
THE TRAGEDY OF 
SME-FINANCING 

mission drift at credit cooperatives :  
the case of the Netherlands,  1850s-1910s

The reluctance of formal financial service providers like banks to fund small 
enterprises is not a recent phenomenon. Official concerns about it sounded 
throughout the nineteenth and twentieth century. It is well established that this is 
because the revenues of lending to such enterprises are easily outweighed by the 
costs of monitoring and administration plus the risk of default (e.g. Expertgroep 2011).
Under certain conditions, societies can however find new solutions, such as credit 
cooperatives, to small enterprise funding issues (Lamoreaux 1994; Hoffman et al. 2000; 
Guinnane 2001; Colvin 2018).
This research contributes to this literature by showing that, at least in case of the 
Netherlands, even these specially tailored financial institutions were not a sustainable 
solution. This is especially important given the recent resurgence of such institutions.

Research question & Relevance METHODOLOGY & argumentation
Via a detailed historical analytical narrative I show that Dutch credit cooperatives 
(crediet vereenigingen) experienced mission drift as they increasingly catered to 
clients who were better off than their original target group (Mersland & Strøm, 2010).
Due to this mission drift, credit cooperatives became increasingly akin to universal 
banks. After World War I the the largest cooperatives were taken over by regular 
commercial banks; the smaller ones gradually disappeared.
Credit cooperatives lost out because they could no longer rely on the efficiency 
advantages usually associated with cooperatives while at the same time, they lacked 
the economies of scale of commercial banks (Guinnane 2001).

I. Finding a niche

The first credit cooperative was established in Amsterdam in 1853. By 1900 
there were some 20 cooperatives with 60 branches, and 35,000 members. At 
the turn of the 20th century, these cooperatives accounted for approximately 
25% of Dutch bank loans.
Elsewhere in Europe credit cooperatives targeted small lenders without real 
collateral (Guinnane 2001). But in the Netherlands local governments created 
loan banks (hulpbanken) for these small lenders (Deneweth et al. 2014).
Cooperatives initially competed with these loan banks but soon found out that 
they could not compete with them, because these institutions were heavily 
subsidized.

II. Changing business model
Credit cooperatives successfully adjusted their business model, and some of the 
largest cooperatives increasingly started operating all across the Netherlands.
As they grew in size they stopped using relationship-based lending and shifted to 
transaction-based lending. This is because the soft information used in relationship-
based banking is difficult to quantify and transmit between hierarchies, leaving too 
much decision power in the hands of a single loan officer responsible for maintaining 
the relationship (Berger & Udell 1995 et al.).
This constituted a drift towards addressing the needs of larger enterprises which 
could provide more tangible collateral and quantifiable (financial) information.

III. Changing business form
Safer, more endowed borrowers were increasingly unwilling to accept joint liability 
as a necessary condition for a loan facility.
As other financial institutions did not have this requirement, credit cooperatives 
began to lose reliable clients to their competitors, thus leaving behind a market for 
lemons. 
In response, most cooperatives reformed to a corporation with limited liability. This 
also allowed credit cooperatives easier access to the capital market by issuing 
tradeable shares.
But they forwent the benefits of joint-liability which encouraged peer monitoring 
by members to reduce moral hazard (Guinnane 2001).

This research relies heavily on the collection of several thousand individual credit application at the three largest credit cooperatives. I support this with 
supplementary data collected for existing incumbents and in particular loan banks.
This data provides detailed information on (i.) the value of each individual loan application; (ii.) the name, location and occupational sector of the applicant; 
(iii.) the type of underlying collateral of the loan, the name of the guarantor (where applicable) and (iv.) a brief motivation as to why a loan application was 
either accepted or refused.
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