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BUSINESS LENDING IN THE UK AND SCOTLAND 
This paper collates and summaries the latest evidence on the trends in lending 
to businesses at a UK and where available, at the Scottish level. 
KEY EVIDENCE SOURCES 
Scottish Government – SME Access to Finance Survey 
Bank of England – Business Lending Data, Credit Conditions Survey, Trends in 
Lending 
Department of Business, Innovation and Skills – SME Lending Panel Data 
Confederation of British Industry – Access to Finance Survey 
TRENDS IN BANK LENDING 
Trends in lending result from a combination of both the supply and demand for 
credit. It is important for policy makers to understand the extent to which 
weaker lending patterns are a result of a tightening of supply by financial 
institutions or due to weaker demand for funds by businesses.  
The evidence remains slightly varied, but the overall picture emerging appears 
to be that of the deterioration in credit availability bottoming out while the 
cost of credit, both direct and indirect, are still increasing although the pace of 
increases is also beginning to slow. 
There are mixed messages concerning the level of demand for finance, but a 
clear indication that there is a lower success rate in the proportion of credit 
obtained and frustration amongst those firms seeking finance and experiencing 
difficulties  
The availability and cost of finance is a limiting factor for firms in meeting 
their objectives, however, a lack of demand for products and services appears 
to be the main restraint amongst the majority of firms.  
These findings are consistent with the high level picture that there is a gradual 
rebuilding of confidence and increased stability in the global banking sector, 
as seen across the equity and money markets over the last 6 months.  
CREDIT AVAILABILITY AND COST 
Since 2006, the rate of lending to businesses (both large and small) has 
declined, with this decline accelerating since the start of the credit crunch in 
mid-August 2007.  
Bank lending to companies fell sharply over 2008 – The Bank of England’s 
Inflation Report indicates that part of the fall in lending activity is due to a 
substantial fall in the number of lenders operating in the UK market – 
particularly foreign lenders. 
The first quarter of 2009 saw relatively stable (small but positive) figures for net 
lending to PNFCs (Private Non-Financial Corporations), however Bank of 
England figures show that from April to July net lending to businesses was 
consecutively negative, i.e. a net repayment of debt from businesses to 
lenders. July’s fall in lending was the largest decline since June 2000, however 
August saw the first positive net lending since March with an increase of 0.3 
per cent. 
The recent large falls in lending are partly down to large companies turning to 
capital markets to raise equity to repair balance sheets and also issuing bonds 
in the face of constraints in long term lending. Smaller companies will not have 
the same ability to access these instruments. 
The Bank of England Credit Condition Survey reports that corporate credit 
availability increased over the past 3 months, with the main contributing factor 
being the changing cost and availability of funds. A further increase in 
corporate credit availability was anticipated for the coming quarter. The 
availability of secured and unsecured lending to homes and small businesses 
was reported to have fallen over the quarter and unsecured lending was 
anticipated to further decrease over the coming quarter. 
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3 Month LIBOR/Money Market Spread 

0.00

0.50

1.00

1.50

2.00

2.50

3.00

3.50

1.
8.

08

1.
9.

08

1.
10

.0
8

1.
11

.0
8

1.
12

.0
8

1.
1.

09

1.
2.

09

1.
3.

09

1.
4.

09

1.
5.

09

1.
6.

09

1.
7.

09

1.
8.

09

1.
9.

09

Pe
rc

en
ta

ge
 P

oi
nt

s

 
Source: Bank of England, EcoWin 

M4 Lending to Private non-financial corporations* 
 

 Change 
(£billions) 

Growth Rate  
(1month %) 

April -4.6 -0.9 

May -0.8 -0.1 

June -1.1 -0.2 

July -8.4 -1.7 

August 1.3 0.3 

*Seasonally adjusted and excluding the effects of securitisations 

Source: Bank of England 
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Lenders reported spreads on secured and corporate lending had widened over 
the quarter, and are expected to widen further over the next 3 months. Non-
price terms on secured lending have also tightened, with borrowers with higher 
loan to value requirements facing the greatest tightening, but lenders anticipate 
a general easing in non-price terms over the next three months.  
Surveys conducted by both the Scottish Government and Scottish Enterprise at 
the Scottish level and by the CBI at the UK level have all found that the 
availability of credit has reduced over the past year while costs, 
predominantly indirect costs associated with time and arrangement fees, have 
risen. 
DEMAND FOR CREDIT 
There is mixed evidence surrounding the demand for credit. The Scottish 
Government’s Access to Finance Survey found that Scottish SMEs had 
increased their demand for finance in an attempt to raise working capital 
during the downturn, and at the UK the BoE’s Credit Conditions survey found 
that over the past quarter to the end of September demand had increased by 
small businesses and medium sized PNFCs. However there is conflicting 
evidence from BIS Bank Lending panel data in which banks are reporting that 
demand for finance is a key issue and remains down compared to 2007 levels.  
The latest Bank of England Credit Conditions survey - covering the period to 
2009 Q3 shows that for small businesses, the demand for both secured and 
unsecured credit has risen over the past quarter. Demand from medium sized 
PNFCs has also increased in the three months to September, but large PNFCs 
demand fell, but by a relatively small amount.  
Over the following quarter demand for credit was expected to increase from all 
sizes of business and for both secured and unsecured lending. This increase in 
demand is reported to be driven largely by the changing cost and availability of 
funds, and by the economic outlook and appetite for risk no longer negatively 
influencing demand.  
MARKET INTELLIGENCE 
CBI Access to Finance Survey (July 09) 
For the first time since its inception in January the survey reports that the 
availability of both new and existing finance to businesses has risen 
slightly. The proportion of firms reporting an increase in the direct cost of 
finance has also fallen for the third consecutive survey since March. Looking 
ahead, firms expect conditions to slightly improve over next 3 months, although 
current conditions continue to impact on business activities. 
Very large firms reported the greatest rise in the availability of new finance with 
a balance of 50 per cent reporting an improvement in availability of new credit 
lines over the previous 3 months, compared to 8 per cent for SMEs and 0 per 
cent for Large firms. For the previous surveys, Very large firms had reported 
the largest deteriorations in availability, the latest figures therefore highlight the 
slowdown and reversal in that deterioration. 
Expectations for the next 3 months are that there will be a further slight 
improvement in current credit conditions, with a balance of 2 per cent 
predicting a rise in availability of new credit lines and a corresponding balance 
of 18 per cent expecting an increase in existing credit. 
Against a backdrop of substantial falls in both the LIBOR and BoE Base Rate, 
respondents still reported that there was a rise in direct costs for both existing 
and new credit over the 3 months to July. However, fewer respondents 
reported a rise than in the previous survey in May, with a notable fall in the 
proportion of firms reporting a rise of more than 100 basis points and the 
largest proportion of firms reporting no change. 
In terms of indirect costs, arrangement fees and the speed and administrative 
burden of accessing new finance were the most common ways that the cost 
and availability of finance had changed over the past 3 months, with a net 
balance of 29 per cent and 32 per cent respectively reporting increases in 
these, although again the balance of firms reporting increases is decreasing. 
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Availability of New Finance over past 3 Months 
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Demand for Credit 
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Scottish Government Survey of SMEs Finances 
The Scottish Government published a survey on July 16th of SMEs ability to 
access finance. 1001 small and medium sized firms were interviewed during 
March and April 2009 making it the most recent large scale survey of Scottish 
businesses’ finances available.  
The results were in line with recent Bank of England data suggesting that the 
supply of lending to businesses has declined. The proportion of applications 
rejected has increased and firms are obtaining a smaller proportion of finance 
applied for on average, down from 75 per cent in 2007 to 56 per cent in 2009. 
The supply  of finance to high-growth firms appears to have reduced fairly 
dramatically with only 44 per cent of applications being approved in 2009 
compared to 79 per cent in 2007. 
The sectors (excluding self-employed) showing the biggest declines in 
approvals rates are Hotels/Restaurants (17pp), Business Activities (12pp), 
Wholesale/Retail (11pp), Manufacturing (9pp) and Construction (7pp).  
The survey also found that demand for finance had increased since the onset 
of the credit crunch and subsequent recession. This was explained by the 
acute short term working capital requirements of firms who were looking for 
cash to see out the downturn, while demand for finance for longer term 
investment had fallen. 
SMEs are facing increased costs both when applying for new lending and 
when re-financing existing credit. Increases in charges, the interest rate and 
the time taken by banks to reach a decision were reported as the most 
common experience when re-financing.  
The survey also indicates businesses have revised downward their growth 
aspirations since 2007, presumably due to the current economic conditions 
and the tightening of credit markets negatively impacting on trading conditions. 
The majority of micro firms have revised their expectations towards ‘getting 
smaller’ while for small and medium firms there is a shift away from ‘growing 
substantially’ towards either ‘growing moderately’ or ‘staying the same’. 
In terms of barriers to business success, falling demand for goods and 
services and the availability and cost of finance are the two constraints 
which have seen the biggest jumps in terms of their impact on the failure of the 
firm to meet its business objectives since 2007. 
The survey also highlighted the concentration of the SME banking market – 
with two banking groups (RBS and the new Lloyds Banking Group) responsible 
for over three quarters of all rejected applications. Although there does not 
appear to be any large differences in the lending policies of the main banks at 
the moment, this market concentration leaves the SME credit market 
vulnerable to changes in the practises of these two banks.  
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Growth aspirations for next 3 years (change since 2007) 

-9%

-7%

-5%

-3%

-1%

1%

3%

5%

Become smaller Grow moderately Grow substantially Stay the same

Micro Small Medium  
Source: Scottish Government, SME Access to Finance 2009 

Demand for finance during last 3 years
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