
 

 

Conflict of interests:   

Oddo Securities, a division of Oddo et Cie, limited sharepartnership - Bank authorised by ACPR. Oddo & Cie and/or one of its subsidiaries could be in a conflict of interest situation with one or several of the groups mentioned in 
this publication. Please refer to the conflict of interests section at the end of this document.  
Le présent document n'est pas un document contractuel ; il est strictement destiné à l'usage privé du destinataire. Les informations qu'il contient se fondent sur des sources que nous estimons fiables, mais dont nous ne pouvons 
garantir l'exactitude ni l'exhaustivité. Les opinions exprimées dans le document sont le résultat de notre évaluation à la date de la publication. Elles peuvent donc être révisées à une date ultérieure. 

P
a
g
e
  

1
/3

 

 

  

 

Economy 
 

  

 
2 

 

Economy# 

Reflation via the credit channel, it works 

Wednesday 20 April 2016 

 

Bruno Cavalier - Chief Economist 

bcavalier@oddo.fr 

+33 (0)1 44 51 81 35 

 

Fabien Bossy - Economist 

fbossy@oddo.fr 

+33 (0)1 44 51 85 38 

 

https://www.oddosecurities.com 

 

Loans to businesses are set to rise in the Eurozone this year, for the first time in 

five years. The most recent Bank Lending Survey shows that demand is picking 

up and lending standards are accommodative. Business investment spending will 

benefit from this trend. This was the least that could have been hoped for after 

the monetary easing conducted by the ECB. Truth be told, we could have waited 

for even more marked effects, given lacklustre credit and investment in the post-

crisis years. It is hard to determine if QE or the negative interest-rate policy has 

really helped the upturn in credit. To this end, it is preferable to strengthen and 

not stifle the banking system. 

Credit easing vs Quantitative easing 

For the first time since 2011, growth in loans to non-financial companies should be 
positive in the Eurozone this year. The upturn in credit is slowly spreading within 
the Eurozone. In this loan category, just over half of the countries are now in positive 

territory (chart lhs). In February, the increase was 0.9% year-on-year, but according to 
the Bank Lending Survey which the ECB has just published, the trend will remain 
upward in the short term. For the ninth consecutive quarter, a majority of banks is 
signalling an easing of lending standards to businesses. Moreover, the trend in 

demand remains favourable. 
 

An economic recovery is more solid when it goes hand-in-hand with a rise in loans, and 
this is particularly true in the case of the Eurozone, in which a significant share of 
business financing comes from banks and not the market. There is a close correlation 
between new credit flows, demand for credit and the change of business investment 
(chart rhs). At end-2015, it seemed that this relationship had loosened. Upon closer 
inspection, the weakening of the credit impulse is probably temporary and largely 
attributable to a change in methodology for data from the Netherlands. Inasmuch as the 
business climate has not sagged sharply in recent months, a fall in investment spending 
is unlikely to be on the agenda at the start of 2016. 
 

EMU: growth in loans to businesses EMU: credit impulse and business investment 

  
Sources: Thomson Reuters, BCE, Oddo Securities 

 
 

 

Of course the ECB's highly accommodative monetary stance played a significant role in 
the upturn in loans to businesses. However, we cannot help feeling slightly disappointed 
by the results in light of the exceptional measures implemented over the past two years. 
For most of 2015, the credit impulse was not as strong as in 2014, whilst the ECB had 
launched its sovereign QE programme and extended its negative interest rate policy. 
The easing of lending standards has not been accentuated since these tools have been 
used. Consequently, growth in corporate investment is currently no higher at around 5% 
per annum than it was at the start of 2014. This growth rate is decent over a long period 
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but appears inadequate after such a long period of economic stagnation. Corporate 
investment is more than 10% below the peak reached in 2008. 
 

Mario Draghi has often said that three factors could deter banks from lending: a lack of 
liquidity, a lack of capital and risk aversion. The first problem was resolved as of 2012 
with liquidity injections, rounded out by more selective targeted operations in 2014 
(TLTRO 1) and 2016 (TLTRO 2). Regarding the problem of banks' balance sheets, the 
adjustment was not as rapid in Europe as it was in the US, reflecting, in some 
instances, a degree of amateurism, e.g. in the first series of stress tests. Nor has the 
diverse nature of the Eurozone’s banking systems helped, and we had to wait for the 
harmonised asset quality review (AQR) in 2014 to encourage a more decisive clean-up. 
The tardiness in recapitalising the Eurozone’s banking system hampered the monetary 
policy's transmission to the real economy

1
. Regarding the appetite for risk, we can see 

that it is often hit by economic, financial and political shocks, fortunately without any 
durable effect in the past year or so. All told, banks' capacity to grant loans is 
indisputably stronger than two years ago, at the start of the recovery, but it 
remains subject to diverse constraints, in the regulatory sphere as well as in the 
monetary policy domain.  
 

Regarding banking activity, unconventional monetary policy tools (QE, NIRP) 
have ambiguous effects. On the one hand, the fall in interest rates may be favourably 

judged as, although it leads to a reduction of lending costs (negative for banks), it 
simultaneously lowers banks' refinancing rates

2
. Moreover, it is clear that this has 

almost eliminated the financial fragmentation that existed between core and peripheral 
Eurozone countries, which was a major stumbling block for the economic recovery of 
southern European economies. On the other hand, these same unconventional tools 
can have negative effects on the profitability of the banking sector. According to the 
IMF, the compression of interest margins triggered by a zero or negative interest rate 
have a stronger impact on banks in the Eurozone than in the US, and are more marked 
in countries such as Portugal, Germany, Italy and Spain

3
. The sector's poor equity 

performance at the start of 2016 partly reflected these concerns on profitability.  
 

Indicators suggest that the ECB has understood these reservations and intends 
to consolidate bank credit as the main transmission channel for its monetary 
policy. This is consistent with the announcement made at the most recent meeting of a 

new TLTRO series, which is equivalent to subsidizing new loans. On the basis of the 
results obtained over the last two years, it is preferable to favour credit easing (aid to 
banks) over quantitative easing (purchasing of public debt). Moreover, several ECB 
officials have recently expressed reservations on the alleged benefits of negative 
interest rates. For example, Benoît Coeuré said that they would never be lowered to 
"absurdly low" levels. In 2013-2014, the main challenge was to re-start the banking 
credit cycle in the Eurozone. This has been achieved (charts below). It is now a 
question of consolidating this recovery which seems, at first sight, to be a less 
complicated task. 
 

EMU: loans to businesses (1) EMU: loans to businesses (2) 

  
Sources: Thomson Reuters, BCE, Oddo Securities  
 

  

                                                           

 
1
 See Shin (2016), “Bank capital and monetary policy transmission”, ECB Watchers XVII conference. 

2
 See ECB (2015), “The transmission of the ECB’s recent non-standard monetary policy measures”, ECB Economic Bulletin. 

3
 See IMF (2016), “Impact of low and negative rates on banks”, Global Financial Stability Report. 
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