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Since the onset of recession in 2008 many business 
owners have raised various concerns about the 
accessibility and affordability of business finance.

They have accused the banks of turning their backs 
on them at a time when they needed support the 
most and the counter argument has been that 
business demand for finance is declining. 

The notion of a “Business Bank” has been around 
for some time without there ever being a strong 
sense of what it would actually do. The opposition 
has plans for a British Investment Bank with 
a regional focus whilst in September 2013 the 
government officially launched the British Business 
Bank. 

In response to member concerns the Chamber 
has worked on this issue over the period of the 
downturn gathering member views and opinions as 
to what the role of a Business Bank should be.

This briefing paper contains the results of further 
research and investigation into the British Business 
Bank and current market conditions and the main 
conclusion it reaches is that the immediate primary 
role for the Business Bank should be to ensure that 
the multitude of existing schemes are effectively 
implemented and marketed to business. There 
are still too many similar sounding schemes that 
businesses have not heard of which are classed by 
government as examples of financial support which 
in reality have a take up rate that is, not surprisingly, 
negligible. The first priority should be to get current 
schemes working effectively and all efforts should 
be focused on this.

One issue that is beyond doubt is that this whole 
area is complex and whilst it is clear that the 
market is still far from perfect, conditions have 
and are changing, so it is important that whatever 
mechanism for support is set up, it is totally 
effective.
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1. What will the British Business Bank do?

From www.british-business-bank.co.uk

“The British Business Bank is being set up as an economic 
development bank to create more effective and efficient 
finance markets for smaller businesses in the UK.

It is a key element of the Government’s Industrial Strategy, 
and we are already contributing to making the UK the best 
place in Europe to start, grow and finance a business. £1 
billion of new funding will help to expand existing schemes, 
and create new ways to unlock finance for smaller businesses. 
We are also taking over the management of £2.9 billion of 
existing commitments which help smaller businesses. We are 
bringing together expertise and budgets to support economic 
growth by improving the UK’s business finance markets. We 
will do this by providing Government funding and targeted 
guarantees to encourage more private sector lending and 
investment. Our focus is on fixing imperfections in the market. 
The sort of problems we deal with include a lack of diversity 
and quantity of finance, and low awareness in the market of 
what is available.

Our approach is evidence-based, using a rolling 
programme of quality research, and focuses tightly on 
problem areas rather than distorting markets which function 
well. We maximise our impact and safeguard taxpayers’ 
money by applying our commercial expertise and applying 
robust corporate governance.” 

2. That sounds welcome but just how realistic is this? 

According to data from the Bank of England, lending to SMEs 
averaged £170 billion in 2013 down from an average £184 
billion in 2012 and £195 billion in 2011. SME lending probably 
peaked in this cycle 2009 at around £225 billion according to 
our own estimates. The shortfall peak to trough is over £50 
billion. It is unclear how a Business Bank capitalized at £3.9 
billion can really address any long term structural gap in UK 
business finance, if indeed there is a long term structural gap 
at all.  

On current projections, we estimate the level of lending to 
SMEs would need to increase by £50 billion over the next five 
years as the economy recovers. 

3. Do we need a state-backed bank?

Some consider there is strong evidence of a serious market 
failure around access to finance, especially for fast-growing 
and newer businesses. Hence the call for a state-backed 
business bank, to support the aspirations of new and fast-
growing companies.

4. But is this really the case? 

We need to be careful to differentiate between market failure 
and a market work out. The excessive credit boom in the years 
leading up to the recession led to an extraordinary increase in 
funding for SMEs and commercial real estate in particular. The 
subsequent work out, following the withdrawal of international 

sources of finance, increased regulatory control, capital 
restrictions, increased costs of credit, shorter period loans and 
higher risk horizons, was to be expected. 

At the same time, demand for credit also fell, as a result 
of greater uncertainty, lower risk profiles, reduced working 
capital requirements, inhibited expansion and investment plans 
and the collapse in commercial real estate prices. 

According to the broader SME lending data from the Bank 
of England (op cit) the total lending stock to SMEs including 
overdrafts and loans at the end of December 2013 had fallen 
to £165.3 billion from £176.3 billion at the end of 2012 and 
£189.1 billion at the end of 2011. Overdraft exposure had fallen 
as a percentage of total lending stock from 9.6% to 8.1% over 
the period. 

Total lending to large businesses also fell over the period 
from 2011 to 2013. The total stock of term loan lending to large 
businesses was £262.2 billion down from £297.5 billion. Loan 
stock to large businesses had actually fallen faster down by 
12% compared to 11% for SMEs. 

There is little in the data to suggest term lending to SMEs 
has differed from the pattern of lending to large companies.  
Both sectors have witnessed a lower level of debt and 
leverage. 
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5. Are banks open for business? 

Lending to SMEs and large businesses increased by just 
over 10% in 2013 compared to prior year. Lending to SMEs 
increased from £38.1 billion to £42.6 billion. Repayments 
increased from £44.4 billion to £45.1 billion. The level of 
overall indebtedness fell by £6.3 billion and £2.5 billion in 
both years respectively. 

The pattern of debt reduction is also mirrored in large 
company lending. The level of lending to large firms 
increased by 10% over the period but the overall level of 
debt fell by £30 billion as a result of loan repayment.

According to the latest update from the Banking Task 
Force Appeals Process 2012/13 the  suggestion is that the 
issue of net lending to SMEs is becoming more a lack of 
demand than a restriction of supply. 

6. But does the UK really need another business 
bank at all? 

There is no doubt access to credit has become more 
difficult and more expensive in the period of the recession 
compared to the “easy credit” in the years leading up to 
the recession, but as we have identified much of this can be 
considered as a cyclical adjustment returning indebtedness 
to a pre-recession norm.

7. BIS commissioned research 

Research commissioned by BIS suggests access to credit 
has become much more difficult and will also become an 
“impediment to growth in the future” if the problems are 
not addressed.  

Overall, we suggest that the research is indicative of a 
shortage of finance for SMEs, reflecting banks’ attitudes 
to risk and their own pressures to de lever combined 
with banks’ market power in the SME sector. Although 
demand is also probably subdued, there is a high level of 
discouragement from application for lending as well as high 
rejection rates and margins on credit after controlling for 
risk. 

If the situation is not resolved, output, investment and 
employment will be lower than would otherwise be the case, 
with adverse effects on economic performance in the short 
and longer term. 

8. Funding for Lending Scheme Update Bank of 
England Q3 2013 

According to the Funding for Lending Scheme Update Bank 
of England Q3 2013, indicative median interest rates on new 
credit facilities to SMEs overall have fallen modestly since 
mid-2012. 

Surveys of small businesses show more of an 
improvement in the cost of credit to SMEs: for example, 
businesses responding to the Federation of Small 
Businesses (FSB) survey reported that, on average, their 
cost of credit fell between mid-2012 and 2013 Q2 and 
continued to edge lower in Q3 . Those surveys also suggest 
that the availability of credit has been improving over the 
past year or so, albeit from a low base.  

There has been increased SME lending activity 
consistent with this improvement in credit conditions and 
the economy overall.  Gross lending in the three months to 
October was £1.5bn higher than the same period a year ago.  
But repayments have also risen, resulting in negative net 
lending.

In addition to Funding for Lending, other government 
schemes such as the Enterprise Finance Guarantee scheme 
are having success at providing finance for SMEs. 

9. Is greater competition the answer? 

Some consider, there is a fundamental lack of competition 
within the highly concentrated UK banking sector. This was 
discussed extensively by the Independent Commission on 
Banking, which noted that 85% of SME accounts sat with 
the ‘big four’ high street banks.

The recent expansion of SME lenders such as 
Handelsbanken and Aldermore is considered to be welcome 
news. As is the development of new peer-to-peer and 
alternative funding models, such as Funding Circle, Market 
Invoice, and Platform Black. 

More competition, more funding types such as Peer 
to Peer Lending, CDFIs, Business Angels, Small Business 
Private Equity, Asset Backed Finance, SME Debt Bonds 
and even the introduction of Wonga business loans offer a 
plethora of alternative funding options. However it should 
be noted that the reluctance of business owners to sacrifice 
equity for greater financial security is a long standing 
challenge to  the venture capital and business market. 
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Time for a change?

Many businesses stay with their existing bank out of 
convenience, but in today’s competitive market it’s worth 
considering other banks’ rates, charges and customer 
satisfaction ratings. While the prospect of switching your 
banking partner may seem daunting, it should actually  
be very straightforward. It should also be fast.

In September 2013, the Payments Council launched the  
Current Account Switch Service, designed to make switching 
even easier by allowing you to change your current account 
provider in just seven working days, and guaranteeing that 
all of your payments will be managed quickly and easily. RBS 
is an active participant in this scheme and so if you switch to 
us, we will ensure the process of moving your account will be 
completed within the seven working days. 

Here are some things to think about when switching, and what 
RBS in particular can offer your business.

Assess how your business uses its bank

Although standard business current accounts may offer the 
same features – chequebook, debit card, company credit cards 
– they can vary enormously in the interest rates they offer on 
credit balances, overdraft charges, and quality of service. 

At RBS, we offer a valuable package of benefits (subject to 
the conditions set out below) for new customers who switch 
their business current account to us, including:

•  6 months free banking

•  1% cashback on your overdraft and loan (payable after your 
free banking period)

•   No annual fee on business credit cards for the first 12 months

Is access to a local business branch important to you?

If you want to be able to discuss your banking needs face to 
face, having a personal contact at a local branch will be an 
important factor in your choice of bank. Our Relationship 
Management teams can help with your financial requirements 
and also business planning and development. 

All our Relationship Managers go through a full accreditation 
process by The Chartered Banker Institute (the trading name 
of The Chartered Institute of Bankers in Scotland) to make sure 
they have the right skills and expertise to help you take your 
business forward. They also work with colleagues across the 
RBS Group to offer sector specialists, wealth management, 
asset finance, invoice finance and international and domestic 
cash management. 

If you prefer to bank via internet and telephone, the proximity 
of the local branch of your chosen bank won’t be be such a 
consideration. At RBS our Online and Mobile Banking services 
are free to use, with a number of options available 24 hours a 
day. We also offer a free mobile Business Banking app. Our UK 
based Business Line, telephone banking service, enables you to 
speak to a member of staff regarding your account information. 

Weigh up the value of customer service  
and added value benefits

Of course, you can’t really measure customer service until you 
actually sign up with your chosen bank but there are some 
things to consider during the selection process. Are there 
mobile facilities available? Will you be talking to a machine or 
be assigned a Relationship Manager? And what services are 
available as part of your business bank account?

Is it important for you to have access to business tools and 
guides to help your business strategy and provide support 
on day to day issues? At RBS we offer access to our online 
Business Hub which provides tools, customer offers and 
guidance on developing your business. Bizcrowd is another tool 
which can help businesses by making meaningful connections, 
meeting new customers, finding new suppliers and gaining 
advice (www.bizcrowd.com). Added to this we offer free 12 
month Regus Businessworld Preferred Membership for new 
customers which entitles you to 15 visits to over 1,500 Regus 
Business Lounges worldwide.

Dave Whiteman

RBS Regional Director,  
North West

To talk to your local  
RBS team just call  
0800 529 8243 

(Text Relay 
18001 0800 529 8243) 
or drop in for a chat  
at your nearest branch.

Mon to Fri 9am - 5pm 
(excluding bank holidays). 
Calls may be recorded.

Search: RBS Switcher

Dave Whiteman, Regional Director at RBS in the North West gives some  
tips on what to consider when switching your business bank account.

Security may be required. Product fees may apply. Over 18s only.

ANY PROPERTY USED AS SECURITY, WHICH MAY INCLUDE YOUR HOME, MAY BE REPOSSESSED  
IF YOU DO NOT KEEP UP REPAYMENTS ON A MORTGAGE OR OTHER DEBT SECURED ON IT.

The RBS Business Current Account offer is only available 
to customers who choose our Business Current Account 
(Standard Tariff) with an annual turnover less than £2 million, 
where the business has been trading for a minimum of one 
year. RBS reserves the right to alter, amend or foreclose this 
offer without prior notice. All credit applications are subject 
to approval. Over 18 only subject to status. The offer does 
not apply to any additional new business current accounts 
opened that have not been switched.

6 months free banking: Free banking will commence from 
the date your account is opened and means that the charges 
for the day-to-day running of your account (known as your 
‘service charge’) will not apply during the free banking 

period. Charges for “Unarranged Borrowing”, “Additional 
Charges” and “Bankline Charges” are not part of the free 
banking offer. At the end of this period, you will automatically 
revert to the Standard Published Tariff. However, you will 
also have the opportunity to select a different tariff, if your 
business banking needs have changed. 

1% cashback on the amount you borrow: 1% cashback 
applies where a borrowing application has been made within 
30 calendar days of account opening, and the Business 
Current Account is still open at the time the cashback is paid. 
Cashback will be based on:

•  Loans – the highest month end loan balance during  
the first 6 full calendar months of account opening. 

•  Overdraft – the highest month end overdraft limit during 
the first 6 full calendar months of account opening. 
Overdraft arrangement fees will apply.

The minimum and maximum cumulative cashback payable 
per business is £150 and £2,500, respectively. There are no 
minimum or maximum borrowing thresholds to be eligible 
for this offer. Cashback will be credited into the Business 
Current Account before the end of the 8th full calendar 
month after account opening.

No annual fee on your Business Credit cards for the first 12 
months: This offer applies to UK businesses when a Business 
Credit Card application has been made within 6 months of 
account opening. For business use only. 

The Royal Bank of Scotland plc. Registered in Scotland, No. 90312. Registered Office: 36 St. Andrew Square, Edinburgh EH2 2YB.  
Authorised by the Prudential Regulation Authority and regulated by the Financial Conduct Authority and the Prudential Regulation Authority.
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10. Too many Government Schemes already - the real 
role for the Business Bank 

In January this year the Public Accounts Committee (PAC) 
based on evidence from the Department of Business, 
Innovation and Skills (BIS), HM Treasury, the British 
Chambers of Commerce, the Federation of Small Businesses 
and Barclays Bank, released a quite damning report on 
current government attempts at intervention in the market. 

“Small and medium-sized enterprises have a vital role 
to play in driving the UK’s economic recovery, but despite 
government attempts to encourage lending to SMEs many 
still struggle to access the finance they need,” Margaret 
Hodge, chair of the PAC, explained.

The problem stems from a failure to properly manage 
the issue. “Departments manage their various schemes not 
as a coherent programme but simply as a series of ad hoc 
initiatives,” Ms Hodge explained.

Historically, schemes have been created ad hoc to 
address particular market weaknesses, meaning no 
department has a view of what success will look like for the 
programme as a whole.

“Government must use the establishment of the (British 
Business) Bank to start managing departmental schemes 
as a coherent programme, clearly setting out what it wants 
to achieve, and how each scheme and the programme as 
a whole will contribute towards the overall objective of 
making it easier for SMEs to access the finance they need,” 
Ms Hodge said.

Thus far, BIS hasn’t gone far enough to ensure businesses 
have access to the information they need on the potential 
range of financing options available to them.

Consequently, there must be a clear strategy to enable 
SMEs to become aware of the appropriate funding options 
for their needs.

11. Summary and Conclusion 

Whilst there is still some way to go on the journey back 
to “normal” market conditions we don’t believe that the 
current positioning nor purpose of the British Business Bank 
will deliver the necessary help.

One of the main roles of the Bank must be to act as 
an umbrella body for the administration and promotion 
of all existing state-backed lending and equity schemes. 
The proliferation of similar sounding schemes is having the 
opposite intended effect on the market. Existing schemes 
need tidying up before new schemes are launched. This 
should be the primary role of the British Business Bank.

At February’s Chamber Council over 40% of members 
voted that a British Business Bank would add nothing new 
and just over 30% said it would add extra complexity to the 
market if it started to operate as a “bank”.

We see little or no role for the Business Bank in acting 
as a first point of contact nor lender of last resort for 
businesses seeking finance. However, the Business Bank can 
act as a sign post to channel leads and enquiries. 

We do not perceive the role of the Business Bank to be 
to lend directly to viable, high-growth, new, or innovative 
businesses, including SMEs unable to obtain finance through 
the commercial banking system. 

Given the outstanding level of SME debt currently (£165 
billion) and the likely demands for additional SME finance 
(£50 billion) over the next five years, the capital adequacy 
of the Business Bank is a severe problem.

We do not consider there is a fundamental lack of 
competition within the highly concentrated UK banking 
sector. 

As economic conditions continue to improve and market 
influences alter, the role of the Business Bank may become 
more defined. At present though the lack of understanding 
and awareness in the business community does not bode 
well for its immediate acceptance and success. With poor 
take up of funds through existing schemes the immediate 
focus should be on delivering these effectively to a wider 
business market.

Chris Fletcher
Director – Policy & Communications

Dr John Ashcroft
Chief Economist
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