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SUMMARY

Crowdfunding must 
evolve to fit the SME 
loan market now 
and of the future

Platforms could do more to help lenders balance risk and return by being 
more transparent in how they score risk, and how the risk score relates to 
the final interest rate. Exponential growth figures of 140% cannot hide the 
fact that the crowdfunding industry is still maturing. Unsustainable 
interest rates, a lack of transparency, and poor understanding of risk are 
key bottlenecks. By addressing these three key challenges, the 
crowdfunding industry can more quickly fill the funding gap left by the 
stagnation in bank financing.

1.

2.

3.

The loan crowdfunding or peer-to-business lending market 
does not have the best interest of SMEs at heart – or those 
of lenders, for that matter. Interest rates now often exceed 
8%. The only real beneficent of this unsustainable trend are 
the platforms themselves.

A higher interest rate implies a heavier debt burden for the borrower, 
increasing the risk of future financial difficulties. For crowdfunding 
investors it’s not always clear that the interest rate does not directly 
translate to the annual return they can expect.

Lack of transparency

High, unsustainable interest rates

Limited understanding of risk

Current risk scoring and pricing models can be subjective, and lack insight into 
financial performance

Interest rates are being pushed higher regardless of the risks involved, increasing the 
debt burden on businesses and jeopardising the loan

Crowdfunding investors tend to focus on interest rates; professionals start with the 
risks and often make low risk-return investments 

Professionalise industry with independent scoring and data monitoring

Encourage sustainable interest rates suited to both investor and entrepreneur

Support investors to differentiate between high and low risk, and interest rates and 
returns, in order to build healthy investment portfolios
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INTRODUCTION
It seems unlikely that bank lending to small- and medium-sized enterprises (SMEs) will ever recover to pre-2008 
levels. According to ING director Wilfred Nagel, it’s been unprofitable for 15 years. The amount of credit lent to 
Dutch SMEs in 2014 was €8 billion less than in 2013.  In fact, the number of bank loans to Dutch SMEs has been 
declining by 6-8% for the last few years. All of this together resulted in 39% of Dutch small businesses being 
rejected for a bank loan in 2014; the highest rejection rate in Europe, ahead of Latvia, Lithuania and Greece. 
The market need for a genuine alternative is growing.

As the banks turn their backs on SMEs, the Dutch crowdfunding industry has an opportunity to 
provide a sustainable, responsible and ultimately profitable alternative to the ‘shadow banks’ 
we now see entering the market. A lack of regulation means we can shape our own market 
towards the future, and leave the 14% rates to the loan sharks. 
 Robin Slakhorst, co-founder & CCO of Symbid

LACK OF TRANSPARENCY

Crowdfunding is a young and – in the Netherlands – largely unregulated industry. Furthermore, there is virtually no 
regulation covering the financing of SMEs, unlike in the UK. Therefore the responsibility to set best practices still 
falls on the market operators themselves: the platforms. The current industry standard is to use risk scoring and pric-
ing models that are based on market averages and not company-specific data.

There are situations in which companies operating in new, undeveloped or niche industries 
have their risk scored based on a comparison one or two similar companies. Such a small 
sample can lead to subjective, inaccurate interest rates.
- Marco Behling, CEO of Catena Investments

In order to fulfil its real potential the crowdfunding industry should seek to replicate the 
transparency of public markets. Greater openness towards the financial data of SMEs and the 
risk-return ratio is key to boosting the public’s financial literacy and building a market that is 
beneficial for both sides. With the technology at our disposal this is not something for the next 
ten years, but something we can introduce now. 
       - Jérôme Koelewijn, former Client Advisory Officer at Morgan Stanley

The Netherlands is fast becoming a hub of alternative finance, with double the number of platforms per capita than the UK, 
Germany or France. These virtual marketplaces are places where business owners can seek finance online. Crowdfunding or peer-
to-peer lending platforms compete with credit unions made up of professional investors and “shadow banks” – online lenders using 
their own balance sheet to lend money with interest rates ranging up to 20%. In this context, the sector with the greatest potential 
for disruption – crowdfunding – has been growing exponentially by 140% year-on-year. 

This sector is professionalising, but bottlenecks to growth remain. Banks are lending less than ever, yet are still the first port-of-call 
for 62% of SMEs in need of funding. There’s an opportunity here, if the crowdfunding sector can address three key challenges: lack 
of transparency; unsustainable interest rates; limited understanding of risk.

These scoring models are operated internally by the platforms themselves and use financial data that is not always up-to-date or 
complete. Next to this, a qualitative element is also used to judge the risk of a loan, such as the trustworthiness of the borrower. 
How this qualitative data is collected and assessed in the online scenario is not always clear. The result is a less-than-transparent risk 
management process that produces subjective scoring and pricing.

Typically the risk score is then used as a guideline for the setting of the interest rate, which is decided by the borrower of the loan. All 
together, this process creates a lack of transparency in how risk is measured and makes it harder for investors to properly include risk 
in their decision-making.
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Clearly it will take time for the crowdfunding industry to reach the same level of transparency as can be seen in public 
stock markets. The financial data of public companies is openly accessible and risk management processes are more 
sophisticated. Yet the same principles should apply to private companies; investors at every level deserve the full 
picture before they make decisions. If crowdfunding is to professionalise, the platforms should provide access to the 
full financial data of borrowing companies, ensure objective scoring models become the industry standard.

Crowdfunding platforms have an obligation to provide a comprehensive insight into the risk profile of investment opportunities. 
The current market standard is not sufficient for this level of insight.

HIGH, UNSUSTAINABLE INTEREST RATES

As bank lending to small businesses stagnates, there is a gap opening in the SME loan market that crowdfunding 
platforms, credit unions and online lenders are all aiming to fill. The promise of high returns has brought new market 
entrants, even from abroad. In this highly unregulated and competitive market – more than 12 new financing parties 
have launched in the Netherlands in 2015 so far – there is a risk that SMEs are not being properly protected.

Interest rates at some online lenders now range from 12 to 20%, and there are signs that the competition for investors is pushing 
interest rates higher on crowdfunding platforms too. With the major banks shunning our small businesses, there is a clear 
supply-demand issue in SME finance. The market is moving towards an unfair risk and return ratio that is pushing interest rates to 
unsustainable levels. 

A market with artificially high levels of interest rates is characterized by an equilibrium in 
which firms with low levels of risk stay away so that only the riskiest firms seek finance. 
This leaves crowdfunders bear unnecessarily high risk.
- Armin Schwienbacher, Prof. of Finance at Univ. Lille and SKEMA Business School

The competition between platforms and small business for investors is fierce. In 2014 interest rates remained around 6%. Ear-
lier this year the average interest rate reached 6.5% and has now risen closer to 7%. Increasingly crowdfunding platforms screen 
borrowers according to their interest rate, preferring them higher, as investors scout for ever-higher returns with less consideration 
for the risks involved. In this sense, the market is taking advantage of the lack of regulation and drop in bank financing to impose 
unsustainable interest rates on entrepreneurs.

Financial commentator Peter Verhaar, quoted in Het Financieele Dagblad, says “Rates of 14% are absurdly high. Stock market 
investors can expect of a long-term average return of 8% per year. For loans to SMEs, which can involve some risk, 5 to 8% is fair in 
real terms. Anything more should set off alarm bells.”

The trend towards higher interest rates is not in the best interest of the entrepreneur nor the investor. Higher rates 
increase the debt burden and can jeopardise the business’s future and thus the investment. Evidence suggests that, 
on average, higher interest rates are correlated with more bankruptcies. By focusing less on the final interest rate and 
more on the balance of risk and return, platforms and investors could do better business, build better portfolios and 
support borrowers in a sustainable way that is mutually beneficial. Until regulation arrives, it’s the task of the 
platforms to safeguard borrowers and, simultaneously, their lenders.

LIMITED UNDERSTANDING OF RISK

Market research suggests a contributing factor to the fixation with higher interest rates could be a lack of 
understanding among crowdfunding investors when it comes to balancing risk and return. This has produced a 
vicious circle whereby crowdfunding is perceived as a form of investment with higher risk by its very nature. The 
result is that there is not enough differentiation between high- and low-risk investment opportunities. Platforms, as 
discussed, could do more here.
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In this sense, our market could learn from the professionals. When making investment decisions, credit investors start by analysing 
the risks and then consider the potential return on investment (ROI). This is the only way to build a diversified, healthy portfolio 
where risk is evenly spread.

An interest rate of 9% seems more attractive than 6%, but the lower interest rate could provide a 
higher net return because of the lower risk. Professional investors include lower rates in their 
portfolio for this reason; for less experienced crowdfunders this seems less clear. 
      - Marco Behling, CEO of Catena Investments

It’s easy to forget that ROI is more than just the interest rate. The return is, in fact, the interest rate multiplied by the business’s 
chance of success. With the average loan duration between 48 and 60 months, it is reasonable to expect that as our market matures 
in the next 2-3 years the number of non-performing loans will increase. Of course, non-performing loans are sometimes 
unavoidable; their negative impact can be mitigated against by maintaining a balanced portfolio.

Ultimately a failure to understand risk leads to a kind of mentality more suited to buying a lottery ticket than 
carefully building an investment portfolio. Sometimes we need to ask ourselves: should we always lend to 
Greece for the higher interest rate, or lend to Germany with much lower risk? 
           - Robin Slakhorst, co-founder & CCO of Symbid

Unlike in the UK, France and Germany, Dutch crowdfunding regulation places almost no restrictions on who can in-
vest. This has undoubtedly helped the Netherlands grow into a European hub of alternative finance with a significant-
ly higher than average number of investors per capita. In this context, however, a responsibility falls on the shoulders 
of the platforms to better educate their investors and show how they can protect themselves from the bankruptcies 
and defaults that are inevitable in the world of SMEs.

The crowdfunding industry can learn from the professional investment market for bonds. When a truly 
transparent market for SME loans arrives, it will function as a public bond market. This is where crowd-
funding should be headed. 
- Jérôme Koelewijn, former Client Advisory Officer at Morgan Stanley

CONCLUSION
If financing is the lifeblood of European small business, the financial crisis was similar to a cardiac arrest. The flow of 
affordable credit from banks declined and SMEs were hit hardest. Six years on and surprisingly little has changed in 
the way most SMEs get funded. In 2014, less than 1 in 5 SMEs in the EU were financed elsewhere than a bank.

SMEs are vital to the European economy. They account for 99 out of every 100 businesses, 
two in every three employees, and 58 cents of each euro of value added of the business sector 
in Europe. Improving access to finance would therefore not only revive small businesses, but 
also support a strong and lasting recovery for Europe as a whole.

The dependence of small businesses on our banks has made them vulnerable now that the 
loans have dried up. The proliferation of online SME finance platforms – from 24 in Decem-
ber 2014 to 36 just 6 months later (with 27 of them exempt from AFM regulation) – reflects 
this market opportunity.

It is in this context that the crowdfunding industry has a unique opportunity 
to shape a better, more sustainable future for itself. Recent comments by the 
Minister of Finance Jeroen Dijsselbloem suggests change is on the horizon, 
whether we want it or not. In this white-paper we hope to have identified 3 key 
ways for our industry – platforms, investors and entrepreneurs included – to be 
part of the long-term solution, rather than the problem.
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