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Evolution of the Bank Lending Survey
since the onset of the financial crisis

During the financial and sovereign debt crisis, the results of the quarterly Bank Lending Survey
(BLS) provided key indicators for a timely assessment of developments in the German and euro-
area bank lending markets. The qualitative responses provided by participating banks, which, for
Germany, the Bundesbank reqularly aggregates to national results, not only comprise information
on changes in banks’ lending policy and their assessment of demand trends but also pinpoint the
relevant driving factors and the respondents’ expectations for the near future. A case in point was
the discovery that credit standards were tightened immediately prior to the onset of the financial
crisis primarily owing to bank-related supply constraints such as funding conditions or the liquid-
ity position, whereas developments in the real sector only became important later on.

Alongside the regular standard questions, the BLS also contains ad hoc questions which enable
information on new topics to be obtained quickly and flexibly. For instance, over the past few
years the survey has asked questions on topics such as the impact of requlatory or supervisory
actions or non-standard monetary policy measures. The BLS has therefore been able not only to
describe crisis phenomena but also to address and evaluate the ways in which supervisors and
monetary policy makers responded.

Following years of experience with the original catalogue of questions and fundamental change
during the crisis years, the Eurosystem amended the questionnaire and added detailed explana-
tory comments. The old questionnaire was thus replaced at the start of 2015 by a revised version
which promises to yield even deeper insights into an understanding of the development of lend-

ing policy.
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BLS in 2003

Credit standards
as a key indica-
tor of lending
policy, ...

... supple-
mented by
credit terms and
conditions, loan
demand and
determinants

§ Bank Lending Survey

At the beginning of 2003, the Eurosystem
introduced the Bank Lending Survey (BLS), a
new survey in which senior bank executives are
regularly asked to provide current information
on their lending policy as well as to assess de-
mand." The purpose of this qualitative survey,
conducted quarterly, is to develop a compre-
hensive understanding of the monetary trans-
mission process and thus to support monetary
policy decisions. Since banks play a major role
in providing funding to enterprises and house-
holds in the euro area, it makes particular sense
to directly survey a representative sample of in-
stitutions in this context. The original survey in-
cluded 17 participating banks from Germany,
which were selected based both on their own
market share in lending business and the mar-
ket share of the respective banking group to
which they are mapped, as recorded in the
banking statistics. Following enlargements to
the sample in 2008 and 2012, as well as the
dropout of individual banks due, for instance,
to mergers and acquisitions, the German sam-
ple now consists of 34 banks.? This makes it by
far the largest sample of all the countries in the
euro area.

Key to understanding the respondents’ lending
behaviour is the question of their underlying
credit standards, essentially meaning the min-
imum requirements to be met by potential bor-
rowers.3 Questions are asked about potential
determinants, which include not only the sur-
veyed institutions’ risk perception but also their
risk tolerance, the costs of obtaining funding
on the money and capital markets, potential
balance sheet constraints and the competitive
situation.

Alongside their credit standards, BLS banks
provide information on the terms and condi-
tions of loans actually approved as laid down in
the loan contract,* which includes margins,® as
well as an institution-specific assessment of the
demand for loans together with its presumed
determinants. Since credit standards could be

affected by the borrowers’ situation, they de-
pend indirectly on loan demand. Conversely,
credit standards can also impact on demand.
Credit supply shocks can be calculated in order
to isolate the supply-side impact in the nar-
rower sense (see pages 25 to 28). The revised
version of the questionnaire,® which was intro-
duced in 2015, now contains one question on
factors affecting credit terms and conditions
and another on the change in the share of re-
jected loan applications.

Current lending policy and demand are as-
sessed — as is the case, in principle, for all other
questions — as quarterly changes (apart from
seasonal fluctuations as regards demand). The
BLS is a qualitative survey with answers in the
form of stated tendencies on a scale of five

1 For a detailed account of the BLS’s background and ob-
jectives, see Deutsche Bundesbank, German results of
euro-area bank lending survey, Monthly Report, June 2003,
pp 67-76. For an initial assessment of the Bank Lending
Survey after six years, see Deutsche Bundesbank, Bank
Lending Survey: an interim assessment and current devel-
opments, Monthly Report, January 2009, pp 15-30.

2 The banks in the German national sample are mapped to
the following banking groups: large banks, regional banks,
Landesbanken, savings banks, credit cooperatives including
their regional institutions, and private mortgage banks.

3 Credit standards are a bank’s internal underlying lending
criteria. They are defined ex ante, ie prior to actual negoti-
ations with potential borrowers on specific terms and condi-
tions. Banks' credit standards define the types of a loan a
bank considers desirable and undesirable, the designated
sectoral or geographic priorities, the collateral deemed ac-
cepted and unacceptable, etc. Credit standards specify the
required borrower characteristics (eg balance sheet condi-
tions, income situation, age, employment status) under
which a loan can be obtained. See also the box on pp 17-19.
4 Credit terms and conditions refer to the terms and con-
ditions of loans as actually approved in the loan contracts.
They generally consist of the agreed spread over the rele-
vant reference interest rate, the size of the loan, the access
conditions and other terms and conditions in the form of
non-interest rate charges (ie fees), collateral or guarantees
which the respective borrower needs to provide (including
compensating balances), loan covenants and the agreed
loan maturity. See also the box on pp 17-19.

5 Since the revised version of the questionnaire was intro-
duced in 2015, the loan margin of a bank is understood as
the spread over a “relevant market reference rate” (e.g.
Euribor, Libor or the interest rate swap of a corresponding
maturity for fixed-rate loans), depending on the character-
istics of the loan. No definition of the concept of loan mar-
gin existed previously. See also the box on pp 17-19.

6 See the box on pp 17-19.
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Revision of the BLS questionnaire in 2015

In 2015, following more than ten years of
experience with the Bank Lending Survey
(BLS), the questionnaire and the accom-
panying compilation guide were reviewed
with regard to comprehensibility, clarity and
effectiveness. The financial crisis led to in-
creased interest in comparable cross-
country results. However, an informal sur-
vey in 2013 showed that some key concepts
were being interpreted differently across
the participating banks and countries. Fur-
thermore, response behaviour for qualita-
tive surveys like the BLS is less objectively
controllable than for quantitative surveys,
which maximises the need for precise and
considered definitions. It was therefore de-
cided to word some questions more clearly
and to define key concepts unambiguously.
On the other hand, comparability of the re-
sponses over time requires continuity in the
questions in order to avoid a structural
break, particularly for important and fre-
quently cited indicators such as credit
standards. Moreover, there is a limit to the
number of questions that can be asked
without unduly burdening banks or jeop-
ardising the high participation rate in the
BLS, which is run on a voluntary basis. In
addition to revising the questionnaire and
compilation guide, it was decided to better
integrate the two documents so as to facili-
tate cross-referencing. Before the amend-
ments were definitively implemented, a test
survey was carried out with some of the
banks in the BLS sample so that further ad-
justments could be carried out if necessary.

Overall, the standard questionnaire was ex-
tended by five questions to a total of 23.
The ad hoc questions are already revised
regularly and therefore did not feature in
this reform concept. The most important
changes concerned the conceptual differ-

entiation between the credit standards and
the credit terms and conditions, the con-
cept of loan margins, loan demand and the
factors affecting demand for loans to
households for house purchase.

Since the reform of the questionnaire, the
credit standards are explicitly defined ex
ante as a bank’s underlying internal lending
guidelines prior to any loan negotiations, in
contrast to the credit terms and conditions,
which are negotiated with the borrowers
and which feed into the loan agreements as
actually approved. The credit standards are
used as the basis for making concrete deci-
sions on the approval or rejection of a loan
as they contain provisions on what types of
loan a bank considers desirable and un-
desirable. They specify the required bor-
rower characteristics (eg balance sheet con-
ditions, income situation) under which a
loan can be obtained. By contrast, the
credit terms and conditions, as a compon-
ent of the loan agreements, generally con-
sist of the agreed spread over the reference
interest rate (margin), the size of the loan,
non-interest rate charges, the loan collat-
eral to be provided by the borrower, coven-
ants and the agreed maturity (original ma-
turity). The credit terms and conditions de-
pend on the borrower’s specific characteris-
tics and may be subject to change, either in
parallel with the credit standards or inde-
pendently of them.

As changes in the individual credit terms
and conditions had only been surveyed sep-
arately in the original questionnaire, the re-
vised questionnaire includes a new item
that calls for an assessment of the overall
change in the credit terms and conditions.
Moreover, a question on the factors affect-
ing the change in the overall terms and
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conditions as well as margins has been
introduced. In principle, these factors are
the same as for the credit standards. How-
ever, in order to limit the length of the
questionnaire, the individual factors affect-
ing terms and conditions are summarised
under the four headings “cost of funds and
balance sheet constraints”, “pressure from
competition”, “perception of risk” and “risk
tolerance”, and it is only the impact of
these components that is to be assessed.
The latter factor, the individual bank’s risk
tolerance, has been added to all factor lists
for both credit standards and credit terms
and conditions. It refers to the willingness
of the bank to take risks when lending. This
can change as a result of a modification of
the bank’s underlying business strategy. By
contrast, the perception of risk aims to
show (as hitherto) how the bank assesses
current borrower risk and how it reacts to
changes in the general economic situation
and outlook, in the industry or firm-specific
situation and outlook, in the borrower’s
creditworthiness and in the collateral de-
manded.

The concept of the loan margin has been
set out for the first time in the revised com-
pilation guidelines accompanying the ques-
tionnaire. Previously, it was left to each re-
spondent bank itself to define what it
understood as a loan margin; an informal
survey of banks participating in the BLS re-
vealed that this resulted in a plethora of dif-
ferent definitions. Since the introduction of
the revised questionnaire, the loan margin
of a BLS bank is to be understood as the
spread over a “relevant market reference
rate” (eg Euribor, Libor or the interest rate
swap of a corresponding maturity for fixed-
rate loans), depending on the characteris-
tics of the loan. Such a spread encompasses
changes that arise in the individual bank's
cost of funds (mainly in connection with re-
financing via bank debt securities and de-

posits) or which are based on the bank’s
risk assessment of borrowers. In addition,
the spread reflects changes that arise in any
other factors not related to variations of
market rates.

The questionnaire includes a new question
on the share of rejected loan applications.
Loan applications should at least include
formal loan applications, and ideally also
any informal loan requests that have not
yet reached the stage of a formal loan ap-
plication. The responses should refer to the
volume of the loan applications, and an es-
timate should be made of the share of
completely rejected applications.

For the first time, loan demand was defined
as the change in nominal gross demand
compared with the previous quarter. De-
mand includes loan rollovers but disregards
normal seasonal fluctuations. It relates to
the bank loan financing need of enterprises
and households, independently of whether
this need will result in a loan or not.

Some adjustments were also made to the
factors affecting demand. For example, the
general level of interest rates was added as
a factor for all three loan categories (loans
to enterprises, loans for house purchase
and consumer credit and other lending). As
it turns out, in light of the low-interest-rate
environment, this new factor was in fact
the main driver of the rise in demand in all
three loan segments in 2015. In addition,
changes were made to the factors affecting
demand for loans to households for house
purchase. The factor “regulatory and fiscal
regime of housing markets” was added in
addition to the general level of interest
rates. In parallel to this, the factor “housing
market prospects” was amended to be-
come “housing market prospects including
expected house price developments”, thus
explicitly capturing the price component.



Ad hoc ques-
tions on issues
relating to the
financial and
sovereign debt
crisis

Furthermore, the factor “household sav-
ings” was renamed “internal finance of
house purchase out of savings/down pay-
ment (ie share financed via the household’s
own funds)” and is thus now explicitly inter-
preted as meaning that savings serve to
substitute other financing sources and thus
lower the borrowing requirement, instead
of, as was previously possible, being able to
increase it in the case of high own funds
being used as collateral. The factor “non-
housing related consumption expenditure”
was deleted under the heading demand for
loans for house purchase. Instead, the list
of factors affecting demand for consumer
credit and other lending to households now
additionally contains the factor “consump-
tion expenditure financed through real-
estate guaranteed loans (“mortgage equity
withdrawal”)” .1

possible responses.” All questions are asked
separately for loans to enterprises (mostly sub-
divided into overall loans to enterprises, loans
to small and medium-sized enterprises and
loans to large enterprises), loans to households
for house purchase, and consumer credit and
other lending to households. A distinction is
also made between two different reference
periods: changes over the past three months
and banks’ expectations of changes over the
next three months.

Since the onset of the financial crisis, the stand-
ard questionnaire has been repeatedly aug-
mented with ad hoc questions, the content
and frequency of which have changed as
necessary. There is currently a set of six differ-
ent groups of questions which are posed quar-
terly, half-yearly (on an alternating schedule) or
annually.

— Each quarter, the survey contains an ad hoc
question on the impact of the financial mar-
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1 The questionnaire (standard questions) including the
ad hoc questions of the given survey round as well as
the compilation guide can be found on the Bundes-
bank’s website at http://www.bundesbank.de/
Redaktion/EN/Standardartikel.

ket situation on banks’ funding conditions
and lending policy.

— In the January and July rounds, the survey
asks questions about how banks potentially
adjust their lending policy to new regulatory
or supervisory actions and about banks’ par-
ticipation in targeted longer-term refinan-
cing operations (TLTROs), and in the April
and October rounds the survey contains
questions about the impact of the Eurosys-
tem’s expanded asset purchase programme
(EAPP) as well as — beginning with the April
2016 round — the impact of the negative
deposit facility rate.

7 For supply-related questions, the scale comprises the fol-
lowing possible answers: “tightened considerably”, “tight-
ened somewhat”, “remained basically unchanged”, “eased
somewhat” and “eased considerably”. For demand-related
questions, the range comprises “increased considerably”,
“increased somewhat”, “remained basically unchanged”,
“decreased somewhat” and “decreased considerably”.
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BLS results for
Germany and
the euro area

BLS data always
reported as
g-on-q changes

— In addition, there is a question on banks’
current level of credit standards which, since
2014, has been asked each year in the April
round.®

The data provided by the German BLS banks
are obtained through personal interviews. Ger-
many is the only country in the ESCB in which
this intensive survey form is conducted; this en-
sures a particularly high quality of data. In Ger-
many, like the other euro-area countries, the
individual responses are subsequently aggre-
gated on a question-by-question basis to na-
tional results.® For the questions in the stand-
ard questionnaire, the responses to which are
on a five-step scale, net percentages'® are cal-
culated which are published and analysed
regularly by the Bundesbank. For the ad hoc
questions, too, net percentages are, wherever
possible, calculated and published, or alterna-
tive aggregation measures are applied on a
question-by-question basis. Data provided by
all participating euro-area institutions are in-
cluded in the euro-area aggregate calculated
by the ECB.

Developments in German
banks’ lending policy

Since quantitative metrics such as interest rates
or lending volumes are captured, respectively,
by the harmonised MFI interest rate statistics
and the monthly balance sheet statistics, they
are not included in the BLS. The survey is
centred on credit standards and credit terms
and conditions, along with their determinants,
which are much more difficult or even impos-
sible to quantify. The main difficulty is the lack
of an individually ascertainable quantitative
measure of the level of credit standards. This is
why all standard BLS questions refer to quarter-
on-quarter changes. By means of an ad hoc
question, introduced in 2014 and repeated an-
nually, however, some indication can be ob-
tained of banks’ current level of credit stand-
ards as against a reference value.

Credit standards

As regards the evolution of credit standards for
loans to enterprises, German banks, after re-
porting an easing in the first half of 2007, sub-
sequently tightened them over a more than
two-year period beginning in the third quarter
of 2007. This period was particularly character-
ised by adjustments owing to the financial mar-
ket crisis following the collapse of the Lehman
Brothers investment bank in September 2008.
Thus in the first quarter of 2009, 50% of the
surveyed German banks, on balance, tightened
their credit standards for corporate loans; this
was a larger number of institutions tightening
simultaneously than ever before and also than
at any other time over the entire BLS survey

81n 2009 and 2010, the “Special survey on German banks’
lending to domestic enterprises”, which was introduced in
July 2009 and initially conducted separately, was integrated
into the German BLS questionnaire. Against the back-
ground of the debate on the threat of a credit crunch, the
aim of this survey was to supplement the existing informa-
tion on lending with the banks’ assessments of their ex-
pected lending behaviour 12 months ahead. The participat-
ing institutions were also asked to forecast the develop-
ment of their capital position. See Deutsche Bundesbank,
Second special survey on German banks’ lending to do-
mestic enterprises, Monthly Report, February 2010, p 36;
Deutsche Bundesbank, Third special survey on German
banks’ lending to domestic enterprises, Monthly Report,
August 2010, p 35; and Deutsche Bundesbank, Fourth spe-
cial survey on German banks’ lending to domestic enter-
prises, Monthly Report, February 2011, p 33.

9 When aggregating the German responses, all German
banks' data are given the same weight. To obtain an ap-
proximately representative sample of the German banking
sector as a whole, the share of the banks in the sample for
each banking group is mapped to the banking group's re-
spective share in the German banking sector’s overall lend-
ing volume. The aggregated survey results for Germany
may be found at http://www.bundesbank.de/Redaktion/
EN/Standardartikel/Tasks/Monetary_policy/volkswirtschaft_
bank_lending_survey.html.

10 For supply-related questions, the net percentages refer
to the difference between the sum of the percentages for
“tightened considerably” and “tightened somewhat” and
the sum of the percentages for “eased somewhat” and
“eased considerably”. Positive net percentages thus indi-
cate tightened standards, while negative values indicate a
loosening. For demand-related questions, the net percent-
ages refer to the difference between the sum of the per-
centages for “increased considerably” and “increased
somewhat” and the sum of the percentages for “decreased
somewhat” and “decreased considerably”. Positive net per-
centages thus indicate higher demand, while negative val-
ues indicate lower demand. Not only net percentages but
also averages across all banks’ responses and diffusion in-
dices are calculated; the latter are calculated much like net
percentages, the difference being that the “somewhat” an-
swers are only given a weight of 0.5.

Credit standards
in Germany
tightened during
financial crisis
but little
changed since
then


http://www.bundesbank.de/Redaktion/EN/Standardartikel/Tasks/Monetary_policy/volkswirtschaft_bank_lending_survey.html

Following onset
of financial mar-
ket turbulence,
bank-related
factors initially
responsible for
tighter stand-
ards, later real
economic
factors

horizon. Apart from slight changes in either di-
rection, credit standards have remained largely
unchanged from mid-2009 to the present.
Credit standards for loans to households were
still being eased up until mid-2008 before then
also being tightened in the course of the finan-
cial crisis. However, in the case of loans to
households both for house purchase and for
consumer credit and other lending, the tight-
ening was far less pronounced than in the case
of loans to enterprises. For instance, overall
credit standards for loans to households were
tightened relatively moderately in the first years
of the crisis; from spring 2011, they then under-
went only minor adjustments, although the
standards for loans to households for house
purchase continued to show a tendency to-
wards a slight tightening. This indicates that
the minimum requirements for potential hous-
ing loan borrowers have not been eased during
the real estate boom of the past few years.
However, under the currently favourable eco-
nomic circumstances, it appears likely that
more loan applicants are meeting banks’ un-
changed requirements." At last report, a con-
siderable tightening of standards for loans to
households for house purchase was becoming
apparent for the first time since the financial
crisis.

The factors affecting the adjustments to banks’
credit standards changed as the financial and
sovereign debt crisis unfolded. The loosening
of credit standards for loans to enterprises in
the first half of 2007 was still influenced by
growing competition in the banking industry
and optimism about the general economic situ-
ation and outlook as well as concerning the
industry-specific and firm-specific situation.
However, from the second half of 2007 on-
wards, following the initial financial market tur-
moil caused by the US subprime crisis, it began
to appear that rising funding costs and balance-
sheet constraints —in other words, bank-related
factors — were per se causing a perceptible
tightening of credit standards. Once the finan-
cial crisis broke out in autumn 2008, assess-
ments of the risks to the real economy sud-
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denly worsened markedly; this was the key
driver behind the sharp tightening of credit
standards over this period. Both bank-related
factors and the assessment of macroeconomic
risk caused standards for loans to large enter-
prises to be tightened considerably more se-
verely than standards for loans to small and
medium-sized enterprises (SMEs).'? The latter
are likely to have been affected less strongly by
the tightening primarily because smaller credit
institutions, as the typical counterparties of
SMEs, obtain their funding more from deposits
than from the money and capital markets,
which were hit particularly hard by the crisis,
and were therefore less affected by rising fund-
ing costs than the large commercial banks. The
monetary policy measures (long-term refinan-
cing operations, covered bond purchase pro-
gramme), too, helped to alleviate, and to even
temporarily reverse, the tightening effect of
bank-related factors, especially the worsened
funding terms and the liquidity position, al-
ready in 2009. Given the struggling real sector,
however, the factors relating to lending risk
continued to drive developments up to and
into 2010, though their impact steadily dimin-
ished.

In keeping with the moderate changes regis-
tered in credit standards for loans to house-
holds in the first quarters of the crisis, the ef-
fects of the associated determinants were like-
wise small. The economic situation and outlook
had a tightening impact on real estate business
largely only in 2009 and on consumer credit —
in connection with households’ creditworthi-
ness — from the second half of 2008 to mid-
2010. Given that credit standards changed very
little from the end of 2009, none of the sur-
veyed factors subsequently led to a meaningful
tightening lasting more than one quarter. Since

11 See Deutsche Bundesbank, Real estate markets: lending
is not heightening risk, online article at http://www.
bundesbank.de/Redaktion/EN/Topics/2016/2016_02_15_
real_estate_markets.html?nsc=true.

12 According to the explanatory notes to the question-
naire, the distinction between large firms and SMEs is
based on annual net turnover. An enterprise is classified as
large if its net annual turnover exceeds €50 million.
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loans to house-
holds changed
relatively moder-
ately during
financial crisis
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Changes in credit standards” and selected explanatory factors™
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* Difference between the sum of the percentages of banks responding “tightened considerably” and “tightened somewhat” and the
sum of the percentages of banks responding “eased somewhat” and “eased considerably”. ** Difference between the sum of the per-
centages of banks responding “contributed considerably to tightening” and “contributed somewhat to tightening” and the sum of the
percentage of banks responding “contributed somewhat to easing” and “contributed considerably to easing”.

Deutsche Bundesbank



Cumulative
change in credit
standards as a
level measure

Ad hoc question
on level of credit
standards intro-

duced in 2014

2008, however, both loan categories, taken in
isolation, have repeatedly been loosened to
some extent in the face of growing competitive
pressure, especially from other institutions. The
surveyed banks attributed the latest significant
tightening of credit standards for household
loans for house purchase in the first quarter of
2016 to an exceptional factor: the entry into
force on 21 March 2016 of the Act Implement-
ing the Mortgage Credit Directive and Amend-
ing Accounting Rules (Gesetz zur Umsetzung
der Wohnimmobilienkreditrichtlinie und zur
Anderung handelsrechtlicher Vorschriften). This
legislation considerably tightened credit assess-
ment standards.

In order to supplement the highlighted quar-
terly changes in credit standards with some
kind of level measure, a stopgap solution was
initially introduced in the form of cumulated
changes in standards and margins. However,
the prevailing level of credit standards at the
turn of 2002-03 prior to the launch of the BLS
was and remains unknown for the purposes of
this study.' Moreover, this method of cumula-
tion also contains conceptual deficiencies. For
instance, the cumulation should be measured
against a benchmark with a “neutral” level
which, however, it is impossible to identify.™

Because of these shortcomings, an ad hoc
question was introduced in 2014 in which the
surveyed senior bank executives were asked
directly, and separately for each loan category,
how restrictive or expansive they considered
their current credit standards to be compared
with two reference periods, one from the
launch of the BLS in 2003 up to the present
and the other from the escalation of the sover-
eign debt crisis in the second quarter of 2010
up to the present. Each bank was to use as its
reference level the midpoint of the range of its
responses, ie the midpoint of the range be-
tween the tightest and loosest level of its credit
standards in the respective periods."

The fact that credit standards have remained
nearly constant in all loan categories in the past
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Cumulative changes in credit standards
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1 Differences between the sum of the percentages of banks
responding “tightened considerably” and “tightened some-
what” and the sum of the percentages of banks responding
“eased somewhat” and “eased considerably”, summated from
2003 Q1 to the respective point in time.
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few years should be weighed against the fact
that they were tightened earlier, in some cases
considerably, during the financial crisis. Much
like the cumulative changes in standards, the

13 It is not even possible to say whether that level was
tight or loose by historical standards. Nor is it appropriate
to make any comparison between individual banks or loan
segments since it cannot be assumed that the respective
starting levels were identical. The same goes for a compari-
son of country aggregates.

14 For a discussion of other weaknesses of this method,
see Deutsche Bundesbank, The level of credit standards in
the Bank Lending Survey, Monthly Report, August 2014,
pp 44-45.

15 The banks were given eight possible answers to ap-
praise the current level of their credit standards compared
with the reference level. In addition to the five gradations
(from “considerably tighter than the midpoint of the range”
to “considerably looser than the midpoint of the range”)
modelled on the standard BLS questions, three further pos-
sible responses were provided which were designed to
capture particularly noteworthy levels (“at the tightest/loos-
est level during this period”) or developments (“levels have
remained constant during this period”). The responses
were aggregated as net percentages, defined as the differ-
ence between the sum of the percentages of banks report-
ing a relatively tight level and the sum of the percentages
of banks reporting a relatively loose level. See Deutsche
Bundesbank, The level of credit standards in the Bank
Lending Survey, Monthly Report, August 2014, pp 45-46.
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Credit standards
currently signifi-
cantly tighter
than before cri-
sis but on a par
with reference
level since 2010

Current level of credit standards”
%
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* Assessment of the current level of credit standards relative to
the reference value, ie to the midpoint of the range between
the maximum and the minimum level of credit standards im-
plemented in two different time periods. Difference between
the sum of the percentages of banks responding “moderately
tighter than the midpoint of the range”, “considerably tighter
than the midpoint of the range” and “at the tightest level du-
ring this period” and the sum of the percentages of banks re-
sponding “moderately looser than the midpoint of the range”,
“considerably looser than the midpoint of the range”, and “at
the loosest level during this period”.
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responses to the ad hoc question concerning
the current level of credit standards appear to
indicate that standards in all credit segments
are currently considerably tighter than their ref-
erence level since 2003. Compared with the
shorter reference period since the second quar-
ter of 2010, however, credit standards are,
overall, currently at a level which is comparable
to the reference value.'® Standards for loans to
households for house purchase, which are cur-
rently somewhat tighter than their reference
value since 2010, are an exception. Both the
responses to this ad hoc question and the as-
certained cumulative changes in standards ap-
pear to indicate that the range of credit stand-
ards in all business areas has narrowed since
the intensification of the sovereign debt crisis
and shifted towards a tightening of standards.

Credit terms and conditions

Credit terms and conditions comprise margins
(reported separately for average and riskier
loans) and “other conditions and terms”, which
include the following: non-interest rate charges,
size of the loan or credit line, collateral require-
ments, maturity and covenants (for loans to en-
terprises) or the loan-to-value ratio (for loans to
households for house purchase). The respond-
ent senior bank executives began to report on
overall terms and conditions in 2015.

In 2007, German banks were, on balance, nar-
rowing their margins, in some cases sharply, on
average loans in all three business areas; a sub-
sequent increase in risk perception brought on
by the financial crisis prompted a considerable
widening of margins in business lending. This
affected both average and riskier loans, which
means that banks were being cautious not only
concerning the provision of funds for riskier
projects or to start-up firms but also with re-
gard to the funding of standard projects. By
contrast, margin adjustments in loans to house-
holds remained limited in the crisis period be-
ginning in 2008. From 2010, margins were re-
peatedly narrowed moderately in this segment,
in some cases even for riskier loans. On the
other hand, a protracted period of narrowing
margins in loans to enterprises did not begin
until 2014. These latest customer-friendly

16 The aggregated data for enterprises overall do not ne-
cessarily lie between the aggregated data for SMEs and
those for large enterprises (see cumulative standards 2004~
05 and the level question for the 2010 Q2 to 2016 Q1
period), even if the results are consistent for each individual
bank. A seemingly implausible constellation might be im-
plied, for example, by the following simplified example.
Bank 1 reports its credit standards for loans to large enter-
prises and to enterprises overall as “unchanged”, but its
standards for loans to SMEs (of smaller volume and thus
less important for the bank) as “tightened”; bank 2 reports
its standards for loans to large enterprises and to enter-
prises overall as “eased” but its standards for loans to SMEs
(less important for the bank) as “unchanged”; bank 3 re-
ports its standards for loans to SMEs and enterprises overall
as “unchanged” but its standards for loans to large enter-
prises (less important for the bank) as “tightened”. Aggre-
gated across all three banks, this yields net changes in
credit standards of -33 (“eased”) for overall loans to enter-
prises, 0 (“unchanged”) for loans to large enterprises and
+33 (“tightened”) for loans to SMEs.

Margins on
loans to enter-
prises widened
during crisis but
have recently
narrowed owing
to competition



Deutsche Bundesbank

Estimating aggregate credit supply shocks for Germany

using BLS data

In order to analyse the effects of potential
supply-side constraints on credit growth it is
necessary to determine pure, ie exogenous,
changes in the credit supply. The Bank
Lending Survey (BLS) is generally a good
data source for identifying such credit sup-
ply shocks as banks are routinely asked
about their lending policy in the form of ad-
justments to their credit standards. How-
ever, changes in credit standards cannot
automatically be interpreted as exogenous
credit supply shocks as they may also be
subject to other determinants.

For example, there might be a direct link
between credit standards and credit de-
mand, eg if banks adjust their standards in
order to stabilise their market share by off-
setting fluctuations in credit demand.

Moreover, changes in credit standards and
credit demand may be attributable to com-
mon factors.

— A changing macroeconomic situation
may be expected to trigger an adjust-
ment in both credit standards and credit
demand.’

— Bank-specific variables that may play a
role in determining a bank'’s credit stand-
ards may likewise depend on determin-
ants that simultaneously impact credit
demand. Thus an economic downswing
that causes the number of non-
performing loans to increase may well
encourage banks to tighten their credit
standards so as to maintain the value of
their loan portfolio. At the same time, an
economic downswing could also lower
credit demand if firms invest less owing
to poorer sales prospects and thus bor-
row less.

To identify exogenous changes in credit
standards, ie those that occur independ-
ently of other variables, the changes in
credit standards reported by the banks must
therefore be adjusted for other factors be-
sides the direct impact of changes in credit
demand. It is necessary to additionally cap-
ture all determinants that both influence
credit standards and either directly affect
demand or may themselves be influenced
by variables that lead to a change in credit
demand.

In a first step — based on the method ap-
plied by Bassett et al (2014)? — the impact of
a number of variables on changes in credit
standards is estimated using a dynamic
fixed-effects panel model for the banks in-
cluded in the German BLS sample, aggre-
gated into banking groups.3

ASit = a+ 1AS; -1+ B2AD; ¢
+ NEi_1[mypq — my]
+ 7' [Ny — ne—a] + 6Afy
+O0AY; i1+ Zi
+ 7+ €t (1)

with

— AS;: net percentage of the changes in
credit standards of banking group 7,

1 Thus the BLS surveys the impact of the general eco-
nomic situation and outlook on credit standards. One
factor which is probably strongly correlated with this is
consumer confidence, which is one of the factors in
the BLS affecting household demand.

2 See W F Bassett, M B Chosak, J C Driscoll and
E Zakrajsek (2014), Changes in bank lending standards
and the macroeconomy, Journal of Monetary Econom-
ics 62, pp 23-40. A similar method is applied by C Al-
tavilla, M Darracq Paries and G Nicoletti (2015) in Loan
supply, credit markets and the euro area financial crisis,
ECB working paper series No 1861.

3 The estimation is based on data at banking group
level as an estimation using data aggregated across
the entire banking system would considerably reduce
the number of degrees of freedom.
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— AD,,: net percentage of the changes in
credit demand* of banking group 7,

— my,: vector of macroeconomic indicators
on the economic outlook in Germany,

— n,,f: vectors of indicators of the current
economic situation in Germany,

- Y,,1,7;, . control variables of banking
group 4,

— n;: fixed effects of banking group 7,

— €, exogenous change in the credit
standards of banking group 4,

The idea underlying this approach is to ad-
just the changes in the credit standards as
derived from the BLS findings for the im-
pact of the right-hand variables. This isol-
ates the share of the change in credit stand-
ards which is not explained by the right-
hand variables and can, therefore, be inter-
preted as a proxy for exogenous changes in
the credit supply (ie pure credit supply
shock) at banking group level. A crucial re-
quirement of this empirical identification
strategy is to capture not just credit de-
mand but all other conceivable determin-
ants of credit standards that either directly
change credit demand or are influenced by
other factors that also affect credit demand.

Given this requirement, vector m, in equa-
tion (1) comprises real GDP (in logarithmic
form), the unemployment rate, the three-
month money market rate (Euribor) and the
yield on German government bonds with a
residual maturity of ten years. The calcula-
tion of expectations F, ; formed in period
t-1 regarding the change in the variables
included in m, over the period ¢ to t+4 was
partly based on the expectations gauged by
the Consensus Forecast. Vector n, contains
real GDP (in logarithmic form) and the un-
employment rate; vector f, comprises the
overnight money market rate (Eonia) and

the volatility index (VDAX), which gauges
the volatility of the German share price
index (DAX).>

The choice of banking group-specific vari-
ables is based, first, on the determinants
mentioned in the literature. Berger and
Udell (2004),% for example, demonstrate an
empirical relationship between the changes
in loan loss provisions and the associated
change in profitability and credit standards.
In addition, Gatev and Strahan (2006)” as
well as Pennacchi (2006)8 show that banks’
lending policy depends on their access to
stable funding sources. Hence the banking
group-specific control variables Y;, ;, be-
sides net interest income as a measure of
profitability, contain write-downs and value
adjustments on claims and certain securities
and also transfers to loan loss provisions

4 In order to determine the banking group-specific net
percentage of the changes in credit standards, AS;,,
(demand, AD,,) the net percentage of the changes in
credit standards (changes in demand) were first com-
puted for each banking group 7 and at each point in
time ¢ in the three loan categories (loans to enter-
prises, loans to households for house purchase, con-
sumer credit and other lending to households) polled
by the BLS. The weighted average of the banking
group-specific net percentages of all three loan cat-
egories were then calculated for each banking group %
and each point in time ¢, weighted by the share of the
respective loan category in banking group i's total
loans to the non-financial private sector at time 1.

5 Changes in Eonia or the VDAX are included in the
model in order to control for changes in the expansive-
ness of monetary policy and perceived uncertainty re-
garding the economic situation in the context of ad-
justments of credit standards. It is conceivable that the
changes in Eonia may not adequately reflect some of
the non-standard monetary policy measures taken in
adjusting the expansiveness of monetary policy. How-
ever, the BLS findings show that the German banks did
not adjust their credit standards owing to TLTROs and
the EAPP. The model disregards potential effects of
other non-standard measures which cannot be ad-
equately approximated by changes in Eonia.

6 See A N Berger and G F Udell (2004), The institu-
tional memory hypothesis and the procyclicality of
bank lending behaviour, Journal of Financial Intermedi-
ation 13 (4), pp 458-495.

7 See E Gatev and P Strahan (2006), Banks’ advantage
in hedging liquidity risk: theory and evidence from the
commercial paper market, Journal of Finance 61 (2),
pp 867-892.

8 See G G Pennacchi (2006), Deposit insurance, bank
regulation, and financial systemic risks, Journal of
Monetary Economics 53 (1), pp 1-30.



(both in relation to total assets). Access to
stable funding sources is proxied in the vec-
tor of banking group-specific control vari-
ables Z;, , by the ratio of deposits to loans.

Second, the banking group-specific control
variables contain additional determinants
that are assumed to influence credit stand-
ards. It follows that various standard-setting
behaviours are conceivable depending on
the relative significance of a bank’s lending
business. Banks that are strongly reliant on
lending business are likely to have tighter
standards than competitors with business
models which are less focused on lending
and, therefore, better equipped to offset
potential losses in their loan portfolio.
Moreover, credit standards could also be in-
fluenced by the size of a bank measured in
terms of total assets, eg if smaller banks
cannot grant larger loans, or can do so only
on a limited scale, as they cannot draw on
the compensatory synergies of an affiliated
network of banks. In order to capture both
effects in the model, the control variables
Z;,, therefore additionally contain loans to
the private non-financial sector (in relation
to total assets) and total assets (in logarith-
mic form).

Assuming that endogenous changes in the
credit standards can be fully captured by
the right-hand variables in equation (1), the
residuals ¢, , reflect the exogenous part of
the changes in credit standards, ie the credit
supply shocks of banking group 7.° Possible
reasons for movements in these variables
are changes in prudential and regulatory
rules, changes in the business strategy or a
fundamental revaluation of lending-related
risks where this does not entail any change
in credit demand. Positive (negative) re-
sidual values represent an exogenous tight-
ening (easing) of credit standards at the
banking group level.

In a second step, the estimated banking
group-specific exogenous changes in credit

Deutsche Bundesbank

standards €, are aggregated to form
system-wide exogenous credit supply
changes, AS®¥ . To this end, the estimated
residuals are weighted with the banking
group-specific shares in total loans to the
non-financial private sector of all banking
groups participating in the BLS, w,, ;:

ASgdj = Ziwi’t_léi’t (2)

As with the exogenous banking group-
specific changes in standards ¢,, positive
(negative) values of the exogenous changes
in credit standards computed for the entire
German banking system ASfdj equate to
an exogenous tightening (easing) of credit
standards.

Like the interpretation of the banking
group-specific residuals e;, determined in
the first step, the aggregate changes in
standards ASfdj can be understood as a
proxy of exogenous adjustments of lending
policy at the level of the German banking
system resulting from purely bank-related
factors. Hence these are referred to below
as aggregate credit supply shocks.

In contrast to the aggregate credit supply
shocks, the (unadjusted) changes in BLS
credit standards reflect changes in stand-
ards which may additionally result from
banks’ response to changes in demand or
changes in the macroeconomic environ-
ment and bank-specific variables.

The upper half of the chart on the following
page shows the development over time of
the estimated credit supply shocks for the
entire German banking system. The lower
half shows the aggregated development of
unadjusted changes in standards from all

9 If some of the bank-specific variables used vary for
purely exogenous reasons, ie reasons unrelated to
changes in the demand for credit, exogenous changes
in standards are no longer correctly reflected by the
residuals in equation (1).
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Estimated aggregate credit supply
shocks and unadjusted changes in
standards’

Credit supply shocks'

Phases containing the
= respective extreme values

Unadjusted changes in standards
Net percentage

2003 04 05 06 07 08 09 10 11 12 13 14 2015
* Positive values represent a tightening and negative values an

easing of credit supply policy. 1 Divided by the standard devi-
ation.
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three loan categories specified in the BLS.™
The two charts basically show a fundamen-
tally similar pattern aside from the smaller
persistence in the upper time series owing
to the inclusion of the lagged changes in
credit standards in equation (1).

What is striking is that there are two periods
which contain both the positive and nega-
tive extreme values and during which the
development of the two time series di-
verges. Furthermore, the path of the esti-
mated aggregate credit supply shocks dur-
ing these two periods is robust to different
model specifications in which individual
variables were removed from the model es-
timated here. In the first phase from the be-
ginning of 2006 to the third quarter of
2007, the unadjusted changes in credit
standards were consistently in negative ter-
ritory; in other words: the German banks on
balance continuously eased their credit
standards. Yet, given that the aggregate
credit supply shocks in the first half of this

period fluctuated around the zero bound,
the easing in this phase was most likely a
response of the banks to changes in the
variables used in the model, ie they mainly
reflect endogenous changes in the stand-
ards. Only at the beginning of 2007 did
banks begin to ease their credit standards
also exogenously, which is consistent with
the extremely negative supply shock at that
time.

The second phase began with the collapse
of Lehman Brothers in the third quarter of
2008, stretching into the third quarter of
2009. In accordance with the path of the
unadjusted changes in standards, banks
continuously tightened their standards dur-
ing this period. However, the tighter stand-
ards were accompanied by an appreciable
exogenous restrictive adjustment of the
standards only at the start of the period as
the estimated time series of aggregate
credit supply shocks exhibits a perceptibly
positive value only at the beginning of the
second period. According to the estimated
model, the subsequent tightening of credit
standards reported by banks was, however,
primarily a response by the banks to
changes in demand, changes in the realised
and expected macroeconomic setting and
to related changes in bank-specific vari-
ables.

10 The net percentage of unadjusted changes in credit
standards for the German banking system was calcu-
lated as an average across the three loan categories
surveyed in the BLS, each weighted by its share in total
lending to the non-financial private sector by the bank-
ing groups participating in the BLS.



Continuing trend
towards rising
demand for
mortgage loans

Fluctuating
funding needs
for fixed invest-
ment reflect
start of crisis
and subsequent
easing

changes appear to have been triggered by,
above all, the highly competitive environment
which banks are facing, as diagnosed by the
responses to the questions on the factors
affecting margin adjustments, which were
introduced in 2015. The evolution of the other
surveyed terms and conditions in loans to en-
terprises largely mirrored the evolution of mar-
gins, whereas for loans to households these
terms and conditions were barely adjusted
after the end of 2007.

Evolution of demand
for bank lending

According to BLS data, demand for bank lend-
ing on the part of non-financial corporations'”
rose — with the exception of a very few quar-
ters —more or less continuously between 2007
and mid-2011, though it should be noted that
the measured demand includes queries and ap-
plications that ultimately did not result in a
loan."® This demand pattern slowed only in the
second half of 2011 before reversing in the fol-
lowing two years. In 2014 demand then slowly
picked up again, rising considerably of late.

Households” financing needs for house pur-
chase and consumption displayed considerably
divergent paths. Thus their demand for mort-
gage loans dropped significantly in 2007 and
2008 before establishing a still persisting trend
of marked to steep rising demand, punctured
only rarely by brief stagnant spells. Households’
borrowing for consumption has risen distinctly
on average over all quarters since 2007. The
percentage of rejected loan applications, which
has featured in the survey since the beginning
of 2015, has tended since then to drop some-
what in all three lending segments.

Much like the determinants of credit standards,
the factors affecting demand have also
changed over the course of the financial and
sovereign debt crisis. When interpreting these
findings, however, it should be borne in mind
that, while the respondents can report confi-

Deutsche Bundesbank

Change in margins in German banks’
lending business”

%
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* Difference between the sum of the percentages of banks re-
sponding “widened considerably” and “widened somewhat”
and the sum of the percentages of banks responding “narro-
wed somewhat” and “narrowed considerably” (widened mar-
gin = tightening, narrowed margin = easing).

Deutsche Bundesbank

dently on the determinants of credit standards,
because they are themselves involved in the ad-
justment process, their statements on the
drivers of demand are less robust because loan
officers can only indirectly second-guess bor-

17 It was not until the revised version of the BLS came out
that demand was uniformly defined as nominal gross de-
mand relative to the previous quarter. It relates to firms" and
households’ request for bank funding, regardless of
whether a loan is actually granted. See the box on pp 17-19.
18 For example, simultaneous loan requests addressed to
multiple BLS institutions for the sake of caution can mas-
sively inflate BLS demand. In addition, the increase in loan
demand as reported by the BLS may also mask shifts within
the market towards smaller institutions that were less hard
hit by the financial crisis, but which show little impact on
the aggregate loan demand as captured by the monthly
balance sheet statistics.
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Changes in demand” and selected explanatory factors™
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sum of the percentages of banks responding “decreased somewhat” and “decreased considerably”. ** Difference between the sum of
the percentages of banks responding “contributed considerably to higher demand” and “contributed somewhat to higher demand”
and the sum of the percentages of banks responding “contributed somewhat to lower demand” and “contributed considerably to
lower demand”. 1 Introduced in 2015 Q1. 2 Renamed “Internal finance of house purchase out of savings/down payment (ie the share
funded from the household’s own resources)” from 2015 Q1 onwards; savings are now explicitly used for substitution and reduce bor-
rowing needs. 3 Renamed “Internal finance out of savings” from 2015 Q1 onwards. 4 Additional factors introduced or redefined.

Deutsche Bundesbank



Low general
interest rate
level currently
key demand
driver

Funding needs
dampened long
term since crisis
by substitution

rowers’ motives. In corporate lending business,
the change in firms’ funding demand for fixed
investment reflects both the onset of the finan-
cial crisis and the gradual easing thereafter.
Thus demand for fixed investment was rising,
in some cases massively, in 2007 and the first
half of 2008, but then slumped; this was fol-
lowed from mid-2010 until the first quarter of
2012 by a renewed phase in which fixed invest-
ment impacted positively on funding needs. No
clear trend was evident for a long time there-
after, but demand for funding for this purpose
has recently picked up again. Funding needs
for inventories and working capital responded
with a time-lag. They exerted a positive impact
on demand — probably due to sagging sales
during the crisis — into the third quarter of
2011, before dampening effects subsequently
regained the upper hand. In the 2008 to 2012
crisis period, funding needs for mergers/acqui-
sitions and corporate restructuring likewise de-
creased, whereas demand for debt refinancing/
restructuring and renegotiation rose.

One of the relevant factors behind the recent
considerable rise in demand has been the low
general level of interest rates, the impact of
which has been surveyed by the BLS since early
2015. Another consequence of the interest rate
cuts is that, from around mid-2010 to the
present, demand for long-term loans has in-
creasingly supplanted that for short-term loans.

As regards alternative sources of finance, de-
mand for loans from BLS banks was, on the
one hand, bolstered in the first crisis years from
mid-2008 to the end of 2010 in the view of the
BLS respondents by the simultaneous request-
ing of loans from multiple institutions to fore-
stall possible rejections by some banks. On the
other hand, demand for bank lending was
dampened long term after the crisis peaked by
a substitution effect as firms resorted more to
internal financing or issuance of debt secur-
ities.?

Uncertainty following the financial crisis, re-
flected in a decline in consumer confidence

Deutsche Bundesbank

and a gloomier outlook for the real estate mar-
ket, dented demand for loans to households
for house purchase only from the fourth quar-
ter of 2007 to the end of 2008. According to
information provided by some BLS banks, gen-
eral uncertainty, coupled with a lack of attract-
ive alternative investment options, then com-
bined to drive up demand for loans for house
purchase since households have tended mainly
for these reasons to shift their wealth into tan-
gible assets. The steep interest rate cuts at the
end of 2008, too, help to explain why demand
for bank lending in this segment not only re-
covered quickly but also entered into a lengthy
period of unparalleled demand growth which
has persisted up to the present. Therefore, the
“General level of interest rates” has been iden-
tified as the most important factor in the survey
since its introduction in 2015. The dampening
effects of other factors were limited. These in-
clude (partial) financing out of households’ sav-
ings and loans from other banks. Among the
determinants of demand for consumer credit,
the picture is similar. Propensity to purchase did
not slump during the crisis; according to BLS
data, its momentum was supported by the
“environmental premium” for buying a new
car, which was introduced in 2009. Similarly,
consumer confidence dipped only in 2008.
Subsequently, up until today, these two factors
— alongside the low general level of interest
rates — have been the main drivers of rising de-
mand. As with the demand for loans to house-
holds for house purchase, household savings
and loans from other banks tended to have a
dampening effect on demand for consumer
credit and other lending at BLS banks.

19 See Deutsche Bundesbank, Developments in external
financing for euro-area non-financial corporations during
the global financial and economic crisis, Monthly Report,
January 2012, pp 22-24; Deutsche Bundesbank, The struc-
ture of corporate financing amid weak loan growth in Ger-
many and the euro area, Monthly Report, August 2013,
pp 42-43; and Deutsche Bundesbank, Differences in dy-
namics of loans to non-financial corporations in Germany
and France, Monthly Report, November 2014, pp 36-37.
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Massive tighten-
ing of credit
standards in
euro area due
to crisis

Change in credit standards”and
demand” for loans to enterprises
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* Difference between the sum of the percentages of banks re-
sponding “tightened considerably” and “tightened somewhat”
and the sum of the percentages of banks responding “eased
somewhat” and “eased considerably”. ** Difference between
the sum of the percentages of banks responding “increased
considerably” and “increased somewhat” and the sum of the
percentages of banks responding “decreased somewhat” and
“decreased considerably”.
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Credit supply and demand
trends in Germany and the
euro area

In the wake of the financial and economic cri-
sis, BLS banks in the euro area (including Ger-
many) tightened their lending policy not only
to a significantly greater extent overall than the
German institutions, but also over a longer
period. This is especially true of the periphery
countries. From mid-2007 to mid-2009, euro-
area banks tightened their credit standards in
all business lines, in some cases massively, prin-
cipally owing to their assessment of the inher-
ent risk of lending, although bank-related fac-
tors also played a part in this. At the same time,
euro-area banks widened their margins — in
some cases dramatically — and concurrently
tightened their other terms and conditions. In
the period from 2011 to 2013, euro-area banks
(largely excepting Germany) made further re-
strictive adjustments, chiefly for reasons relat-

ing to the real economy, although some were
bank-related. Conversely, the recent easing of
standards and margins since the end of 2014
has been more marked in other euro-area
countries than in Germany. The surveyed insti-
tutions attributed these adjustments primarily
to increasing competition in the banking sec-
tor.

While periods of contracting credit demand
since 2007 were relatively short in Germany (in
the case of loans to enterprises mainly in 2012-
13 and in the case of loans for house purchase
in 2007-08) and the declines were relatively
moderate, there were marked to dramatic
slumps in demand in other euro-area countries,
especially in the field of real estate financing. In
2008, for example, nearly all the surveyed
banks in Spain and Ireland — countries that
were particularly affected by the real estate cri-
sis — reported falls in demand. Demand for
loans to enterprises dipped chiefly because of a
declining need for funds for fixed investment,
mergers, acquisitions and corporate restructur-
ing. Household demand deteriorated mainly in
response to a gloomier housing market out-
look, including house price developments,
coupled with sagging consumer confidence
and a falling propensity to purchase consumer
durables. These factors only started to support
households’ credit demand again when macro-
economic momentum began to pick up in
2014. This was accompanied by strengthening
demand for loans to enterprises. This was re-
flected first in a rising need for inventories and
working capital, for corporate restructuring
and for refinancing. Since 2015, there has also
been increased demand for funding fixed in-
vestment. Low interest rates were cited as the
main driver of demand in all credit segments,
however. This positive growth momentum has
persisted up to the present time.

Steep crisis-
induced slump
in demand in
euro area,
recovery only
since 2014



First ad hoc
question in 2007
on impact of
financial market
turbulence on
credit standards

Ad hoc question
on crisis-related
impact of the
situation in the
financial mar-
kets asked in
every quarter

to date

Ad hoc questions on the
impact of the financial crisis
on funding conditions and
lending policy

As early as autumn 2007, the BLS responded to
the emerging turbulence in the financial mar-
kets, triggered by the crisis in US subprime
mortgage-related bonds and its spillover into
the markets for structured credit products, by
introducing new ad hoc questions in the sur-
vey. In the October 2007 round and in the fol-
lowing quarters, senior bank executives were
asked what effect the current situation in the
financial markets, taken in isolation, was hav-
ing on their banks’ credit standards. The Ger-
man respondent banks, on the whole, initially
reported only moderately tightening effects on
their standards for loans to enterprises, whereas
in the rest of the euro area the turbulence was
placing a significantly greater strain on lending
to large firms, in particular. In 2008, the survey
contained an additional question, which was
repeated for several quarters, on the extent to
which banks’ lending and margins had been
affected by funding commitments to pro-
grammes issued by conduits or structured in-
vestment vehicles (SIVs).2° The answers showed
that the negative effects of such commitments
at German banks were greater than those in
the euro area as a whole, although barely more
than one-quarter of the surveyed banks were
affected at all.

Since the third quarter of 2007, banks have
been asked to provide information on the ex-
tent to which the situation in the financial mar-
ket is affecting their access to wholesale fund-
ing via their normal financing channels.?' In the
first years of the crisis, it was evident that the
turbulence was exerting a considerable nega-
tive impact on wholesale funding both in Ger-
many and the euro area as a whole. At the end
of 2008, for instance, 60% of the German BLS
banks with access to the unsecured interbank
money market (over one week) described ac-
cess as considerably hampered or somewhat
hampered. In the euro area as a whole, this
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was stated by more than three-quarters of
banks that customarily obtain funding from this
source. The hurdles to refinancing via debt se-
curities were similarly high. In both the German
and euro-area-wide sample in the final quarter
of 2008, more than 70% of BLS banks obtain-
ing their funding through wholesale debt se-
curities issuance reported that market access
was hampered considerably or somewhat
hampered. In some cases, the possibility of se-
curitising loans came to a complete standstill,
although only a minority of banks were using
this as a source of funding. According to the
information provided by the surveyed banks re-
porting difficulties in market access, this some-
times had a considerable impact on lending
volumes and margins in the initial crisis years
both in Germany and in the euro area as a
whole.

After their funding situation had eased some-
what at the end of 2009 as a result of the Eu-
rosystem’s massive easing measures, this ad
hoc question was reworded to ask respondents
whether the situation in the financial markets
had led to an improvement or deterioration in
market access compared with the previous
quarter, rather than the extent to which access
had been hampered. Apart from the second
quarter of 2010, when the sovereign debt crisis
started to escalate, and the second half of
2011, when it spiralled further amid substantial
uncertainty in the financial markets, the situ-
ation with regard to all sources of funding has

20 Conduits or SIVs are funding structures in which a
special-purpose vehicle is used to buy instruments based
on underlying claims, such as asset-backed securities (ABSs)
or collateralised debt obligations (CDOs), which are refi-
nanced by the issuance of shorter-term commercial paper.
The subprime crisis in the United States and the sudden
illiquidity of many collateralised securities posed a threat to
the existence of some banks, as they were no longer able
to refinance their purchased receivables in the money mar-
ket.

21 Questions were asked about the following credit cat-
egories: unsecured interbank money market (very short-
term money market up to one week, short-term money
market over one week), wholesale debt securities (short-
term as well as medium to long-term debt securities), se-
curitisation (of loans to enterprises and loans for house
purchase), and the ability to transfer credit risk off the bal-
ance sheet.
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been easing almost constantly in Germany
since 2010, especially with regard to medium
and long-term debt securities and securitisa-
tion. The conditions for funding via deposits??
also showed an overall improvement, although
the significant easing in the case of short-term
deposits has been accompanied by a slight de-
terioration in longer-term deposits. This is likely
to be due essentially to the declining interest
rate spread between these two categories and
thus to the lower opportunity cost of holding
money, which has resulted in shifts from longer-
term deposit components into short-term ones.
The latter development is also true of the euro
area as a whole. By contrast, it was only in the
second half of 2012 that a sustained slight eas-
ing began in the money market and in debt
securities against the backdrop of the monet-
ary policy measures adopted from the end of
2011, comprising the launch of a new covered
bond purchase programme and the introduc-
tion of three-year refinancing operations. Since
that time, however, there have also been recur-

rent perceptible difficulties in some countries
with regard to funding via the money market
or debt securities, which have also been re-
flected in cases of intermittently stagnant de-
velopment throughout the euro area.

The announcement and introduction of gov-
ernment measures to support recapitalisation
and provide state guarantees for bank debt se-
curities in the wake of the escalating financial
market crisis in the autumn of 2008 were the
starting point for an ad hoc question on spe-
cific positive effects on banks’ market access.
While fewer than 20% of BLS banks in Ger-
many reported a slightly or considerably posi-
tive impact on access to wholesale funding in
2009, the figure for the euro area as a whole
was, at times, more than 50%.23

In the wake of the financial crisis spillover into
the European sovereign bond markets, a ques-
tion on the specific impact of the sovereign
debt crisis on banks’ funding conditions and
lending policies was included between the
fourth quarter of 2011 and the third quarter of
2014. The results for Germany showed the sov-
ereign debt crisis had no more than slight and
mostly positive effects on banks’ funding con-
ditions overall, with standards and margins not
being affected at all. This stood in contrast to
the rest of the euro area, where banks, espe-
cially in the periphery countries, reported at the
end of 2011 that their funding situation had
been considerably hampered by the sovereign
debt crisis. This was making itself felt in terms
of both direct exposures and the collateral
value of government bonds on the repo mar-

22 This category, divided into short-term and longer-term
deposits, was added to the questionnaire from the final
quarter of 2011.

23 Although this question was discontinued at the end of
2009, such effects continue to be surveyed indirectly as
part of the aforementioned question on the extent to
which the situation in the financial markets has hampered
banks" access to wholesale funding via their customary
sources. To date, this question still asks respondents to take
into account any effect of state guarantees for debt secur-
ities and recapitalisation support.

Ad hoc question
on the specific
impact of recap-
italisations and
state guarantees

Ad hoc question
on specific
impact of sover-
eign debt crisis



Capital position
considerably
strengthened by
new reqgulatory
and prudential
rules

ket, as well as through other effects.2* All three
channels were leading per se to a considerable
tightening of credit standards. The subsequent
marked recovery in the European sovereign
bond markets in the light of the new purchase
programme for government bonds announced
by the ECB Governing Council in September
2012 (outright monetary transactions, OMTs)
then began to lead, from the fourth quarter, to
a gradual easing of the impact on banks’
wholesale funding.

Ad hoc questions on
regulatory measures in
response to the financial
market crisis

A specific question about the impact of events
in the financial markets on the capital position
and their potential implications for lending was
initially introduced as long as ago as in the Oc-
tober 2007 survey round and was included in
the quarterly survey in the following years.
Roughly half of the German banks participating
in the BLS stated that the initial turbulence and
the ensuing crisis had an impact on their capital
position, with many of them tightening their
credit standards as a result. In the sample for
the euro area as a whole, an even higher per-
centage of banks experienced a negative im-
pact on their capital position and lending, and
this situation persisted for the most part up to
at least 2010. In 2011, this question was re-
placed by a series of questions, which appear
at a half-yearly frequency in the questionnaire,
relating to the impact of ongoing changes in
regulatory and supervisory requirements under
Basel 1112> on the banks’ risk-weighted assets,
capital position, funding conditions and lend-
ing. In every single half-year since this group of
questions was introduced, the German BLS
banks have reported that the new regulations
have led to a substantial strengthening of their
capital position in comparison with each pre-
ceding six-month period. Very marked im-
provements were apparent in the first half of
the respective year, as the instrument of profit
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retention was then available. Especially in the
period from the second half of 2011 to the end
of 2013, this development was accompanied
by a significant reduction in risk-weighted
assets, partly by downsizing the stock of riskier
loans. In attenuated form, this development
has been continuing right up to the present,
albeit accompanied of late by an increase in
the volume of average loans.

The surveyed banks in the euro area as a whole
have likewise been steadily improving their
capital position since the group of questions re-
lating to the new regulatory and supervisory
requirements was introduced at the beginning
of 2011. Compared with the results for Ger-
many, retention of profits was a less significant
factor, however, while the issuance of capital
instruments played a somewhat more import-
ant role. In order to reduce their risk-weighted
assets, banks in the euro area cut back their
stocks of both riskier and average loans in
2012-13. Funding conditions in Germany and in
the euro area as a whole were essentially un-
affected by the new regulatory and prudential
requirements under Basellll. For the surveyed
institutions, these regulations sometimes led to
a tightening impact on credit standards for
loans to enterprises and loans for house pur-
chase, however, which was stronger in the
euro area overall than in Germany, while mar-
gins, too, were distinctly widened in this con-
nection in 2012-13.

24 The question related, for example, to any automatic rat-
ing downgrade affecting a bank following a sovereign
downgrade or changes in the value of the domestic gov-
ernment’s implicit guarantee, as well as spillover effects on
other assets, including the loan book.

25 The new regulations include, first, the prudential re-
quirements enshrined in CRR/CRDIV. Second, banks need
to take account of the capital requirements arising from
the comprehensive assessment, which is carried out by the
ECB and the competent national authorities of participat-
ing member states in accordance with the provisions of the
Regulation on the single supervisory mechanism, or from
provisions resulting from other specific regulatory or super-
visory activities that have recently been adopted or imple-
mented or are likely to be adopted or implemented in the
near future.
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comprehensive assessment.
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Ad hoc questions on non-
standard monetary policy
measures

Ad hoc questions relating to some of the non-
standard monetary policy measures adopted
during the financial crisis were also incorpor-
ated into the BLS. Since the introduction of
targeted longer-term refinancing operations
(TLTROs) in the autumn of 2014, the question-
naire has asked a series of questions at half-
yearly frequency on this subject, asking whether
banks participated in recent TLTROs or intend
to participate in future TLTROs and requesting
an explanation of the main reason behind their
decisions, as well as a question on the pur-
poses for which the funds obtained are used
and the potential impact on the banks’ finan-
cial situation, credit standards and terms and
conditions. Since the first quarter of 2015, al-
ternating with this series of questions, the par-
ticipating institutions have been asked at half-

yearly frequency about the impact of the Euro-
system’s expanded asset purchase programme
(EAPP) on their financial situation and lending
policy as well as the purpose for which the
additional liquidity is used. The negative de-
posit facility rate occasioned the introduction
of a further ad hoc question in the April 2016
round. This asks the banks about its effects on
their net interest income, lending rates and
margins.

Targeted longer-term
refinancing operations

In June 2014, the Governing Council of the ECB
decided to launch a series of eight targeted
longer-term refinancing operations (TLTROs)
against the backdrop of continued weak bank
lending. The partial coupling of such oper-
ations to banks’ current level of lending to the
private sector was designed to incentivise
banks to make additional loans to the private
sector over and above their existing loan port-
folio.?¢ This could not, however, preclude insti-
tutions from using part of the central bank
loans in order to replace maturing market
funds or to purchase interest-bearing securities.

Up to the January 2016 survey round, the Ger-
man banks participating in the BLS showed
only moderate interest on the whole in the
TLTROs conducted since September 2014. The
institutions took part only in isolated cases and
the number of those definitely intending to
borrow funds in future TLTROs was very limited.
In the euro area as a whole, by contrast, the
percentage of institutions participating in the
operations — roughly half of the responding
BLS banks each time — was initially much higher
than in Germany, although, in December 2015,
the relevant euro-area figure was only just over
one-fifth of the institutions participating in the
survey. According to the banks’ responses,
profitability was the key motive in their decision

26 Details may be found in the ECB press release on TL-
TROs of 3 July 2014.

TLTROs aimed
at encouraging
additional
lending

Interest in
TLTROs greater
in other euro-
area countries
than in Germany



to participate, ie their interest in the TLTROs
was due primarily to the scheme’s attractive
conditions. For some institutions, the driving
factor was being better able to meet regulatory
liquidity requirements or reducing current and/
or preventing future funding constraints. The
other banks stated that the reason for their
non-participation was due almost exclusively to
not experiencing any difficulties in funding. The
banks that took part in one or more of the six
TLTROs up to December 2015 reported that
they had used the funds chiefly for lending to
firms and households in line with the measure’s
intended monetary policy purpose, although
some of the surveyed banks stated that they
also used their funds for substituting other
funding sources. Unlike the German banks,
which mainly wished to substitute maturing
debt, the banks in the rest of the euro area,
however, were primarily intending to substitute
TLTRO funds for other liquidity-providing Euro-
system instruments. According to information
supplied by the surveyed banks, the TLTROs
carried out so far have brought about an over-
all improvement in their financial situation.
Banks in the euro area as a whole cited, above
all, a strengthening of their liquidity position. In
addition, both the participating German institu-
tions and the banks in other euro-area coun-
tries reported a positive impact on their profit-
ability, as the preferential conditions of the
TLTROs had an easing impact on the cost side.
They also reported that their market funding
conditions had improved somewhat as a result
of the TLTROs.?” According to the German
banks, participation had no impact on their
lending policy. The institutions involved in the
euro-area-wide sample likewise reported that
their participation had not affected their credit
standards, although their concrete lending
terms, especially for loans to enterprises, had
been eased considerably in some cases.
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Purposes’ for which the funds obtained
through targeted longer-term
refinancing operations (TLTROs) have
been used to date
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Eurosystem expanded asset
purchase programme

On 22 January 2015, the Governing Council of
the ECB announced an expanded asset pur-
chase programme (EAPP) encompassing not
only a continuation of the existing programmes
for purchasing covered bonds and asset-backed
securities, but also the intention to buy, under
certain conditions, bonds issued by euro-area
central governments, agencies and European
institutions.?8 Given weaker-than-expected in-
flation dynamics and heightened risks of a pro-
longed period of low inflation, the majority of

27 One relevant factor is that, owing to the longer-term
nature of the TLTRO refinancing operations, the liquidity
risk of the participating banks can be lowered over an ex-
tended period of time. Moreover, improved profitability
owing to participation in the TLTROs may lead to more
favourable conditions when borrowing in the market.

28 For more details, see See Deutsche Bundesbank, Mon-
etary policy and money market developments, Monthly Re-
port, February 2015, pp 23 and 27-28.
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the Governing Council members regarded the
expanded asset purchase programme as being
necessary to fulfil the Eurosystem'’s price stabil-
ity mandate.

When asked about the direct or indirect impact
of the EAPP on their financial situation, the BLS
institutions in Germany and the euro area as a
whole reported on balance that the pro-
gramme had led per se to a moderate disposal
of euro-area government bonds. According to
the banks” information, the EAPP had improved
both their liquidity position and their funding
conditions, especially with regard to covered
bonds, leading to the expectation of further

improvements also for the six months follow-
ing the April 2016 survey round. For the Ger-
man BLS respondents the improvement in the
liquidity position was almost exclusively the
outcome of customers’ portfolio shifts into
bank deposits and not due to the banks” own
sales of securities. In the euro-area sample,
however, banks" own asset sales also played a
noticeable role, as it was evidently possible to
generate profits with this in some countries.
Substituting alternative funding sources as well
as lending were cited as the intended use of
the additional liquidity in both survey samples.
The EAPP had only a minor direct or indirect
impact on the banks’ capital position. Since the
introduction of this ad hoc question, most Ger-
man banks taking part in the survey have also
reported that the expanded asset purchase
programme has been squeezing their net inter-
est margins and thus denting their profitability.
In the euro area as a whole, the surveyed banks
reported in the first two survey rounds in spring
and autumn 2015 that the EAPP was having a
neutral net impact on their profitability owing
to capital gains from own asset sales. Since,
however, banks in other countries as well have
meanwhile discerned a negative impact of the
EAPP on their profitability, primarily owing to
lower net interest margins, the aggregated sur-
vey results for the euro area as a whole, too,
have likewise been reflecting this recently. Only
banks in periphery countries were still reporting
that the EAPP was having a neutral or positive
impact on their profitability. For the six months
after April 2016, the surveyed banks in the euro
area as a whole are anticipating a further nega-
tive impact on profitability. Banks stated that
the programme was having no significant im-
pact on credit standards and that it was un-
likely to have any effect on them in future
either. Nevertheless, credit standards in the
euro area as a whole, both for loans to enter-
prises and in business with households, were
eased considerably, and further easing is ex-
pected in the following six months.
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Impact of the negative deposit
facility rate

At its meeting on 5 June 2014, the Governing
Council of the ECB decided to cut the interest
rate on the deposit facility to -0.10%, thus
bringing it into negative territory for the first
time. From the end of 2014, this measure was
followed by three further interest rate cuts to
-0.40% at present. The newly introduced ad
hoc question in the April 2016 survey round
asks about the impact of the negative deposit
facility rate on banks’ net interest income as
well as lending rates, loan margins, non-inter-
est rate charges and the lending volume in the
three different loan categories. Banks were
asked to consider both direct and indirect ef-
fects that might occur, even if the bank in
question does not possess surplus liquidity.

According to the information provided by the
surveyed banks in Germany as well as in the
rest of the euro area and in nearly every mem-
ber state, the negative deposit facility rate had
contributed considerably to a decline in their
net interest income over the past six months.
More than 80% of the BLS banks in both sam-
ples cited slight or considerable negative ef-
fects. In line with the usual interest rate pass-
through, the negative deposit facility rate
played a considerable part in a decline in inter-
est rates in all three surveyed lending categor-
ies. There were no reports of lending rate hikes
to stabilise margins. The negative rate on the
deposit facility, taken in isolation and on bal-
ance, made a considerable contribution to the
growing pressure on margins during the previ-
ous six months. In contrast to the institutions in
the euro area as a whole, however, German
banks reported that their margins for consumer
credit — which they had been able to keep vir-
tually stable overall in the past six months —
had not been affected on balance by the nega-
tive interest rate. Banks in the German sample
also noted positive effects on margins in isol-
ated cases where banks had succeeded in
keeping their individual lending rates relatively
constant in comparison with lower funding
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3 Spread of the bank's lending rates on new loans over a relev-
ant market reference rate.
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costs. In contrast to Germany, a significant
number of the surveyed institutions in the rest
of the euro area responded to the negative rate
on the deposit facility by raising their non-
interest rate charges. Both in Germany and the
euro area as a whole, the impact of the nega-
tive deposit facility rate on the volume of credit
was relatively small overall; as a tendency — in
the case of loans to households — there were
signs, rather, that the lending volume increased
on balance. In April of this year, the German
participants in the survey expected the deposit
facility rate, on balance, to have an even
stronger negative impact on their net interest
income over the following six months. With re-
gard to the other surveyed factors, they were
anticipating similar effects to those in the six
months prior to April.
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B Conclusions

During the financial and sovereign debt crisis,
the Bank Lending Survey, thanks to its flexible
design, made a key contribution to a better
and near-time assessment of the lending policy
of banks in Germany and the euro area as a
whole. The ad hoc questions also supplied im-
portant information for gauging the impact of
non-standard monetary policy measures and
regulatory initiatives.

In Germany, the system of personally interview-
ing the respondent senior bank executives is
especially valuable in ensuring the quality of
the surveyed data. The time series which are
now available for several ad hoc questions,
too, are useful not just for preparing monetary
policy decisions but also for research analysis
and financial stability-related issues. Supply and
demand effects on credit growth can be ana-

lysed in isolation from each other, for example,
as in the case of the highlighted credit supply
shocks. Furthermore, analysis of behavioural
differences among various categories of banks
— for which the current BLS sample is well-
suited — can provide relevant and interesting
insights, especially in the context of the Ger-
man banking system.

Analysis of specific questions in the BLS is likely
to remain of particular interest in the near
future. For Germany, there arises the question
of how long the competition-induced narrow-
ing of margins will persist. Rising demand for
loans for house purchases in Germany — an on-
going trend since 2010 — will also remain under
scrutiny. Not least, interest will also continue to
be focused on the — both positive and nega-
tive — effects of the non-standard monetary
policy measures and the negative deposit facil-
ity rate.





