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The corporate credit market in Central and Eastern European countries- 
after a restructuring phase during the nineties and the beginning of 2000s 
is moving up again. If we consider that in CEE countries corporate loans, 
with an outstanding amount of around 166 billion euro, represent more 
than half of total loans (while in old countries of EU they correspond to 
less than 40%), it is very important to investigate and understand the 
conditions and the factors of corporate loans dynamics in CEE area, as 
this will give clues for their future developments. 
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Credit markets in many Central and Eastern European countries 
(CEE) are now dominated by foreign-owned banks. Currently, loans from 
foreign banks are mainly granted by acquired banks. Since entering a 
market through acquisition allows acquiring both credit and customer 
portfolios, acquired banks are able to expand their market shares much 
faster. It is proven that interest rates decrease after the entry of a foreign 
bank and that the interest rates of domestic banks decrease more significant 
whenever the foreign entry occurs through a new investment. 

In the last decade, the banking sector has suffered a process of 
restructuring, with a constant decrease in the corporate loans over GDP 
ratio. The clean-up process of banking portfolio was very active particularly 
in the Czech and the Slovak banking sectors: in few years the corporate 
loans over GDP ratio in those countries went from around 50% to 20%, as 
the bad bank with non performing loans were dissolved. A substantially 
stable ratio has been recorded throughout the period in Poland, Croatia and 
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Romania, while corporate financial penetration has steadily increased in 
Bulgaria and Hungary. 

Since 2002, the negative trend has been reverted, due to both 
demand and supply side factors. On the demand side, while blue chip 
companies increasingly started using alternative forms of financing, falling 
interest rates (thanks to significant improvements in the disinflation process 
in some countries and/or increasing competition in the banking sector), the 
expansion of economic activity and the consequent improved financial 
standing of firms made it possible, also for medium size companies, to 
increasingly turn to bank lending. On the supply side, improvements in the 
banking sector (restructuring process, advancing in the privatizations, better 
credit risk management techniques) and improvements in the quality of 
clients (as a consequence of restructuring, convergence and strong growth) 
were among the factors that contributed the most. Still, it is relevant to note 
that corporate credit growth in the region has been at least partially 
hampered by banks’ aggressive growth strategies in the booming retail 
segment, meaning a shift in the financial sector credit portfolio. Thus, 
average growth of corporate loans in the period 2002-2005 was equal to 
16% in euro terms, while retail loans grew at 36% on average. 
 Overall, the penetration of corporate loans with respect to GDP is at 
17.2% in 2006, from 14,4% in 2002. Such penetration remains significantly 
lower than that recorded at the Eurozone level (42, 7% in 2005). Hence 
some unexploited potential in the corporate credit market of CEE countries 
is evident. 

On top of structural developments, growth in the corporate credit 
market appears increasingly tied to economic factors.  

It’s interesting to notice, that industrial production series - being 
more volatile - display more frequent turning points than the corporate loans 
growth rates. In general, as already underlined by the academic literature, 
there is a mismatch between corporate loans and the credit cycles. So, there 
are appearing a few interesting facts. In many cases, expansions in loans and 
in industrial production are related together. Slowdown or drops in 
industrial production go together with decrease in loans, and vice versa. 

It is worth noticing that the simple graphical representation is only 
taking into account the manufacturing sector, hence underestimating the role 
of the service sector, which represents between 55% and 70% of value 
added of CEE countries. Further, monetary policy also is not explicitly 
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considered. Finally, some mismatch between loans and industrial production 
could also arise from the possibility of external financing. The latter has 
been a very important source of financing for local firms in CEE during the 
whole transition process. In the last few years, Foreign Direct Investments 
have been particularly relevant in Romania and Bulgaria. 

Analyzing the correlations (both simultaneous and lagged) between 
the cyclical components of corporate loans and industrial production - only 
in Poland and Slovakia corporate loans seem to lead economic activity, 
hence representing a stimulus for the acceleration in industrial production 
after some months. This stimulus is of course related to the effects of 
monetary policy actions.  

The correlation between loans and production is coincident, but 
lower, for the Czech Republic and Croatia. In the Czech Republic, negative 
growth rates in corporate loans are evident during 2001-2003 as the effect of 
the already mentioned restructuring process and the drop of economic 
activity. But since 2003, after the banks’ restructuring process culminating 
in 2002, corporate loans growth constantly accelerated and companies 
started to take advantage of the low interest rate environment to finance 
their investment activities. In Croatia corporate loans are on an accelerating 
trend since the end of 2003, and industrial production is also gaining pace 
during the same period. 

In Bulgaria and Romania a significant gap in correlation between 
loans and industrial production cyclical components emerges. It seems that 
in these countries, where the business sector is considered more risky, the 
improving economic activity induces the banks, after some months, to lend 
to the corporate sector: if the productive sector is healthy, banks are more 
willing to lend. And this factor emerges more strongly in countries with a 
more stringent financial constraint for firms, where only some companies 
have access to the credit market. 

In Romania, both supply and demand factors (falling interest rates, 
increasing economic activity and improved financial standing of firms) 
contributed to the very strong corporate loans dynamics in the period 2000-
2005. The growth in corporate loans, still very high, has gradually 
decreased, and during 2005 it felt the effects of the economic slowdown. 
But during the last months of 2006 the previously announced further 
restrictions to credit (effective since April 2006) by the Central Bank pushed 
corporate loan’s growth. 
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In summary, although an imperfect indicator is used to monitor 
firm’s activity, a quite clear relationship between economic and corporate 
credit growth already emerges in all the countries of the region. The 
evidence shows that these cyclical dynamics, together with structural factors 
(the end of firms and banks’ restructuring process), are playing a relevant 
role. 

In the next years loans to non-financial corporations will be driven 
by both full exploitation of market potential and by the expansion of the 
productive sectors of CEE countries, which are growing fast and are 
increasingly attracting interest from Western European countries. In 
particular further growth opportunities are now envisaged mainly in the 
SME segment, which is still in a need of investing to increase dimensions, 
to expand abroad and renovate fixed capital. 

As a future trend it is estimated that corporate loans in the eight CEE 
countries are expected to grow at 12, 4% (on average, in euro terms) in the 
period 2005-2008, gradually increasing their penetration over GDP (above 
20%). Romania is the most promising market in terms of corporate loans 
growth (+19, 4% and +17,4% growth in local currency, respectively) in the 
next years. Still, loans to non-financial corporations are expected to expand 
less than credit to households. 
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