capitalizationasa percentageof GDP.

Regardingthe concentrationof stock market capitalizationin the biggestfirms, exhibit 36 showsthe

percentageof marketcapitalizationexcludingthe 10 largestcompanies. Thereis not muchheterogeneity

in Europe. Actually the 10 largest companieshold in generalbetween60% to 70% of total market

capitalization.

In thenextsectionwedescribepublicequityasasourceof financingin Europe.

Equity market

Exhibit 34
Evolution of Number of Companies Listed per 1 Million 
people, by groups of countries

Source: World Bank Global Financial Development Database

Exhibit 35
Evolution of Stock Market Capitalization, by groups of 
countries

Source: World Bank Global Financial Development Database
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Exhibit 36
Evolution of Market Capitalization excluding the 10 Largest 
companies to Total Market Capitalization, by groups of countries

Equity asa financing alternative

Exhibit 37 presentsgrossportfolio equityliabilities asa percentageof GDP. This figure directly compares

with exhibits15 (privatecredit by depositmoneybanks)and26 (grossportfolio debt liabilities). Public

equity is theleastusedsourceof financingin all regionsover theperiodof analysis. This characteristicis

sharedby EuropeandtheUS. Erel et al. (2011) showthat US non-financial corporationstendto issuea

volumeten timeshigherin bondsthanin stock(SEOs),andthevalueis evenhigherin loans. Therefore,

equity marketsare unlikely to provide a substitutefinancing sourcefor many firms, especiallySMEs.

Exhibit 38showstheevolutionof grossportfolio equityliabilities in EuropeandtheUS.

After a sharpdeclinein grossportfolio equityliabilities duringthe2008crisis,it hasconvergedto thepre-

crisis valuesafter 2011. This changemay be due to the reductionof marketprice of equity securities.

Between2011and2013therewasanincreasingtrendin grossportfolio equityliabilities.

Similarly to thegrossportfolio debtliabilities (exhibit 26), theNorthern, WesternEurope,UK andIreland

regionspresenthigherratiosof equitysecuritiesoverGDP. This leadsusto concludethat in theseregions

the accessto capitalmarketsis easierthan in SouthernandEasternEurope. Theseregionsalsoseemto

pushtheEuropeantrendof accessto capitalmarketsupwardin thelatteryears,althoughthevaluesremain

much lower than in the US (exhibit 38). Exhibit 39 comparesthe volume of SEO and non-convertible

bondsissuanceby non-financial firms in Europe. Thedominanceof bondissuanceis clear,aswell asits

positivetrendin theperiodof analysis,while equityissuance(throughSEO)hasremainedfairly stable.

Source: World Bank Global Financial Development Database
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Exhibit 37
Evolution of Gross Portfolio Equity Liabilities, by groups 
of countries

Source: World Bank Global Financial Development Database

Exhibit 38
Evolution of Gross Portfolio Equity Liabilities, 
Europe vs US

Source: World Bank Global Financial Development Database
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Source: Thomson ONE
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Exhibit 39
Evolution of Capital Market Financing by non-financial Firms 
in Europe

Exhibit 40 showsthe volume of equity issuancein percentageof GDP. Overall, excludingthe peakin

2009, no groupof countriespresentsa volumeof equity issuancehigher than2.5% of GDP per year in

this period. With the exceptionof EasternCountries,all groupspresentedan increasein equity raisedin

2008-2010, i.e. the periodwhen loansbecamescarcer. In the latter years(2012-2014), equity startedto

gainimportanceagain. In 2014, WesternEuropeandUK andIrelandweretheregionswith highervolume

of equityraisedoverGDP.

Next we observethe total amountraisedthroughequity issuanceby non-financial firms by groupsof

countries(exhibit 41). We seea peak in 2009 as a consequenceof the financial crisis. Unlike bank

lending,capitalmarketsdid not shrinkduringthecrisis. Thus,largefirms haverelied on debtandequity

securitiesto overcomethe bank credit crunch. Firms with accessto bond and stock marketshave

apparentlyno shortageof long-term finance. For thesefirms, the developmentof corporatebond and

equity market in Europehas reducedthe dependenceon bank loans and the degreeof cyclicality of

funding. Similarly to the bondmarket,therewasan expansionin the post-crisis relativeto the pre-crisis

periodin equityissuance.

Exhibit 40
Evolution of Volume of Equity issued per year, by groups of 
countries, (% of GDP)

Source: Thomson ONE
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Exhibit 41
Evolution of Volume of Equity issued per year, by groups 
of countries, ($US Millions)

Source: Thomson ONE

An importantquestionis whethertheamountraisedeachyearwasdueto initial public offerings(IPOs).

Exhibit 42 showsthe IPOs amountover total equity raisedeachyear for different groupsof countries.

Althoughthereis noclearpatterneitherin termsof regionsor overtime,thereductionof theIPOshareon

total equity issued(in all regions)indicatesthat companiesmight haveavoidedgoing public during the

economicdownturn. While IPOs have beendepressedduring the financial crisis, there was a rise in

corporatebondandsecondaryequity issuance(by companiesalreadylistedon stockmarkets). Exhibit 43

showsthedivision of total equityissuancebetweenIPOsandSEOs. We observethat IPOsfell duringthe

financial crisisandtheyhavestill to reboundto the level beforethecrisis. In addition,theoverall equity

issuanceincreasedconsiderablyduringthecrisis,asin thecaseof bondissuance.
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5. Capital markets sectoroutlook

Exhibit 42
Evolution of Total Amount of Equity raised through IPOs 
per year, by groups of countries

Source: Thomson ONE

Exhibit 43
Evolution of Equity Securities(division betweenIPO and
SEOs)
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5. Capital markets sectoroutlook

SMEsrepresenta vast majority of the firms in the Europeancorporatestructure(i.e., numberof firms,

employment,grossvalueadded). Thereis no evidencethat thesefirms performworsein termsof return

on assetsandsalesturnover(exhibits44 to 47). However,aswe haverevealedin this report,thosefirms

suffer typically larger lossesduring economicdownturns,as in the 2008crisis. Thesefirms havefaced

severeshortfallsin cashflows, hamperingtheircapacityto meetexistingfinancingobligations.

Theseresultsillustratethenecessityof a flexible financingframeworkfor smallandmediumenterprisesin

Europe.

Europeancorporate sectoroutlook

Exhibit 44
Evolution of Return on Assets (Non-SMEs), by group of 
countries
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Exhibit 45
Evolution of Return on Assets (SMEs), by group of 
countries
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5. Capital markets sectoroutlook

Exhibit 46
Evolution of Turnover (Non-SMEs), by group of countries

Exhibit 47
Evolution of Turnover (SMEs)
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5. Capital markets sectoroutlook

SMEsareparticularlydependenton externalfinanceandtherearesignificantdifferencesacrossEuropean

countries. This sectionanalyzesthe capital structureof firms. Exhibits 48 and49 showthat the typical

debt-to-assetsratio (leverage)hasbeenfairly constantin Europe,rangingfrom 45 to 85%. Thedispersion

is higherin SMEsthannon-SME firms. Firmsin Europearehighly leveraged,andtheir sustainabilityhas

improvedonly dueto thelow interestratepolicy.

The disaggregationby groupsof countriesprovidesinterestinginsights. The compositionof debtdiffers

significantly acrossregionsand the crisis has increasedthesedifferences. There is a clear distinction

betweencountrieswhereshort-termdebtdominatesthe liability structure(UK andItaly havethe highest

level of short-term debt for SMEs)andcountrieswherecompaniesrely to a greaterextenton long-term

debt (Germanyespecially,but alsoFranceandSpain). Italy is the country that combinesa low level of

equityanda highrelianceonshort-termdebt.

Another important aspectof capital structure is the maturity of debt. Exhibits 50 and 51 plot the

percentageof assetsfinancedby long-term liabilities. UK and Ireland, and EasternCountriesare the

regionswherefirms exhibit a lower percentageof long-termliabilities overtotal assets,consistentbothfor

SME andnon-SME firms. In the remainingregions,the typical firm hasa shareof long-term liabilities

rangingfrom 5% to 25%. Although therearesomechangesregardingeachgroupof countries,the range

of variationis notsubstantiallyaffectedwhenthesampleis restrictedto SMEs.
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5. Capital markets sectoroutlook

Exhibit 48
Evolution of Leverage Ratio (Non-SMEs), by groups of 
countries

Source: Amadeus

Exhibit 49
Evolution of Leverage Ratio (SMEs), by groups of countries

Source: Amadeus
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5. Capital markets sectoroutlook

Exhibit 50
Evolution of Long-term Liabilities over total assets (Non-
SMEs), by groups of countries

Source: Amadeus

Exhibit 51
Evolution of Long-term over total assets (SMEs), by groups 
of countries

Source: Amadeus
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6. Savingsmarket structure

This sectioncharacterizesthe financial holdingsof households. We report indicatorsof financial asset

holdingssuchasbankaccounts,mutualfunds,insuranceplans,andpensionfunds. Moreover,we examine

the depthof accessto financial tools, namelythroughthe percentageof adultsholding loans,credit, and

debit cardsandusageof electronicmethodsof payments. Someindicatorsareobtainedthroughsurveys,

which limits thenumberof reportingcountries.

Analysis for Northern and Western countries and UK and Ireland reveals that more than 90% of

individualshold personalcurrentaccounts,which slightly exceedsUS figures(around88%). Theaverage

is slightly lower for Southerncountries(Italy andGreecepull the averagedown,while Cyprus,Portugal

andSpainarealignedwith othergroups). Easterncountriespresenta substantiallylower ratio of current

accountsholdings(54% on average),but thereis much heterogeneity. The trends,however,revealthat

convergencehasbeenoccurringin thesecountrieswith respectto otherEuropeancountries. Thenumber

of accountsper1,000adultshasincreasedfrom 477to 1,145 in 2013(140% increase). Thereis evidence

thatthenumberof bankaccountsper1,000adultsevolvedat a slowerpacein otherareas(for instancefor

Northerncountriesin thesameperiodtheincreasewas68%).

Looking at the percentageof adultswith loans,all groupsof countriespresentaveragesbelow the US

average(45%). The cross-section of countries reveals that the extensive margin of loans among

individualsis consistentlysmallerfor almostall groups(Northern, Southern,Westerncountries,andUK

and Ireland). The exceptionis the Easternarea,wheresomecountriesexhibit high prevalenceof adults

with loans(unreported).

As expected,debit cardsprevail over credit cardsin all countriesandthe correlationbetweenthe two is

higher when comparingutilization ratesacrossregions. Regardingdebit cards,Northern and Western

countriesand UK and Ireland haveutilization ratesof 80%, Southerncountriesare at about50% and

EasternEurope at 40%. The US averageis 72%. Some countries,especially from EasternEurope

(Albania, Armenia, Azerbaijan,Georgia,Moldova, Montenegro,and Romania), have utilization rates

below 30%, which perhapsindicatesa handicappeddevelopmentof the financial industry, as this is

considereda basic meansof payment. Turning attentionto credit cards,the utilization ratesdecrease

consistentlyto levelslower thanin theUS (62%).

Financial portfolio households
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6. Savingsmarket structure

Electronicpaymentsarebeingincreasinglyusedin modernandadvancedsocieties. Unlike thepreviously

discussedmeansof payment(credit anddebit cards),electronicpaymentsmovea stepfurther in depthof

financial market developmentas they require greatersophisticationof userswith respectto modern

technologiesand stronger confidence in information systems. In accordancewith previous results,

Northern and WesternCountries,as well as UK and Ireland, lead in the utilization rate of electronic

payments(almost90%, and around60% respectively). The majority of thesecountriespresentan even

higherprevalencethantheUS. Theremainingtwo groupsof countriesaresubstantiallylessdevelopedin

termsof thismeansof payment.

Exhibit 52
Household financial indicators (2011), by group of countries

Source: World Bank Global Financial Development Database
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6. Savingsmarket structure

Mutual funds are analyzedin this section,as a large majority are held by private investors,namely

individuals. These assetsrepresenta modest fraction of GDP for Eastern,Southern,and Northern

countries. The averagefor WesternEuropeis slightly higher but still below 50% of GDP (exhibit 53).

While for mostregionsthis ratio hasbeenstableover tine, the UK andIrelandhavean increasingtrend

andmuchhigherlevel of investmentin mutualfunds(311% of GDPon averageover thesampleperiod).

Overall, investmentin mutual funds weightsdifferently in different domesticeconomiesranging from

countrieswhereit is almostnon-existent(the majority of easterncountries)to Ireland. In addition, it is

worth analyzingthe peakof the crisis. In 2008, the investmentin mutual funds fell by 50 percentage

points relative to 2007. Given that GDP shrank substantially in this period, there was a massive

contractionin mutualfundsôtotalamountat thattime.

Assetsof mutual funds, pensionfunds and insurancecompanies

Exhibit 53
Evolution of Mutual Fund Assets, by group of countries

With respectto insurancecompanyassets,UK and Irelanddominateandshowa slightly positive trend

over theperiod(exhibit 54). The time seriesarestablefor the remainingfour groupsof countries. Again

thereis a low weight of this type of assetin GDP for Eastern,Southern,and Northerncountries. The

decreasein insurancecompanyassetswaslessthanthatof themutualfund industry.

Source: World Bank Global Financial Development Database
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6. Savingsmarket structure

Exhibit 54
Evolution of Insurance company assets, by group of 
countries

The shareof pensionfund assetsover GDP is heterogeneousacrossEurope (exhibit 55). They are

insignificantfor the largemajority of EasternandSoutherncountries; thesamefor manyof theNorthern

andWesterncountries,althoughtherearesomeexceptions(Denmark,Finland,Iceland,Netherlands,and

Switzerland)that contributeto increasethe average. UK and Ireland havethe highestshareof pension

fundassetsoverGDP(74% in 2012).

Overall,Northern,Westerncountries,andUK andIrelandpresenta greaterfinancial depth. This is seen

not only in the engagementof individuals with more sophisticatedmeansof payment,but also in the

investmentin alternativefinancialassets. While somepositivetrendspoint towardfinancialdevelopment,

somecountriesarestill atanearlystageof thatdevelopment,especiallyEasterncountries.

Exhibit 55
Evolution of Pension Fund Assets, by group of countries

Source: World Bank Global Financial Development Database

Source: World Bank Global Financial Development Database
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7. Future trends

Themostcommonsourceof externalfinancefor EuropeanSMEsis banklending,makingstartupsreliant

on traditional bank debt to meetworking capital and investmentneeds. This may impair the ability of

SMEsto grow,astheyareinnovativeandfastgrowingfirms with a high risk-returnprofile.

While bankdebtwill continueto becrucialfor thenon-financialsector,improvingaccessto financefor all

typesof businessacrossEurope,in particularSMEs,is crucial. Diversificationof the availablefinancing

sourcesis necessaryin orderto enablefirms in Europeto grow andemerge,aswell asto be innovative

andcompetitive. Theprocesstowardtheestablishmentof a singlemarketfor capitalin Europecanmake

animportantcontributionto addressthischallengesuccessfully.

New forms of alternativefinance,which arerapidly growing in Europe,suchasbusinessangels,crowd-

funding,venturecapital,andprivateequity arean essentialpart of the neededdevelopmentof non-bank

financing alternatives. Comparedto the US market, thesesourcesare still underdevelopedin Europe.

Exhibit 56 summarizesthealternativesourcesof financingfor SMEs,asformally definedby OECD. Next

we characterizeandprovidedataon themostimportantones.

Crowdfunding8 is a nascentmarketin Europe,particularlysince2000, andits usersarechanging. It has

beenmostly usedasan instrumentby non-monetaryandcommunityorganizations,but most frequently

andover time hasbecomean alternativesourceof funding acrossmanysectors. The advantagesof this

sourceis that it servesfinancespecificprojectsratherthana firm andraisesexternalfinancefrom a large

investorpool ratherthanasmallgroupof investors.

Therateof increaseof fundsraisedgloballyhasincreaseddramaticallyfrom US$ 1.5 billion in 2011to an

estimatedUS$ 5.1 billion in 2013. In addition, it is estimatedthat there were 536 active platforms

worldwideasof 2013, anincreaseof 23.5% with respectto 2011. Theaverageamountof fundsraisedper

project increasedfrom ú215,000 in 2013 to ú260,00 in 2014 (for equity crowdfunding), consolidating

crowdfundingasa newsourceof finance.

8By definition crowdfunding gathers funds from a wide range of contributors who want to invest directly in a specific project, and from all forms possible (loans, 

equity, donations, and rewards), loans are the most widely distributed instrument, representing more than 10 times the volume of equity investments channelled 

through these platforms in 2014. Source: OECD Report ïñNew Approaches to SME and Entrepreneurship Financing: Broadening the Range of Instruments.ò

Low Risk/ Return Low Risk/ Return Medium Risk/ Return High Risk/ Return

Asset-BasedFinance Alternative Debt ñHybridò Instruments Private Equity

Asset-basedlending Corporate Bonds SubordinatedLoans/Bonds Venture Capital

Factoring SecuritisedDebt SilentParticipations Business Angels

Purchase order finance CoveredBonds ParticipatingLoans
Specialized Platforms for 

Public Listing of SMEs

Warehousereceipts PrivatePlacements Profit ParticipationRights Crowdfunding(equity)

Leasing Crowdfunding(debt) ConvertibleBonds

Bondswith Warrants

MezzanineFinance

Source: OECD Report ïñNew Approaches to SME and Entrepreneurship Financing: Broadening the Range of Instruments.ò

Exhibit 56
Alternative non-bank finance instruments for SMEs
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North America and Europe, are the markets where crowdfunding is most common. These regions

accountedrespectivelyfor 59% and 35% of the capital raisedworldwide in 2012. Between2012 and

2013, North American crowdfundingvolumesgrew by 105% to US$ 1.6 billion, whereasin Europe

crowdfundingvolumesgrewby 65%, reachingUS$ 945million. In therestof theworld, growthwaseven

morepronouncedwith a125% averageannualgrowthrate.

BetweentheUS andEuropethereis a differentcontextregardingthetypeof crowdfundingraised. This is

a consequenceof thedifferent regulatoryframeworksin place. While in theUS equitycrowdfundinghas

beendelayedby regulatorylimitations,sothat in mostcasesit takestheform of donationor reward-based

crowdfunding,in mostEuropeancountries, equity-basedplatformshavebeenin operationfor someyears.

Thesizeof equitycrowdfundingin Europewasestimatedto bebetweenú50 toú100million in 2013, still

a minor shareof the marketif compared,for instance,with theú26 billion of the IPO market(OECD,

2014).

In termsof worldwide distributionof different categoriesof crowdfunding,donationsandreward-based

crowdfundingarethemostwidespread. Thesecondlargestcategoryis debtcrowdfunding, which exhibits

a higherrateof expansion. Equity crowdfundingstill accountsfor a minor shareof themarket,growingat

a relativelymoderatepace,asshownin thetablebelow.

While the new waveof fast growth businessesandstartupsemergesandthe paceof technologyenables

the rapid demandof crowdfunding,the regulatoryenvironmenthaslimited its expansionandin fact has

not evolved at the same pace. Regulatorsin some OECD countries have sought to promote the

developmentof this sourceof financing, but important concernsabout transparencyand protectionof

investorsstill needto be addressed. SomeEuropeanmemberstateshavealreadytakensignificant steps

towarda clearerframeworkfor the industry. Italy wasthe first countryto adoptan ad hoc regulationon

equity crowdfunding,which cameinto effect in July 2013andallows innovativestartupsto raiseequity

throughcrowdfundingplatforms. Equity crowdfundingis alsoallowedin othercountries,suchastheUK,

whereasin the US, regulationis framedin termsof exemptionto the generalrule that forbids offering

securitiesto the generalpublic. In France,in 2013 somefirst stepswere takenby the governmentand

regulatorsto developa morefavorableregulatoryframeworkfor crowdfunding,while ensuringinvestorsô

protection.

Crowdfunding Category Amount (US$ million ) Annual Growth (%)

Donation and Reward Crowdfunding 1,400 85%

DebtCrowdfunding 1,200 111%

EquityCrowdfunding 116 30%

Source: OECD Report ïñNew Approaches to SME and Entrepreneurship Financing: Broadening the Range 

of Instruments.ò

Exhibit 57
Crowdfunding categories: worldwide amounts and growth 
rates, 2013
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7. Future trends

Firms looking for long-term corporateinvestmentto sustainvalue creation,growth, and innovation,

shouldtypically considerequity finance. However,for SMEsraisingequity capitalmay be muchmore

expensivethanraisingdebt finance. The main categoriesof equity financeareprivateequity andpublic

equity. Therealsoexist informal sourcesof equity finance,which includefamily andfriends. Indeed,for

startupcompanies,the amountof funds raisedthroughtheseinformal channelsgenerallyexceedsother

venturefinance,including in countrieswith a well-developedequitycapitalmarket,suchastheUS (Mac

andBhaird, 2010). In Europe,since2001returnsin theprivateequitysegmenthaveoutperformedthosein

public equity marketsby 9.4%. The 2007-2009 financial crisis further widenedthe gap return between

thesemarkets(Idinvest, 2014). Privateequity is divided into two distinct components,namelyventure

capital,targetedat new andearly stagecompanies,andotherprivateequity, suchasgrowth capitaland

buyouts,targetedatmaturebusinesses.

This is an instrumentrelevant for businesseswith a high risk-return profile such as high growth or

innovative firms. Over the last decadesthis sourcehas developedconsiderably. The Europeanprivate

equity funds, in 2014, had a total of ú550 billion of assetsunder management. Most private equity

investmentswere raisedin UK followed by Franceand Sweden. In termsof the type of private equity

investors,overonethird camefrom institutionalinvestors(pensionfunds,investmentfundsandinsurance

companies). This has partly offset the recent stagnationin public equity markets. In private equity

markets,the prevalentform of investmentis buyout. In recentyearsas investorssearchfor yield and

portfolio diversification,interestin upper-tier SMEshasincreased.

Venture capital (VC) asa subsetof privateequity is typically usedby firms in a startupstage. Across

OECDandnon-OECDcountries,VC representsa smallfractionof GDP,mostoftenlessthan0.05%. The

countriesin which this industry is relatively more developedare Israel (0.31%), the US (0.17%) and

Canada(0.08%). Ireland,FinlandandSwedenareimmediatelyfollow thesecountries. About 90% of EU

VC investmentsare locatedin eight countries(UK, Ireland,France,Belgium, Luxemburg,Netherlands,

Denmark,andAustria)soit is notabroadlyusedinstrument.




