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From Hyper-Finance to Secular 
Stagnation & Mass Unemployment
Analysing the impact of shrinking bank lending on 
SMEs in the aftermath of the global financial crisis

By Michel-Henry Bouchet and Robert Isaak

 Public Policy

In this article, the authors advocate 
policies to counter the decoupling 
of  finance from the real economy 
of  productive job-creation result-
ing from short-term global hyperfi-
nance and misguided government 
regulations: eg. future bank bail-
outs should be conditioned upon 
including ratios of  new lending to 
start-ups and small firms with the 
greatest scaling up potential for 
employment.

The information technolo-
gy revolution combined with 
globalisation has spawned 

Hyperfinance in which high frequen-
cy short-term gains have become the 
major priority of  many financial in-
stitutions. The obvious excesses due 
largely to lack of  concerted finan-
cial regulation resulted in the finan-
cial crisis of  2008. The government 
reforms instituted since this time have 
largely encouraged banks to keep 
a higher ratio of  reserves and have 
dampened their higher risk lending 
to would-be start-ups and small-to-
middle-sized firms, which are the 
source of  the majority of  new jobs 
in the global economy. As Wehinger 
observes: “Small- and medium-sized 
enterprises (SMEs) play a significant 
role in their economies as key gen-
erators of  employment and income, 
and as drivers of  innovation and 
growth. SMEs employ more than half  
of  the private sector labour force in 

OECD economies”.1 The decoupling 
between the underlying economic 
system and global finance has result-
ed in frustrated attempts to regulate 
financial intermediation. 

The issue of  concerted regulation 
of  the global financial system seems 
close to “real utopia projects” that 
have been developed in the 1990s by 
the Havens Center at the University 
of  Wisconsin whose aim was explor-
ing a wide range of  proposals and 
models for radical socio-econom-
ic and institutional change. However, 
eight years after the inception of  the 
global finance crisis, with combining 
symptoms of  stock and bond markets 
bubbles, a fundamental alternative 
to global market-driven economic 
system lacks the optimism of  the will 
that Antonio Gramsci considered es-
sential to implement institutional in-
novations for transforming the world.  
Freewheeling global finance is as un-
regulated as before the crisis.

The short-term focus and risk aver-
sion of  Hyperfinance has a number 
of  consequences of  which three have 
long-term structural ramifications: 

(1) The emergence of  Hyperfinance 
in the 1980s led to a distortion in the 
distribution of  corporate profits, with 
rising dividends and stock buybacks 
at the expense of  capital investment. 
In the US economy, the share of  fixed 
capital investment in GDP declined to 
13% in 2009 from 20% on the eve of  
the financial crisis, hence back to its 
mid-1970s level.2 (2) Banking deregu-
lation intensified the emergence of  fi-
nancial innovations, such as securiti-
sation and derivatives, at the expense 
of  productive investment financing 
in the so-called ‘real economy’, with 
deeply-rooted impact on productivi-
ty and long-term growth trends. The 
Institute of  International Finance, the 
representative of  the global banking 
industry, deployed intensive lobbying 
to resist tighter financial regulation, 
including of  non-bank financial ser-
vices, opposing mandatory minimum 
haircut requirements and stricter 
control.3 (3) National regulatory au-
thorities’ attempts to stem system-
ic risk in global finance with higher 
capitalisation ratios have resulted in 
a combination of  larger capital hold-
ings coupled with shrinking assets, 
hence at the expense of  credits. In 
order to achieve improved capital ad-
equacy, capital-constrained banks in 
developed and developing countries 
have resorted to collecting outstand-
ing loans or have become reluctant to 
approve new lending. The resulting 
credit crunch has further aggravated 
the crisis.

The not-surprising result of  this 
decoupling is an increase in mass un-
employment and underemployment in 
most countries, particularly amongst 
the young. The government policies 
of  bailing out the banks in trouble 
tend to ignore this socio-economic 
consequence in favour of  established 
financial interests that work to prevent 
any over-regulation of  derivatives and 
other financial instruments, resulting 

The emergence of Hyperfinance 
in the 1980s led to a distortion 
in the distribution of corporate 
profits, with rising dividends and 
stock buybacks at the expense of 
capital investment.
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in a self-fulfilling spiral of  low em-
ployment growth even if  there has 
been very modest economic recov-
ery since 2008. In a situation of  rising 
employment, the overall contractual 
quality is poor, given the short-term 
focus of  job contracts resulting in 
widespread ‘precariousness’. 

This article posits potential solu-
tions to cope with this dilemma by 
proposing conditions on any further 
bank bailouts, which include ratios 
of  new lending to start-ups and small 
firms favouring those which leverage 
or have the greatest scope for scaling 
up in terms of  future employment 
and long-term innovation. Another 
common sense solution would be to 
apply a scaling of  capitalisation ratios 
depending on the bank’s willingness 
to finance productive and employ-
ment-generating investment.

1. The decline in traditional 
banking intermediation
In the EU zone, SMEs play a key role 
in driving growth and employment. 
They constitute about 99% of  all euro 
area firms, employ around two-thirds 
of  the euro area’s workforce and gen-
erate 60% of  value added. According 
to the European Commission, some 
21.6 million SMEs in the non-finan-
cial sector employ 88.8 million people 
and generate 3,666 trillion euros in 
value added — illustrating how criti-
cal SMEs are for employment.4 Access 
to bank credit is thus crucial in main-
taining economic momentum. As the 
ECB observes: “SMEs are relative-
ly more dependent on bank finance 
and thus more likely to be affect-
ed by banks’ increased risk aversion 
than larger firms”.5 Not only SMEs 
suffered from reduced access to bank 
lending since the outbreak of  the fi-
nancial crisis in 2008, but also from 
tighter credit conditions. Between 
end-2008 and mid-2015, bank loans 
dropped by 13%, i.e., back to their 

mid-2007 level.6 In addition, the fol-
lowing chart (see Chart 1 above) illus-
trates the sharp spread between rates 
on loans to SMEs and to larger enter-
prises, i.e., the credit volume shrunk 
while the cost rose.The decline in 
bank lending to the corporate sector 
was synchronised in most European 
countries, particularly in Germany 
and France. French and German 
banks have been under pressure to 
reduce balance sheet leverage since 
2008. Faced with tight competition 
for issuing fresh capital, European 
banks relied on asset restructuring 
via sale or run-off. As PwC notices 
regarding the specific situation of  
the European banking system com-
pared to the US: “Europe’s medi-
um-sized enterprises do not typical-
ly enjoy the same sort of  access to 
bond markets as their counterparts in 
the US. European bond issuance has 
strengthened during 2012 and 2013 
but total bank loans still comprise the 
large majority of  European corporate 
debt, compared with less than 30% in 
the US.”7 Because of  limited securi-
tisation markets and protracted eco-
nomic weakness, bank loans dropped 

sharply in two successive waves, first 
in 2009 as a way to improve the as-
sets-to-capital ratios, and again in 
2013 in the midst of  an anemic re-
gional economic recovery with disap-
pointing corporate earnings and stub-
born unemployment. (see Chart 2 on 
next page)

European banking authorities reg-
ularly take the pulses of  the corporate 
sector to measure and compare across 
countries bank lending offer and 
bank lending demand. Most polls of  
SMEs between 2009 and 2013 show 
that shrinking bank credit would 
stem more from a decline in corpo-
rate demand than from tighter credit 
access. Concisely, SMEs would spon-
taneously cut their demand for bank 
loans. The reason is likely that bank-
ruptcies surged in the aftermath of  
the global crisis while the econom-
ic environment sharply deteriorated, 
hence inciting SMEs to prudent fi-
nancial management.

In France, SMEs’ loan demand 
shrunk after the global crisis due to a 
decline in economic activity and market 
expectations. The result was that 25% of  
these small companies had no banking 
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Chart 1. Spreads on interest rates in the Euro-area between loans to 
SMEs and to larger companies (in basis points, 3-month moving average)

Source: ECB



62      The World Financial Review    March - April 2016

Finance

liabilities in their balance sheets.8 According to Banque de 
France, the annual growth rate of  banking credits to SMEs 
dropped to only 2.5% in mid-2015 from 8% the year before.9 
A gradual process of  bank disintermediation took place since 
2008 and accelerated more recently. The share of  banking 
credit in corporate debt dropped to only 61% at end-2015 
from 74% in 2008.10 This disintermediation has hurt SME’s 
access to financing much more strongly than large compa-
nies that have access to a wide range of  market financing 
tools. In France, the consequence of  tighter banking regu-
lations on credit has been more pronounced than in other 
European countries, with a larger impact on SMEs activities, 
on investment, and on job creation. Stubborn high unem-
ployment, reaching more than 11% in late 2015, illustrates 
the perverse effect of  the decoupling between finance and 
real economic growth. 

In Germany, the rise in bank loans has been slower though 
the demand for loans remained very depressed, hence the 
percentage of  SME’s managers who did not feel constrained 
bank credit access was one of  the highest in the EU, namely 
88% compared with 75% in France, and only 45% in Ireland 
and 47% in Greece.11 

In Spain and Italy, under-regulated and overexposed banks 
strongly cut lending to the corporate sector at the time of  
the financial crisis. SMEs suffered a typical scissor effect, 
facing higher rates of  interest on shrinking credits. The level 
of  lending rates was substantially higher for Spanish and 
Italian SMEs than for firms in France and Germany, but also 
the premia SMEs paid over and above the rates charged for 
larger enterprises increased substantially after the eruption of  
the crisis, particularly in 2011 and 2012. The increase in the 
spread of  interest rates paid on small sized loans reflected the 
impact of  the sovereign debt crisis on the financing costs of  
banks, with higher bank refinancing costs being then passed 
on to their SME customers. The volatility of  bank lending to 
the corporate sectors of  the Euro-zone’s distressed countries, 
namely Italy, Spain and Greece was brutal in 200912 Spanish 
companies suffered the most from the abrupt tightening in 
bank lending standards. Between 2007 and 2009, bank loans 
shrunk by more than $25 billion. In the meantime, unem-
ployment in Spain surged to 26% of  the working population 
in mid-2013. Worse, youth unemployment in Spain sharply 
rose from around 18% on the eve of  the crisis in 2006-07 to 
a peak of  55% in mid-2013. 

The Chart 3 cast light on the “scissor effect” between the 
sharp reduction in bank loans to Spain’s nonfinancial sector 
and rising unemployment in the 2008-2013 period, while the 
Spanish labour market shed nearly 3.5 million jobs. During 
2014, when banks started to lend more to the nonfinancial 
companies, with strong incentives from European monetary 
authorities, the process reversed itself  and employment grew 
by half  a million people. Consequently, while remaining stub-
bornly high, the unemployment rate declined to 20%. (see 
Chart 3 on the left)

The solvency problem of  Spain’s weakest banks during 
the Great Recession caused a reduction in credit supply 
and employment. This credit supply shock produced a 
negative impact on company business activities and on 
employment. The poor health of  the weak banks caused 
significant employment losses at firms of  all sizes. At the 
level of  firms, the additional employment losses are in 
the range between 6 and 7 percentage points.13 Spanish 
SMEs’ creditworthiness and financial health deteriorated 
more sharply than those of  large firms, in particular — 
profits, liquidity buffers and economic prospects, hence 
exacerbating the financial fragility of  this group of  firms, 
and the negative impact on employment. To illustrate this 
tighter bank credit access for Spanish SMEs, the propor-
tion of  approved loan applications reached only 40% in 
2012, compared with more than 55% in Italy. It reached a 
bottom of  25% for Greek SMEs.14 

In the UK, bank overdrafts and term loans dropped 

Chart 2. Evolution in bank loans to the nonfinancial corporate sector 
in Germany and France (2000-2015) Source: BIS
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Chart 3. Reverse evolution between bank loans and unemployment 
in Spain 2000-15 (Source: BIS & Eurostat)
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significantly from 2008-2009 to 2011-12: from 
39% to 14% in overdrafts, and from 11% to 7% 
in term loans.15 SMEs suffered credit restrictions 
accordingly. (see Chart 4 on the right)

In the US economy as in most industrial 
countries, small businesses are critical to fueling 
the nation’s economic growth. They employ 
roughly half  of  all Americans and account for 
more than 60 percent of  net new jobs.16 Their 
ability to generate new jobs depends in large 
part on access to credit. In the wake of  the 
protracted recession, SME demand for credit 
waned as they faced the immediate challenges 
of  weak sales and heightened business uncer-
tainty. The credit crunch hit SMEs much more 
than larger globalised companies relatively. The 
share of  all small business loans dropped from 
roughly 35% in the 1995-2000 period to 30% 
in 2007 dropping to only 20% in 2015.17 The 
credit shock that SMEs suffered from during 
the financial crisis resulted in massive job 
losses that averaged nearly 800,000 per month 
between November 2008 and April 2009 as the 
unemployment rate climbed.18 Net job losses 
rose much more sharply in small businesses 
than in large businesses, particularly in 2008-09. 

Still more dramatically, jobs at SMEs fell 
40% during the recession and represented 60% 
of  total private sector job losses according to 
the US Bureau of  Labor Statistics. While the 
number of  start-ups averaged roughly 620,00 
between 1998 and 2007 on the eve of  the finan-
cial crisis, the number of  new business forma-
tions dropped by more than 10% during the six 
following years while the size of  new businesses 
also declined. Within the category of  SMEs, the 
very small companies (i.e., <4 employees) have 
suffered the most from the recession. A sharp 
increase in net job losses occurred in 2008-09 
for this category of  US companies. 

2. German and British exceptions within 
Europe
The general economic outlook since 2008 
reduced an already slowing demand. And 35% 
of  SMEs surveyed in the European Union 
noted the success rates for finance sought se-
verely declined between 2007 and 2010 — 
particularly in the UK, but also in Germany 
and to a lesser extent in France.19 Banks were 

the most envisaged sources of  finance in the 
2011-2013 period.20 However, high tech start-
ups were less likely to use bank finance and 
faced more difficulties than low-tech start-ups 
in raising bank finance.21 Northern EU coun-
tries had greater ease of  access to loans in 
2007-2010 than those to the south and France 
and the US had greater ease of  access than did 
Germany or the UK.22 

Germany clearly was set apart immediate-
ly after the crisis in creating more jobs than in 
other countries through SMEs: between 2009 
and 2013 alone more than 160,000 SMEs were 
set up, creating more than 1.5 million new jobs 
for a total of  16.7 million in 2013. Yet a di-
chotomy emerged here with most jobs created 
by existing firms taking advantage of  access 
to finance, state aid and public procurement, 
while the conditions including financing for 
new start-ups were not as positive in Germany 
as in other peer EU economies. However, in 
terms of  access to finance, the proportion of  
rejected loan applications for SMEs is only a 
sixth of  the EU average (2.5% versus 14.4%).23 
The demographic aging crisis could lead to a 
paucity of  entrepreneurs willing to start-up 
companies in the future in Germany. While the 
Angela Merkel policy of  open welcome for ref-
ugees may well help to restock Germany with 
more young entrepreneurs in the long run, it is 

Chart 4. Evolution in bank loans to the nonfinancial corporate sector in the 
United Kingdom and the United States (2000-2015) Source: BIS 
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sectors as the most likely to gener-
ate scalable employment country by 
country (eg. health care in Germany 
and the US).

3) A third avenue would be to 
compensate for the relatively higher 
lending risk of  SMEs by providing 
banks with several offsetting incen-
tives such as specific guarantees and 
privileged refinancing conditions for 
job-creating investment in SMEs. The 
cost of  these support measures should 
be weighed against the sheer cost of  
unemployment that reaches in France 
at least €32 billion, supported by the 
State agency UNEDIC. While the 
US economic recovery has brought 
unemployment back to its floor of  
5%, unemployment remains an acute 
economic problem in the European 
Union, with the unemployment rate 
reaching above 20% in some coun-
tries. To reduce unemployment, the 
European Commission has empha-
sised the need for member states to 
give priority to the provision of  ser-
vices and compensation. The cost of  
unemployment varies from a high 
of  €33,500 per person in Belgium, 
to €29,000 in France, €25,550 in 
Germany, to a low of  €18,000 in 
Britain.29 Encouraging bank lending 
to SMEs would clearly boost jobs as 
well as tax revenues, while helping 
to stabilise the social situation in the 
EU. In the United States, unemploy-
ment benefits still constitute a heavy 
burden on state and federal govern-
ment budgets, despite a sharp re-
duction in unemployed workers in 
2014-15. Insurance programs paid by 
state and federal agencies have cost 
roughly $520 billion in 2014, accord-
ing to a Congressional Budget Office 
report.30 At the same time, those agen-
cies cannot collect the same levels of  
income tax as before — forcing the 
government to borrow money or cut 
back on other spending, hence exac-
erbating deflationary pressures. 

3. Policy alternatives to remedy 
unemployment through credit en-
hancements to SMEs
Government bailouts of  banks have 
proceeded with few conditions re-
quiring banks to pay attention to the 
impact of  their lending upon employ-
ment. It is important to set ‘job-cre-
ating’ conditions on any further bank 
bail-outs which include ratios of  new 
lending to start-ups and small firms 
favouring those which leverage or 
have the greatest scope for scaling up 
in terms of  future employment and 
long-term innovation.  

1) Innovation itself, of  course, is 
no guarantee of  greater employment 
growth and can even have the oppo-
site effect if  new technology replac-
es more human hiring than it gener-
ates. So a contextual trade-off  should 
be a part of  the conditionality of  
loans with persuasive positions on 
why a particular culture is apt to gen-
erate more jobs than employment lost 
in anticipated technological develop-
ments within a given time period.  If  
indexes can be created to measure the 
rise and fall of  real estate prices and 
stock market valuations, there is no 
inherent reason why indexes of  job 
losses vs. gains cannot be measured 
in certain economic sectors given 
applied innovations.

2) A second related solution would 
be to apply a scaling of  capitalisation 
ratios depending on the bank’s will-
ingness to finance productive and 
employment-generating investment. 
Government could rank specific 

apt to require an expensive transition 
of  several years in terms of  training 
and positioning in order to bring such 
a vision to fruition.

Curiously, initially in 2009 after 
the 2008-9 financial crisis, lending 
growth rates for SMEs was strong-
er than for businesses overall in the 
United Kingdom. But as of  late 2009 
through 2011 lending growth rates 
for all small and medium-sized busi-
nesses (SMEs) turned negative and 
were below that for large companies.24 
After rising in 2013, both the availa-
bility and demand for credit for small 
business fell sharply in 2014. 

According to the Bank of  England’s 
credit conditions survey, demand 
for bank lending was expected to in-
crease for all except small businesses 
in 2015.25 The sharply negative shift in 
lending growth for SMEs has signifi-
cant implications for employment. In 
2013 there were over 1.2 million firms 
in the UK: 99.5% of  these were SMEs 
with fewer than 250 employees, which 
employed 51% of  the workforce (81.5 
% were micro enterprises which less 
than 10 employees).26 Of  course, in 
terms of  SME lending the stock of  
SME loans and loans for new British 
SME businesses marked a general 
downward trend even before the fi-
nancial crisis, showing only a slight im-
provement during 2013. New loans 
had fallen by more than half  from their 
peak in 2008 to a low point at the be-
ginning of  2013.27 Nevertheless, SMEs 
added some 700,000 new jobs in the 
UK from 2008 to 2010, a 7% increase. 
This business rebound was stimulat-
ed by a business environment condu-
cive to SMEs, particularly in terms of  
giving entrepreneurs a second chance, 
responsive administration and interna-
tionalisation.28 However, while finance 
is more difficult in a number of  other 
EU member states, it remained hard 
for SMEs to get financing, particularly 
in terms of  bank lending.

While finance is more 
difficult in a number of 
other EU member states, it 
remained hard for SMEs to 
get financing, particularly 
in terms of bank lending.
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4) A fourth fruitful sector is for govern-
ments to target entry-level jobs for company 
lending for new immigrants who have been 
granted asylum. Such a policy could be linked 
to a scale of  exceptions to the minimum wage 
standard and would clearly have to embrace 
indigenous candidates with long-term unem-
ployment histories as well in order to dampen 
animosities and resentment. Corporate spon-
sored training systems linked directly to this 
policy objective could generate additional em-
ployment. The digital IT revolution compli-
cates man-machine collaboration at higher 
levels of  education, which will require signifi-
cant funding as well if  secular economic stag-
nation is to be overcome.31 The funding for 
such training should be targeted for specif-
ic job sectors, processes and products where 
the region has a comparative advantage given 
long-term investment.
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