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The role of bank capitalisation in lending: the experience of eurozone banks in the light of the 2020 crisis
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Bank regulation is a critical factor for economic stability, as undercapitalised banks' credit risk in the 2007-2009 crisis exacerbated the crisis. In response, the Basel III framework has substantially improved the quantitative and qualitative capital requirements. This paper examines the relationship between the capital position of euro area banks and their lending activity in the crisis starting in 2020. The results show that banks with lower capital did not reduce their lending significantly compared to the 2007-2009 crisis. This suggests that the tighter requirements in the 2010s and the crisis measures introduced from 2020 onwards have been effective in supporting the financial system, which could prevent the crisis from deepening further. No significant relationship between lending and capital levels can be seen in the context of the crisis, even when controlling for capital relief and state guarantee schemes.



