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The wave of redundancies in the banking sector is a disaster for those involved but a blessing for the 
economy, studies of the IMF and BIS reveal. 
 
First there where the logical actions. The merger between Postbank in ING in the Netherlands, already 
announced before the crisis, cost 2,500 jobs. Subsequently ABNAMRO Bank and Fortis merged and 
overlap of 6,500 jobs was eliminated. Then it became more serious. In 2009 ING had to act. Last year all 
big banks announced restructurings and this year a number of them were further adjusted, also at 
smaller banks. It seems to have developed into a process of on-going downsizing according to 
employees within the sector. Perhaps it is even true. That is all sad news for those working with a bank 
or insurance company, but the question is whether that is bad news for the rest of the economy.  
 
For a long period of time economic theory dictated that a bigger financial sector contributes to a more 
efficient economy as a whole. A bank intermediates funds from those with excess to those with shortfall 
and transfers risk to where it is placed best. A useful sector therefore, that cannot be big enough. Some 
research made critical notes, but that was generically ignored. Politicians and regulators loved it. Majors 
of Amsterdam approvingly observed growth on the Zuidas, which represented clean and well paid jobs. 
In Europe, the responsible Commissioner Charles McCreevy (2004-2010) was not in favor of more 
regulation. When minister of finance in Ireland in 2003 he initiated steps to further promote “what is 
already now a key sector” (banks, ed.). 
 
Closer to home, president of the Dutch Central Bank, Nout Wellink, also endorsed a large financial 
sector. As late as in 2009 he stated that “on average over the longer term countries with a larger 
financial sector have higher economic growth”. He did note, however – in the year after Lehman – that 
he was also of the opinion that economic growth does not always increase if the banking sector is 
bigger”. 
 
This last comment is receiving increasing attention lately: two key institutions this year placed public 
question marks concerning the size of the financial sector namely the IMF and the BIS, also referred to 
as the Central Bank of Central Banks. Both published studies that although it is good to have banks 
around, it should not be too many. Stephen Cecchetti and Enisse Kharoubbi write in their BIS report: “as 
is the case with many things in life, with finance you can have too much of a good thing”. 
 
The Netherlands has enormous pension funds and insurance companies. Of total GDP, 7% comes from 
the financial sector. For a long time this was considered positive. But in the recent studies this 
conclusion is practically reversed: 7% of everything we earn is spent on moving the funds around. The 
idea is too much scarce talent is employed in the financial sector. Enormous salaries are paid. Recently 
Andrew Haldane, director Financial Stability at the Bank of England made the calculation. In 1989 the 
bosses of the top 100 US Banks earned about 100 times average household income. That is huge in 
itself. In 2007 that had grown to 500 times. According to critics, such salaries are also possible because 
government implicitly guarantee banks. This gives access to cheaper funding than without such 
guarantee. Haldane estimates that the financial sector this way earns hundreds of billions. 



 
 
At the same time it is difficult to start up a competitive bank from scratch. Technical and legal 

requirements and switching costs for clients to move over contribute to what economists call high entry 

barriers. 

On the one hand it is positive that many people find attractive jobs in the financial sector. But talent is 
scarce and the brains applied to managing a derivatives portfolio cannot be applied to doing new 
inventions. As Cecchetti and Enisse put it: “The result is that people who might have become scientists, 
who in another age dreamt of curing cancer or flying to Mars, today dream of becoming hedge fund 
managers”. 

The BIS economists analyzed the relationship between the financial sector and growth in added value 

per employee in OECD countries. Their findings: if not enough people are employed in the financial 

sector, growth is sub-optimal. But if too many are employed in the financial sector the result is also not 

optimal. Conclusion: if more than 3.5% of the active population is working in the financial sector, it 

reduces economic growth. The economists also looked it at from another angle: if the financial sector 

experiences rapid growth, does this lead to overall higher economic growth? They only reviewed 

developed countries. The findings of this research are a clear negative, on the contrary. The higher the 

growth of employment in the financial sector, the lower economic growth. 

The IMF study does not look so much at how much people are employed in the financial sector but 
rather the amount of outstanding debt. Just as banks are a useful invention, so is debt. People with good 
ideas but no money can never realize their dreams without the existence of credit. But from some point 
onwards, debt is too high and there is no further contribution to growth. The opposite then is true: it 
reduces growth. The IMF study by Jean-Louis Arcand, Enrico Berkens and Ugo Panizza states that a total 
private sector debt of more than 80-100% of GDP is bad for economic growth. 
 
Hugo van Wijk is matter of fact. His company, Vallstein, serves corporate clients who are critical of what 
they pay to their banks. In order to validate such assessments he analyzed the revenues of banks 
compared to world GDP. This Vallstein Benchmark showed that banks in 2011 represented more than 
7% of world GDP, crisis or no crisis. Van Wijk: “I think a level below 4% is healthy”. He refers to the 
economist Paul Krugman who considers this same level as sound. “He already said so in 2009. The sector 
is just too big”. 
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