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WHY WE NEED A STATE-BACKED 
BUSINESS BANK
Across Britain, there is strong evidence of a serious market failure around 
access to finance, especially for fast-growing and newer businesses. The British 
Chambers of Commerce (BCC) has argued for months that to overcome that 
market failure, Britain needs a state-backed business bank, in particular to 
support the aspirations of new and fast-growing companies. 

Our existing financial institutions, including the high street banks that 
historically financed most business expansion, have a sharply lower risk 
appetite today than they did in the past. Banks’ loan books are significantly 
smaller than they were, and have continued to contract in recent months. 
And despite protestations to the contrary, that risk appetite will continue to 
decline over the coming years as new domestic and international regulatory 
regimes, shareholder demands, and ever-higher capital requirements further 
constrain their capacity to lend. 

Many have argued that greater equity financing could pick up the slack. It 
is true that equity financing, venture capital and business angels could and 
should play a bigger role in financing UK businesses. Realistically, however, 
this will still form a small proportion of the market – as will the alternative 
and peer-to-peer finance providers currently in vogue. Debt will remain the 
single biggest form of business financing not just for the next few years, but 
for decades to come. 

We commend the government for its efforts to boost the profile and take-up 
of equity and alternative finance provision, and are working with many such 
providers to ensure that more businesses in the ‘real economy’ are aware of 
their services. 

We commend, and participate in, the ongoing effort to create a vehicle for 
the securitisation of SME debt, an effort that was convened quickly following 
Tim Breedon’s recent report on the supply and demand of finance for UK 
SMEs.

However, the government’s efforts to increase the flow of working capital to 
businesses, starting with the Enterprise Finance Guarantee and ending most 
recently with the Funding for Lending scheme, all share a fatal flaw: total 
dependence on the existing UK banking infrastructure.
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If created, a state-backed business bank will ultimately require its own 
origination and credit risk assessment infrastructure – thereby giving it the 
ability to lend directly to companies. While private-sector lenders should 
be given first right of refusal on all business applications, a state-backed 
business bank that cannot take its own decisions on risk will fail to have the 
desired long-term impact on UK company growth. 

Let us be crystal clear: the BCC does not want a state-backed business bank 
to harm the UK’s financial services industry or take market share away from 
high-street or challenger banks. We want to avoid crowding out private-sector 
lenders that can make genuine offers to viable businesses, avoid distorting 
competition, and focus a business bank’s efforts clearly on young businesses 
unable to access funds (or those without a track record seeking or obtaining 
finance).1

Instead, its rationale for existence is to take the risks that ever-more 
conservative financial institutions are unwilling to take. It should provide the 
seed-corn and the fertiliser for Britain’s enterprises of the future. 

We recognise that what we are proposing is an institution that can only 
be created in the medium-to-long term – and that politicians of all stripes 
hanker for the development of solutions that will have an immediate effect. 
There is, undoubtedly, a place for short-term policies, such as the Bank of 
England-Treasury Funding for Lending scheme. There is also a case for the 
swift implementation of an ‘aggregation’ vehicle to securitise UK SME loans, 
which would have the effect of creating additional headroom for existing 
financial institutions to lend.

But there is also a place for a radical change to the structure of business finance 
in the UK that would change the shape of the British economy for decades 
to come. By introducing a business bank with strong risk appetite and access 
to the ‘patient capital’ some dynamic firms require, more young, high-growth 
and privately-owned UK companies will achieve their potential, rather than 
plateau or succumb to purchase by a stronger overseas competitor.

The BCC’s message to David Cameron, George Osborne, Nick Clegg and 
Vince Cable is clear: a strong business bank could be your legacy to Britain. It 
would be the corner-stone of a truly business-friendly environment, helping 

1  BDRC Continental SME Finance Monitor, Q3 2011, http://www.sme-finance-monitor.co.uk/ The SME Finance Monitor states that a business is significantly more 
likely to be declined finance if it is less than five years old.
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to nurture Britain’s growth companies more sustainably and over the long-
term. And that’s a legacy worth fighting for. 

THE ISSUES
The access to finance issues faced by businesses in many countries over the 
past five years are well-known. 

Yet, as the Breedon Review, Eurostat and others have noted, the situation in 
the UK is unique. No other country has seen bank deleveraging on the same 
scale as the UK. SME loan rejection rates in the UK are higher than in other 
European countries. And UK small- and medium-sized companies, unlike 
those in many other countries, are overwhelmingly reliant on debt when they 
seek external financing. Breedon suggests that UK SMEs alone face a finance 
gap of up to £59bn within five years.2

These constraints are borne out by the BCC’s own research. In a recent 
survey, 42% of businesses said that access to finance issues would have 
either ‘a strong influence’ or ‘a significant influence’ on their business during 
2012.3  As our own research and the SME Finance Monitor show, many of the 
remaining companies are ‘happy non-seekers’ of external finance – funding 
their business through their own resources. 

Chamber of Commerce members seeking business finance have reported a 
number of increasingly acute problems since 2008:

 ` It is more difficult for businesses to access external finance now than 
it was before the financial crisis. Banks require more information before 
approving credit facilities, and are more likely to use imperfect information 
as a justification for rejection rather than incur the cost of assessing risk 
more fully; certain sectors (such as construction and hospitality) seem to 
suffer from a negative bias, tending toward swift rejection; and there are 
greater security requirements when facilities are offered. Many businesses 
are realistic about the cost of finance, and understand that it will be more 
expensive than the years leading up to 2008, but still report increased 
obstacles to securing finance in the first place.

 ` There is a lack of trust between lenders and businesses, damaged when 

2  Tim Breedon, Boosting Finance Options for Business, March 2012.
3  British Chambers of Commerce snap poll, June 2012.
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the original credit crunch occurred, and not repaired since. The BCC has 
summarised this as a gap in relationships, transparency, and trust. This 
has led to the phenomenon of ‘discouraged demand’, which translates 
as businesses that want finance, but will not approach banks to try and 
get it because of the assumption that they will either be rejected or that 
they will have other facilities re-evaluated. Fully 12% of companies – one in 
every eight – surveyed in the largest independent survey of SME finance 
conditions, represent ‘discouraged demand’.4

 ` 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.5 The ICB’s recommendations for increased 
competition are moving ahead, but businesses in the real economy still 
often view banks as being “all the same”. This viewpoint, combined with 
the perception that switching between finance providers is difficult and 
that some banks will only lend to certain sectors, leads to a lack of choice 
for businesses attempting to obtain external finance. 

 ` Smaller, younger, and higher-growth businesses find it harder to access 
finance than more established firms. Statistical evidence backs this up: 
the SME Finance Monitor’s results show that renewals are more likely to be 
approved than new applications, and that businesses trading for less than 
five years were more likely to face declines.6 Many of the oft-mentioned 
‘gazelle’ firms, who create a significant proportion of all employment 
growth, have noted access to finance as a key barrier to further expansion 
as far back as 2008.7 Some firms also report that they are discouraged 
from accessing finance due to a lack of clarity, knowledge, or skills. 

 ` Regulatory changes, including the Basel III rules and the Independent 
Commission on Banking’s recommendations, will affect both the cost 
and the availability of SME debt financing. Higher bank capital ratios 
and liquidity requirements, the separation of investment banking and high 
street banking, and other shifts in the regulatory environment will have a 
further effect on banks’ willingness to lend to SMEs over the long term.

4  BDRC, SME Finance Monitor, Q1 2012, p.10.
5  Sir John Vickers, Independent Commission on Banking Final Report, September 2011.
6  BDRC, SME Finance Monitor, Q1 2012, http://www.bdrc-continental.com/business-sectors/financial-and-business/sme-finance-monitor/.
7  BERR, High Growth Firms in the UK: lessons from an analysis of comparative UK performance, 2008.
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 ` The introduction of state-backed support schemes has been impeded 
by lack of coherence, poor roll-out, poor communication, and over-
dependence on existing bank infrastructure. While the government has 
made a number of attempts to increase the availability of finance to SMEs, 
from the Enterprise Finance Guarantee and the introduction of welcome 
new short-term export finance products8, through to the most recent 
Funding for Lending scheme, these have been bedevilled by a capability-
expectations gap. This has been commented on extensively by the BCC, 
and by independent commentators.9 Businesses expected swift availability, 
clear information, and efficient processes – but the reality on the ground 
has been far different, with coal-face bank personnel often unable or 
unwilling to facilitate access to what is a bewildering array of products. 
Inexperienced relationship managers and credit officers are still often 
incapable of explaining how state-backed products work, or how local 
businesses can access them. It is an open question whether this is down to 
incomplete information, difficulties in rolling out training, or the fact that 
banks’ incentive structures are geared to the sale of their own products, 
rather than helping companies to access Government support. 

MOVING TOWARD SOLUTIONS
Chamber of Commerce members have three priorities for the financial system:

 ` Immediate action by financial institutions to address the gap in 
relationships, transparency, and trust that arose in the wake of the credit 
crunch and deleveraging; 

 ` Action to increase competition in the banking system, to ensure real 
choice and to widen access to commercial lending; 

 ` The creation of mechanisms by government and the Bank of England to 
prevent future credit crises on the scale seen in recent years. 

For the BCC, the first of these priorities is the responsibility of the banks, and 
steps are being taken through the Business Finance Taskforce to increase 
transparency, facilitate SME appeals, and widen access to information.10 The 

8  The BCC’s 2012 International Trade Survey, for example, found that only 3% of over 2,500 exporters had used UK Export Finance assistance, many of whom were 
large companies. 
9  See, for example, Breedon (op cit). 
10  The 17 Taskforce commitments, which the BCC is actively working to implement and monitor, can be viewed at www.betterbusinessfinance.co.uk.



7

banks have a long road to travel to restore relationships with their existing 
customers, many of whom will still need their help with working capital over 
the months and years ahead. 

The second priority, increasing competition, is being addressed in part 
through the implementation of the recommendations of the Independent 
Commission on Banking. The recent expansion of SME lenders such as 
Handelsbanken and Aldermore is welcome news, as is the development of 
new peer-to-peer and alternative funding models, such as Funding Circle, 
Market Invoice, and Platform Black. But these are niche players. Regulators, 
including the successor to the Financial Services Authority and the further-
empowered Bank of England, must ensure that mainstream competition 
continues to expand. 

The achievement of business’s third demand, however, will require legislative 
and policy action by government. It is the BCC’s firm belief that only a state-
backed business bank can play both a pro-cyclical and counter-cyclical role 
to encourage access to finance. As work by a wide range of commentators 
– including independent reviewers acting on behalf of government11, think-
tanks12, and business organisations13 – has shown, the UK is virtually unique 
in lacking a state-backed business finance institution of the sort we are 
proposing. 

HOW WOULD A STATE-BACKED BUSINESS 
BANK WORK?
The BCC believes that a British Business Bank should have the following remit:

 ` To rebuild confidence in the financial system, by acting as a first point 
of contact and a lender of last resort for businesses seeking finance. 
It can do this by working proactively with both high-street banks and 
other private originators, of which there are over 100 in the UK, to obtain 
commercial financing for as many businesses as possible. This should 
include the facilitation of supply chain and trade finance in addition to 
more conventional business finance products.

 ` To lend directly to viable, high-growth, new, or innovative businesses, 

11  See, for example, ongoing work by AFME and the working group on an ‘aggregation agency’, following on from the Breedon Review.
12  See, for example, work by NESTA, Civitas, and the Institute for Public Policy Research.
13  E.g. the Federation of Small Businesses, Alt+Finance, March 2012.
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including SMEs unable to obtain finance through the commercial 
banking system. Its mission in this area would explicitly be to address both 
‘discouraged demand’ and the more risky, fast-growing propositions which 
banks are presently unwilling to service.14 Direct lending should take the 
form of both long-term debt finance (‘patient capital’) and risk capital for 
firms that are experiencing rapid growth. It may also be possible for the 
business bank to partner with commercial banks to provide mezzanine 
funding, another key requirement for growth firms.

 ` To act as an umbrella body for the administration and promotion of all 
existing state-backed lending and equity schemes (e.g. the Enterprise 
Finance Guarantee, National Loan Guarantee Scheme, Funding for Lending, 
UK Export Finance, Enterprise Capital Funds, Angel Coinvestment Funds, 
Business Finance Partnership, etc). The need for a single ‘brand’ for 
Government finance support was clearly articulated by the Breedon Review, 
and is strongly supported by BCC.   While we applaud the consolidation of 
many schemes into Capital for Enterprise Ltd, more still needs to be done 
to create an established brand that has business confidence for the future. 
Use of the word ‘bank’ in this context is critical, as a business bank will be 
seen as a decisive long-term intervention rather than another short-lived 
government initiative or agency. 

 ` To tackle shocks or market failures that substantially constrain the 
flow of credit to significant parts of the UK business community. Once 
established, a business bank could oversee temporary interventions to 
support businesses in particular sectors that find themselves unable to 
access finance due to external factors. One example would be perfectly 
viable and growing property or construction businesses that were affected 
by the swift and widespread withdrawal of facilities to this sector in 2008-
2009. 

Some commentators have proposed that other sectors where the UK presently 
faces a market failure – including the financing of major infrastructure projects 
– could also be housed in the same institution.15

14  This is supported by NESTA’s report on Barriers to Growth, November 2011, which shows that high-growth firms are statistically more likely to encounter barri-
ers in accessing finance (see http://www.nesta.org.uk/publications/assets/features/barriers_to_growth). It is also borne out by the first annual report on appealed 
loan decisions, which found that 51% of appeals were upheld on declined applications from start-ups seeking working capital, and 63% from existing businesses 
who were new customers, compared to 39% of existing bank customers. See Russell Griggs, Appeals Process Independent External Reviewer Annual Report 
2011/12, p 26.
15  These include Lord Skidelsky, Blueprint for a British Investment Bank, November 2011 and the Labour Party’s Small Business Taskforce, led by Nick Tott, who 
published The Case for A British Investment Bank in July 2012.



9

3
2
1

We respectfully disagree. While there may be a case for a British Infrastructure 
Bank, perhaps developed through the expansion of the recently-established 
Green Investment Bank, we believe that SME finance and infrastructure finance 
require extremely different skill sets and processes. Each theme requires 
clear, separate, specialist leadership. The state-backed business bank could 
sit alongside other institutions, but should not be subsumed within them.

WHERE A BUSINESS BANK FITS IN

UK government
guarantees

Securitisation vehicle - provides wholesale funding

Existing banks, challengers, 
alternative finance providers

SME market

Infrastructure 
bank/GIB

Business 
Bank

Infrastructure 
projects

 
If the government is willing to commit to the establishment of a business 
bank, with support from all sides of the political spectrum, the journey for 
companies seeking finance can be made simpler, faster, and less bureaucratic 
for any company that has completed the appropriate due diligence and 
preparation in advance of applying for finance. This is crucial, as unnecessary 
complication will dissuade potential applicants, and therefore be counter-
productive.

The BCC proposes a simple three-step process, as follows: 

A business applies for a loan through the Business Bank.

The Business Bank refers the application to commercial lenders, who will be given 
30 days to agree finance privately.

If unsuccessful with commercial lenders, the application is clawed back to the 
Business Bank, which makes a decision on agreeing facilities or turning down the 
business’s application.
If denied, businesses are signposted to alternatives to debt finance, such as       
business angels, VC/equity funding sources, peer-to-peer facilities, factoring, etc.
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DEALING WITH OBJECTIONS
Some in the British civil service, and many in the wider policy and media 
community, are adept at saying that certain things are simply “too hard” to 
do – and some even focus their energies on ensuring that proposals like this 
one gather dust on a Whitehall shelf. 

A business bank would distort competition. Our model provides the business 
bank with an explicit remit to place as many companies as possible with 
private-sector originators, and only to act as a ‘lender of last resort’ for viable 
and dynamic companies. When coupled with a vehicle to securitise SME loans, 
a business bank could in fact help to ‘crowd in’ private sector investment, 
rather than restrict it. This will be all the more necessary as regulatory changes 
bite and bank capital requirements rise over the remainder of the decade.

A business bank would fall foul of EU rules. We believe that the government 
should re-examine this oft-stated claim, and if it is found to be true, to take 
a stand on this issue in Brussels. If Germany is allowed to have a business 
bank in Kreditanstalt für Wiederaufbau, grandfathered under the provisions 
of the Treaty of Rome, then all EU member states should have similar rights. 
It violates the principles of EU competition law and the Single Market for 
legislation to be used to maintain an unfair competitive advantage for one 
member state. 

A business bank would violate State Aid rules. The BCC has long argued 
that state aid is used as an excuse for inaction, rather than as a call to action. 
One way to reassure European regulators that a business bank would not 
distort competition or fall foul of state aid rules is to ensure that it is open 
to business from all European, as well as British, companies. As loans would 
be denominated and paid in sterling, fears of ‘leakage’ of funds backed by a 
UK government guarantee could be minimised. What’s more, loans made at 
market rates do not fall foul of state aid rules anyway.

It would take too long to create the infrastructure for a business bank. 
Some commentators believe that it would be overly difficult to create a new 
infrastructure for direct lending to businesses. We have already argued that 
the existing UK bank infrastructure is inadequate for the task at hand. We 
also refute the suggestion that it is simply “too difficult” to create origination 
and credit risk analysis functions for a new institution – it will simply take 
time and dedication, and long-term thinking by policy-makers. A number of 
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options exist here, including:

 ` The use of credit reference agencies, who have a central pool of analysts 
monitoring the strength of business applications, as a short-term stop-gap 
whilst an in-house infrastructure is created. This is a system used by many 
peer-to-peer lenders and alternative finance providers.

 ` Use of data from public procurement registers, HMRC, Chambers of 
Commerce and other bodies to assess risk. 

 ` Use legislation to mandate access by the business bank to the records 
of commercial banks, particularly in relation to concerns over breach of 
covenant.

 ` A campaign to hire qualified ex-bank personnel who have experienced 
redundancy or early retirement over the past five years.

It is the BCC’s considered view that these objections are far from 
insurmountable. To date, ministers have simply lacked the political will to face 
down Treasury civil servants and force through the radical changes required. 
Just as risk attitudes amongst lenders must change, risk attitudes amongst 
politicians and the Senior Civil Service must alter as well.

NEXT STEPS
There is much to do before a business bank becomes an established feature 
of the landscape in Britain – but we must begin to undertake the vital 
preparatory work needed to launch such an institution before 2015.

The BCC recommends that the government use slack in the legislative 
timetable for the current parliamentary session to pass enabling legislation 
to set up a British business bank. However, this should not be accompanied 
by a major ministerial announcement – as the premature announcement of 
a business bank could fatally undermine its credibility, not to mention the 
credibility of existing government schemes, such as Funding for Lending, 
that need to be given time and stability to work. 

A Treasury minister should also be appointed in the upcoming re-shuffle 
with explicit responsibility for the development of the business bank for 
the remainder of the Parliament. In order to ensure that this is a cross-
party, inclusive and long-term institution, the appointment of a cross-bench 
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(e.g. Lord Skidelsky) or Opposition peer (e.g. Lord Davies, Lord Adonis) to 
shepherd the bank’s development should be considered as a real option.

Meantime, the effort  to set up an ‘aggregation vehicle’ to securitise SME 
debt must be sustained and taken forward by BIS and HM Treasury as 
quickly as possible following the report of the AFME-led Working Group in 
October. This vehicle is the lynchpin needed to ‘crowd in’ institutional funding 
and money sitting on large corporations’ balance sheets, and to provide 
headroom for existing business lenders. It will serve both the commercial 
funding market and the future business bank. 


