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Abstract’

This EIF Working Paper elaborates on the most recent update of the EIF SME Access to Finance (ESAF)
Index, a composite indicator used to monitor SME external financing markets in the 28 EU countries.
The current update, using 2017 data, constitutes the fifth iteration of this exercise. The note is used to
provide some background information underlying the aggregate ESAF results, by analysing its four
subindices and their subindicators and focussing on a select number of individual results.

Disclaimer:

This Working Paper should not be referred to as representing the views of the European Investment
Fund (EIF) or of the European Investment Bank Group (EIB Group). Any views expressed herein,
including inferpretation(s) of regulations, reflect the current views of the author(s), which do not
necessarily correspond to the views of EIF or of the EIB Group. Views expressed herein may differ from
views set out in other documents, including similar research papers, published by EIF or by the EIB
Group. Contents of this Working Paper, including views expressed, are current at the date of
publication set out above, and may change without notice. No representation or warranty, express or
implied, is or will be made and no liability or responsibility is or will be accepted by EIF or by the EIB
Group in respect of the accuracy or completeness of the information contained herein and any such
liability is expressly disclaimed. Nothing in this Working Paper constitutes investment, legal, or tax
advice, nor shall be relied upon as such advice. Specific professional advice should always be sought
separately before taking any action based on this Working Paper. Reproduction, publication and
reprint are subject to prior written authorisation.

! This paper benefited from the input of Salome Gvetadze, Helmut Kraemer-Eis, Frank Lang, Simone Signore and Virginie
Varga. All remaining errors are the author’s.
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1 The EIF SME Access to Finance Index

This note presents the results of the 2017 EIF SME Access to Finance Index (ESAF) update. The ESAF
is a composite indicator that summarises the state of SME external financing markets for the EU28
countries. It was first introduced and elaborated upon in the European Small Business Finance
Outlook, a semi-annual EIF Working Paper (see Kraemer-Eis et al, 2016). The indicator provides a
convenient tool to compare and benchmark country performance in the context of SMEs” access to
finance in the EU.

Box 1: The four ESAF subindices and their respective SME access to finance indicators

Loans:
Percentage of SMEs using bank loans in the last 6 months
Percentage of SMEs using grants or subsidised bank loans in the last 6 months
Percentage of SMEs not applying for a bank loan because of possible rejection in the last 6 months
Interest rate for loans under EUR 250k (floating rate with IRF up to 1 year)
Interest rate spread (under EUR 250k vs over EUR 1m for floating rate with IRF up to 1 year)

Equity:
Venture Capital Investments / GDP
Venture capital availability index
Value of IPO market / GDP
Percentage of SMEs using equity capital in last 6 months

Credit and Leasing:
Percentage of SMEs using bank overdraft, credit line, or credit card overdraft in last the 6 months
Percentage of SMEs not applying for the above because of possible rejection in last the 6 months
Percentage of SMEs using leasing or hire-purchase in the last 6 months
Median interest rate charged to SMEs for credit line or bank overdraft application in the last 6 months

Macro Factors:
Gap between actual and potential GDP
Strength of legal rights index
Depth of credit information index
Availability of financial services index
Bank non-performing loans to total gross loans
Percentage of SMEs "feeling that there are no financing obstacles"

The index is composed of four subindices, three of which are related to different financing
instruments, while the fourth covers the general macro-economic conditions in which SMEs operate.
The subindices in turn are comprised of a series of variables (Box 1). The normalisation process
proceeds using the min-max method and indicators are geometrically aggregated, after being
weighted equally. The min-max normalisation method implies individual countries’” ESAF values
require a relative interpretation, vis-a-vis the worst and best performing country on the respective
subindicators. The methodology is elaborated upon in Gvetadze et al. (2018).




The relative interpretation implies that, while it is possible to compare the ESAF values of countries
within a given year, or compare how the relative position of countries has changed over time, it is
problematic to interpret an ESAF value isolated on a scale of O to 1. For example, a value of 0.5
does not in itself imply a country performs average in terms of access to finance. Instead, it implies
a country performs average vis-a-vis the best and the worst performing country. It is also not possible
to track the performance of an isolated country’s ESAF over time. An increase in the value of its index
does not necessarily imply SMEs in that particular country experienced an increased access to
finance.

One final word of warning relates to putting excessive emphasis on a country’s performance on an
individual subindex. Although the index is carefully constructed, an individual subindex consist in
some cases of no more than four subindicators, which are in turn derived from surveys and/or are
estimated. When aggregated to the overall index, the influence of individual subindicators is limited.
At the level of a subindex, however, it can be more pronounced. Interpretation of the relative
outcomes of the subindexes is possible, but should nevertheless proceed with caution. It is advised
to revert back to the underlying subindicators in case of doubt, which is exactly what this publication
aims to do. Because of the black-box nature of a composite indicator, its credibility stands or falls
with the transparency at which its results are communicated. Therefore, aside from the presentation
of the outcome of the ESAF and its subindices, we will also elaborate on the underlying economic
indicators of select individual countries, and provide head-to-head country comparisons where
appropriate.



2 The 2017 ESAF results

The results of the most recent update, using data for 2017, are presented in Figure 1 (yellow dots).
The 2017 ESAF ranking is headed by the United Kingdom, who takes the lead from Sweden. While
the UK consistently performed relatively well over the past five years, the improvement in British SMEs’
external finance conditions between 2016 and 2017 might come as a surprise to some, given the
political background against which it occured. Apart from the new leader, the top 3 of the ranking
remains unaltered and is completed by Finland and Germany. Sweden, recording its worst relative
performance since 2013, occupies the sixth place and is now also preceded by Austria and Poland.

Figure 1: The EIF SME Finance Index: country comparison and evolution over time
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Figure 2 presents the outcome of the four underlying ESAF subindices, comparing value changes
between 2016 and 2017 and thereby providing some deeper insights into the aggregate ESAF
outcome presented in Figure 1. The drop in ranking of Sweden appears to have been caused by a
deterioration of the conditions on the Credit & Leasing market (see section 4.1 for an in-depth
discussion on the Swedish and British outcomes), but also the Macro environment turned out to be
somewhat less favourable than was the case in 2016. On the equity side, Sweden still firmly leads
the ranking. Relative conditions on the equity markets improved for most countries. In Estonia,
Denmark and Latvia conditions deteriorated most, while in Czech Republic, Lithuania, Slovenia and
Croatia conditions deteriorated slightly.




Figure 2: The ESAF subindices: Equity, loans, credit & leasing and the macro environment
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Of all financing instruments, the equity market is characterised by the highest degree of cross-country
heterogeneity, as proxied by the standard deviation of invidual countries” subindex values (0.247 for
Equity, compared to 0.213 for Credit & Leasing, 0.172 for Macro and 0.161 for loans). It is also
the most polarised market, when measured by taking the difference between the average of the top
14 and the bottom 14 performers (followed by Credit & Leasing).

For Credit & Leasing, most countries recorded a deterioration of conditions (21out of 28). As was
the case in 2016, Finland leads the ranking and Greece closes it. Ireland, Sweden and Croatia
recorded the biggest losses, while Estonia recorded the biggest gain.

The evolution on the loan markets provides a mixed picture, with the majority of countries (15)
recording a deterioration of the lending environment. In the ranking, previously headed by Malta,
Poland now takes the lead, followed by ltaly, and the UK. Compared to the other subindices, the
loan index was characterised by the highest year-on-year variation.? Declines in loan conditions were
highest for Slovenia, Belgium, France and Malta.

Figure 3: Boxplot of the 2017 ESAF outcome and its four subindices®
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The boxplots illustrated in Figure 3 provide some additional insight into the distribution of the different
subindices. The distribution of the aggregate indicator is significantly more compressed compared
to the respective subindicators, which indicates that countries that perform badly on one external
financing market tend to compensate for that on others, resulting in aggregate ESAF outcomes that

are more alike.

2 As measured by the average of the absolute country-level year-on-year changes from 2016 to 2017.
3 The blue rectangle of a box plot represents the range from the lower quartile (bottom).




3 A closer look at some of the dynamics

Figure 4 (on page 7) illustrates how the year to year changes in the ESAF values translated into
changes in the ranking of countries. Sweden and the UK, the former and current leader, respectively,
were also the two countries that experienced the biggest change in the value of the indicator, in
absolute value. This caused the UK to jump up 3 places in the ranking, while Sweden dropped 5.
Large shifts in a country’s ranking are not necessarily associated with large changes in the country’s
underlying SMEs’ financing conditions (and hence ESAF value), but can also be caused by a
compressed distribution of ESAF values around the country’s earlier spot in the ESAF ranking. This
seems for example to be the case for Lithuania, where a modest change in the ESAF’s value led to
a significant jump (7 spots) in the country ranking between 2016 and 2017. On the negative side
of that distribution, Bulgaria lost the most places (8 spots). Contrary to the Lithuanian case, the
underlying change in the ESAF value was more substantial, caused by a deterioration of its debt
markets (both on the loan and on the credit and leasing segment). The second and third largest
rankings drops were recorded for Belgium and Czech Republic. For the latter country, the associated
change in the ESAF value was limited. For Belgium, a minor improvement in its equity subindex could
not be compensated by a deterioration on all other fronts, resulting in a significant negative impact
on the aggregate ESAF value.

The 2017-update implied the fifth data-point in the ESAF time series, a time span long enough to
analyse patterns in ESAF and ranking dynamics. Figure 5 does exactly that by illustrating the change
in the ESAF value as well as the ranking shifts between 2013 and 2017. Over this five year period,
Spain has improved most, both in terms of ESAF value and in the ranking (10 spots). In fact, together
with Romania, Spain is the only country that was able to consistently improve each year since the
start of the time series. On the other side of this spectrum, we find Belgium and Latvia. Both countries
lost 9 spots in the ranking. We will discuss the Belgian and the Spanish case in greater detail in
section 4.2.

It is clear that, despite the sometimes weak connection in the magnitude of the change in the value
of the ESAF and the shift in the ranking (as discussed before), the ESAF value and the associated
ranking move in close correlation to each other, as can be seen by comparing the top and the
bottom panel of Figure 5.

Figure 6 plots the 2017 ESAF values against those of 2016. All countries located in the red part of
the graphic experienced a (relative) deterioration in external financing conditions, while the opposite
holds true for countries in the green part of the graph. This particular way of plotting the data makes
it possible to examine whether a pattern of polarisation is taking place, or shifts in the ESAF value
occur rather randomly across its distribution. As it stands, between 2016 and 2017 no particular
polarisation pattern can be identified in EU countries’ external financing conditions.



Figure 4: The ESAF Index: 2016 vs 2017 values and associated ranking changes
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Figure 5: The ESAF dynamics considered over a 5 year period.
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Figure 6: The EIF SME Finance Index: value comparison, 2016 vs 2017
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4 A few case studies

4.1 The UK vs Sweden

This section compares the underlying evolutions on the SME financing markets of the previous
(Sweden) and the current (UK) ranking leader. The spider diagrams in Figure 7 illustrate how the
subindices of both countries have evolved over the past five years, both in terms of value (upper
panels) as in terms of ranking (lower panels). The upper-left panel shows that the improvement in
the UK SME financing conditions were rooted in positive evolutions on the equity as well as the loan
size. While the ranking implications for the equity subindex were limited, the UK shifted up
significantly in the loan ranking (Figure 7, lower-left panel). It is worth noting that the UK did not
rank first or even not second in any of the subindices, but its consistent performance over all
subindices led it to rank first in the overall ranking.

Figure 8 illustrates the evolution of the UK’s different subindicators and compares them to the case
of Sweden. The improved performance of the UK SME loan index finds its origin in a drastic increase
in the percentage of SMEs using bank loans (Figure 8, upper left panel),* as well as a significant
drop in SMEs’ cost of lending (as proxied by the interest rate for small loans, Figure 8, bottom panel).
The drop in interest rates is a likely consequence of the Bank of England’s policy measure, which
introduced an interest rate cut in August 2016, just one month after the Brexit referendum, decreasing
the country’s interest rate by 25 basis points to a record-low of 0.25 percent. The inferest rate cut
trickled down most for small loans, evidenced by the drop in the interest rate spread (Figure 8, middle
left panel). This could have been a stimulating factor which boosted British SMEs” demand for
lending, resulting in the sharp rise in SMEs using bank loans.

The relatively poor performance of Sweden on the Credit & Leasing subindex was not caused by a
significant deterioration on the Swedish market per se, rather, it is rooted in contrasting developments
vis-a-vis the average evolution in other European countries. For example, the percentage of SMEs
using bank overdraft, credit line or credit card overdraft declined from 34.3 to 29.5 percent, while
the average EU28-wide decline amounted only to 1.5 percentage points. Also the percentage of
Swedish SMEs using leasing or hire-purchase declined from 31.5 to 25.6 percent. This went against
the European trend, as EU28 countries on average recorded a minor (0.5 percentage point) increase
in the use of leasing or hire-purchase. Because of the relative nature of the index, small changes in
a country’s economic indicators can have relatively large impacts on the aggregate (relative)
outcome. This is not problematic per se, and the large impact on the relative outcome has an intuitive
interpretation if one considers the maximum and minimum recorded values of a given economic
indicator to be the potential range of possible outcomes, considering the European institutional
framework.

4 The survey refers to the second half of 2017.




Figure 7: The UK vs Sweden, a comparison of the evolution of the different subindices
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Figure 8: The UK vs Sweden, a comparison of the individual loan variables
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4.2 Spain vs Belgium

In this section we examine the diverging fortunes of Spain and Belgium, the two countries with the
most extreme performance on either side of the spectrum between 2013 and 2017 (see Figure 5).
Figure 9 shows that the improvement of Spanish overall external finance conditions happened in
spite of a deteriorating credit and leasing market, which were compensated by positive developments
elsewhere. It also becomes clear that in 2017 Spanish SMEs were particularly better served when it
comes fo equity, a market which still showed significant weakness in 2013, but has partly recovered
since. Figure 10 illustrates the evolution of the equity subindicators over the considered period.
Between 2014 and 2017, the World Economics Forum’s Venture Capital Availability Index (WEF,
2017) has risen above the average level of the EU28 countries (Figure 10A).°> The evolution in the
index is consistent with the evolution of VC investments (Figure 10B), which, relative to GDP, has
more than doubled since 2013.

Figure 9: Belgium and Spain, a comparison of the evolution of the different subindices
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Belgium’s index decline seems rooted in both the macro and the lending environment, which
deteriorated significantly, and to a lesser extent the Credit & Leasing subindex, while no consistent
trends are recorded for the equity subindex. Figure 3 revealed Belgium performs about average for
SME lending environment, a noticeable difference from past performance, as in 2013 it still occupied
the fourth spot in the ranking. In this context, Figure 11 (page 14) illustrates the evolution of the four
Loan subindicators for Belgium, comparing them to the EU country average. While interest rates on
small loans are still relatively low in Belgium, they have declined less strongly compared to other EU
countries. Also the percentage of Belgian SMEs not applying for bank loans out of fear for possible
rejection remained relatively constant between 2013 and 2017, contrary to the EU average, which
declined significantly. It is important to stress that the ESAF Index is a relative measure whose values
are always expressed vis-a-vis the best and the worst performing country on respective subindicators.

5 The Venture Capital Availability Index is published annually and is derived from a survey question in the Executive Opinion
Survey. It polls start-up entrepreneurs about the ease of obtaining risk capital for innovative projects (1 = extremely difficult,
7 = extremely easy).
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While a comparison to the EU country average, as the one illustrated in Figure 10 and Figure 11
might therefore not tell the whole story, it is nevertheless the most appropriate comparison to illustrate
the evolutions of economic indicators underlying the changes in the index and subindices.

Figure 10: The equity environment in Spain: its four subindicators vis-a-vis the EU country average®
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¢ The EU country average is calculated as the simple average value of all EU28 countries.
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Figure 11: The loans environment in Belgium: its four subindicators vis-a-vis the EU country average
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5  The ESAF Index vs the EIBIS financial constraints indicator

The ESAF aims to measure relative external financing conditions in the broadest way possible, by
proxying not just the gap between finance supply and demand, but rather all aspects of SME access
to finance, including its general availability and its cost. Figure 12, illustrates that there is close
(negative) correlation (-0.72) with an indicator that defines the SME external financing gap more
narrowly. This indicator is derived from the European Invesment Bank’s Investment Survey (EIBIS) and
depicts the proportion of SMEs that responded to be financially constrained. It is clear from Figure
12 that countries with a high proportion of financially constrained SMEs generally tend to score
poorly on the ESAF Index. This provides evidence in favour of the effectiveness of the ESAF Index in
measuring the complex phenomenon of SME access to finance. Compared to SME access to finance
constraint indicators that are purely perception-based (e.g., as provided by the EIBIS survey or the
EC/ECB Survey on the Access to Finance of Enterprises, SAFE), the ESAF Index approach allows to
distinguish between different aspects of different financing instruments and while doing so, adds
information about the drivers behind the access to finance conditions in the EU countries. Moreover,
it is not purely perception-based but adds information from a broad range of financing market
statistics.

Figure 12: The 2016 ESAF vs the 2016 EIBIS’ financing constraint indicator’
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7 Since the 2017 EIB Investment Survey has not yet been published, 2016 values were compared.
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6 Conclusion

This note provided some background information on the current update of the EIF SME Access to
Finance Index, using data for 2017, and presented a few case studies. It explained the underlying
evolution behind the good relative performance of the United Kingdom and the relative deterioration
of the Swedish SME access to finance conditions. It also highlighted the diverging fortunes of the two
countries who experienced the largest change in the absolute value of the ESAF index between 2013
and 2017: Belgium and Spain. By focusing on these individual cases, it is our hope to ensure
transparency with respect to the ESAF’s results, its methodology and the underlying economic
indicators. Finally, it was shown that the ESAF Index correlates strongly with an alternative measure
of access to finance, the EIBIS" proportion of SMEs that feel financially constrained.
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