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1� E x e c�uti v e�S u�m�m a r�y�
T his�is a�r es e ar c h�r e p ort�i n v esti g ati n g p ot e nti al�iss u es i n t h e�U�K�d e bt-l e n di n g�m ar k et�a n d�esti�m ati n g�
t h e i�m p a ct of�p ot e nti al�c orr es p o n di n g�s ol uti o ns,�w hi c h�i n e vit a bl y c a n�i n v ol v e s o�m e�dis c ussi o n�of�p oli c y.�
N o n et h el ess,�it is m ostl y�c o n c er n e d�wit h�esti�m ati n g�t h e eff e cts�of�t h os e s ol uti o ns�as�a r es e ar c h e x er cis e.�

T h e�G r e at�Fi n a n ci al�C ri si s�( G F C) m a r k e d�a t u r ni n g�p oi nt�i n d e bt-l e n di n g�m a r k et s.� St ri ct e r�p r u�-
d e nti al�r e g ul ati o n�a n d�hi g h e r�f u n di n g�c o st s�h a v e�l e d ti�n a n ci al�i n stit uti o n s t o�ti g ht e n�t h ei r�c r e dit�
s u p pl y,�e s p e ci all y�f o r s�m all�a n d�m e di u�m�e nt e r p ri s e s�( S�M E s),�a n d�t o i n c r e a s e r ej e cti o n�r at e s.�T hi s�
e n vi r o n�m e nt�h a s�t h e n c ul�mi n at e d i n t h e di s c o u r a g e�m e nt�of�S�M E s�f r o�m a p pl yi n g�f o r fi n a n c e.�

T h e�c o nt r a st b et�w e e n�t h e p r e- a n d�p o st�G F C�p e ri o d s�mi g ht�b e�s o�l a r g e t h at it p ot e nti all y�gi v e s�t h e�
i m p r e s si o n t h at t h e�c h all e n g e s�f a c e d b y�S M E s�s e e ki n g�b a n k�fi n a n c e�o nl y�st a rt e d i n 2 0 0 8.�H o�w -

e v e r,�t h e y�a r e�l o n g st a n di n g a n d�t h e a d e q u a c y�of,�m o st�n ot a bl y,�l o n g t e r�m c a pit al�s u p pl y�h a s�b e e n�
s u bj e ct�of�di s c u s si o n�f o r al�m o st�1 0 0�y e a r s�a s�e vi d e n c e d f o r i n st a n c e b y�t h e M a c�mill a n�G a p,�a t e r�m�
c oi n e d f r o�m t h e�1 9 3 1�M a c�mill a n�C o�m mitt e e,�w hi c h�p oi nt e d�o ut�S M E s’�dif fi c ult y�of�r ai si n g�l o n g-

t e r�m fi n a n c e�f o r v al u e s�b et�w e e n�£ 5,�0 0 0�t o £ 2 0 0,�0 0 0�(M e rli n- J o n e s�, 2 0 1 0 ). 

T hi s�r e p o rt�r e vi e�w s�a n�e xt e n si v e�lit e r at u r e o n�d e bt-l e n di n g�m a r k et s�a n d�b u si n e s s�fi n a n c e�i n o r�-
d e r�t o�l a y o ut�i d e nti fi e d m a r k et�f ail u r e s i n t h e�U K�a n d�t h e n�e sti�m at e�t h e�i m p a ct w hi c h�p ot e nti al�
s ol uti o n s�c o ul d h a v e�i n m a r k et�o ut c o�m e s�a n d�a g g r e g at e�v a ri a bl e s.�T hi s�q u a ntit ati v e�a n al y si s�i n-

cl u d e s�a m o d el�of�t h e i�m p a ct of�r el ati o n s hi p�wit h�m ai n�b a n k�o n�S M E�di s c o u r a g e�m e nt,�t h e p r e di c�-
ti o n of�t h e i�m p a ct of�ot h e r�c o u nt ri e s’�b a n k�s y st e�m s�o n�U K�l e n di n g a n d�a m a c r o�st r u ct u r al�m o d el�of�
hi g h e r�l e n di n g o n�i n v e st�m e nt, o ut p ut�a n d�ot h e r�a g g r e g at e�v a ri a bl e s.�T o�f u rt h e r i nf o r�m o u r�a n al�-
y si s,�w e�h a v e�c o n d u ct e d�s e�mi- st r u ct u r e d i nt e r vi e�w s wit h�S M E s�a n d fi�n a n ci al�i n stit uti o n s, t o h a v e�
a�d e e p e r�u n d e r st a n di n g�of�t h ei r sit u ati o n.�T hi s�q u alit ati v e�r e s e a r c h�p r o vi d e s�i n si g ht i nt o p e r c e p�-
ti o n s a n d b e h a vi o u r s�r at h e r�t h a n q u a nti fi a bl e�fi n di n g s�f r o�m a�st ati sti c all y�r e p r e s e nt ati v e�s a�m pl e.�
S e�mi- st r u ct u r e d i nt e r vi e�w s a r e�u s e d�t o e x pl o r e�t h e n u a n c e�of�vi e�w s�a n d�t o e x pl o r e�t o pi c s of�i nt e r-

e st�i n g r e at e r�d e pt h.�T h e y�a r e�n ot�d e si g n e d�t o�b e�st ati sti c all y�r e p r e s e nt ati v e�b ut�d o�off e r�c r u ci al�
a d diti o n al�i nf o r�m ati o n a n d�c o nt e xt�t o s u p p o rt�q u a ntit ati v e�d at a.�

S p e ci fi c all y,�w e�a n s�w e r�t h e f oll o�wi n g r e s e a r c h�q u e sti o n s:�

•�A r e�t h e r e�a n y�m a r k et�f ail u r e s�t h at�a r e�o c c u r ri n g�i n t h e�b u si n e s s�l e n di n g m a r k et�t h at�t h e�
c o�m�m e r ci al�b a n ki n g�s y st e�m�a n d�c u r r e nt�p u bli c�i nt e r v e nti o n s a r e�n ot�a d d r e s si n g ?�W h at�
g a p s�i n t h e�m a r k et�a r e�t h e r e ?�W h at� g a p s�a r e�n ot�b ei n g�eff e cti v el y�a d d r e s s e d ?�A r e�t h e r e�
a n y�ri s k s�t h at a r e�n ot�b ei n g�a d d r e s s e d ?�

•�B a s e d�o ni nt e r n ati o n al�c o�m p a ri s o n s,�a r e t h e r e�alt e r n ati v e,�c o�m�m e r ci al�a n d�n o n- c o�m�m e r ci al�
a p p r o a c h e s�t h at�c o ul d b ett e r�a d d r e s s�m a r k et�g a p s�a n d�m a r k et�f ail u r e s i n S�M E s�s e e ki n g�fi -

n a n c e�i n t h e U�K ?�

•�W h at� a r e�t h e c h a r a ct e ri sti c s�of�t h o s e a p p r o a c h e s�t h at m a k e�t h e�m di sti n ct�f r o�m t h e c u r r e nt�
U K�m o d el�( e.�g.�t r a n s a cti o n al�v e r s u s�r el ati o n s hi p- b a s e d�a p p r o a c h e s�t o l e n di n g d e ci si o n s) ?�

•�W h at� c h a n g e s�w o ul d�b e�n e e d e d�i n t h e�U K�S�M E�l e n di n g l a n d s c a p e f o r s u c h�alt e r n ati v e�a p�-

4�



    

             

             

  

               

              

                 

              

           

          

               

     

            

              

              

              

              

                   

                    

            

              

              

               

               

                 

             

              

       

               

            

           

              

            

       

              

             

                 

               

               

             

               

 

p r o a c h e s�t o b e�eff e cti v e ?�

•�W h at� a n al yti c al f r a�m e�w o r k c a n�b e�e st a bli s h e d�t o a s s e s s�a d diti o n alit y�of�t h e alt e r n ati v e�a p�-
p r o a c h e s�i n t h e U K�c o�m p a r e d�t o t h e c o u nt e rf a ct u al�of�t h e c u r r e nt�c o�m�m e r ci al b a n ki n g�s y s�-
t e�m c o nti n ui n g ?�

E x a�mi n e d�e vi d e n c e�s u g g e st s�t h at t h e U K�m a r k et�w a s�c o n c e nt r at e d�at�l e a st u ntil�2 0 1 5,�al b eit�wit h�
d e c r e a si n g�l e v el s, w hi c h�i s ill u st r at e d b y�t h e ri si n g�m a r k et�s h a r e�of�c h all e n g e r�b a n k s�a n d�alt e r n a�-
ti v e l e n d e r s.�T hi s�s h o ul d b e�at�l e a st i n p a rt�b e�d u e�t o v a ri o u s�m e a s u r e s�i m pl e�m e nt e d b y�t h e C o�m -

p etiti o n�a n d�M a r k et s� A ut h o rit y�( C�M A)�a n d�t h e�B riti s h�B u si n e s s�B a n k�( B B B) i n o r d e r�t o�i n c e n-

ti vi s e�c o�m p etiti o n.�C o nt ri b uti n g�t o�c o n c e nt r ati o n�a r e�e nt r y�b a r ri e r s�i n cl u di n g si z e�a d v a nt a g e s,�
r e g ul at o r y�o b st a cl e s�s u c h�a s�c a pit al�r e q ui r e�m e nt s,�d e�m a n d�p r ef e r e n c e s�a n d�r el ati v e�u n a�w a r e�-
n e s s�of�all�e xi sti n g�ti n a n ci al�p r o d u ct s�a n d�l e n d e r s, a n d�l o�w e r i nf o r�m ati o n l e v el s o n�b o r r o�w e r s�b y�
n e�w�l e n d e r s t h a n e st a bli s h e d�i n c u�m b e nt s.�

P oli ci e s�a n d�m e a s u r e s�i m pl e�m e nt e d t o i n c e nti vi s e c o�m p etiti o n�i n cl u d e, f o r i n st a n c e, n e�w b a n k�li-
c e n s e s,�t h e�C o�m m e r ci al�C r e dit�D at a�S h a ri n g,�O p e n�B a n ki n g,�t h e�B B B�Fi n a n c e�H u b,�t h e�E N A B L E�
F u n di n g�p r o g r a�m m e�a n d�t h e�B a n k�R ef e r r al�S c h e�m e,�a n d�t h ei r�eff e ct s�s h o ul d b e�e v al u at e d�o v e r�
ti�m e.�O u r�m a r k et�e n g a g e�m e nt�wit h�fi n a n ci al�i n stit uti o n s i n di c at e s t h at,�w hil e�ai�m e d�at�t h e�m ai n�
i n d u st r y p r o bl e�m s,�s o�m e�of�t h o s e�m e a s u r e s�c a n�b e�i m p r o v e d.�N o n et h el e s s,�it c a n�al r e a d y�b e�o b�-
s e r v e d�t h at t h e�m a r k et�s h a r e�i n t ot al�g r o s s�b a n k�l e n di n g of�t h e�l a r g e st fi v e�b a n k s�t o�S�M E s�i n t h e�
U K�h a s�d e cli n e d�f r o�m a b o ut�6 0�p e r�c e nt�i n 2 0 1 2�t o�j u st a b o v e�4 0�p e r�c e nt�i n 2 0 2 4.�T h e�e xt e nt�
t o�w hi c h�t hi s�r e p r e s e nt s�hi g h e r�c o�m p etiti o n,�h o�w e v e r,�d e p e n d s�o n�t h e�s u b stit ut a bilit y�b et�w e e n�
t h e�fi n a n ci al�p r o d u ct s�off e r e d�b y�n e�w�a n d�i n c u�m b e nt l e n d e r s.�If�n e�w�l e n d e r s p r o vi d e�fi n a n ci al�
p r o d u ct s�w hi c h�c a n�f u n d t h e�s a�m e�n e e d s�of�b u si n e s s e s�a s�fi n a n ci al�p r o d u ct s�s u p pli e d b y�i n c u�m-
b e nt s,�t h e n b u si n e s s e s�c a n�s wit c h fi n a n ci al�p r o vi d e r s,�d e p e n di n g�of�c o u r s e�o n�p ri c e�a n d�t e r�m s a n d�
c o n diti o n s�off e r e d.�H o�w e v e r,�if n e�w l e n d e r s off e r�t y p e s of�fi n a n c e�n ot�u s ef ul�t o m o st�b u si n e s s e s,�
t h e n i n c u�m b e nt s will�m ai nt ai n�a�hi g h�m a r k et�s h a r e.�T h e�i�m p a ct i n t h e m a r k et�of�n e�w�l e n d e r s al s o�
d e p e n d s�o n�w h et h e r�t h e y�t a r g et�p r e vi o u sl y�u n d e r- s e r v e d�S M E s�( a n d c o�m p et e�wit h�e a c h�ot h e r�
t h e r e).�N o n et h el e s s,�w e�c o n cl u d e�t h at t h e c u r r e nt�U K�m a r k et�c o n c e nt r ati o n�l o o k s si�mil a r�t o t h at�
of�ot h e r�c o u nt ri e s�i n cl u d e d i n t hi s r e p o rt.�

T h e�r e p o rt�al s o�i d e nti fi e d a�d e�m a n d�g a p�f o r fi n a n c e�c a u s e d�b y�v a ri o u s�c o nt ri b uti n g�f a ct o r s s u c h�
a s�hi g h�ri s k- a v e r si o n of�fi n a n ci al�i n stit uti o n s, i nf o r�m ati o n a s y�m m et r y�b et�w e e n�l e n d e r s a n d S�M E s,�
i�m p e rf e ct i nf o r�m ati o n b y�S�M E s,�b a n k s’�c o�m p e n s ati o n�s c h e�m e�a n d�m a r k et�i n c e nti v e st r u ct u r e,�
w hi c h,�i n p a rti c ul a r,�c a u s e�b a n k s�t o�wit h d r a�w�fi n a n ci al�s u p p o rt�d u ri n g�d o�w nt u r n s.�B a s e d�o n�t h e�
lit e r at u r e a n d�o u r�m a r k et�e n g a g e�m e nt,�t h e�i m p e rf e ct i nf o r�m ati o n f o u n d�s u g g e st s�a n�u nf ul fill e d�
S�M E�d e�m a n d�f o r fi n a n ci al�a d vi c e�a n d�s u p p o rt.�

C e nt r al�t o�t hi s�w o r k�a r e�t h e�c o n c e pt s�of�c e nt r ali s e d�v e r s u s�d e c e nt r ali s e d�b a n ki n g.�W e� f oll o�w�
M a y e r� et�al.�(2 0 2 1 ) i n d e�fi ni n g�t h e�l att e r�“ a s�o n e�t h at�p r o vi d e s�r el ati o n s hi p- b a s e d b a n ki n g�s e r�-
vi c e s�t o�it s c u st o�m e r s�b y�o p e r ati n g�i n cl o s e�p r o xi�mit y�t o�t h e�m a n d�vi a�a�b u si n e s s�m o d el�t h at�r e -

li e s o n�c ulti v ati n g�a n d�utili zi n g�t h e st r o n g�r el ati o n s hi p�it e st a bli s h e s�wit h�it s c u st o�m e r s�t o g at h e r�
a n d�b uil d�s oft�i nf o r�m ati o n”�w hi c h�i s t h e n�u s e d�i n l e n di n g d e ci si o n s.�R el ati o n s hi p�b a n ki n g�i s al s o�
oft e n�a s s o ci at e d�wit h�b u si n e s s�fi n a n ci al�a d vi c e�a n d�s u p p o rt.�C e nt r ali s e d�b a n ki n g�o n�t h e�ot h e r�
h a n d�u s e s�m o stl y�“ h a r d”�i nf o r�m ati o n (�w hi c h c a n�b e�e x p r e s s e s�i n n u�m b e r s),�s u c h�a s�c r e dit�s c o r e s,�
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t o e v al u at e�b o r r o�wi n g�a p pli c ati o n s.�T hi s�a s s e s s�m e nt�i s i n g e n e r al�p e rf o r�m e d�vi a�ri s k�m o d el s�a n d�
t h e a n al y si s�of�c u st o�m e r�d at a�b y�b a n k’�s st aff l o c at e d i n a�c e nt r al�a r e a,�w h o�t h e r ef o r e d o�n ot�c o�m e�
i nt o c o nt a ct�wit h�t h e�cli e nt.�T hi s�i s t h e s y st e�m p r e v al e nt�i n t h e U K.�

T h e�c h a r a ct e ri sti c s�of�a�r el ati o n s hi p�a p p r o a c h�h a v e�t h e�p ot e nti al�of�r e d u ci n g�t h e�i nf o r�m ati o n�
a s y�m�m et r y�b et�w e e n�b o r r o�w e r s�a n d l e n d e r s, i�m p r o vi n g b u si n e s s e s’�k n o�wl e d g e�a b o ut�t h e ti n a n c e�
m a r k et�(t h u s�r e d u ci n g�i�m p e rf e ct i nf o r�m ati o n),�a s�w ell�a s�i n c r e a si n g t h e�s u c c e s s�r at e s�of�l e n d-

i n g.�M o r e o v e r,� r el ati o n s hi p- b a s e d�l e n d e r s al s o�t e n d�t o�p r e s e nt�m o r e�u n�w a v e ri n g�fi n a n c e�p r o�-
vi si o n�t h a n�t h ei r�c e nt r ali s e d�c o u nt e r p a rt s,�f o r i n st a n c e, b ei n g�o b s e r v e d�t o�m ai nt ai n�l e n di n g d u r�-
i n g m a c r o e c o n o�mi c�d o�w nt u r n s�w hil e�c e nt r ali s e d i n stit uti o n s wit h d r a�w�fi n a n c e�( s e e S e cti o n�4.�6 ). 

T hi s�c o ul d�h el p�di�mi ni s h�S�M E s�d e bt�a v e r si o n�b y�r e d u ci n g�t h ei r�p e r c ei v e d�b o r r o�wi n g�ri s k,�e s p e�-
ci all y�w h e n�p r o vi di n g�p e r s o n al�g u a r a nt e e s.�T h e�i n c r e a s e d c o�m p etiti o n,�wit h�t h e e nt r a n c e�of�n o n-

b a n k�l e n d e r s, mi g ht�n ot�s ol v e�t hi s i s s u e a s�e xi sti n g�( b ut li�mit e d) e vi d e n c e�s u g g e st s�t h at n o n- b a n k�
l e n d e r s a r e�e v e n�m o r e�li k el y t h a n b a n k s�t o r e d u c e�l e n di n g i n ti�m e s of�e c o n o�mi c�di st r e s s.�

O u r�i nt e r vi e�w s wit h�S�M E s�a n d�fi n a n ci al�i n stit uti o n s h a v e�al s o�d e�m o n st r at e d�t h e�i�m p o rt a n c e of�
r el ati o n s hi p�b a n ki n g�a n d�fi n a n ci al�a d vi c e�i n h el pi n g�S M E s�c o�m m u ni c at e�wit h�l e n d e r s a b o ut�t h ei r�
b u si n e s s e s�a n d�m a k e�t h e ri g ht fi n a n ci al�c h oi c e�f o r t h e�m.�

Gi v e n�t h e�lit e r at u r e r e vi e�w a n d�t h e�r e s ult s�of�o u r�i nt e r vi e�w s, w e�h a v e�e sti�m at e d�t h e�i m p a ct of�a�
st r o n g�r el ati o n s hi p�wit h�t h e�m ai n�b a n k�i n i�m p r o vi n g t h e�p r o b a bilit y�of�S M E�a p pl yi n g�f o r fi n a n c e�
a n d�h a v e�e v al u at e d�t h e�e x p e ct e d�eff e ct�of�r el ati o n s hi p�b a n ki n g�i n t h e�U K�o n�t h e�p r o b a bilit y�of�
b a n k�l e n di n g t o b u si n e s s e s,�o n�t h e r e s ulti n g�o v e r all�a�m o u nt�l e nt t o b u si n e s s e s,�a n d�o n�m a c r o e c o�-
n o�mi c�a g g r e g at e s�s u c h�a s�i n v e st�m e nt a n d�o ut p ut.�

O n�t h e�fi n a n c e�a p pli c ati o n�si d e,�u si n g�t h e�S M E�Fi n a n c e�M o nit o r�( S�M E F�M),�w e�e sti�m at e�a p r o b a�-
bilit y�m o d el�of�n ot�a p pl yi n g�f o r fi�n a n c e�a n d�of�b ei n g�s u c c e s sf ul.�O u r�e sti�m at e s�d e�m o n st r at e�t h e�
i m p o rt a n c e of�a g o o d�r el ati o n�wit h�b u si n e s s e s’�m ai n�b a n k.�A�st r o n g�r el ati o n�wit h�t h e�m ai n�b a n k�
h a s�a n�e sti�m at e d�i�m p a ct o n�r e d u ci n g�n o n- p a rti ci p ati o n�hi g h e r�t h a n�t h e�i�m p a ct of�h a vi n g�l o�w e r�
ri s k�r ati n g,�r e d u ci n g�t h e�p r o b a bilit y�of�n o n- p a rti ci p ati o n�b y�1 0�p e r c e nt a g e�p oi nt s.�A n al o g o u sl y,�
a st r o n g�r el ati o n�wit h�t h e�m ai n�b a n k�i n c r e a s e s t h e�p r o b a bilit y�of�a p pli c ati o n�s u c c e s s.  M o r e o v e r,�
w e�s h o�w t h e hi g h�i n ef fi ci e n c y of�n o n- p a rti ci p ati o n,�w h e r e�m o st�n o n- p a rti ci p a nt�b u si n e s s e s�h a v e�
a p r o b a bilit y�of�a p pli c ati o n�s u c c e s s�hi g h e r�t h a n�5 0�p e r�c e nt.�T hi s�e x e�m pli fi e s�t h e�e xi sti n g�p ot e n�-
ti al f o r i n c r e a s e d l e n di n g j u st f r o�m t a c kli n g di s c o u r a g e�m e nt.�

T h e�i m pl e�m e nt ati o n of�a n et�w o r k�of�r el ati o n s hi p�l e n di n g i n t h e U K�c o ul d�t a k e t hi s f u rt h e r b y�i m-

p r o vi n g�b a n k s’�willi n g n e s s�t o a n d�c o n diti o n s�of�l e n di n g, w hi c h�w o ul d�l e a d t o hi g h e r�b u si n e s s�l o a n s�
b y�n ot�o nl y�i n c r e a si n g s u c c e s s�r at e s�of�w o rt h y�fi n a n c e�a p pli c a nt s�b ut�al s o�b y�e n c o u r a gi n g�m o r e�
b u si n e s s e s�t o a p pl y.�T hi s�c o ul d�t a k e t h e f o r�m eit h e r�of�n o n- r e g ul at e d�o r�r e g ul at e d fi n a n ci al�i n sti-

t uti o n s.�T h e�f o r�m e r c o ul d b e�n o n- d e p o sit o r y�l e n d e r s o r�d e p o sit-t a ki n g�l e n d e r s wit h�s o v e r ei g nt y�
i m m u nit y.�T h e�l att e r, i n p a rti c ul a r,�w o ul d�e n c o u nt e r�a f e�w c h all e n g e s�t o�i m pl e�m e nt ati o n a n d�o p�-
e r ati o n.�Fi r stl y,�t o st a rt�o p e r ati n g,�t h e n e�w�f ull y r e g ul at e d b a n k s�w o ul d�n e e d�t o m e et�i niti al c a pi�-
t al�r e q ui r e�m e nt s�a s�w ell�a s�h a v e�a b a n ki n g�pl atf o r�m.�S e c o n dl y,�m ai nt ai ni n g�t h ei r�d a y-t o- d a y�a n d�
e m e r g e n c y�li q ui dit y w o ul d�r e q ui r e�s o�m e�c e nt r al�i n stit uti o n.�L a stl y,�t h e s e�b a n k s�w o ul d�h a v e�t o�
g e n e r at e�e n o u g h�i n c o�m e a b o v e�c o st s�a n d d ef a ult s�i n o r d e r�t o b uil d�u p�t h ei r e q uit y�a n d�m e et�c a p�-
it al r e q ui r e�m e nt s.�
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I n o r d e r�t o e sti�m at e�t h e eff e ct�of�i�m pl e�m e nti n g r el ati o n s hi p�b a n ki n g�i n t h e U K,�w e�u s e�a p r o b a bil�-
it y m o d el�f o r t h e e sti�m ati o n�of�t h e ti n a n c e�g a p�i n t h e c u r r e nt�U K�s y st e�m r el ati v e�t o t h e U K�u n d e r�
t h e G e r�m a n�o r�t h e Fr e n c h�s y st e�m s,�w hi c h�i n cl u d e a�l a r g e p r o p o rti o n�of�b a n k s�o p e r ati n g�r el ati o n -

s hi p�b a n ki n g.�F o r�t hi s,�w e�u s e�t h e�S u r v e y�o n�t h e�A c c e s s�t o�Fi n a n c e�of�E nt e r p ri s e s�( S A F E).�T hi s�
a p p r o a c h�p r o vi d e s�a n�i n di c ati o n of�t h e p ot e nti al�eff e ct�o n�l e n di n g of�t h e r ef o r�m.�T o�e sti�m at e�t h e�
fi n al�eff e ct�o n�m a c r o e c o n o�mi c�v a ri a bl e s�( e.�g.�o ut p ut,�c o n s u�m pti o n,�i n v e st�m e nt),�w e�c o n st r u ct�a�
b e s p o k e�m a c r o�st r u ct u r al�m o d el.�

K e e pi n g�i n mi n d�t h e a s s u�m pti o n s�a n d li�mit ati o n s d e s c ri b e d�i n S e cti o n�6.�3.�4 ,o u r�r e s ult s s h o�w t h at,�
b et�w e e n�2 0 1 1�a n d�2 0 1 9,�l e n di n g c o ul d h a v e�b e e n�s u b st a nti all y�hi g h e r�i n t h e�U K�u n d e r�t h e�G e r�-
m a n�o r�Fr e n c h�s y st e�m s�d u e�t o�i n c r e a s e s i n d e�m a n d�a n d�s u p pl y�of�l o a n s.�U n d e r�t h e�a s s u�m pti o n�
t h at l o a n v al u e�p e r�b u si n e s s�w o ul d�r e�m ai n�t h e s a�m e,�o u r�e sti�m at e s�i n di c at e t h at,�o n�a v e r a g e,�t h e�
f o r�m e r w o ul d�h a v e�r e s ult e d i n 5 0�p e r�c e nt�hi g h e r�a n n u al�l e n di n g i n t hi s�p e ri o d.�T h e�l att e r w o ul d�
h a v e�c a u s e d�a b o ut�2 ti�m e s t h e a ct u al l e v el s.�T h e s e�a r e�d ri v e n�b y�st ati sti c all y�si g ni fi c a nt i n c r e a s e s�
i n t h e j oi nt p r o b a biliti e s�of�b u si n e s s e s�a p pl yi n g�f o r fi�n a n c e�a n d b ei n g�a c c e pt e d,�f o r b ot h�S�M E s�a n d�
l a r g e b u si n e s s e s.  F o r�S M E s,�t h e�a v e r a g e�j oi nt p r o b a bilit y�of�a p pli c ati o n�a n d�s u c c e s s�m o v e s�f r o�m�
1 1�p e r�c e nt�t o 1 8�( 2 7) p e r�c e nt�u n d e r�t h e G e r�m a n�( Fr e n c h) c o u nt e rf a ct u al.�F o r�l a r g e e nt e r p ri s e s,�
it ri s e s�f r o�m 2 1�p e r�c e nt�t o�3 3�( 3 8)�p e r�c e nt�u n d e r�t h e�G e r�m a n�( Fr e n c h)�c o u nt e rf a ct u al.�If t h e�
a v e r a g e�v al u e�of�a d diti o n al�l o a n s w e r e�t o b e�l o�w e r, t h e n t ot al a d diti o n al�l e n di n g w o ul d�b e�l o�w e r.�

T h e�eff e ct s�o n�p r o b a biliti e s�a r e�u s e d�t o�c ali b r at e�o u r�m a c r o e c o n o�mi c�m o d el.� W e� e sti�m at e�t h at,�
u n d e r�t h e i�m pl e�m e nt ati o n of�t h e G e r�m a n�( Fr e n c h) s y st e�m i n t h e U K,�

•�I n c r e a s e i n G�D P�b y�1 ( 2.�1) p e r�c e nt�a b o v e�b a s eli n e�wit hi n�fi r st�5 y e a r s�a n d�ri si n g�f u rt h e r t o�
1.�7�( 3.�5) p e r�c e nt�i n l o n g r u n.�

•�I n c r e a s e i n a g g r e g at e�i n v e st�m e nt b y�1.�7�( 3.�5) p e r�c e nt�a b o v e�b a s eli n e�wit hi n�fi r st�5�y e a r s�
a n d�ri si n g�f u rt h e r t o 2.�1�( 4.�4) p e r�c e nt�i n l o n g r u n.�

•�I�m p a ct o n�h o u r s�w o r k e d�a n d�e�m pl o y�m e nt�n e ut r al�wit h�n o�si g ni fi c a nt�c h a n g e s�i n t h e l o n g r u n�
u n d e r�t h e�G e r�m a n�c o u nt e rf a ct u al,�b ut�w a g e s�ri s e�b y�2.�9 p e r�c e nt�u n d e r�t h e�Fr e n c h�c o u n�-
t e rf a ct�u al.�

•�B ot h�t y p e s�of�fi r�m s�b e n e�fit,�b ut�l a r g e fi r�m s�g r o�w m o r e�r el ati v e�t o�S M E s�i n r e s p o n s e�t o�t h e�
r�ef�o r�m.�

T h e�U K�M a r k et�
I n t hi s�s e cti o n,�w e�d e fi n e�t h e�U K�d e bt-l e n di n g�m a r k et,�d e s c ri bi n g�it s m ai n�f e at u r e s�a n d�a ct o r s.�
T h e�i nf o r�m ati o n g at h e r e d�h e r e�f o r�m s t h e b a si s�f o r t h e�m a r k et�f ail u r e s i d e nti fi e d i n S e cti o n�3 .�

Gi v e n�t h at S�M E s�a r e�t h e�m ai n�b u si n e s s�g r o u p�of�i nt e r e st t o�t hi s�r e p o rt,�it i s u s ef ul�t o�st a rt�wit h�
it s d e�fi niti o n.�T h e�t e r�m S�M E�i n E u r o p e�a n d�t h e�U K�c o�m p ri s e s�o r g a ni s ati o n s�wit h�f e�w e r t h a n 2 5 0�
e m pl o y e e s�a n d�a t u r n o v e r�of�l e s s t h a n�€ 5 0�milli o n�o r�a b al a n c e�s h e et�t ot al l e s s t h a n�€ 4 3�milli o n�
(F C�D�O , 2 0 2 3 ). It i n cl u d e s t h e f oll o�wi n g s u b c at e g o ri e s:�

2�
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B u si n e s s�si z e� H e a d c o u nt� T ur n�o v er�or�b al a n c e�s h e et�t ot al�

M e di u�m�si z e d� l e s s t h a n�2 5 0� l e s s t h a n�o r�e q u al�t o € 5 0�milli o n�o r�€ 4 3�milli o n�
S�m all� l e s s t h a n 5 0� l e s s t h a n o r�e q u al�t o�€ 1 0�milli o n�
Mi c r o� l e s s t h a n 1 0� l e s s t h a n o r�e q u al�t o € 2�milli o n�o r�€ 2�milli o n�

Gi v e n�t h at t h e d at a s et s�u s e d�i n t hi s r e p o rt d o�n ot�p r e s e nt�a n y�i nf o r�m ati o n o n�b u si n e s s e s’�b al a n c e�
s h e et,�o u r�d at a�a n al y si s�c o n si d e r s�t h e S�M E s�d e�ti niti o n�b a s e d�o nl y�o n�e m pl o y�m e nt�a n d�t u r n o v e r.�

2. 1� T h e�S u p�pl�y�Si d e�
Li k e�i n a n y�ot h e r�m a r k et,�c r e dit�s u p pl y�i s g e n e r all y�s h a p e d b y�t h e�fi n al�o bj e cti v e�o r�mi s si o n�( e.�g.�
p r o�fit�m a xi�mi s ati o n)�of�a fi n a n ci al�i n stit uti o n.�T h e�s u c c e s sf ul�a c hi e v e�m e nt�of�t hi s�mi s si o n�r eli e s�
o n�t h e�o w n e r s hi p,�g o v e r n a n c e,�c ult u r e�a n d�l e a d e r s hi p st r u ct u r e s�i n pl a c e�(D o d d s�, 2 0 2 0 ). T h e s e�
s h a p e�t h e�i n c e nti v e s aff e cti n g�h o�w fi n a n ci al�i n stit uti o n s o p e r at e.�F u rt h e r�m o r e,�t h e�vi a bilit y�of�
diff e r e nt�fi n a n ci al�i n stit uti o n s i s d et e r�mi n e d�n ot�o nl y�b y�t h ei r fi�n a n ci al�h e alt h,�b ut�al s o�b y�t h e r e g -

ul at o r y�r e q ui r e�m e nt s�u n d e r�w hi c h�t h e y�o p e r at e.�

T hi s�s u b s e cti o n�d e s c ri b e s�t h e�m ai n�fi n a n ci al�i n stit uti o n s i n t h e�U K.�It s e e k s�t o�u n d e r st a n d�t h ei r�
b u si n e s s�m o d el s,�a c c o u nti n g�f o r t h ei r f u n di n g s o u r c e s�a n d�c o st s�a n d�t h e f a ct o r s d et e r�mi ni n g�t h ei r�
l e n di n g d e ci si o n.�T h e�s c o p e�of�t hi s�r e p o rt�m o stl y�e nt ail s�t e r�m l o a n s a n d�a n y�p ot e nti al�s u b stit ut e�
t o t h e s e s u c h�a s s et�fi n a n c e�– i n e s s e n c e,�fi n a n c e�w hi c h�s u p p o rt s�b u si n e s s�g r o�wt h.�It d o e s�n ot�c o n�-
si d e r�i nt e r- c o r p o r at e l e n di n g n o r�e q uit y�c a pit al.�

( L e g a c y) R et ail�B a n k s�

R et ail�hi g h�st r e et�b a n k s�g e n e r all y�f u n d t h ei r l e n di n g f r o�m c u st o�m e r�d e p o sit s,�w h ol e s al e�m a r k et s�
a n d�c a pit al�( e.�g.�e q uit y�a n d�r et ai n e d�e a r ni n g s),�of�w hi c h�t h e�f o r�m e r�r e p r e s e nt s�t h e�l a r g e st p r o�-
p o rti o n�of�t ot al f u n di n g.�W h ol e s al e� f u n di n g,�w hi c h�t e n d s t o b e�m o r e�e x p e n si v e,�i n cl u d e s s e c u r e d�
b o r r o�wi n g�( e.�g.�s e c u riti s ati o n),�u n s e c u r e d�d e p o sit s�f r o�m ot h e r�b a n k s�a n d�fi n a n ci al�i n stit uti o n s�
o r�l a r g e c o�m p a ni e s,�a n d�t h e i s s u a n c e of�d e bt�i n st r u�m e nt s li k e b o n d s,�w hi c h�a r e�s ol d�t o i n v e st o r s.�
T hi s�t y p e of�f u n di n g i s t y pi c all y u s e d�w h e n�b a n k s�n e e d�t o b o r r o�w�i n e x c e s s�of�t h ei r r et ail d e p o sit s�
o r�w h e n�t h e y�n e e d�q ui c k�a c c e s s�t o�l a r g e a�m o u nt s�of�f u n di n g (B a n k�of�E n gl a n d�, 2 0 1 4�Q 4�). S o�m e�-
ti�m e s,�g o v e r n�m e nt�s c h e�m e s�a r e�al s o�alt e r n ati v e�s o u r c e s�of�f u n di n g,�s u c h�a s�t h e F u n di n g�f o r L e n d�-
i n g S c h e�m e�( F L S) l a u n c h e d b y�t h e B a n k�of E n gl a n d�a n d�t h e G o v e r n�m e nt�i nJ ul y�2 0 1 2�(C�M A�,2 0 1 6 ). 

B a n k s�a r e�p r o fit- s e e ki n g�fi n a n ci al�i n stit uti o n s a n d�t h e r ef o r e t h ei r l e n di n g d e ci si o n s�a r e�b a s e d�o n�
p r o�fit�m a xi�mi s ati o n.�P r o�fit s�b ef o r e�t a x a r e�gi v e n�b y:�

p r o fit s�=�n et�i nt e r e st i n c o�m e +�ot h e r�i n c o�m e −�o p e r ati n g�c o st s�−�i�m p ai r�m e nt c o st s�

N et�i nt e r e st i n c o�m e i s t h e diff e r e n c e�b et�w e e n�i nt e r e st o n�b a n k s’�l e n di n g a n d�t h ei r�f u n di n g c o st s�
(F C A�, 2 0 1 8 ). B a n k s�al s o�r ai s e�r e v e n u e�f r o�m n o n-i nt e r e st�s o u r c e s,�s u c h�a s�c u st o�m e r�f e e s,�i n v e st-

m e nt�b a n ki n g,�s e c u riti e s�b r o k e r a g e�a n d�m ut u al�f u n d s al e s.�

W h e n� c h o o si n g�w h et h e r�t o�p r o vi d e�fi n a n c e�t o�b u si n e s s e s�a n d�t h e�c o n diti o n s�a n d�t e r�m s�of�t h e�

8�



             

              

                 

            

  

               

               

               

              

             

              

               

             

              

               

            

             

     

               

               

               

              

               

              

                 

               

             

               

               

               

                

                 

          

               

               

               

             

                

       

  

 

l e n di n g,�b a n k s�c o n si d e r�diff e r e nt�f a ct o r s�d e p e n di n g�o n�t h e�ti n a n ci al�p r o d u ct�i n q u e sti o n.�T h o s e�
i n cl u d e n at u r e�a n d�si z e�of�t h e�b o r r o�wi n g�a n d�c h a r a ct e ri sti c s�of�t h e�fi r�m.�Fi n a n c e�a p pli c ati o n s�
c a n�b e�a s s e s s e d�b y�a ut o�m at e d�p r o c e s s e s�u p�t o�a l o�w v al u e�t h r e s h ol d,�s u c h�a s�£ 5 0�t h o u s a n d�a s�
i n di c at e d i n o u r�m a r k et�e n g a g e�m e nt.�H o�w e v e r,�l a r g e r v al u e s�r e q ui r e�a d diti o n al�att e nti o n�f r o�m�
b a n k�a n al y st s.�

L e n di n g�hi g h�a�m o u nt s�i s m o r e�att r a cti v e�t o�b a n k s�a s,�n ot�o nl y�t h e r e�i s l o�w e r i nf o r�m ati o n a s y�m -

m et r y�b et�w e e n�l e n d e r a n d�l a r g e b o r r o�w e r s�(�w h o t e n d t o�b o r r o�w�l a r g e r a�m o u nt s),�b ut�al s o�c o st s�
of�f u n di n g�a n d�l e n di n g a r e�si�mil a r�a c r o s s�diff e r e nt�l o a n v al u e s.�L a r g e r�a m o u nt s�l e a d t o�hi g h e r�
a b s ol ut e�i nt e r e st w hi c h,�c o u pl e d�wit h�t h e�f a ct t h at�l a r g e r b u si n e s s e s�r e p r e s e nt�a l o�w e r ri s k i n-

v e st�m e nt,�m a k e s�l e n di n g t o�l a r g e b u si n e s s e s�m o r e�att r a cti v e,�alt h o u g h�i nt e r e st r at e s�t o�l a r g e r�
b u si n e s s e s�t e n d t o b e�l o�w e r.�F u rt h e r�m o r e,�b a n k s�al s o�e v al u at e�t h e m a n- h o u r s�a n d�c o st s�d e v ot e d�
t o�t h e�s c r e e ni n g�of�l o a n a p pli c a nt s�b ef o r e�t h e�c o nt r a ct,�t h e�m o nit o ri n g�c o st�d u ri n g�t h e�c o nt r a ct�
a n d�t h e�v e ri fi c ati o n�c o st�p o st- c o nt r a ct,�a g ai n st�t h e o v e r all�f e e s a n d�i nt e r e st t h e y�r e c ei v e.�

A p a rt�f r o�m p r o c e s si n g�c o st s�of�a p pli c ati o n s�f o r�s�m all�a�m o u nt s�w hi c h�c a n�b e�a ut o�m at e d,�t h e s e�
c o st s�d o�n ot�v a r y�si g ni fi c a ntl y�a c r o s s�diff e r e nt�cli e nt s,�a n d�t h u s e c o n o�mi e s�of�s c al e�a ri s e,�w h e r e b y�
l a r g e r l o a n s ( a s s o ci at e d wit h�l a r g e r b u si n e s s e s)�l e a d t o�hi g h e r�p r o�fit s.�F u rt h e r�m o r e,�l a r g e r b u si�-
n e s s e s�mi g ht�p r o vi d e�m o r e�o p p o rt u nit y�f o r�f ut u r e�c r o s s- s elli n g�of�ot h e r�fi n a n ci al�s e r vi c e s�a n d�
p r o d u ct s,�g e n e r ati n g�a d diti o n al�r e v e n u e�st r e a�m s.�

R e g ul ati o n�al s o�a ct s�a s�a�f u rt h e r di si n c e nti v e�f o r l e n di n g t o�S�M E s.�B a n k s�m u st�c o�m pl y�wit h�c a p�-
it al r e q ui r e�m e nt s,�m e a s u r e d�a s�t h e�r ati o�of�b a n k�c a pit al�o v e r�ri s k�w ei g ht e d�a s s et s,�t h e�C a pit al�
A d e q u a c y�R ati o�( C A R).�L o a n s�t o�S�M E s�a r e�i n g e n e r al�d e e�m e d�ri s ki e r�t h a n�l o a n s t o�l a r g e e nt e r�-
p ri s e s�a n d�h o u s e h ol d s.�T h e r ef o r e,�l o a n s t o�S M E s�r e c ei v e�hi g h e r�w ei g ht,�d e c r e a si n g�t h e�C A R�a n d�
m a ki n g�it h a r d e r�f o r b a n k s�t o�m e et�t h e�r e g ul at o r y�r e q ui r e�m e nt s.�F at o u h�et�al.�(2 0 2 1 ) st u d y�t h e�
i m p a ct t h at b a n k s’�r e g ul at o r y�c a pit al�a r bit r a g e�h a d�o n�S M E�l e n di n g aft e r�t h e�G F C,�u n d e r�q u a n�-
tit ati v e�e a si n g�( Q E).�Q E�r e d u c e d t h e�s u p pl y�of�gilt s�t o�t h e�p ri v at e�s e ct o r,�c a u si n g�l o�w e r yi el d s�o n�
gilt s�w hi c h�p a s s e d�t h r o u g h t o�l o�w e r yi el d s�of�i n v e st�m e nt g r a d e�c o r p o r at e�b o n d s�(M c L a r e n�et�al.�,�
2 0 1 4 ). T h e�l att e r b e c a�m e�m o r e�att r a cti v e�f o r l a r g e e nt e r p ri s e s�r el ati v e�t o�b a n k�b o r r o�wi n g.�T h e�
r e s ulti n g�d e cli n e�i n b a n k�l o a n s d e�m a n d�b y�l a r g e e nt e r p ri s e s�l e d b a n k s�t o�s e e k�alt e r n ati v e�a s s et s�
a n d,�gi v e n�t h e�l o�w e r ri s k�w ei g ht s�of�h o u s e h ol d�l e n di n g,�b a n k s�c h o s e�t o�e x p a n d�m o rt g a g e s�a n d�
d e c r e a s e d�S�M E�fi n a n c e.�F at o u h�et�al.�(2 0 2 1 ) e sti�m at e�t h at B a s el�ti e r e d�ri s k�w ei g ht s�r e s ult e d i n a�
d e cli n e�i n S�M E l e n di n g of�£ 5 2�b n�b et�w e e n�M a c h�2 0 0 9�a n d A p ril�2 0 1 3,�w h e r e a s�n o�c a pit al�r e q ui r e -

m e nt s�o r�a fi at�8 p e r�c e nt�r e q ui r e�m e nt ( wit h�n o�diff e r e n c e s�a c r o s s�a s s et s)�w o ul d�h a v e�r e s ult e d i n�
a n�i n c r e a s e d i n S�M E�l e n di n g of�£ 1 4- £ 1 7�b n,�f oll o�wi n g Q E.�

T h e�p e ri o d�p r e c e di n g�t h e�G F C�s a�w a l a r g e i n c r e a s e i n b a n k�l e n di n g,�sti�m ul at e d b y�c h e a p�w h ol e�-
s al e�f u n di n g.�O n e�c o n s e q u e n c e�w a s�a s u b st a nti al�l e n di n g t o�S M E s,�w hi c h�p e a k e d�i n 2 0 0 7�(R B S�
I n d e p e n d e nt L e n di n g�R e vi e�w , 2 0 1 3 ). A n�i m p o rt a nt c a v e at�t o b e�m e nti o n e d�i s t h at 4 0�p e r�c e nt�of�
t hi s�l e n di n g w a s�di r e ct e d�at�r e al�e st at e�b u si n e s s e s.�N o n et h el e s s,�n o n- r e al�e st at e�S�M E s�al s o�b e n�-
e fit e d�f r o�m it b y�u si n g�t h ei r�r e al�e st at e�p r o p e rti e s�a s�c oll at e r al f o r a c q ui ri n g�f u n d s t o�i�m pl e�m e nt�
t h ei r�b u si n e s s�pl a n s�(R B S�I n d e p e n d e nt L e n di n g�R e vi e�w , 2 0 1 3 ). 

C h all e n g er�B a n k s�
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W e� f oll o�w A h e r n�a n d�R o s e�(2 0 2 1 ) a n d�d e ti n e�“ c h all e n g e r�b a n k s”�a s�t h o s e�off e ri n g�alt e r n ati v e�
w a y s�of�b a n ki n g�f o r�p e r s o n al�a n d�b u si n e s s�c u st o�m e r s.�A�cl a s si c�e x a�m pl e�of�a�c h all e n g e r�b a n k�i s�
t h e�M et r o�B a n k,�w hi c h�r e c ei v e d�a U K�b a n ki n g�li c e n s e i n 2 0 1 0,�t h e�fi r st�i n m o r e�t h a n�1 5 0�y e a r s�
(Si n g h�et�al.�,2 0 2 0 ). O v e r�f o rt y n e�w�li c e n s e s h a v e�b e e n�g r a nt e d�si n c e�2 0 1 2�f oll o�wi n g t h e n e�w�r e g -

ul at o r y�f r a�m e�w o r k c o di fi e d i n t h e 2 0 1 2�Fi n a n ci al�S e r vi c e s�A ct�(Si n g h�et�al.�, 2 0 2 0 ). 

A n ot h e r�b a n k�w o rt h�hi g hli g hti n g�i s H a n d el s b a n k e n�( H B),�a S w e di s h�b a n k�w hi c h�e nt e r e d�t h e�U K�
m a r k et�i n t h e 1 9 8 0 s�i n o r d e r�t o s u p p o rt�t h e e x p a n si o n�of�s o�m e�of�it s S�w e di s h�cli e nt s�i nt o t h e U K.�
Si n c e�t h e n,�ith a s�m a d e�t h e U K�o n e�of it s ‘�h o�m em a r k et s’�– off e ri n g�l o c al b u si n e s s e s�a n d i n di vi d u al s�
r el ati o n s hi p�b a n ki n g�a n d�w e alt h�m a n a g e�m e nt�s e r vi c e s.�It h a s�o p e n e d�n e�w b r a n c h e s�all�o v e r�t h e�
U K,�c u r r e ntl y�t ot alli n g o v e r�1 4 0.�H B�i s s h a r e h ol d e r- o w n e d b ut�o p e r at e s�a r el ati o n s hi p�a p p r o a c h,�
i n w hi c h�i n di vi d u al b r a n c h e s�h a v e�a ut o n o�m y�t o�c h o o s e�cli e nt s�a n d�m a k e�l e n di n g d e ci si o n s.�R el a�-
ti o n s hi p�m a n a g e r s�b uil d�a�d e e p�k n o�wl e d g e�a b o ut�t h ei r�l o c al a r e a�a n d�t h ei r�c u st o�m e r s,�w h o�t h e y�
oft e n�vi sit�at�h o�m e�o r�t h ei r�pl a c e�of�w o r k,�i n o r d e r�t o b ett e r�u n d e r st a n d�a n d�s u p p o rt�t h e�m.�

I n�g e n e r al,�c h all e n g e r�b a n k s�h a v e�i nt r o d u c e d m o r e�i n n o v ati v e b a n ki n g�s e r vi c e s/ p r o d u ct s�t h a n�
l e g a c y b a n k s�( s u c h�a s�p e r s o n ali s ati o n�of�fi n a n ci al�p r o d u ct s/s e r vi c e s,�f a st�a c c o u nt�o p e ni n g,�e x�-
p e n dit u r e�a n al yti c s,�i nt e g r ati o n wit h�a c c o u nti n g�s oft�w a r e s,�b u si n e s s�t o ol kit s f o r i n v oi ci n g a n d�e x�-
p e n s e s,�et c)�a n d�p o s si bl y�l o�w e r/ hi g h e r c h a r g e s/r et u r n s�t o c u st o�m e r s.�Al o n g�wit h�s p e ci ali st b a n k s,�
t h e y c u r r e ntl y�p r o vi d e�6 0�p e r�c e nt�of�U K�g r o s s�l e n di n g, t h e hi g h e st�o n�r e c o r d,�s u r p a s si n g�t h e bi g�
fi v e�b a n k s�f o r t h e f o u rt h y e a r�i n a�r o�w (B B B�, 2 0 2 5 ). 

I n n o v ati v e�p r o d u ct s�a r e�n ot�o nl y�a n e c e s s a r y�st r at e g y�t o�e n h a n c e�c o�m p etiti v e n e s s�b ut�al s o�a�
s o u r c e�of�i n c o�m e di v e r si fi c ati o n.�I n a d diti o n�t o�t r a diti o n al�s o u r c e s�of�r e v e n u e�(i nt e r e st a n d�f e e s�
f r o�m l e n di n g),�c h all e n g e r s�al s o�r el y�o n�p r e�mi u�m�s e r vi c e�c h a r g e s�a n d�c o�m�mi s si o n s�f r o�m r e c o�m -
m e n di n g�t hi r d- p a rt y p r o d u ct s,�al s o�u s e d�b y�l e g a c y b a n k s�(T h e�Fi n a n ci al�Ti�m e s�,2 0 1 9 ; B ai n�& C o�m -

p a�n y�, 2�0�2�2�). 

A�b a r ri e r�c h all e n g e r s�f a c e i s t h at t h ei r f u n di n g c o st s�a r e�u s u all y�hi g h e r�t h a n t h at of�l e g a c y b a n k s.�
T h e y�n ot�o nl y�t e n d t o�off e r�hi g h e r�i nt e r e st r at e s�o n�t h ei r�d e p o sit s�b ut�al s o�p a y�hi g h e r�p r e�mi a�o n�
t h ei r w h ol e s al e�f u n di n g (C�M A/ F C A�, 2 0 1 4 ; F C A�, 2 0 1 8 ). F u rt h e r�m o r e,�c h all e n g e r�b a n k s�al s o�t y pi-

c all y�r el y�o n�t h e st a n d a r d�ri s k�w ei g hti n g�m o d el�w hi c h�c a n�i�m p a ct t h e a�m o u nt�of�c a pit al�t h e y h a v e�
t�o�h�ol�d.�

C h all e n g e r s’�f u n di n g o ri gi n at e s�f r o�m si�mil a r�s o u r c e s�a s�t h o s e of�L e g a c y�B a n k s,�b ut�mi g ht�b e�m o r e�
r eli a nt�o n�c a pit al�f r o�m i n v e st o r s a n d�g o v e r n�m e nt�p r o g r a�m m e s�s u c h�a s�t h e�B o�E’�s�T e r�m F u n di n g�
S c h e�m e�( T F S),�w hi c h�e n d e d�i n 2 0 1 8�(B riti s h�B u si n e s s�B a n k�, 2 0 1 9 ). R e c e ntl y,�T h e�Fi n a n ci al�Ti�m e s�
(2 0 2 4 ) p oi nt s�o ut�t h at t h e�v e nt u r e�c a pit al�t h at p r o�m ot e d�t h e�g r o�wt h�of�n e o b a n k s,�b a n k s�o p e r at�-
i n g e x cl u si v el y�o nli n e,�h a s�b e e n�d e cli ni n g�si n c e�2 0 2 2.�

R e g ul ati o n�i sal s o�a n�i�m p o rt a nt i s s u et h at hi n d e r s�n e�w b a n k s’�a bilit y�t o st a rt�o p e r ati n g�a n d�t o�c o�m-
p et e�i n t h e m a r k et.�W hil e� t h e p e ri o d�p o st- 2 0 0 8�s a�w t h e i�m pl e�m e nt ati o n of�m e a s u r e s�di r e ct e d�at�
f a cilit ati n g�c o�m p etiti o n�i n t h e�b a n ki n g�s e ct o r,�t h o s e�w e r e�al s o�a c c o�m p a ni e d�b y�a d diti o n al�r e g -

ul ati o n�i nt e n d e d t o�i n s u r e t h e�s e ct o r�a g ai n st�l o s s e s w hi c h�w o ul d�h a v e�t o�b e�b ail e d- o ut�b y�t h e�
g o v e r n�m e nt.�S o�m e�of�t h e s e�r e g ul ati o n s�h a v e�b e e n�o r�a r e�u n d e r�r e vi si o n�s u c h�a s�ri n g-f e n ci n g,�
w hi c h�r e q ui r e s�U K�b a n k s�wit h�m o r e�t h a n�£ 2 5�b n�“ c o r e�d e p o sit s”�t o�l e g all y s e p a r at e�t h ei r�r et ail�
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b a n ki n g�s e r vi c e s�f r o�m i n v e st�m e nt a cti viti e s�(Ri n g-f e n ci n g�a n d�P r o p ri et a r y�Tr a di n g�, 2 0 2 2 ). I n t h e�
a s s e s s�m e nt�b y�Ri n g-f e n ci n g�a n d�P r o p ri et a r y�Tr a di n g�(2 0 2 2 ), w hil e�c h all e n g e r�b a n k s�di d�n ot�cit e�
ri n g-f e n ci n g�a s�a m ai n�c o n st r ai nt�o n�t h ei r�b u si n e s s e s,�t h e y�cit e d�t h e f oll o�wi n g:�

•�mi ni�m u�m�r e q ui r e�m e nt f o r o�w n�f u n d s a n d�eli gi bl e�li a biliti e s (�M R E L);�

•�s�m all e r�b a n k s�h ol d�hi g h e r�l e n di n g c a pit al�t h a n�l a r g e r b a n k s�( ri n g-f e n c e d b o di e s);�

•�g o v e r n�m e nt�l e n di n g s c h e�m e s,�s u c h�a s�t h e C o r o n a vi r u s�B u si n e s s�I nt e r r u pti o n L o a n�S c h e�m e�
( C BI L) a n d�b o u n c e�b a c k�l o a n s ( B B L),�i niti all y r el yi n g�o n�t h e l a r g e st b a n k s;�

•�l a r g e r b a n k s�h a v e�l o�w e r c o st�b a s e,�a ri si n g�f r o�m s c al e.�

I n�c o n v e r s ati o n�f o r�t hi s�r e p o rt,�H a n d el s b a n k e n�U K�i n di c at e d t h at�c a pit al�r e q ui r e�m e nt s�c a n�b e�
hi g h e r�h e r e�t h a n�i n S�w e d e n,�w hi c h�c o ul d�aff e ct�p r o tit a bilit y,�i n v e st�m e nt a n d�t h e�s e r vi c e s�t h e y�
c a n�p r o vi d e�t o�S�M E s�i n c o�m p a ri s o n�t o�t h ei r h o�m e�c o u nt r y.�

W e� n ot e�t h at t h e M a n si o n�H o u s e�2 0 2 5�s p e e c h ( a n d a c c o�m p a n yi n g�r el e a s e s) h a s�a n n o u n c e d�v a r�-
i o u s p oli ci e s�di r e ct e d�at�r e d u ci n g�u n n e c e s s a r y�r e g ul ati o n�of�fi n a n ci al�m a r k et s,�m a n y�of�w hi c h�
c a n�b e n e fit�l e n di n g t o�b u si n e s s e s.�T h e s e�i n cl u d e t h e�p r o p o s al�of�i n c r e a si n g t h e�i n di c ati v e a s s et�
t h r e s h ol d f o r�M R E L�f r o�m a r a n g e�of�£ 1 5- £ 2 5�b n,�t o�£ 2 5- £ 4 0�b n;�a r e vi si o n�of�t h e�r e c o v e r y�a n d�
r e s ol uti o n�f r a�m e�w o r k s�t o�r e d u c e�t h e�a d�mi ni st r ati v e�b u r d e n�o n�S�m all�D o�m e sti c�D e p o sit�Ta k e r s�
of�t h e�r e s ol uti o n�r e gi�m e;�v a ri o u s�pl a n s�t o�i n c r e a s e a c c e s s�t o�d at a�b y�fi n a n ci al�i n stit uti o n s a n d�
sti�m ul at e�fi nt e c h�g r o�wt h.�I n a d diti o n,�t h e�P R A�h a s�t w e a k e d Pill a r�2 A�t o�p r e v e nt�t h e�r e�m o v al�of�
S�M E/i nf r a st r u ct u r e�“ s u p p o rt f a ct o r s”�f r o�m r ai si n g o v e r all�c a pit al f o r t h o s e e x p o s u r e s,�li�miti n g u p�-
w a r d�p r e s s u r e�o n�l o a n p ri ci n g�of�S�M E�a n d�i nf r a st r u ct u r e l e n di n g.�

D e s pit e�t h e�c h all e n g e s�a b o v e�(�w hi c h�a r e�li k el y t o�b e�l e s s e n e d b y�2 0 2 5�m e a s u r e s),�t h e�m a r k et�
s h a r e�of�c h all e n g e r s’�a n d�s p e ci ali st�l e n d e r s’�m a r k et�s h a r e�h a s�i n c r e a s e d.�N o n et h el e s s,�t h e�si g�-
ni fi c a n c e�of�t hi s�t o�c o�m p etiti o n�r eli e s�o n�t h e�l e v el of�s u b stit uti o n�t h at t h e s e�n e�w m a r k et�pl a y e r s�
r e p r e s e nt�o v e r�l e g a c y b a n k s.�T h e�i m p a ct i n t h e�m a r k et�of�n e�w l e n d e r s al s o�d e p e n d s�o n�w h et h e r�
t h e y t a r g et�p r e vi o u sl y�u n d e r- s e r v e d�S M E s�( a n d c o�m p et e�wit h�e a c h�ot h e r�i n t hi s�m a r k et).�

N�o�n‐ b a�n k s�

Alt e r n ati v e�fi n a n c e,�of�w hi c h�n o n- b a n k s�a r e�si g ni fi c a nt�p r o vi d e r s,�i n cl u d e s a s s et- b a s e d�fi n a n c e,�
l e a si n g a n d�hi r e�p u r c h a s e�a g r e e�m e nt s�( a s s et fi n a n c e).�A s s et- b a s e d�l e n di n g all o�w s�b u si n e s s e s�t o�
u s e�e.�g.�d e bt o r s,�u n p ai d�i n v oi c e s,�a c c o u nt s�r e c ei v a bl e�a s�c oll at e r al�t o�f u n d�w o r ki n g�c a pit al�a n d�
a s s et�fi n a n c e�u s e s�t h e�f u n d e d fi x e d�a s s et�a s�it s o�w n�c oll at e r al (Fr a s e r�, 2 0 1 9 ). T h e�i�m p o rt a n c e of�
s u c h fi n a n c e�i s ill u st r at e d b y�t h e�f a ct t h at 1 4�p e r�c e nt�of�S�M E s�i n t h e�S�M E�Fi n a n c e�S u r v e y�2 0 2 3�
st at e d h a vi n g�s o u g ht�l e a si n g o r�hi r e�p u r c h a s e�i n t h ei r�l a st e xt e r n al�fi n a n c e�s e a r c h,�t h e�s a�m e�p e r�-
c e nt a g e�a s�t e r�m l o a n s.�A t hi r d of�t ot al S�M E�a s s et�fi n a n c e�n e�w b u si n e s s�w a s�p r o vi d e d�b y�n o n- b a n k�
l e n d e r s f r o�m 2 0 1 9�t o�2 0 2 1�(B riti s h�B u si n e s s�B a n k�, 2 0 2 2 b ). O n�o n e�h a n d,�a s�S a b at o�et�al.�(2 0 1 9 ) 

n ot e s,�w hil e�n o n- b a n k�l e n d e r s m a y�off e r�a n�alt e r n ati v e�t o�b u si n e s s e s�r ej e ct e d b y�m aj o r�b a n k s,�
t h e y�mi g ht�al s o�c h a r g e�hi g h e r�i nt e r e st r at e s.�O n�t h e�ot h e r�h a n d,�n o n- b a n k s�e x p a n d�t h e�m a r k et�
b y�off e ri n g�v e r y�diff e r e nt�p r o d u ct s�a n d�m a y�b e�a bl e�t o�f u n d�a s s et s�( a s�e x e�m pli fi e d�a b o v e)�t h at�
b a n k s�w o ul d�n ot�d u e�t o s p e ci ali st�k n o�wl e d g e.�
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n o n- b a n k�l e n d e r s e n c o�m p a s s�a�di v e r s e�a r r a y�of�b u si n e s s�a n d�f u n di n g m o d el s,�c o�m�m o nl y�r el yi n g�
o n�s e c u riti z ati o n�a n d�w a r e h o u si n g�f a ciliti e s�f o r�f u n di n g,�r at h e r�t h a n�c u st o�m e r�d e p o sit s�(U K�Fi�-
n a�n c e�). 

T h e r e g ul at o r y�c h a n g e si nt r o d u c e di n�r e s p o n s e t o t h e�G F C ( B a s el III) h a v e�c o nt ri b ut e d�t o�a c h a n g e�
i n b a n k�l e n di n g.�A s�r e p o rt e d b y�Fr a s e r�(2 0 1 9 ), o v e r d r aft�a n d�t e r�m l o a n a p pli c ati o n s�h a d�a�r at e�of�
r ej e cti o n�of�1 1�p e r�c e nt�a n d 5�p e r�c e nt,�r e s p e cti v el y,�i n 2 0 0 1- 2 0 0 4�( BI S,�2 0 1 3).�I n 2 0 1 7,�t h e s e i n-

c r e a s e d�t o 1 5�p e r�c e nt�a n d�3 3�p e r�c e nt,�r e s p e cti v el y�(Fr a s e r�, 2 0 1 9 ). Gi v e n�t h at n o n- b a n k�l e n d e r s�
a r e�n ot�s u bj e ct�t o�t h e�s a�m e�p r u d e nti al�r e g ul at o r y�f r a�m e�w o r k s,�t h e y�h a v e�r e p r e s e nt e d�a n�alt e r�-
n ati v e�f o r�c r e dit�c o n st r ai n e d�S M E s.�M a n y� b a n k s�r et u r n e d�t o�t h ei r�c o r e�p r o d u ct s�a n d�st o p p e d�
off e ri n g,�f o r i n st a n c e, a s s et�ti n a n c e�a n d�v e nt u r e�d e bt.�M a n y�n o n- b a n k�l e n d e r s t h e n st e p p e d i n t o�
fill�t hi s�s p a c e�a n d�s o�m e�n o n- b a n k s�w e r e�c r e at e d b y�w h ol e�t e a�m s�l e a vi n g b a n k s�a n d�s etti n g�u p�a s�
n o n- b a n k�l e n d e r s.�

A s e ri e s�of�p oli ci e s,�ai�m e d�at�i n c r e a si n g c o�m p etiti o n�i n l e n di n g m a r k et s,�mi g ht�h a v e�c o nt ri b ut e d�
( a l o n g wit h�t e c h�a n d�cl o u d�a d v a n c e�m e nt s)�t o�t h e�o b s e r v e d�i n c r e a si n g m a r k et�s h a r e�of�t h e s e�i n-

stit uti o n s�a n d�of�c h all e n g e r s.�I n 2 0 1 4,�f o r i n st a n c e, t h e�B B B�l a u n c h e d t h e�E N A B L E�F u n di n g�p r o-

g r a�m�m e�,d e si g n e d�t o f a cilit at e a c c e s s�t o s e c u riti s ati o n�c a pit al�m a r k et s�b y�s�m all e r�b a n k s�a n d�n o n-

b a n k s�i n o r d e r�t o�ulti�m at el y�i�m p r o v e S�M E�fi n a n c e.�T h e�p r o g r a�m�m e�p u r c h a s e s�n e�wl y�o ri gi n at e d�
S�M E�fi n a n c e�r e c ei v a bl e s�p o rtf oli o s�o n�c o�m m e r ci al�t e r�m s�f r o�m t h e s e�p r o vi d e r s�a n d�t h e n�p o ol s�
t h e�m i nt o a n�a s s et- b a c k e d�s e c u rit y�( A B S), w hi c h�c a n�t h e n b e�r e�fi n a n c e d t h r o u g h c a pit al�m a r k et s.�
T hi s�all o�w s�s�m all fi n a n c e�p r o vi d e r s�t o r e a c h t h e n e c e s s a r y�s c al e�a n d�o bt ai n�t h e st r u ct u r al�s u p p o rt�
t h at m a y�b e�r e q ui r e d t o�f u n d t h e�m s el v e s�i n t h e�c a pit al�m a r k et s.�T h e r ef o r e,�t hi s i niti ati v e t a r g et s�
a n�i m p o rt a nt c o n st r ai nt�of�alt e r n ati v e�l e n d e r s, i.�e.�hi g h�f u n di n g c o st s.�W hil e� o u r�m a r k et�e n g a g e�-
m e nt,�d et ail e d�i n A p p e n di x�A , i n di c at e s it c o ul d�b e�i m p r o v e d,�r e c e nt�e v al u ati o n�s h a r e d�wit h�u s�
s u g g e st s�t h e�p r o g r a�m�m e�h a s�r e s p o n d e d�t o�f e e d b a c k�a n d�r e c ei v e d�a�m e n d�m e nt s�w hi c h�h a v e�l e d�
t o a n�i n c r e a s e i n p a rti ci p a nt s.�

T h e�B a n k�R ef e r r al�S c h e�m e�( B R S) i niti at e d i n 1 st�of�N o v e�m b e r�2 0 1 6,�e st a bli s h e s�t h at m aj o r�b a n k s�
m u st�off e r�a n y�S�M E�w hi c h�h a s�b e e n�d e cli n e d�f o r�fi n a n ci n g�t h e�c h a n c e�t o�h a v e�t h ei r�d et ail s�di�-
r e ct e d�t o�a s p e ci fi e d�pl atf o r�m.�Al s o�i n t hi s�c a s e,�o u r�m a r k et�e n g a g e�m e nt�i n di c at e s s p a c e�f o r i�m-
p r o v e�m e nt�( s e e A p p e n di x�A�). I n d e e d,�t hi s�i s s u e a n d�ot h e r s�h a v e�b e e n�f o u n d i n a�c u r r e nt�r e vi e�w�
of�t h e s c h e�m e�b y�H M T�(2 0 2 4 ), w hi c h�s h o ul d l e a d t o a�b ett e r�f o r�m ul ati o n of�t h e B R S.�

Si n c e�2 0 1 8,�O p e n�B a n ki n g�h a s�al s o�c o nt ri b ut e d�t o h el pi n g�alt e r n ati v e�l e n d e r s b y�off e ri n g�a pl a c e�
w h e r e�t h e y c a n�a c c e s s�c u st o�m e r s�d at a�o n�t h ei r fi n a n ci al�hi st o r y�a n d�gi vi n g�b u si n e s s e s�t h e o pti o n�
t o s af el y�s h a r e�t hi s�i nf o r�m ati o n.�

C o�m�m u nit y�D e v el�o p�m e nt�Fi n a n c e�I n s�fit u�fi o n s ( C�D FI s)�

C D FI s�a r e�fi n a n ci al�i n stit uti o n s w hi c h�a r e�o v e r s e e n�b y�t h e i n d u st r y b o d y�R e s p o n si bl e�Fi n a n c e�a n d�
p r o vi d e�fi n a n c e�t o�b u si n e s s e s�f a ci n g�c h all e n g e s�i n a c c e s si n g�t r a diti o n al b a n k�l e n di n g.�I n�2 0 2 2,�
f o r i n st a n c e,�t h e y�l e nt £ 8 1�milli o n�t o�2,�3 2 0�st a rt u p s�a n d�s m all b u si n e s s e s�(R e s p o n si bl e�Fi n a n c e�,�
2�0�2�3�). 

C D FI s�h a v e�a s o ci al�p u r p o s e�a n d f o c u s o n�s e r vi n g�di s a d v a nt a g e d�a r e a s�a n d�s m all b u si n e s s e s�(A h�-
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e r n�a n d�R o s e�, 2 0 2 1 ). T h e y�a r e�a n�e x a�m pl e�of�r el ati o n s hi p- b a s e d b a n ki n g�i n t h e�U K,�w h e r e�t h ei r�
l e n di n g d e ci si o n�r eli e s�o n�e.�g.:�

•�a n n u al�a c c o u nt s�a n d�b u si n e s s�pl a n;�
•�g etti n g�t o k n o�w�t h ei r c u st o�m e r;�
•�t h e s o ci al i�m p a ct t h e l o a n mi g ht�h a v e.�

F u rt h e r�m o r e,�b ei n g�n o n- p r o�tit�o r g a ni s ati o n s�m e a n s�t h ei r�l e n di n g d e ci si o n�i s n ot�d ri v e n�b y�p r o fit�
di st ri b uti o n�o r�s h a r e h ol d e r�c o�m p e n s ati o n�(A h e r n�a n d�R o s e�, 2 0 2 1 ). Si n c e�C D FI s’�c u st o�m e r s�r e p -

r e s e nt�a hi g h e r�ri s k�of�d ef a ult,�i n a d diti o n�t o�fi n a n c e,�C D FI s�al s o�p r o vi d e�s u p p o rt�a n d�m e nt o ri n g�
t o b u si n e s s e s,�a�w a y�t o�“ d e- ri s k”�t h e�i n v e st�m e nt (C o�m�m u nit y�D e v el o p�m e nt�Fi n a n c e�A s s o ci ati o n�,�
2�0�1�4�). 

T h e�c r e dit�t h e y�s u p pl y�i s s o u r c e d�f r o�m g o v e r n�m e nt�g r a nt s,�p ri v at e�i n v e st o r s (i n cl u di n g�b a n k s)�
a n d�p hil a nt h r o pi st s.�G o v e r n�m e nt�g r a nt s�( e.�g.�C D F A’ s R e gi o n al�G r o�wt h�F u n d�– o nl y�i n E n gl a n d)�
al o n g�wit h�p oli c y�g u a r a nt e e�s c h e�m e s�( e.�g.�E nt e r p ri s e�Fi n a n c e�G u a r a nt e e�s c h e�m e�a n d�E u r o p e a n�
I n v e st�m e nt F u n d)�a n d�i nt e r n al l o a n l o s s r e s e r v e s�c o n stit ut e�t h e�m ai n�s o u r c e s�u s e d�b y�C D FI s�t o�
c o v e r�fi r st�l o s s f r o�m t h ei r�l e n di n g. T hi s,�a s�w ell�a s�t a x�r eli ef s�li k e t h e�C o�m m u nit y�I n v e st�m e nt Ta x�
R eli ef,�r e d u c e s�t h e�ri s k�att a c h e d�t o�S�M E�fi n a n c e�a n d�h el p�att r a ct�p ri v at e�c a pit al.�C D FI s�c a n�al s o�
r ai s e�f u n d s�f r o�m i s s ui n g s h a r e s�( C o�m�m u nit y B e n e fit�S o ci eti e s)�a n d�m a n a gi n g�f u n d s�i n e x c h a n g e�
of�a�f e e (C o�m�m u nit y�D e v el o p�m e nt�Fi n a n c e�A s s o ci ati o n�, 2 0 1 4 ). 

R e c e nt�a d diti o n al�eff o rt�h a s�b e e n�m a d e�t o s u p p o rt�a n d�e x p a n d�t h e s e ct o r.�F o r�i n st a n c e, t h e B B B,�
vi a�t h e�C o�m m u nit y�E N A B L E�F u n di n g�p r o g r a�m m e,�will�p r o vi d e�a G o v e r n�m e nt- b a c k e d�w h ol e s al e�
v e hi cl e�of�u p�t o�£ 1 5 0�milli o n�of�n e�w l e n di n g c a pit al f o r C�D FI s�i n it s fi r st�t w o�y e a r s,�wit h�a p u bli c�-
t o- p ri v at e m at c h�o n c e�t r a c k r e c o r d i s p r o v e n.�I n 2 0 2 4,�Ll o y d s�B a n k�b e c a�m e�t h e fi r st�m ai n st r e a�m�
l e n d e r t o�s u p p o rt�t h e�C�D FI�s e ct o r�b y�i n v e sti n g £ 4 3�milli o n�i n t h e�C o�m�m u nit y�I n v e st�m e nt E nt e r�-
p ri s e�F u n d�( CI E F),�e st a bli s h e d�i n 2 0 1 8�t o�p r o vi d e�c a pit al f o r t h r e e�C D FI s�b a s e d�i n W ol v e r h a�m p�-

t o n,�D o n c a st e r,�a n d�B r a df o r d.�

M ut u al s� a n d�c o‐ o p er a�fi v e s�

T h e�d e fi niti o n s�of�m ut u al s�a n d�c o- o p e r ati v e s�h a v e�n ot�f o r�m all y�b e e n�di sti n g ui s h e d�b ut,�a s�d e�-
s c ri b e d i n N e�w�E c o n o�mi c s�F o u n d ati o n�(2 0 1 4 ), s o�m e�k e y�diff e r e n c e s�c a n�b e�i d e nti fi e d:�

•�c o- o p e r ati v e s�c a n�b e�o w n e d�b y�v a ri o u s�of�st a k e h ol d e r s�(i.�e.�y o u�c a n�h a v e�c u st o�m e r- o w n e d�
c o- o p e r ati v e s�o r�e�m pl o y e e- o�w n e d�c o- o p e r ati v e s).�M ut u al s,�o n�t h e�ot h e r�h a n d,�a r e�al�w a y s�
o�w n e d�b y�t h ei r c u st o�m e r s.�

•�C u st o�m e r s�of�a c o- o p e r ati v e�d o�n ot�h a v e�t o b e c o�m e�m e�m b e r s,�w hil e�c u st o�m e r s�of�m ut u al s�
a ut o�m ati c all y�b e c o�m e�m e�m b e r s.�

•�I n c o- o p e r ati v e s,�a n y�m e�m b e r�c a n�r u n�f o r�el e cti o n�t o�i nt e g r at e t h e�s u p e r vi s o r y�b o a r d.�I n�
m ut u al s,�t h e c u r r e nt�s u p e r vi s o r y�b o a r d�n o�mi n at e s�c a n di d at e s�f o r f ut u r e el e cti o n s.�

D e s pit e�t h o s e,�m ut u al s�a n d�c o- o p e r ati v e s�a r e�still�v e r y�si�mil a r.�M ut u al/ c o- o p e r ati v e� b a n k s�di s�-
t ri b ut e�t h ei r�p r o�fit s�a m o n g�t h ei r�m e�m b e r s�r at h e r�t h a n�s h a r e h ol d e r s,�a s�i n t h e�c a s e�of�st a n d a r d�
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b a n k s�(A h e r n�a n d�R o s e�, 2 0 2 1 ). T h e y�al s o�h a v e�a r e gi o n al f o c u s,�r ei n v e sti n g�t h ei r�d e p o sit s�b a c k�
i nt o w h e r e�t h e y�o p e r at e.�F u rt h e r�m o r e,�t h ei r�l e n di n g d e ci si o n�i s r el ati o n s hi p- b a s e d�a n d�s e e k s�t o�
p r o�m ot e�t h ei r r e gi o n’�s e c o n o�mi c�a n d�s o ci al d e v el o p�m e nt.�

I n t h e�U K,�t h e�o nl y�r e�m ai ni n g�e x a�m pl e s�of�t h e s e�b a n k s�a r e�c r e dit�u ni o n s,�w hi c h�vi a�a l e gi sl ati v e�
c h a n g e�i n 2 0 1 2,�b e c a�m e�all o�w e d�t o�l e n d t o�b u si n e s s e s.�N o n et h el e s s,�t h ei r�t ot al�p e n et r ati o n�i n�
G r e at�B rit ai n�i s v e r y�l o�w a n d�t h ei r�b u si n e s s�l e n di n g h a s�b e e n�v e r y�sl o�w t o�r e s p o n d�t o�t h e�2 0 1 2�
p oli c y�c h a n g e�(Tal b ot�et�al.�, 2 0 1 5 ; P a nj�w a ni�a n d�B o ot h�, 2 0 2 5 ). 

Alt h o u g h,�ot h e r�m ut u al/ c o- o p e r ati v e�b a n k s�h a v e�m o stl y�c e a s e d�t o�e xi st,�w e�h a v e�c h o s e n�t o�i n-

cl u d e�t h e�m i n t hi s s e cti o n�f o r t�w o r e a s o n s.�Fi r st,�t h e y a r e�a n�i�m p o rt a nt s o u r c e�of�b u si n e s s�(i n p a r�-
ti c ul a r S�M E s)�ti n a n c e�i n ot h e r�E u r o p e a n�c o u nt ri e s�a n d i n t h e U S.�S e c o n d,�t h e r e h a s�b e e n�g r o�wi n g�
i nt e r e st i n t h e�e st a bli s h�m e nt�of�U K�m ut u al�b a n k s�p r e p a r e d�t o�o p e r at e�i n t h e�b u si n e s s�fi n a n c e�
m�a r�k�et.�

H o�w e v e r,�b ot h�n e�w a n d�e xi sti n g�c o- o p e r ati v e�b a n k s�f a c e si g ni fi c a nt�c h all e n g e s,�w hi c h�h a v e�b e e n�
r ai s e d�si n c e�t h e�fi n a n ci al�c ri si s�b y�t h e�st ri ct e r�r e g ul ati o n�t h at f oll o�w e d.�B a s el�III d e�m a n d s�b a n k s�
t o�m ai nt ai n�Ti e r�1 c a pit al�l e v el s at�l e a st 6�p e r�c e nt�of�Ri s k�W ei g ht e d� A s s et s�( R�W A).�Wit hi n� t h at,�
C o�m m o n�E q uit y�Ti e r�1 ( C E T 1) m u st�c o r r e s p o n d�t o 4.�5 p e r�c e nt�of�R�W A.�Ti e r�1 c a pit al i s c o�m p o s e d�
of�e q uit y�c a pit al ( st o c k s�a n d s h a r e s)�a n d r et ai n e d�e a r ni n g s.�C E T 1i n cl u d e s�m o stl y�c o�m�m o n s h a r e s,�
e x cl u di n g�p r ef e r r e d�s h a r e s�a n d�n o n- c o nt r olli n g�i nt e r e st f r o�m t ot al Ti e r�1 c a pit al.�T h e�p r o bl e�m�
wit h�c o- o p e r ati v e�m e�m b e r s hi p�s h a r e s�i s t h at�t h e y�a r e�u s u all y�wit h d r a�w a bl e,�t h at�i s,�a m e�m b e r�
c a n�e n d�t h ei r p a rti ci p ati o n�at�a n y�p oi nt�a n d�t a k e�t h ei r�s h a r e�c a pit al�wit h�t h e�m (I nt e r n ati o n al C o�-
o p e r ati v e�Alli a n c e,�Bl u e�Ri b b o n�C o�m mi s si o n�,2 0 1 7 ). T h e r ef o r e,�c o- o p e r ati v e�m e�m b e r s hi p�s h a r e s�
d o�n ot�q u alif y�a s�C E T 1�(I nt e r n ati o n al C o- o p e r ati v e�Alli a n c e,�Bl u e�Ri b b o n�C o�m�mi s si o n�, 2 0 1 7 ). 

B y�d e�fi niti o n,�c o- o p e r ati v e s�a r e�o w n e d�b y�t h ei r�m e�m b e r s.� H e n c e,�r ai si n g�c a pit al�vi a�i s s u a n c e of�
s h a r e s�t o o ut si d e�i n v e st o r s t o�m e et r e g ul at o r y r e q ui r e�m e nt si s i ng e n e r al�a g ai n st�t h e c o- o p e r ati v e�
p ri n ci pl e s.�A n�alt e r n ati v e�w hi c h�h a s�b e e n�i�m pl e�m e nt e d c o n si st s�o n�i s s ui n g i n v e st�m e nt i n st r u-

m e nt s�w hi c h�a r e�r e st ri ct e d�t o�a n�i nt e r n al m a r k et�a m o n g st�e xi sti n g�c o- o p e r ati v e�m e�m b e r s�a n d�
off e r�n o�a d diti o n al�v oti n g�ri g ht s�(Et hi c al�C o n s u�m e r�R e s e a r c h�A s s o ci ati o n�, 2 0 1 7 ). A n ot h e r�p o s si�-
bilit y�i s t h e�c r e ati o n�of�a�p u bli cl y�li st e d c o�m p a n y�p a rtl y�o�w n e d�b y�t h e�c o- o p e r ati v e�m e�m b e r s�a s�
w ell�a s�p ri v at e�i n v e st o r s (Et hi c al�C o n s u�m e r�R e s e a r c h�A s s o ci ati o n�,2 0 1 7 ). Fr a n c e�i s a n�e x a�m pl e�of�
t h at ( s e e S e cti o n�4.�4 ). 

2.�2� T h e�D e�m a n d�Si d e�
Ta bl e�1 s h o�w s�v al u e s�of�n e�w fi n a n c e�t o�S�M E s�f r o�m 2 0 0 8�t o�2 0 1 7�b y�diff e r e nt�p r o d u ct s.�Cl e a rl y�
b a n k�l o a n s h a v e�r e p r e s e nt e d�o v e r�7 0�p e r�c e nt�of�t h o s e,�o nl y�d e c r e a si n g�t o�6 8�p e r�c e nt�i n 2 0 1 7.�
Still,�w e�c a n�o b s e r v e�t h at ot h e r�s o u r c e s�h a v e�g r o�w n�d u ri n g�t h e p e ri o d,�n ot a bl y�p e e r-t o- p e e r�( P 2 P)�
fi n a n c e�a n d�p ri v at e�e q uit y.�

Fi g u r e�1 , s o u r c e d�f r o�m B riti s h�B u si n e s s�B a n k�(2 0 2 5 ), s h o�w s�m o r e�r e c e nt�st ati sti c s�o n�a s s et�fi -

n a n c e.�It s h o�w s�t h at S�M E�a s s et�fi n a n c e�a c hi e v e d�al�m o st�£ 2 5�billi o n�i n n e�w l e n di n g b y�2 0 2 4.�
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Ta bl e�1:�G r o s s�n e�w�f u n di n g�( £ b n) f r o�m v a ri o u s�s o u r c e s�( 2 0 0 8- 2 0 1 7),�wit h�p e r c e nt a g e s�of�e a c h�
c ol u�m n�t ot al�

S�o�u r�c�e�of�F�u�n�d�s� 2�0�0�8� 2�0�1�0� 2�0�1�2� 2�0�1�4� 2�0�1�6� 2�0�1�7�

B�a�n�k�L�o�a�n�s� 4�4.�5� 4�0.�4� 3�8.�0� 5�3.�4� 5�9.�0� 5�7.�0�
P ri�v�at�e�E�q�uit�y� 1.�0� 0.�5� 1.�5� 2.�5� 3.�1�1� 5.�8�9�
A�s�s�et�Fi�n�a�n�c�e� 1�4.�3� 1�0.�2� 1�2.�2� 1�4.�4� 1�6.�7� 1�8.�6�
P�2�P�B�u�si�n�e�s�s�L�e�n�di�n�g� 0.�0�0�1� 0.�0�0�1� 0.�0�6� 0.�5�9� 1.�2� 1.�8�
P�2�P�I�n�v�oi�c�e�F�u�n�di�n�g� 0.�0�0�1� 0.�0�0�1� 0.�0�4� 0.�2�7� 0.�3�5� 0.�5�
C�D�FI�s� 0.�0�3� 0.�0�2� 0.�0�5� 0.�0�9� 0.�0�8� 0.�0�6�
I�n�v�oi�c�e�Fi�n�a�n�c�e� 8.�6�6� 7.�4� 7.�9� 8.�8�1� 8.�9� 9.�5�7�

T�ot�al� 6�8.�5� 5�8.�5� 5�9.�8� 8�0.�1� 8�9.�3� 9�3.�4�
S�o�u r�c�e:�U�K�Fi�n�a�n�c�e�(2�0�1�8�) 

Fi g u r e�1:�Si z e�of�U�K�a s s et�ti n a n c e�m a r k et�f o r b u si n e s s e s�2 0 1 6- 2 0 2 4�–�n e�w�b u si n e s s�i n £�b n s�

S o u r c e:�B riti s h�B u si n e s s�B a n k�(2 0 2 5 ) 

I n�2 0 2 4,�g r o s s�b a n k�l e n di n g t o�S M E s�b y�t h e�m ai n�hi g h- st r e et�b a n k s�r o s e�1 3�% t o�j u st o v e r�£ 1 6�
b n,�a n d�o v e r all�b a n k�l e n di n g t o�S M E s�w a s�a p p r o xi�m at el y�£ 6 0�b n�U K�Fi n a n c e�(2 0 2 5 b�,a ); B riti s h�
B u si n e s s�B a n k�(2 0 2 5 ). I n v oi c e fi n a n c e�a n d�a s s et- b a s e d�l e n di n g t ot al a d v a n c e s�at�e n d- 2 0 2 4�w e r e�
£ 2 1.�2�b n�(U K�Fi n a n c e�, 2 0 2 5 a�). E q uit y�fi n a n c e�i nt o s�m all e r�b u si n e s s e s�t ot all e d £ 1 0.�8�b n�a c r o s s�
2,�0 4 8�d e al s�i n 2 0 2 4�B riti s h�B u si n e s s�B a n k�(2 0 2 5 b�,a ). C�D FI s�l e nt £ 1 4 1.�6�m�t o�5,�8 2 5�e nt e r p ri s e s�
i n 2 0 2 4�(R e s p o n si bl e�Fi n a n c e�, 2 0 2 5 ). F o r�P 2 P/�m a r k et pl a c e�b u si n e s s�l e n di n g, m a r k et- wi d e�2 0 2 4�
a g g r e g at e s�w e r e�n ot�c o�m pil e d b y�t h e B riti s h�B u si n e s s�B a n k,�b ut�pl atf o r�m di s cl o s u r e s�i n di c at e f o r�
e x a�m pl e�t h at�F u n di n g�Ci r cl e�U K�r e p o rt e d £ 1.�9 b n�of�“ c r e dit�e xt e n d e d”�i n 2 0 2 4�(F u n di n g�Ci r cl e�
H ol di n g s�pl c�, 2 0 2 5 ; B riti s h�B u si n e s s�B a n k�, 2 0 2 5 ). 

W e� n ot e�t h at�t h e�v ol u�m e s�l e nt a r e�al s o�d e p e n d e nt�o n�s u p pl y�r e s p o n s e�t o�fi n a n c e�a p pli c ati o n s,�
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h e n c e�t h e�n u�m b e r s�a b o v e�a r e�a p r o d u ct�of�b ot h�s u p pl y�a n d�d e�m a n d.�I n�t e r�m s�of�a p pli c ati o n s,�
w hi c h�off e r�a cl e a n e r�pi ct u r e�of�d e�m a n d�f a ct o r s,�i n 2 0 2 3,�f o r e x a�m pl e,�i n r e s p o n s e�t o t h e S�M E�Fi�-
n a n c e�S u r v e y,�1 2�p e r�c e nt�of�S�M E s�st at e d�a p pl yi n g�f o r o r�s e e ki n g�b a n k�o v e r d r aft s�i n t h e p r e vi o u s�
t h r e e�y e a r s�a n d�1 0�p e r�c e nt�a p pli e d�f o r o r�s o u g ht�c r e dit�c a r d s,�w hil e�b a n k�l o a n s w e r e�s o u g ht�b y�
7 p e r�c e nt�(B riti s h�B u si n e s s�B a n k�, 2 0 2 4 b ). T hi s�i n di c at e s a�v e r y�w e a k�d e�m a n d�f o r�b a n k�ti n a n c e�
w hi c h�c o ul d b e�a r e s ult�of�v a ri o u s�f a ct o r s s u c h�a s�di s c o u r a g e�m e nt�( s e e S e cti o n�2.�2.�1 ), d el e v e r a g�-
i n g aft e r�r e c ei vi n g�C o vi d- 1 9�l o a n s, g e n e r al�m a c r o e c o n o�mi c�c o n diti o n s�s u c h�a s�u n c e rt ai nt y,�c o st s�
a n d�hi g h e r�i nt e r e st r at e s�(B riti s h�B u si n e s s�B a n k�, 2 0 2 5 ). 

C M A/ F C A�(2 0 1 4 ) c o n si d e r s�t h at�i n v oi c e a n d�a s s et�fi n a n c e,�e s p e ci all y,�c a n�a ct,�t o�a c e rt ai n�e x�-
t e nt,�a s�s u b stit ut e s�t o�o v e r d r aft s�a n d�l o a n s,�r e s p e cti v el y.�1� T h r o u g h�t h e�f o r�m e r,�b u si n e s s e s�c a n�
h a v e�e a rl y�a c c e s s�t o�a p e r c e nt a g e�of�a n�o ut st a n di n g�i n v oi c e b y�off e ri n g�it a s�s e c u rit y�t o�a fi n a n c e�
p r o vi d e r�i n e x c h a n g e�of�f u n di n g.�T h e�l att e r all o�w s�b u si n e s s e s�t o�a c c e s s�c a pit al�e q ui p�m e nt�vi a�
r e g ul a r�p a y�m e nt s.�N at u r all y,�f o r i n v oi c e a n d�a s s et�fi n a n c e�t o�b e�u s ef ul,�b u si n e s s e s�n e e d�t o�h a v e�
i n v oi c e s ( e.�g.�b u si n e s s e s�i n a�s u p pl y�c h ai n)�a n d d e�m a n d�p h y si c al�c a pit al,�r e s p e cti v el y.�B riti s h�B u si�-
n e s s�B a n k�(2 0 2 3 ) s h o�w s�t h at�a r o u n d�8 0�p e r�c e nt�of�S M E s�a r e�a w a r e�of�a s s et�fi n a n c e�w hil e�t hi s�
n u�m b e r�w a s�a p p r o xi�m at el y�5 0�p e r�c e nt�i n 2 0 1 9�a n d�6 0�p e r�c e nt�i n 2 0 2 2�f o r i n v oi c e fi n a n c e�a n d�
a s s et- b a s e d�l e n di n g ( e.�g.�st o c k l e n di n g f a cilit y).�

T h e�u s e�of�i n v oi c e fi n a n c e�a n d�a s s et- b a s e d l e n di n g h a s�r e�m ai n e d�m o r e�o r�l e s s st a bl e,�a p a rt�f r o�m a�
d r o p�i n 2 0 2 0.�A s s et�fi n a n c e�( e.�g.�m a c hi n e�a n d�v e hi cl e�fi n a n c e),�o n�t h e ot h e r�h a n d,�h a s�s e e n�st a bl e�
g r o�wt h,�alt h o u g h�al s o�i nt e r r u pt e d i n 2 0 2 0�(B riti s h�B u si n e s s�B a n k�, 2 0 2 3 ). 

C�M A/ F C A�(2 0 1 4 ) cit e s�v a ri o u s�c o�m p etiti o n�c o n c e r n s�i nt h e�U K d e bt-l e n di n g�m a r k et a n d�s u g g e st s�
t h at t h e�f oll o�wi n g d e�m a n d�p att e r n s�a n d�b e h a vi o u r s�c o nt ri b ut e�t o it:�

•�s�m all b u si n e s s e s�t e n d t o u s e�p e r s o n al�c u r r e nt�a c c o u nt s�( P C A s) r at h e r t h a n b u si n e s s�c u r r e nt�
a c c o u nt s�( B C A s) i n o r d e r�t o a v oi d�t h e c o st s�e nt ail e d�b y�t h e�l att e r;�

•�w h e n�s etti n g�u p�t h ei r�B C A s,�S M E s�t e n d t o�f a v o u r t h e�fi n a n ci al�i n stit uti o n w h e r e�t h e y�h ol d�
t h ei r�P�C�A s;�

•�S�M E s�a r e�m o r e�li k el y t o o bt ai n�a n�a r r a y�of�p r o d u ct s�f r o�m t h ei r�B�C�A�p r o vi d e r;�

•�S M E s�still h a v e�a p r ef e r e n c e�f o r fi n a n c e�p r o vi d e r s�wit h�b r a n c h e s�i n cl o s e�p r o xi�mit y;�

•�d e s pit e�si g ni fi c a nt�di s s ati sf a cti o n�wit h�b a n k s,�S�M E s�d o�littl e s h o p pi n g�a r o u n d�w h e n�c h o o s�-
i n g t h ei r�B C A s�a n d�l o a n s,�a n d�i n t e r�m s�of�c o n si d e ri n g�s wit c hi n g�p r o vi d e r.�E vi d e n c e�s u g�-
g e st s�t h at S�M E s�fi n d�littl e diff e r e nti ati o n�a c r o s s�b a n k s,�w hi c h�mi g ht�b e�o n e�c a u s e�of�t hi s b e�-
h a vi o u r.�T h e�c o�m pl e xit y�of�p ri ci n g�st r u ct u r e�of�b a n k s’�p r o d u ct s�al s o�hi n d e r�p r o vi d e r�c o�m -

p a ri s o n.�A s u b o pti�m al�e q uili b ri u�m t h e n�a ri s e s,�w h e r e�t hi s�w e a k�c u st o�m e r�eff o rt�a ct s�a s�a�
di si n c e nti v e�f o r b a n k s�t o c o�m p et e�a n d�i n n o v at e.�

N e v e rt h el e s s,�m o r e�r e c e nt�e vi d e n c e�s h o�w s�t h at�a g r o�wi n g�p e r c e nt a g e�of�S�M E s�a r e�c o n si d e ri n g�
m o r e�t h a n�o n e�fi n a n c e�p r o vi d e r,�g oi n g�f r o�m 3 5�p e r�c e nt�i n 2 0 1 6�t o�4 1�p e r�c e nt�i n 2 0 2 3�(B riti s h�

1 Ot h e r�s u b stit ut e s�t o�o v e r�d r aft s�i n cl u d e, f o r i n st a n c e, t r a d e�c r e dit�a n�d m e r c h a nt�c a s h�a d v a n c e s.�
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B u si n e s s�B a n k�, 2 0 2 4 b ). T h e�m a r k et�s h a r e�i n t ot al�g r o s s�b a n k�l e n di n g of�t h e�l a r g e st ti v e�b a n k s�i n�
t h e U K�h a s�al s o�d e cli n e d�f r o�m a b o ut�6 0�p e r�c e nt�i n 2 0 1 2�t o j u st a b o v e�4 0�p e r�c e nt�i n 2 0 2 4�(B riti s h�
B u si n e s s�B a n k�, 2 0 2 5 ). 

D e s pit e�t h e�i n c r e a s e of�t h e�n o n- b a n k�s e ct o r,�t h e�S u r v e y�o n�t h e�A c c e s s�t o�Fi n a n c e�of�E nt e r p ri s e s�
( S A F E) s u g g e st s�t h at b u si n e s s e s�wit h�p o siti v e�g r o�wt h�e x p e ct ati o n�o v e r�t h e f oll o�wi n g t�w o t o t h r e e�
y e a r s�still�p r ef e r�b a n k�l o a n s t o�r e ali s e�t h at�g r o�wt h.�Fi g u r e�2 s h o�w s�t h e�w ei g ht e d�p e r�c e nt�of�r e -

s p o n s e s�t o�“If y o u�n e e d�e xt e r n al fi n a n ci n g�t o r e ali s e y o u r�g r o�wt h�a m biti o n s,�w h at�t y p e of�e xt e r n al�
fi n a n ci n g�w o ul d�y o u�p r ef e r�m o st ?”,�f o r t h e�U�K�a n d�t h e�ot h e r�E u r o p e a n�n ati o n s�di s c u s s e d�l at e r i n�
t�hi s�r e�p�o rt.�

Fi g u r e�2:�Fi n a n c e�t y p e p r ef e r e n c e�f o r g r o�wt h�( 2 0 0 9- 2 0 1 9)�

S o u r c e:�S A F E�a n d�a ut h o r s’�c al c ul ati o n s�

I n b ot h�Fr a n c e�a n d�G e r�m a n y,�7 0�p e r�c e nt�of�b u si n e s s e s�w h o�e x p e ct e d�t o g r o�w o v e r�t h e f oll o�wi n g�
t w o�t o�t h r e e�y e a r s�s el e ct e d b a n k�l o a n s a s�t h ei r�p r ef e r r e d�fi n a n c e�t o�r e ali s e�t h at�g r o�wt h.�I n t h e�
U�K�a n d�S�w e d e n,�6 0�a n d�j u st o v e r�5 0�p e r�c e nt�of�b u si n e s s e s�s el e ct e d�b a n k�l o a n s,�r e s p e cti v el y.�
T hi s�r e�fi e ct s t h e g e n e r al�r eli a n c e o n�b a n k�fi n a n c e�of�E u r o p e a n�b u si n e s s e s�a n d i�m p o rt a n c e of�b a n k�
i nt e r�m e di ati o n f o r g r o�wt h.�

T h e�U K�h o�w e v e r,�p r e s e nt s�t h e l o�w e st p r o p o rti o n�of�b u si n e s s e s�w h o�d o�n ot�s e e�li�mit ati o n s i n t h ei r�
a c c e s s�t o�b a n k�l o a n s.�Fi g u r e�3 s h o�w s�t h e�w ei g ht e d�p e r�c e nt�of�r e s p o n s e s�t o�“�W h at�d o�y o u�s e e�
a s�t h e�m o st�i m p o rt a nt li�miti n g f a ct o r�t o�g et�t hi s�fi n a n ci n g ?”�filt e r e d�f o r�t h o s e�r e s p o n d e nt s�w h o�
s el e ct e d b a n k�l o a n s a s�t h ei r p r ef e r r e d�p r o d u ct.�G e r�m a n y�o ut p e rf o r�m s�all�c o u nt ri e s,�wit h�o v e r�6 5�
p e r�c e nt�of�b u si n e s s e s�i n di c ati n g t h at t h e r e�a r e�n o�o b st a cl e s.�4 7�a n d�5 0�p e r�c e nt�of�Fr e n c h�a n d�
S w e di s h�b u si n e s s e s�wit h�a p r ef e r e n c e�f o r b a n k�l o a n s al s o�st at e d�n o�o b st a cl e s�t o�a c c e s s�t h e s e.�I n�
t h e�U K,�t hi s n u�m b e r�w a s�3 8�p e r�c e nt.�
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Fi g u r e�3:�O b st a cl e s�t o�b a n k�l o a n s a c c e s s�( 2 0 0 9- 2 0 1 9)�

S o u r c e:�S A F E�a n d�a ut h o r s’�c al c ul ati o n s�

A m o n g st�t h e�alt e r n ati v e�b a r ri e r s,�c o st�of�ti n a n c e�st a n d s�o ut�a s�t h e�m ai n�diff e r e n c e�b et�w e e n�t h e�
U K�a n d�ot h e r�c o u nt ri e s.�I n t h e U K,�1 5�p e r�c e nt�of�b u si n e s s e s�w h o�p r ef e r�b a n k�l o a n s f o r g r o�wt h i n-

di c at e d�c o st s�a s�t h ei r m ai n�li�mit ati o n t o a c c e s s�t h e s e.�G e r�m a n y�p r e s e nt e d�t h e l o�w e st p r o p o rti o n�
at�4.�7�p e r�c e nt.�Fr a n c e�a n d�S�w e d e n�di s pl a y�8�a n d�7�p e r�c e nt,�r e s p e cti v el y.�

W hil e� b u si n e s s e s�m a y�p r ef e r�b a n k�l o a n s if i n n e e d�of�e xt e r n al�fi n a n c e�t o r e ali s e�e x p e ct e d�g r o�wt h,�
B riti s h�S�M E s�w o ul d�m o r e�li k el y f a v o u r�i nt e r n al f u n d s�f o r�i n v e st�m e nt.�I n f a ct,�t h e�2 0 2 3�Fi n a n c e�
a n d�I n v e st�m e nt D e ci si o n s�S u r v e y�r e p o rt s�t h at a r o u n d 7 0�p e r�c e nt�of�S M E s�f a v o u r sl o�w e r�g r o�wt h�
t o h a vi n g�d e bt.�

Ll o y d�(2 0 2 1 ), w h o�m a k e s�a hi st o ri c al�c o�m p a ri s o n�of�S M E�l e n di n g b et�w e e n�t h e�U K,�U S,�G e r�m a n y�
a n d�Fr a n c e,�di s c u s s e s�B riti s h�S M E s�s h o rt-t e r�mi s�m a n d�h o�w it r e�fi e ct s,�a s�w ell�a s�i s r ei nf o r c e d b y,�
t h e�l a c k of�t a x�i n c e nti v e s f o r�r et ai n e d�e a r ni n g s�a n d�t h e�li�mit e d a c c e s s�t o�l o n g-t e r�m e xt e r n al�i n-

v e st�m e nt�f u n d s.�T h e r ef o r e,�w hil e�s c a r cit y�of�b a n k�l o n g-t e r�m fi n a n c e�m a y�c o nt ri b ut e�t o�S M E s’�
c a uti o u s�attit u d e�t o g r o�wt h,�ot h e r�f a ct o r s m a y�b e�at�f a ult,�s u c h�a s�t a x i n c e nti v e s.�A d a�m a n d Mill e r�
(2 0 1 9 ) s h o�w t h at t h e�p r e s e nt�U K�t a x�s y st e�m di s c o u r a g e s�ri s k-t a ki n g�a n d�s o�m e�f o r�m s�of�i n v e st-

m�e�nt.�

2.�2.�1� Di s c�o ur a g e�m e nt�

A s�d e s c ri b e d�i n t h e p r e vi o u s�s e cti o n,�t h e p e ri o d�b ef o r e�t h e G F C�s a�w s u b st a nti al l e n di n g t o S�M E s�
a n d�a b o ut�4 0�p e r�c e nt�of�t h e�st o c k�of�l e n di n g t o�all�n o n- fi n a n ci al�c o r p o r ati o n s�w a s�t o�t h e�C o�m -

m e r ci al�R e al�E st at e�s e ct o r�(R B S�I n d e p e n d e nt L e n di n g�R e vi e�w , 2 0 1 3 ). Aft e r�t h e�G F C,�r ej e cti o n�
r at e s�i n c r e a s e d a n d�l e n di n g d e cli n e d.�I n a d diti o n,�s o�m e�S M E s�w e r e�t r e at e d b a dl y�d u ri n g�t h e�c ri�-
si s,�h a vi n g�p r e vi o u sl y�a g r e e d�d e bt�li n e s p ull e d�o r�b ei n g�m o v e d�b et�w e e n�b a n k�t e a�m s.�

T hi s�e x p e ri e n c e�a p p e a r s�t o h a v e�c a u s e d S�M E s t o�r et r e at a n d�n ot�e v e n t r y�t o�a p pl y f o r d e bt- fi n a n c e,�
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l e a di n g t o t h e c oi ni n g�of�a “ s c a r r e d”�b u si n e s s,�w h o�d o e s�n ot�a p pl y�f o r ti n a n c e�b e c a u s e�of�p r e vi o u s�
r ej e cti o n.�B ef o r e�t h e�G F C,�1 4�p e r�c e nt�of�S M E s�a p pli e d�t o�l o a n s i n 2 0 0 1- 2 0 0 4,�1 1�p e r�c e nt�i n�
2 0 0 5- 2 0 0 9.�M e a n�w hil e,�1 0�p e r�c e nt�of�S�M E s�a p pli e d�t o�l o a n s i n 2 0 1 0- 2 0 1 1,�7 p e r�c e nt�i n 2 0 1 1�-
2 0 1 2�a n d�3 p e r�c e nt�i n t h e�y e a r�e n di n g�2 0 1 7�Q 4�(Fr a s e r�, 2 0 1 9 ). B riti s h�B u si n e s s�B a n k�(2 0 2 2 c�) 
s h o�w s�t h at,�i n 2 0 2 1,�t h e�m o st�c o�m m o n�r e a s o n�f o r n ot�m a ki n g�a n�a p pli c ati o n�t o�fi n a n c e�w a s�f e a r�
of�r ej e cti o n,�c o r r e s p o n di n g�t o 4 1�p e r�c e nt�of�S�M E s�w h o�h a d�a n e e d�f o r fi n a n c e�i n t h e p r e vi o u s�1 2�
m o nt h s�b ut�di d�n ot�a p pl y.�

2.�3� M a r k et�E n g�a g e�m e�nt�S u�m�m a r�y�
C o�m pl e�m e nti n g�t h e pi ct u r e�w e�h a v e�s o�f a r p r o vi d e d�of�t h e U�K�d e bt�l e n di n g m a r k et s,�h e r e�w e�p r o�-
vi d e�a b ri ef�s u�m m a r y�of�t h e�fi n di n g s�f r o�m o u r�m a r k et�e n g a g e�m e nt�w hi c h�i s d et ail e d�i n A p p e n di x�
A .O u r�e n g a g e�m e nt�wit h�m a r k et�p a rti ci p a nt s�c o n si st s�of�ni n e�i nt e r vi e�w s wit h�S M E s�a n d f o u r wit h�
fi n a n ci al�i n stit uti o n s, t�w o�l a r g e b a n k s,�a�n o n- b a n k�a n d�a�C�D FI.�

•�W e� h a v e�f o u n d t h at S�M E s�p e r c ei v e d�c o st�a s�a c e nt r al�c o n si d e r ati o n�w h e n�d e ci di n g�w h et h e r�
t o�a c c e s s�fi n a n c e�a n d�t h at�r e c e nt,�r el ati v el y,�hi g h e r�i nt e r e st r at e s�h a v e�c a u s e d�p r o bl e�m s�
wit h�aff o r d a bilit y.�

•�S�M E s�vi e�w e d l a r g e r fi n a n ci al�i n stit uti o n s a s�b ei n g�m o r e�ri s k a v e r s e�i n r e c e nt�y e a r s;�p u s hi n g�
t h e�m t o�w a r d s�m o r e�e x p e n si v e,�s m all e r,�alt e r n ati v e�fi n a n ci al�i n stit uti o n s.�

•�S�M E s�w o ul d�li k e st r o n g e r�r el ati o n s hi p s�wit h�fi n a n ci al�i n stit uti o n s�b e c a u s e�it w o ul d�h el p�
t h e�m t o g ai n�cl a rit y�o n�h o�w t o a c c e s s�fi n a n c e,�a n d it w o ul d�h el p�i n c r e a s e t h ei r a g e n c y�w h e n�
m a ki n g�fi n a n ci al�a g r e e�m e nt s�wit h�fi n a n ci al�i n stit uti o n s.�

•�S M E s�al s o�s e e�t h e�d e cli n e�i n b r a n c h e s�a n d�r el ati o n s hi p�m a n a g e r s�h a v e�b e e n�a b a r ri e r�t o�
t h ei r�a c c e s s�t o�fi n a n c e.�B a n k s�st at e d�b r a n c h�cl o s u r e s�a r e�d e�m a n d-l e d�a n d�t h at�“ h a r d’’�i n-

f o r�m ati o n a n d�a ut o�m ati o n�h a v e�i n g e n e r al�e x p a n d e d�c r e dit.�

•�Fi n a n ci al�i n stit uti o n s s u g g e st e d t h e q u alit y�of�S�M E fi n a n c e�a p pli c ati o n s�v a ri e s�a l ot a n d�t h at�
t h e a cti o n�of�ot h e r�b o di e s�t o s u p p o rt�S�M E s�i n t hi s�p r o c e s s�c o ul d i�m p r o v e t h ei r�s u c c e s s.�

•�Fi n a n ci al�i n stit uti o n s p oi nt e d�o ut�t h e�p ot e nti al�of�g r e at e r�c u st o�m e r�d at a�a c c e s s�a n d�b et�-
t e r e v al u ati o n�p r o c e s s e s�t o s p e e d�u p�a p pli c ati o n�r e s p o n s e s,�b ut�al s o�st at e d t h at alt e r n ati v e�
l e n d e r s s u c h�a s�C D FI s�c o ul d fill�a p ot e nti al�e xi sti n g�g a p�i n l o a n v al u e s,�p o s si bl y�i n c o o p e r a�-
ti o n wit h�l a r g e b a n k s.�

M a r k et�F ail�u r e s�
3. 1� S u�m�m a r�y�
T hi s�s e cti o n  d e s c ri b e s�t h e m a r k et�f ail u r e s,�o r  m o r e�s p e ci fi c all y,�t h e c o n diti o n s�f o r a n  ef fi ci e nt�
m a r k et�a n d�t o w h at�e xt e nt�t h e U K�s ati sf y�t h e�m,�gi v e n�t h e lit e r at u r e a n d�o u r�m a r k et�e n g a g e�m e nt.�
B a s e d�o n�t hi s,�w e�c a n�a n s�w e r�t h e�r e s e a r c h�q u e sti o n:�
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“Ar e�t h er e�a n y�m ar k et�f ail ur es�t h at�ar e�o c c urri n g�i n t h e�b usi n ess�l e n di n g m ar k et�t h at t h e�c o�m�m er ci al�
b a n ki n g�s yst e�m a n d�c urr e nt�p u bli c�i nt er v e nti o ns ar e�n ot�a d dr essi n g?�W h at�g a ps�i n t h e m ar k et�ar e�t h er e?�
W h at�g a ps�ar e�n ot�b ei n g�eff e cti v el y�a d dr ess e d?�Ar e�t h er e a n y�ris ks t h at ar e�n ot�b ei n g�a d dr ess e d?�”�

O u r�ti n di n g s�s u g g e st�t h at�

1.�c o�m p etiti o n�i s hi n d e r e d�b y�v a ri o u s�b a r ri e r s�t o�m a r k et�e nt r y�f o r�n e�w fi n a n ci al�i n stit uti o n s�
i n t h e�U K,�s u c h�a s�i n c r e a si n g r et u r n s�t o�s c al e,�r e g ul at o r y�o b st a cl e s�s u c h�a s�c a pit al�r e q ui r e -

m e nt s,�d e�m a n d�p r ef e r e n c e s�a n d�r el ati v e�u n a�w a r e n e s s�of�all�e xi sti n g�fi n a n ci al�p r o d u ct s�a n d�
l e n d e r s, a n d l o�w e r i nf o r�m ati o n l e v el s o n�b o r r o�w e r s�b y�n e�w l e n d e r s t h a n e st a bli s h e d i n c u�m-
b e�nt s.�

2.�t h e r ei s s o�m ei nf o r�m ati o n�a s y�m m et r y�b et�w e e nl e n d e r s�a n d S�M E si n t e r�m s�ofl e n d e r s’�k n o�wl�-
e d g e�a b o ut�S�M E s’�b u si n e s s e s�a n d�i nf o r�m ati o n al a d v a nt a g e�of�l e g a c y b a n k s�o v e r�ot h e r�p o�-
t e nti al l e n d e r s.�St a n d a r d�b o r r o�w e r�a s s e s s�m e nt�m a y�al s o�b e�u nf a v o u r a bl e�t o s p e ci fi c�S M E s,�
s u c h�a s�i nt a n gi bl e s-i nt e n si v e a n d�g r o�wi n g�S�M E s.�

3.�t h e r e�e xi st s�i�m p e rf e ct i nf o r�m ati o n i n t e r�m s�of�S�M E s’�a�w a r e n e s s�of�e xi sti n g�fi n a n ci al�i n sti-

t uti o n s a n d fi n a n ci al�p r o d u ct s�a s�w ell�a s�mi s u n d e r st a n di n g�of�fi n a n c e�a p pli c ati o n�p r o c e s s e s�
a n d�r e q ui r e�m e nt s.�

4.�b a n k s’�c o�m p e n s ati o n�s c h e�m e�a n d�m a r k et�i n c e nti v e st r u ct u r e�mi g ht�b e�a n�i n c e nti v e t o�p ri�-
o riti s e�l a r g e r b o r r o�w e r s.�

5.�l a r g e b a n k s�p r e s e nt�a n�i n c r e a s e i n ri s k�a v e r si o n.�

T h e�o v e r all�e xi sti n g�g a p s�a r e:�

•�u n�m et�d e�m a n d�f o r�s e r vi c e s�w hi c h�c o ul d�h el p�i m p r o v e c o�m m u ni c ati o n s�b et�w e e n�l e n d e r s�
a n d�b o r r o�w e r s,�s u c h�a s�b u si n e s s�fi n a n c e�s u p p o rt�a n d�c o a c hi n g;�a n d�

•�u n�m et�d e�m a n d�f o r�fi n a n c e�e s p e ci all y�d u ri n g�m a c r o e c o n o�mi c�d o�w nt u r n s�a s�w ell�a s�S�M E s’�
o ut p ut�i di o s y n c r ati c c o nt r a cti o n s.�

E xi sti n g�p ri v at e�a n d�p u bli c�m e a s u r e s�di r e ct e d�at�t h o s e�i n cl u d e:�

a�t h e�B B B�Fi n a n c e�H u b,�t h e�B a n k�R ef e r r al�S c h e�m e�, O p e n�B a n ki n g�, C o�m�m e r ci al�C r e dit�D at a�
S h a ri n g�(2 0 1 5 ), O p e n�Fi n a n c e�, E�N A B L E�F u n di n g�p r o g r a�m m e�( s e e S e cti o n�2.�1 ); 

b�t h e�w o r k�of�C�D FI s;�

p oli ci e s�w hi c h h el p t h e s ei n stit uti o n s�a c c e s s f u n di n g s u c h�a s�g o v e r n�m e nt�g u a r a nt e e s c h e�m e s�
a n d�t h e�C o�m�m u nit y�I n v e st�m e nt Ta x�R eli ef�( s e e S u b s e cti o n�2.�1 ). 

T h e r e�h a s�b e e n�s u b st a nti al f o c u s o n�i m p r o vi n g c o�m p etiti o n�i n t h e�S M E�fi n a n c e�m a r k et�si n c e�t h e�
p u bli c ati o n�of�C�M A/ F C A�(2 0 1 4 ). Wit h o ut� d et ail e d�d at a�a n al y si s�of�fi n a n ci al�p r o d u ct s�off e r e d�b y�
diff e r e nt�l e n d e r s,�it i s dif fi c ult�t o�st at e�t o�w h at�e xt e nt�c o�m p etiti o n�h a s�i m p r o v e d a n d,�if it h a s,�
w h et h e r�S M E s’�a c c e s s�t o�fi n a n c e�h a s�i n c r e a s e d.�H o�w e v e r,�a s�d et ail e d�i n S e cti o n�2.�1 , n e�w b a n k�
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2�

li c e n s e s h a v e�b e e n�i s s u e d i n t h e l a st d e c a d e�a n d�t h e s h a r e�i n t ot al l e n di n g of�c h all e n g e r s�a n d�n o n-

b a n k s�h a s�i n c r e a s e d s u b st a nti all y.�

It e�m s 2- 5 a b o v e�a n d�t h e r e s ulti n g�g a p s,�i n c o�m p a ri s o n,�s e e�m t o d e s e r v e�m o r e�g o v e r n�m e nt�eff o rt�
. A s�d e s c ri b e d�i n S e cti o n�2.�2 , a�w a r e n e s s�of�alt e r n ati v e�ti n a n c e�p r o d u ct s�c o ul d�b e�i m p r o v e d.�I n�

2 0 2 2,�f o r i n st a n c e, o nl y�6 0�p e r�c e nt�of�S�M E s�w e r e�a w a r e�of�i n v oi c e fi n a n c e�a n d�a s s et- b a s e d l e n d-

i n g ( s e e S e cti o n�2.�2 ). A�B B B�s u r v e y�o n�fi n a n c e�i nt e r�m e di a ri e s c o n d u ct e d i n t h e e n d�of�2 0 2 3�s h o�w s�
t h at b et�w e e n�5 2�p e r�c e nt�a n d 7 0�p e r�c e nt�of�r e s p o n d e nt s�i n e a c h�U K�N ati o n�a n d�r e gi o n�r e p o rt e d�
l a c k of�a�w a r e n e s s�of�fi n a n c e�o pti o n s�a s�o n e�of�t h e bi g g e st�b a r ri e r s�t o�fi n a n c e�a c c e s s�( s e e S e cti o n�
2.�2 ). T h e r ef o r e,�d e s pit e�e xi sti n g�m e a s u r e s,�t h e r e�i s still�s p a c e�f o r�t h e�p r o vi si o n�of�s e r vi c e s�s u c h�
a s�c o a c hi n g�a n d�s u p p o rt�t o�S�M E s�i n e v al u ati n g�t h ei r�fi n a n c e�o pti o n s�a n d�s ati sf yi n g�t h e�r e q ui r e -

m e nt�of�t h ei r�fi n a n c e�a p pli c ati o n s.�D u e�t o t h e st a g e�of�t h ei r�b u si n e s s e s,�S�M E s�al s o�f a c e f r e q u e nt�
p e ri o d s�of�d o�w nt u r n s,�p e ri o d s�w h e n�a c c e s s�t o�fi n a n c e�w o ul d�b e�v e r y�i�m p o rt a nt b ut�t r a diti o n al�
fi n a n ci al�i n stit uti o n s w o ul d�b e�r el u ct a nt t o�l e n d.�

F u rt h e r�m o r e,�it i s oft e n�e x p e ct e d�t h at�t h e�li�mit e d i nf o r�m ati o n of�l e n d e r s o n�S�M E s�c o ul d�b e�r e -

d u c e d�b y�i niti ati v e s s u c h�a s�O p e n�B a n ki n g�, C o�m m e r ci al�C r e dit�D at a�S h a ri n g�(2 0 1 5 ) a n d�O p e n�
Fi n a n c e�, a n d�t h at�i n t u r n�t hi s�w o ul d�l e a d t o�hi g h e r�c r e dit�s u p pl y.�H o�w e v e r,�e m pi ri c al�e vi d e n c e�
f r o�m si�mil a r�p oli ci e s�s u g g e st t h at,�w hil e�t h e s e c a n�all o�w f o r b ett e r�a s s e s s�m e nt�of�c u st o�m e r s,�t h e y�
d o�n ot�c a u s e�a n�i n c r e a s e i n l e n di n g.�T h e�st at e�m e nt�of�o n e�fi n a n ci al�i n stit uti o n i n o u r�m a r k et�e n�-
g a g e�m e nt�f u rt h e r s u p p o rt s�t hi s e vi d e n c e.�N o n et h el e s s,�f u rt h e r e v al u ati o n s,�p r ef e r a bl y�i n t h e U K,�
s h o ul d b e�c o n d u ct e d,�si n c e�fi n a n ci al�i nf o r�m ati o n s h a ri n g,�i n p a rti c ul a r�O p e n�Fi n a n c e�,i s a�v e r y�r e -

c e nt�i niti ati v e.�

I n a d diti o n,�t h e�c o�m bi n ati o n of b a n k s’�c o�m p e n s ati o n�s c h e�m e�a n d�m a r k eti n c e nti v e s�wit h�t h e a v ail�-
a bilit y�of�c u st o�m e r s�w h o�h a v e�diff e r e nt�b o r r o�wi n g�d e�m a n d s�mi g ht�l e a d l e n d e r s t o�f a v o u r l a r g e r�
b o r r o�w e r s,�c r e ati n g�u n�m et�d e�m a n d�f o r fi�n a n c e�a m o n g st�S�M E s.�

W hil e� C D FI s�a n d�p oli ci e s�s u c h�a s�g o v e r n�m e nt�g u a r a nt e e�s c h e�m e s�al r e a d y�c o nt ri b ut e�t o a d d r e s s�-
i n g t h e�i s s u e s d e s c ri b e d�a b o v e,�t h e�lit e r at u r e a n d�o u r�m a r k et�e n g a g e�m e nt�i n di c at e a d diti o n al�
m e a s u r e s�a n d�e v al u ati o n s�c o ul d b e�b e n e fi ci al.�

3.�2� C o�n diti o�n s�f o r�a n�Effi ci e�nt�M a r k et�
B ef o r e�w e�l a y o ut�t h e�m a r k et�f ail u r e s t h at�w e�c a n�c u r r e ntl y�i d e ntif y i n t h e�U K�d e bt-l e n di n g�m a r�-
k et,�it i s u s ef ul�t o st a rt�b y�o utli ni n g�t h e m e a ni n g�of�m a r k et�f ail u r e s.�T hi s�will�n ot�o nl y�h el p�u s�s u p�-
p o rt�t hi s�a n d�t h e�f oll o�wi n g s e cti o n s�of�t hi s�r e p o rt,�b ut�al s o�p r o vi d e�t h e�r e a d e r�wit h�t h e�i nf o r�m a-

ti o n�n e c e s s a r y�f o r a n�a cti v e�a s s e s s�m e nt�of�t hi s r e p o rt.�

I n e c o n o�mi c s,�w e�c o n si d e r�m a r k et s�t o�b e�ef fi ci e nt�if t h e y�a r e�P a r et o�O pti�m u�m,�t h at i s,�n o�a g e nt�
c o ul d�b e�m a d e�“ b ett e r- off ”�wit h�a n�alt e r n ati v e�all o c ati o n�of�r e s o u r c e s�wit h o ut�m a ki n g�a n ot h e r�
a g e nt�“�w o r s e- off ”. T h r e e�c o n diti o n s�f o r t hi s�t o�b e�a c hi e v e d�a r e�(L e d y a r d�, 2 0 1 7 ): 

1.�e xi st e n c e�of�e n o u g h�m a r k et s;�
2 V e r y�r e c e nt�p u bli c�m e a s u r e s�o n�t hi s�di r e cti o n�i n cl u�d e G o v.�u k�(2 0 2 4 ). 
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2.�c o�m p etiti v e�b e h a vi o u r�b et�w e e n�c o n s u�m e r s�a n d�p r o d u c e r s;�a n d�

3.�e xi st e n c e�of�a n�e q uili b ri u�m.�

M a r k et�f ail u r e s t h e n o c c u r�w h e n�a n y�of�t h e s e c o n diti o n s�a r e�vi ol at e d.�T h e�ti r st�c o n diti o n�r e q ui r e s�
t h at t h e�e xi sti n g�m a r k et s�f ul fil a n d�p ri c e�all�of�t h at�w hi c h�a g e nt s�c a r e�a b o ut�( c o�m pl et e m a r k et s).�
N e g ati v e�e xt e r n aliti e s,�f o r�i n st a n c e,�o c c u r�w h e n�t h e�a cti vit y�of�s o�m e�m a r k et�p a rti ci p a nt s�n e g a�-
ti v el y aff e ct�a g e nt s�o ut si d e�t h at m a r k et.�A cl a s si c�e x a�m pl e�i s p oll uti o n�of�n at u r al�e n vi r o n�m e nt�b y�
m a n uf a ct u ri n g�e nt e r p ri s e s.�G o v e r n�m e nt s�oft e n�i nt e rf e r e i n c a s e s�li k e t hi s,�b y�p ri ci n g�t h e�e xt e r�-
n alit y�vi a�t a x ati o n.�

A n ot h e r�e x a�m pl e,�w hi c h�w e�c a n�l o o k at�t h r o u g h t h e l e n s e s of�c r e dit�m a r k et s,�i s t h e c a s e�of�i nf o r-

m ati o n�a s y�m�m et r y�b et�w e e n�m a r k et�p a rti ci p a nt s.�A�l e n d e r u s u all y�h a s�li�mit e d i nf o r�m ati o n a b o ut�
t h e�q u alit y�of�a�b o r r o�w e r�w hil e�t h e�b o r r o�w e r�k n o�w s�m o r e�a b o ut�t h ei r�p r o b a bilit y�of�r e p a yi n g.�
T hi s�l e a d s t o�u n d e r- o r�o v e r- p ri ci n g�of�t h e�fi n a n ci al�p r o d u ct�a n d�t h u s�mi s all o c ati o n�of�r e s o u r c e s.�
A n�a d diti o n al�m a r k et�w hi c h�c o ul d�a c c o u nt�f o r�t h e�l e n d e r’�s u n c e rt ai nt y,�s u c h�a s�i n s u r a n c e m a r�-
k et s,�w o ul d�l e a d t o�m a r k et�c o�m pl eti o n.�If g o v e r n�m e nt s�p e r c ei v e�t h at�t h e�l e n di n g b e n e�fit s�c o n�-
t ri b ut e t o t h e wi d e r�e c o n o�m y�( p o siti v e e xt e r n aliti e s),�t h e n t h e y mi g ht�c h o o s e�t o a ct�a s�t h e i n s u r e r,�
s u c h�a s�i n t h e�c a s e�of�t h e B riti s h�B u si n e s s�B a n k’�s G r o�wt h�G u a r a nt e e�S c h e�m e�( G G S).�

T h e�s e c o n d�c o n diti o n�r e q ui r e s a g e nt s�t o h a v e�n o�i n�fi u e n c e o v e r�m a r k et�p ri c e s�a n d�t o b e h a v e�o pti�-
m all y�gi v e n�p ri c e s.�T hi s�i s o b vi o u sl y�vi ol at e d�w h e n�fi r�m s�e nj o y�s o�m e�l e v el of�m a r k et�p o�w e r,�w hi c h�
i s u s u all y�e x p e ct e d�i n c o n c e nt r at e d�m a r k et s.� I n l e n di n g m a r k et s,�g r e at e r�c o�m p etiti o n,�h o�w e v e r,�
c a n�l e a d t o hi g h e r�i nf o r�m ati o n a s y�m m et r y�b et�w e e n�l e n d e r s a n d b o r r o�w e r s�si n c e�m o r e�o pti o n s�of�
fi n a n c e�p r o vi d e r s�w o ul d�li k el y l e a d t o�s h o rt e r�r el ati o n s hi p s�b et�w e e n�l e n d e r s a n d�b o r r o�w e r s�(f o r�
a di s c u s si o n,�s e e�e.�g.�BI S�, 2 0 1 6 ). 

T h e�t hi r d c o n diti o n,�c o�m bi n e d�wit h�t h e s e c o n d,�r e q ui r e s t h e e xi st e n c e�of�c o�m p etiti v e�e q uili b ri u�m.�
It i s vi ol at e d,�f o r�e x a�m pl e,�i n n at u r al�m o n o p oli e s,�w h e r e�t h e�n u�m b e r�of�fi r�m s�t h at�c a n�p r o d u c e�
at�mi ni�m u�m�c o st�i s li�mit e d t o�o n e.�R e g ul at o r y�r e q ui r e�m e nt s�a n d�ot h e r�fi x e d�c o st s�i n t h e�b a n k�-
i n g i n d u st r y m a k e�t h e�e xi st e n c e�of�a�p e rf e ctl y�c o�m p etiti v e�e q uili b ri u�m�u nli k el y.�F u rt h e r�m o r e,�a s�
o utli n e d�a b o v e,�t h e p r e s e n c e�of�i nf o r�m ati o n a s y�m�m et r y�m a k e s�t h e c o n s e q u e n c e s�of�hi g h e r�c o�m -

p etiti o n�a�m bi g u o u s.�It i s li k el y t h at t h e�o pti�m u�m�e q uili b ri u�m�w o ul d�b e�a n�i nt e r�m e di at e l e v el of�
c o n c e nt r ati o n,�a s�s u g g e st e d�b y�Bi s�w a s�a n d�K o uf o p o ul o s�(2 0 2 0 ). Gi v e n�t h e s e�a n d�b e c a u s e�t h e�
t h e o r eti c al�v e ri fi c ati o n�of�t hi s�c o n diti o n�i s o ut�of�t h e�s c o p e�of�t hi s�r e p o rt,�w e�will�f o c u s�o n�t h e�
fi r st�t�w o c o n diti o n s�m o vi n g�f o r�w a r d.�

B a s e d�o n�t hi s,�t h e n e xt�s u b s e cti o n s�d e s c ri b e�t h e r e s ulti n g m a r k et�f ail u r e s t h at c a n�b e�i d e nti fi e d i n�
t h e�U K�d e bt-l e n di n g�m a r k et s.�T h e s e�will�g ui d e�t h e�i n v e sti g ati o n a b o ut�ot h e r�c o u nt ri e s’�s y st e�m s�
i n S e cti o n�4 .�

3.�3� C o�m p etiti o�n�a n d�B a r ri e r s�t o�E nt r�y�
A s�d e s c ri b e d�i n S e cti o n�2 , t h e�U K�l e n di n g m a r k et�( a n d l e n di n g m a r k et s�i n g e n e r al)�p r e s e nt s�i n-

c u�m b e nt�a d v a nt a g e�att ri b ut a bl e�t o�si z e,�r e g ul at o r y�o b st a cl e s�( s u c h a s�c a pit al�r e q ui r e�m e nt s),�d e�-
m a n d�p r ef e r e n c e s  a n d  r el ati v e�u n a�w a r e n e s s�of  all  e xi sti n g�fi n a n ci al  p r o d u ct s  a n d  l e n d e r s.�A s�

2 2�



             

            

              

           

              

                

              

            

                  

            

             

               

                

           

             

             

               

             

           

               

               

              

             

               

              

      

               

           

             

              

                 

              

              

              

                

               

              

              

             

            

                 
                  
                    

      

 

cit e d b y�B a n k�of�E n gl a n d�(2 0 2 0 ), y o u n g�l e n d e r s al s o�h a v e�l o�w e r i nf o r�m ati o n o n�p ot e nti al�b o r r o�w -

e r s�t h a n e st a bli s h e d�i n c u�m b e nt s, w hi c h�al s o�hi n d e r s�t h ei r a bilit y�t o c o�m p et e.�N o n et h el e s s,�i niti a-

ti v e s�s u c h�a s�t h e�B a n k�R ef e r r al�S c h e�m e�, O p e n�B a n ki n g�, O p e n�Fi n a n c e�a n d�C o�m m e r ci al�C r e dit�
D at a�S h a ri n g�(2 0 1 5 ) s h o ul d�c o nt ri b ut e�t o�a m eli o r ati n g�t h e�d e�m a n d�a n d�i nf o r�m ati o n a c c e s s�i s-
s u e s�of�s m all l e n d e r s.3 I n d e e d,�4 6�n e�w b a n k s�w e r e�a ut h o ri s e d�b et�w e e n�A p ril�2 0 1 3�a n d�S e pt e�m -

b e r�2 0 1 9�( a r o u n d 7�p e r�y e a r)�S e ni o r�et�al.�(2 0 1 9 ). B y�2 0 2 4/ 2 5,�t h e�c u�m ul ati v e�t ot al�si n c e�2 0 1 2�
h a d�r e a c h e d 8 0,�of�w hi c h�4 0�w e r e�b r a n d�n e�w�U K�b a n k s�P r u d e nti al�R e g ul ati o n�A ut h o rit y�(2 0 2 5 ). 

F o r�p r e- 2 0 1 3�c o nt e xt,�t h e�F S A’ s b a r ri e r s-t o- e nt r y�r e vi e�w r e p o rt s�3 9�b a n k�a ut h o ri s ati o n s�o v e r�
2 0 0 6�– 2 0 1 2�( 8 U K�st a n d- al o n e�o r�p a rt�of�a U K�g r o u p,�2 2�U K�s u b si di a ri e s�of�f o r ei g n e ntiti e s,�9 U K�
b r a n c h e s�of�n o n- E E�A�b a n k s)�Fi n a n ci al�S e r vi c e s�A ut h o rit y�(2 0 1 3 ). Al s o,�a s�p oi nt e d�o ut�i n S u b s e c�-
ti o n 2.�1 , t h e m a r k et�s h a r e�of�c h all e n g e r�b a n k s�a n d�n o n- b a n k s�h a s�m e a ni n gf ull y�i n c r e a s e d.�

T h e�e xi st e n c e�of�s u c h b a r ri e r s�m a k e s�t h e U�K�( a n d ot h e r)�l e n di n g m a r k et s�l e s s t h a n p e rf e ctl y�c o�m -

p etiti v e�a n d�p ot e nti all y�l e a d t o t h e cl a s si c�o ut c o�m e�of�l o�w e r o ut p ut�(l e n di n g) a n d hi g h e r�p ri c e s�of�
i�m p e rf e ct c o�m p etiti o n.�N e v e rt h el e s s,�a s�o utli n e d�a b o v e,�t h e p r e s e n c e�of�i nf o r�m ati o n a s y�m�m et r y�
m a k e s�t h e�c o n s e q u e n c e s�of�hi g h e r�c o�m p etiti o n�a�m bi g u o u s.�It i s li k el y t h at t h e�o pti�m u�m�e q uili b�-
ri u�m i s a n�i nt e r�m e di at e l e v el of�c o n c e nt r ati o n,�a s�s u g g e st e d b y�Bi s�w a s�a n d�K o uf o p o ul o s�(2 0 2 0 ). 

W e� al s o�c o nj e ct u r e�t h at t h e�l a r g e r u s e�of�c u st o�m e r�i nf o r�m ati o n s h a ri n g�i n t h e�m a r k et�c o�m bi n e d�
wit h�i m p r o v e d al g o rit h�m s�f o r c u st o�m e r s�s c r e e ni n g�mi g ht�b e�a bl e�t o�i n c r e a s e c o�m p etiti o n�w hil st�
r e d u ci n g�i nf o r�m ati o n a s y�m m et r y,�alt h o u g h,�a s�c o n si d e r e d b y�Bi s�w a s�a n d�K o uf o p o ul o s�(2 0 2 0 ), i n�
a t h e o r eti c al�m o d el,�c o�m p etiti o n�will�o nl y�i n c r e a s e if l e n d e r s a r e�si�mil a rl y�a bl e�t o�u s e�t h e�a v ail�-
a bl e�d at a�f o r c u st o�m e r�s c r e e ni n g,�t h at i s, l e n d e r s wit h�b ett e r�al g o rit h�m s,�f o r e x a�m pl e,�mi g ht�h a v e�
a n�a d v a nt a g e.�I n a d diti o n,�s o�m e�e xi sti n g�e vi d e n c e�s h o�w s�t h at hi g h e r�i nf o r�m ati o n s h a ri n g�i s n ot�
o b s e r v e d�t o�i n c r e a s e b a n k�c r e dit�(B e h r�a n d�S o n n e k al b�, 2 0 1 2 ; L o a b a�a n d�Z a h o n o g o�, 2 0 1 9 ), b ut�
it mi g ht�l e a d t o�b ett e r�l o a n p e rf o r�m a n c e�b y�r e d u ci n g�t h e�p r o b a bilit y�of�a r r e a r s�(B e h r�a n d�S o n�-
n e k al b�, 2 0 1 2 ). T hi s�h a s�al s o�b e e n�s u g g e st e d�b y�o n e�of�o u r�i nt e r vi e�w e d ti�n a n ci al�i n stit uti o n s i n�
o u r�m a r k et�e n g a g e�m e nt�i n A p p e n di x�A�.�

Hi g h e r�c o�m p etiti o n�i s al s o�n ot�n e c e s s a ril y�b ett e r�a g ai n st�t h e�ri s k�of�b a n k�di st r e s s.�U n d e r�t h e�
“ c o�m p etiti o n-f r a gilit y”�t h e o r y,�t h e r e d u cti o n�i n m a r k et�p o�w e r�f r o�m c o�m p etiti o n�d e p r e s s e s�p r o fit�
m a r gi n s,�a n d�r e s ult s�i n r e d u c e d f r a n c hi s e�v al u e�t h at�e n c o u r a g e s�b a n k�ri s k�t a ki n g�(W o rl d� B a n k ). 

T h e�“ c o�m p etiti o n- st a bilit y”�t h e o r y,�o n�t h e�ot h e r�h a n d,�p r e di ct s�t h at�m o r e�m a r k et�p o�w e r�i n t h e�
l o a n m a r k et�m a y�l e a d t o g r e at e r�b a n k�ri s k�a s�t h e hi g h e r�i nt e r e st r at e s�c h a r g e d�t o l o a n c u st o�m e r s�
m a k e�it m o r e�dif fi c ult�t o�r e p a y�l o a n s a n d�e x a c e r b at e�m o r al�h a z a r d�a n d�a d v e r s e�s el e cti o n�p r o b�-
l e�m s (W o rl d� B a n k ). N o n et h el e s s,�if m a r k et�p o�w e r�g e n e r at e s�g r e at e r�ri s k i n t h e�l o a n m a r k et�b ut�
al s o�hi g h e r�f r a n c hi s e v al u e,�o v e r all�b a n k�ri s k�mi g ht�b e�k e pt�l o�w (W o rl d� B a n k ). E m pi ri c all y,�u si n g�
a s a�m pl e�of�o v e r�8,�0 0 0�b a n k s�a c r o s s�3 0�d e v el o p e d�c o u nt ri e s,�W o rl d� B a n k�fi n d�t h at�b a n k s�wit h�
a hi g h e r�d e g r e e�of�m a r k et�p o�w e r�b e a r�si g ni fi c a ntl y�m o r e�l o a n p o rtf oli o�ri s k,�w hi c h�i s c o n si st e nt�
wit h�t h e�“ c o�m p etiti o n- st a bilit y”. H o�w e v e r�t h e y al s o�fi n d�t h at b a n k s�wit h�m o r e�m a r k et�p o�w e r�al s o�
e nj o y�l e s s o v e r all�ri s k�e x p o s u r e,�w hi c h�i s a c hi e v e d�vi a�si g ni fi c a ntl y�m o r e�e q uit y�c a pit al�h ol di n g.�
T hi s�l e n d s s u p p o rt�t o�t h e�“ c o�m p etiti o n-f r a gilit y”�a r g u�m e nt.�S e v e r al�ot h e r�st u di e s�h a v e�al s o�fi n d�
mi x e d�r e s ult s.�Y u a n�et�al.�(2 0 2 2 b ), f o r�i n st a n c e,�fi n d�a U- s h a p e d�r el ati o n s hi p�b et�w e e n�c o�m p eti�-

3 C o�m m e r ci al�C r e dit�D at a�S h a ri n g�( C C�D S) d at e s�b a c k�t o 2 0 1 3.�It r e�q ui r e s�m aj o r�b a n k s�( d e si g n at e�d b y�t h e Tr e a s u r y)�
t o s h a r e�c r e dit i nf o r�m ati�o n o n�t h ei r S�M E�c u st o�m e r s�wit h�c r e�dit�r ef e r e n c e a g e n ci e s�d e si g n at e�d b y�t h e Tr e a s u r y,�i no r�d e r�
t o�i m p r o v e a c c e s s�t o�fi n a n c e.�A�c o n s ult ati o n�i s b ei n g�c o n d u ct e d�t hi s�y e a r�t o�e x pl o r e�if C C�D S�c o�ul d�b e�e n h a n c e d�t o�
b ett e r�s u p p�o rt�S�M E�a c c e s s�t o fi n a n c e.�

2 3�
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ti o n�a n d�o v e r all�b a n k�ri s k f o r�a s a�m pl e�of�U S�b a n k s.�d e�R a�m o n�et�al.�(2 0 2 0 ) ti�n d�h et e r o g e n e o u s�
r e s ult s�a c r o s s�U K�b a n k s’�s ol v e n c y�l e v el s a n d�t h at r e g ul at o r y�p r e s s u r e�c a n�a�m eli o r at e�t h e a d v e r s e�
li n k s b et�w e e n�ri s k�a n d�c o�m p etiti o n.�

3.�4� M a r k et�C o�m pl et e�n e s s�

3.�4.�1� I nf or�m a�fi o n A s y�m�m etr y�

B a n k�of�E n gl a n d�(2 0 2 0 ) p e rf e ctl y�d e s c ri b e s�t h e�i n ef fi ci e nt e q uili b ri u�m�r e s ulti n g�f r o�m t�w o�t y p e s�
of�i nf o r�m ati o n a s y�m m et r y�t h at h a p p e n s�i n l e n di n g m a r k et s,�b et�w e e n�b o r r o�w e r s�a n d l e n d e r s, a n d�
b et�w e e n  i n c u�m b e nt l e n d e r s a n d�n e�w�c o�m p etit o r s.�T h e  f o r�m e r,�w hi c h�i s m o r e�a c ut e  b et�w e e n�
l e n d e r s a n d�s�m all b u si n e s s e s,�l e a d s t o�a ri s k�p r e�mi u�m a n d�l o�w e r l e n di n g.�T h e�l att e r r ef e r s�t o�t h e�
i nf o r�m ati o n al a d v a nt a g e�a c c o u nt�p r o vi d e r s�h a v e�o v e r�ot h e r�p ot e nti al�l e n d e r s.�A s�d e s c ri b e d�b y�
B a n k�of�E n gl a n d�(2 0 2 0 ), “I n�o r d e r�t o�c o�m p a r e�p ri c e s�f r o�m a n y�ot h e r�l e n d e r s,�t h e�S�M E�n e e d s�t o�
s h a r e�t hi s�a n d�ot h e r�i nf o r�m ati o n t o�d e�m o n st r at e�t h at t h e y�a r e�c r e dit�w o rt h y.�B ut�t hi s�i s oft e n�a�
v e r y�m a n u al�a n d�p a p e r- h e a v y�p r o c e s s,�w hi c h�v a ri e s�c o n si d e r a bl y�b et�w e e n�l e n d e r s.”�S u c h�a�l o n g�
p r o c e s s�m a y�c a u s e�b u s y�o w n e r s�of�s m all�b u si n e s s e s�t o�c h o o s e�n ot�t o�b o r r o�w at�all,�l e a di n g t o�
l o�w e r d e�m a n d.�

It i s w o rt h�m e nti o ni n g,�t h o u g h,�t h at H utt o n�a n d�Ni g hti n g al e�(2 0 1 1 ) c h all e n g e�t hi s�c o�m�m o nl y�a c�-
c e pt e d�n oti o n�t h at i nf o r�m ati o n a s y�m m et r y�i s t h e p ri�m a r y�h u r dl e�f a c e d b y�S M E s�w h e n�s e e ki n g�fi -

n a n c e.�I n st e a d, t h e y s u g g e st t h at t hi s n a r r ati v e�o v e rl o o k s�t h e a s s e s s�m e nt�p r o c e s s e s�e�m pl o y e d b y�
b a n k s.�B a n k s�utili z e�b e h a vi o u r al�c r e dit�m o d el s�t h at i nt e g r at e d at a�f r o�m n u�m e r o u s�si�mil a r�b u si�-
n e s s e s,�p r o vi di n g�t h e�m wit h�a c o�m p r e h e n si v e�u n d e r st a n di n g�of�t h e�ri s k s�a s s o ci at e d�wit h�e a c h�
fi r�m.�T hi s�oft e n�s u r p a s s e s�t h e e nt r e p r e n e u r’�s p e r c e pti o n,�w hi c h�m a y�t e n d t o b e�o v e rl y�o pti�mi sti c�
a b o ut�ri s k s.�

N o n et h el e s s,�H utt o n�a n d�Ni g hti n g al e�(2 0 1 1 ) hi g hli g ht�t h at�w hil e�t h e s e�m o d el s�e x c el�i n e v al u at�-
i n g e st a bli s h e d�fi r�m s�wit h�s u b st a nti al�t a n gi bl e�a s s et s,�t h e y�f alt e r w h e n�it c o�m e s�t o�a s s e s si n g�t h e�
ri s k s�a s s o ci at e d�wit h�l e n di n g t o�hi g h- g r o�wt h�e nt e r p ri s e s.�S u c h�c o�m p a ni e s�oft e n�e x p e ri e n c e�di s�-
p r o p o rti o n at e�g r o�wt h�f u ell e d b y�i nt a n gi bl e a s s et s.�Gi v e n�t h e c h all e n g e�i n a c c u r at el y�q u a ntif yi n g�
t h e v al u e�of�i nt a n gi bl e s, t h e s e fi r�m s�m a y�a p p e a r�ri s ki e r t h a n t h e y t r ul y a r e.�T hi s�h a s�m o r e�r e c e ntl y�
b e e n�i d e nti fi e d b y�ot h e r s�a s�w ell,�s u c h�a s�N e st a�(2 0 1 7 ) a n d�t h e B riti s h�B u si n e s s�B a n k�(2 0 1 8 ). T h e�
i s s u e wit h�hi g h�st r e et�b a n k s’�a s s e s s�m e nt�of�g r o�wi n g�b u si n e s s e s�w a s�al s o�p oi nt e d�o ut�d u ri n g�o u r�
m a r k et�e n g a g e�m e nt.�A s�s h o�w n�b y�B riti s h�B u si n e s s�B a n k�(2 0 1 8 ), h o�w e v e r,�b u si n e s s e s�“�wit h�r e g -

i st e r e d I P R s (i nt ell e ct u al p r o p e rt y�ri g ht s)�a r e�l e s s li k el y t o d ef a ult�a n d,�w h e r e�d ef a ult�d o e s�o c c u r,�
t h e�r e s ulti n g�l o s s e s t o�t h e�b a n k s�a r e�l o�w e r”. W o rl d� I nt ell e ct u al P r o p e rt y�O r g a ni z ati o n�(2 0 2 3 ) 

c o nj e ct u r e s�t h at t h e s e�r e s ult s�h a v e�b e e n�a p ot e nti al�e n c o u r a gi n g�f a ct o r�f o r�H S B C�a n d�N at�w e st�
t o i nt r o d u c e c r e dit�p r o d u ct s�t a r g et e d�at�hi g h�g r o�wt h�fi r�m s.�

H e n c e�t h e�s p r e a d�of�b ett e r�d at a�a c r o s s�l e n di n g m a r k et s�c a n�r e d u c e�i nf o r�m ati o n a s y�m m et r y�n ot�
o nl y�b e c a u s e�alt e r n ati v e�l e n d e r s h a v e�a c c e s s�t o�t h e�s a�m e�d at a�a s�l a r g e b a n k s�b ut�al s o�b e c a u s e�
t h e y�c a n�i n n o v at e i n t h e�a s s e s s�m e nt�of�t h e s e�d at a.�T h e r ef o r e,�O p e n�B a n ki n g�, O p e n�Fi n a n c e�a n d�
C o�m�m e r ci al�C r e dit�D at a�S h a ri n g�(2 0 1 5 ) al s o�c o nt ri b ut e�t o a�m eli o r ati n g�t hi s m a r k et�f ail u r e.�O p e n�
Fi n a n c e�, i n p a rti c ul a r,�ai�m s�t o�e xt e n d�O p e n�B a n ki n g,�b y�e xt e n di n g�c o n s e nt- b a s e d�d at a�s h a ri n g�
b e y o n d�p a y�m e nt�a c c o u nt s�t o�a wi d e r�s et�of�fi n a n ci al�d at a�s o u r c e d f r o�m H M R C�a n d�C o�m p a ni e s�
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H o u s e.� T h e s e�i n cl u d e s al e s,�e x p e n s e s,�V A T�p a y�m e nt s�a n d�r e c ei pt s,�s a vi n g s,�i n v e st�m e nt s,�p e n�-
si o n s,�i n s u r a n c e, m o rt g a g e s�a n d�c o n s u�m e r�c r e dit ( Fi n a n ci al�C o n d u ct�A ut h o rit y�,2 0 1 9�,2 0 2 1 ;O E C�D ,�
2�0�2�3�). 

3.�4.�2� I�m p erf e ct I nf or�m a�ti o n�

A s�cit e d�i n S e cti o n�2.�2 , b u si n e s s e s’�p r e s e nt�s o�m e�l a c k of�a w a r e n e s s�a b o ut�diff e r e nt�t y p e s�of�fi -

n a n ci al�p r o d u ct s�a n d�all�t h e�l e n d e r s a v ail a bl e.�M a r k et� s ol uti o n s�s u c h�a s�t h e�u s e�of�b r o k e r s�c a n�
a m eli o r at e�t h e i s s u e.�N ati o n al�A s s o ci ati o n�of�C o�m m e r ci al�Fi n a n c e�B r o k e r s�( N A C F B) (2 0 2 4 ) i n di-

c at e s�t h at b r o k e r s�f a cilit at e d £ 3 8�b n�of�S M E�l e n di n g i n 2 0 2 3.�I n a�5 0 0- S M E�s u r v e y,�2 8�p e r�c e nt�
of�t h e�s a�m pl e�h a d�u s e d�a b r o k e r�t o�a c c e s s�b u si n e s s�fi n a n c e�a n d�2 0�p e r�c e nt�w e r e�u n a�w a r e�t h e y�
c o ul d�u s e�a b r o k e r�f o r t hi s (Ti�m e�Fi n a n c e�,2 0 2 5 ). P u bli c�i niti ati v e s ai�m e d�at�d e v el o pi n g�b u si n e s s e s�
a w a r e n e s s�a n d�k n o�wl e d g e�of�a v ail a bl e�f u n di n g�o p p o rt u niti e s�s u c h�a s�t h e�B B B�Fi n a n c e�H u b�a n d�
t h e�B a n k�R ef e r r al�S c h e�m e�c a n�al s o�h el p.�N o n et h el e s s,�a s�m e nti o n e d�i n S e cti o n�2.�1 , e xi sti n g�e vi�-
d e n c e�s u g g e st s�t h at b a n k�r ef e r r al s�d o�n ot�h a p p e n�oft e n.�

I n a d diti o n�t o�t h e�p ot e nti al�r e st ri ct e d i nf o r�m ati o n of�l e n d e r s o n�b o r r o�w e r s�a n d�vi c e�v e r s a,�o u r�
m a r k et�e n g a g e�m e nt�h a s�i d e nti fi e d a�mi s�m at c h�b et�w e e n�l a r g e fi n a n ci al�i n stit uti o n s’�a n d�S�M E s’�
e x p e ct ati o n s.�T h e�f o r�m e r�st at e�t h at�oft e n�S M E s�a r e�n ot�a w a r e�of�w h at�t h e y�s h o ul d�p r e s e nt�i n�
a fi n a n c e�a p pli c ati o n,�i n c o nt r a st�t o�l a r g e c o�m p a ni e s,�w hi c h�c a n�aff o r d�t o�h a v e�d e di c at e d�fi n a n c e�
d e p a rt�m e nt s.�I n d e e d,�Ll o y d�(2 0 2 1 ) m e nti o n s�t h at S�M E s’�p o o r�fi n a n ci al�m a n a g e�m e nt�i s r e�fi e ct e d�
i n�“ m a n y r e p o rt e d dif fi c ulti e s�i n c o�m pl eti n g�t h e p a p e r�w o r k�r e q ui r e d b y�U K�b a n k s�w h e n�a p pl yi n g�
f o r�l o a n s.”�T hi s�l e a d s�“�m a n y�b u si n e s s e s�t o�r e s o rt�t o�o v e r d r aft s�o r�c r e dit�c a r d s�n ot�o nl y�t o�f u n d�
t h ei r w o r ki n g�c a pit al�n e e d s,�b ut�t o u s e�t h e s e s o u r c e s�t o fi n a n c e�i n v e st�m e nt.”�

S�M E s,�o n�t h e�ot h e r�h a n d,�st at e�t h at fi n a n ci al�i n stit uti o n s d o�n ot�h a v e�e n o u g h�k n o�wl e d g e�a b o ut�
t h ei r i n d u st r y a n d d o�n ot�c o n si d e r�e n o u g h�i nf o r�m ati o n a b o ut�t h ei r b u si n e s s.�A n e c d ot al�e vi d e n c e�
al s o�s u g g e st s�t h at�S M E s�mi g ht�n ot�h a v e�a s uit a bl e�s y st e�m t o�e sti�m at e�t h ei r�r et u r n s�o n�i n v e st-

m e nt s�a n d�e x p e n dit u r e�of�t h e�b u si n e s s,�w hi c h�w o ul d�b e�u s ef ul�a s�e vi d e n c e�f o r�fi n a n c e�a p pli c a�-
ti�o�n s.�

T hi s�hi g hli g ht s�s o�m et hi n g�w hi c h�i s c a r e d�a b o ut�b y�e c o n o�mi c�a g e nt s�b ut�i s n ot�g e n e r all y�s u p pli e d i n�
t h e m a r k et.�T h at�i s, t h e r e s e e�m s�t o b e�d e�m a n d�f o r s e r vi c e s�w hi c h�s u p p o rt S�M E s�n a vi g at e�fi n a n ci al�
i n stit uti o n s’�r e q ui r e�m e nt s.�

3.�4.�3� M ar k et� a n d�I n s�fit u�fi o n al I n c e n�fi v e s�

I n a d diti o n�t o�r e g ul ati o n,�w hi c h,�a s�di s c u s s e d�i n S e cti o n�2.�1 , di s c o u r a g e s�S M E�l e n di n g vi a�R�W A,�
l a r g e fi n a n ci al�i n stit uti o n s mi g ht�h a v e�t h e�i n c e nti v e t o�p ri o riti s e�l a r g e r b o r r o�w e r s�d u e�t o�t h e�o p�-
e r ati o n al�c o st�i n v ol v e d i n m a n a gi n g�b o r r o�wi n g�a p pli c ati o n s�a n d�s e r vi ci n g�t h e�m o n c e�t h e y a r e�a p�-
p r o v e d�( s e e S e cti o n�2.�1 ). F u rt h e r�m o r e,�p r of e s si o n al�i n c e nti v e s wit hi n�b a n k s�al s o�n e g ati v el y�af�-
f e ct S�M E s’�s u c c e s s�i n a c c e s si n g�fi n a n c e,�si n c e�r et u r n s�o n�e q uit y�a r e�k e y�el e�m e nt s�i n d et e r�mi ni n g�
b o n u s e s�(H utt o n�a n d�Ni g hti n g al e�, 2 0 1 1 ). 

T h e r ef o r e,�if b a n k s�a r e�l a r g e e n o u g h�t o�b e�a bl e�t o�c h o o s e�t h ei r�b o r r o�w e r s�b et�w e e n�S�M E s�a n d�
l a r g e r c o�m p a ni e s,�t h e y�mi g ht�t e n d t o�p ri o riti s e�t h e�l att e r a s�t h e s e�off e r�l o�w e r ri s k�a n d�hi g h e r�r e -

t u r n d u e�t o hi g h e r�l o a n v al u e.�I n a d diti o n,�l a r g e r c o�m p a ni e s�h a v e�fi n a n c e�a p pli c ati o n s�p ot e nti all y�
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e a si e r�a n d�c h e a p e r�t o p r o c e s s�si n c e�i nf o r�m ati o n i s m o r e�r e a dil y�a v ail a bl e�a n d�s e r vi ci n g�t h ei r l o a n�
al s o�li k el y d e�m a n d s�f e�w e r�r e s o u r c e s,�si n c e�f o r�i n st a n c e t h e y�h a v e�a m o r e�st a bl e�i n c o�m e st r e a�m�
a n d�w o ul d�n e e d�l e s s s u p p o rt�a n d�r e�ti n a n ci n g�s e r vi c e s.  P r ef e r e n c e�t o�w a r d l a r g e fi r�m s�mi g ht�al s o�
r e s ult f r o�m t h e l a r g e r r e v e n u e�st r e a�m t h e s e fi r�m s�c o ul d�c o nt ri b ut e�t o�t h e b a n k�d u e�t o a d diti o n al�
s e r vi c e s�t h e y�u s e.�

T hi s�p r ef e r e n c e�i s d e s c ri b e d�i n ot h e r�w o r d s�b y�A p pl e y a r d�(2 0 1 1 ) w h e n�p r e s e nti n g�t h e s p a c e�t h at�
C D FI s�fill e d�aft e r�b a n ki n g�li b e r ali s ati o n:�“ C D FI s r e c o g ni s e d t h at b a n k s�w e r e�u n�willi n g�r at h e r t h a n�
u n a bl e�t o p r o vi d e�fi n a n ci al�s e r vi c e s�t o s�m all fi r�m s�d u e�t o t h e hi g h�l e v el of�ri s k a g ai n st�t h e r el ati v el y�
l o�w l e v el of�r e�w a r d.�M a n y�s m all b u si n e s s e s�b e c a�m e�fi n a n ci all y�e x cl u d e d�b e c a u s e�b a n k s�f o u n d it�
u n e c o n o�mi c�t o�l e n d t o�mi c r o�a n d�s�m all�e nt e r p ri s e s,�p a rti c ul a rl y�w h e n�t h e�l o a n s w e r e�s�m all�a n d�
t h e�c o st�of�s e r vi ci n g�t h e�l o a n s w a s�hi g h.”�

W hil e� b a n k s�c a n�a ut o�m at e�l e n di n g of�s m all�a m o u nt s,�a p pli c ati o n s�o v e r,�f o r i n st a n c e, £ 5 0,�0 0 0�still�
r e q ui r e�m o r e�c o st s�of�a n al y si s�a s�o n e�l a r g e fi n a n ci al�i n stit uti o n m e nti o n e d�i n o u r�m a r k et�e n g a g e�-
m e nt�( s e e A p p e n di x�A ). 

W e� m u st�r e�m a r k�h o�w e v e r�t h at�p r o�fit�m a xi�mi s ati o n�i s n ot�it s elf a�m a r k et�f ail u r e.�If�c o�m bi n e d�
wit h�h e alt h y�c o�m p etiti o n,�it i s t y pi c all y�o n e�of�t h e�m ai n�d ri v e r s�of�i n n o v ati o n a n d�p r o d u cti vit y.�
N o n et h el e s s,�ot h e r�m a r k et�c h a r a ct e ri sti c s�a n d�i m p e rf e cti o n s mi g ht�m a k e�s u p pl y�u n e c o n o�mi c al.�
S�M E�l e n di n g i s i n g e n e r al�l o s s m a ki n g�b ut�vit al�f o r S�M E�i n v e st�m e nt a n d�g r o�wt h,�u n d e r pi n ni n g�t h e�
r ol e�of�p u bli c�p oli c y�a n d�r e g ul ati o n.�

3.�4.�4� Ri s k‐ A v er si�o n�

S o�m e�n a r r ati v e s�p oi nt�t o�w a r d s a�hi st o ri c al�ri s k�a v e r si o n�of�U K�b a n k s,�e v e n�aft e r�c o n s oli d ati o n�of�
t h e s e ct o r�i n t h e b e gi n ni n g�of�t h e 2 0t h�c e nt u r y,�w hi c h�h a p p e n e d�al o n g si d e�t h e p r of e s si o n ali s ati o n�
of b a n ki n g,�wit h�t h e c r e ati o n�of�r ul e s a n d�“ g o o d�p r a cti c e s”�d e s c ri bi n g�w h at�w a s�ri s k y a n d�w h at�w a s�
a s af e�i n v e st�m e nt (C olli n s�, 1 9 9 1 ). L e n di n g�t o i n d u st r y w a s�n ot�c o n si d e r e d�s af e�(C olli n s�, 1 9 9 1 ). 

Ll o y d�(2 0 2 1 ) al s o�di s c u s s e s�“t h e hi st o ri c al�p att e r n�of�a p p a r e ntl y�ri s k- a v e r s e�B riti s h�b a n k s�f aili n g�
t o�a c c e pt�t h e�ri s k s�of�b u si n e s s�l e n di n g t o�S�M E s�o v e r�a 1 2 0- y e a r�p e ri o d.”�T h e�a ut h o r s�a r g u e�t h at�
t hi s�h a s�r ei nf o r c e�a s h o rt-t e r�m p r o fit- o ri e nt e d�vi si o n�a m o n g st�S�M E s,�t o�t h e�o v e r all�d et ri�m e nt�of�
t h e�s e ct o r’�s i nt e r n ati o n al c o�m p etiti vit y.�

F u rt h e r�m o r e,�o u r�m a r k et�e n g a g e�m e nt�a s�w ell�a s�a g g r e g at e�d at a�i n s p e cti o n i n S e cti o n�4.�6�i n di-

c at e s t h at f o r- p r o fit fi n a n ci ali n stit uti o n s�mi g ht�t e n d t o wit h d r a�w�c r e dit d u ri n g�t h e l o�w s�of�m a c r o e-

c o n o�mi c�a n d�S M E s’�b u si n e s s�c y cl e,�t h e�p e ri o d s�w h e n�t h e y�w o ul d�p r o b a bl y�n e e d�it t h e�m o st.�T h e�
2 0 0 8�fi n a n ci al�c ri si s�i s a n�e x a�m pl e�of�t hi s a n d�w a s�al s o�m e nti o n e d�i n o u r�m a r k et�e n g a g e�m e nt�( s e e�
A p p e n di x�A�). 

T hi s�o b s e r v ati o n�c a n�b e,�at�l e a st i n p a rt,�att ri b ut e d�t o�t h e�p r o- c y cli c alit y�of�ri s k- s e n siti v e�c a pit al�
r e g ul ati o n.�V a ri o u s�st u di e s�i n t h e�lit e r at u r e s h o�w e vi d e n c e�t h at�ri s k- w ei g ht e d�c a pit al�r e q ui r e -

m e nt s�l e a d t o a n�e x c e s si v e�i n c r e a s e i n b a n k�a s s et s�( e.�g.�l o a n s) d u ri n g�b o o�m s.�D u ri n g�c ri s e s,�w h e n�
a s s et s’�ri s k i n c r e a s e s a n d�t h ei r p ri c e s�f all,�b a n k s�e n g a g e�i n a s s et�s al e s�w hi c h�f u rt h e r d e p r e s s e s�a s�-
s et�p ri c e s ( B r u n n e r�m ei e r�et�al.�,2 0 0 9 ;L y�a n d S hi�mi z u�,2 0 2 1 ;F at o u h�et�al.�,2 0 2 1 ). E xi sti n g�e vi d e n c e�
s u p p o rt s�t h e r ol e�of�b a n k�st r o n g�c a pit ali s ati o n�i n m ai nt ai ni n g�c r e dit�s u p pl y�d u ri n g�a d v e r s e�e c o n�-

2 6�



              

             

              

     

     

                 

             

             

               

                 

               

               

                 

           

               

             

        

               

              

                

              

               

               

              

              

            

              

              

                

                

              

             

             

       

               

               

                 

              

                 

                

                

 

o m y�s h o c k s�(G a�m b a c o rt a�a n d�Mi st r ulli�, 2 0 0 4 ; B e d a y o�et�al.�, 2 0 2 0 ; B a s el�C o�m mitt e e�o n�B a n ki n g�
S u p e r vi si o n�, 2 0 2 2 ). A s�a�r e s ult,�B a s el�III i nt r o d u c e d a�c a pit al�c o n s e r v ati o n�b uff e r�a n d�a�c o u n�-
t e r c y cli c al�c a pit al b uff e r�i n o r d e r�t o�a�m eli o r at e�t h e�p r o- c y cli c alit y�i s s u e a n d�s o�m e�r e c e nt�st u di e s�
s h o�w s o�m e�p o siti v e�r e s ult s�(F at o u h�, 2 0 2 3 ). 

3.�5� ( B�a n ki�n g) M�a r k et�F ail�u r e s'�I�m p a ct�
Gi v e n�t h at b a n k s�a r e�still t h e m ai n�s o u r c e�of�ti n a n c e�f o r S�M E s,�t h ei r a cti o n s�a n d�p e rf o r�m a n c e�c a n�
aff e ct�ulti�m at e�l e v el s of�i n v e st�m e nt a n d�p r o d u cti vit y.�Ril e y�et�al.�(2 0 1 5 ), f o r�i n st a n c e,�u si n g�d e�-
s c ri pti v e�a n al y si s,�i n v e sti g at e t h e�li n k b et�w e e n�U K�p r o d u cti vit y�a n d�c r e dit�c o n st r ai nt�f o r t h e�p e�-
ri o d 2 0 0 7- 2 0 1 3.�A s�d e s c ri b e d�i n t h e lit e r at u r e, a�r e c e s si o n�a c c o�m p a ni e d b y�a fi n a n ci al�c ri si s�t e n d�
t o c a u s e�d e e p e r�a n d l o n g e r l o s s e s i n o ut p ut,�p o s si bl y�b e c a u s e�b a n k s�a ct�a s�a n�i�m p o rt a nt s o u r c e�of�
r e s o u r c e�all o c ati o n,�w hi c h�i n t u r n�i s a�c h a n n el�of�p r o d u cti vit y�g r o�wt h.�F o r�i n st a n c e,�fi r�m s�w hi c h�
a r e�m o r e�b a n k�d e p e n d e nt�b e c o�m e�c r e dit�c o n st r ai n e d�d u ri n g�a�b a n ki n g�c ri si s,�a n d�s o�d o�n ot�e n�-
g a g e�i n vi a bl e�p r oj e ct s.�I n a d diti o n,�f e�w e r fi r�m s�mi g ht�e nt e r�t h e�m a r k et�if a n�i niti al i n v e st�m e nt i s�
n e c e s s a r y,�r e d u ci n g�c o�m p etiti v e�p r e s s u r e�o n�i n c u�m b e nt s.�F u rt h e r�m o r e,�b a n k s�m a y�f o r b e a r b a d�
d e bt o r s�i n o r d e r�t o�p r e s e r v e�t h ei r o�w n�b al a n c e�s h e et s,�t h e r e b y�d el a yi n g�t h e p r o c e s s�of�c o�m p a n y�
cl o s u r e.�T h e r ef o r e,�a b a n ki n g�c ri si s�c o ul d�p r e v e nt�t h e�e nt r a n c e�a n d�g r o�wt h�of�p r o d u cti v e�b u si�-
n e s s e s�w hil e�p r ol o n gi n g�t h e lif e of�u n p r o d u cti v e�o n e s.�

Alt h o u g h�Ril e y�et�al.�(2 0 1 5 ) d o�n ot�p r e s e nt�di r e ct�e vi d e n c e�of�t h e�li n k b et�w e e n�p r o d u cti vit y�a n d�
c r e dit�c o n st r ai nt,�t h e y fi n d�s o�m e�e vi d e n c e�t h at t h e r el ati o n s hi p b et�w e e n�fi r�m g r o�wt h�a n d�r el ati v e�
l a b o u r p r o d u cti vit y�w a s�w e a k e r�i n t h e 2 0 0 8�G F C,�i n s e ct o r s�wit h�m a n y�s�m all�a n d b a n k�d e p e n d e nt�
b u si n e s s e s.�T h e y�al s o�s h o�w t h at�t h e�c o nt ri b uti o n�of�e xt e r n al�r e st r u ct u ri n g�(i.�e.�t h e�n et�eff e ct�
of�fi r�m e nt r y�a n d�e xit�a n d�c h a n g e s�i n m a r k et�s h a r e s�of�s u r vi vi n g�fi r�m s)�t o�a g g r e g at e�p r o d u cti v�-
it y g r o�wt h�w a s�l e s s i n 2 0 1 0/ 1 3�t h a n�i n p r e vi o u s�y e a r s,�alt h o u g h�n ot�n e c e s s a ril y�a s s o ci at e d�wit h�
s e ct o r al b a n k�d e p e n d e n c e.�F u rt h e r�m o r e,�i n c o�m p a ri s o n�t o�t h e�r e c e s si o n�of�1 9 9 0,�w hi c h�w a s�n ot�
c a u s e d b y�a fi n a n ci al�c ri si s,�t h e c o nt ri b uti o n�of�e xt e r n al�r e st r u ct u ri n g i n t h e m a n uf a ct u ri n g�s e ct o r�
si n c e�2 0 0 7�w a s�f o u n d t o�b e�w e a k e r�t h a n mi g ht�h a v e�b e e n�e x p e ct e d.�

A n d e r s o n�et�al.�(2 0 1 9 ) u s e�a q u a si- e x p e ri�m e nt al�a p p r o a c h�t o i nf e r t h e c a u s al li n k b et�w e e n�c r e dit�
c o n st r ai nt�a n d U K�p r o d u cti vit y.�Gi v e n�t h at t h e 2 0 0 8�fi n a n ci al�c ri si s�m o r e�h e a vil y�aff e ct e d�Ll o y d s�
B a n ki n g�G r o u p�a n d�R o y al�B a n k�of�S c otl a n d,�w hi c h�p r o vi d e d�a r o u n d�h alf�of�b a n k�l e n di n g t o�U K�
b u si n e s s e s,�t h e s e�b a n k s�a n d�t h ei r�c u st o�m e r s�a r e�u s e d�a s�a�t r e at e d�g r o u p�t o�e v al u at e�t h e�eff e ct s�
of�st r e s s�a�m o n g�b a n k s�o n�t h ei r�b u si n e s s�c u st o�m e r s.�T h ei r�r e s ult s�s h o�w t h at ti g ht e r�c r e dit�c o n di�-
ti o n s c a u s e d�s o�m e�b u si n e s s e s�t o e xit�d e s pit e�b ei n g�m o r e�p r o d u cti v e�t h a n t h ei r s u r vi vi n g�c o�m p eti�-
t o r s.�T h e�a ut h o r s�al s o�fi n d�e vi d e n c e�of�i n c r e a s e d f o r b e a r a n c e,�w h e r e�di st r e s s e d�b a n k s�p r ot e ct e d�
hi g hl y�l e v e r a g e d, l o�w p r o d u cti vit y�b u si n e s s e s�f r o�m f ail u r e.�

I n a d diti o n�t o�a fi n a n ci al�c ri si s,�r e g ul at o r y�c h a n g e s�c a n�al s o�alt e r�b a n k s’�l e n di n g c h oi c e s�l e a di n g�
t o eff e ct s�o n�t h e r e al�e c o n o�m y.�J u el s r u d�a n d W ol d� (2 0 2 0 ), f o r e x a�m pl e,�st u d y�t h e i nt r o d u cti o n of�
B a s el�III i n 2 0 1 3�i n N o r�w a y.�T h e y�d e c o�m p o s e�t h e i n c r e a s e i n c a pit al�r ati o s i nt o i n c r e a s e s i n e q uit y,�
r e d u cti o n s�i n t ot al�a s s et s�a n d�r e d u cti o n s�i n a v e r a g e�ri s k�w ei g ht s.�T h e�a ut h o r s�al s o�u s e�a d�mi ni s�-
t r ati v e l o a n l e v el d at a�o n�t h e u ni v e r s e�of�N o r�w e gi a n�fi r�m s�t o e sti�m at e�t h e eff e ct s�f r o�m B a s el�III r e -

q ui r e�m e nt s�o n�t h e r e al e c o n o�m y,�i n cl u di n g t h e i�m p a ct o n�s m all e r�fi r�m s.�T h e y�s h o�w t h at m o r e�t h a n�
8 5�p e r�c e nt�of�t h e�i n c r e a s e i n c a pit al�r ati o s�i s a c hi e v e d�b y�a dj u sti n g�ri s k- w ei g ht e d�a s s et s.�T h e s e�

2 7�



              

                

            

            

                  

             

              

               

                

             

               

              

              

              

    

                   

              

              

                

                

              

            

                 

             

             

               

              

                

  

                

              

              

            

       

   

  

             

               

               

              

 

8 5�p e r c e nt�a r e�m ai nl y�e x pl ai n e d�b y�a p o rtf oli o�r e b al a n ci n g�eff e ct,�i n w hi c h�b a n k s�s u b stit ut e�hi g h-

ri s k�a s s et s�wit h�l o�w- ri s k a s s et s.�T o�e sti�m at e�t h e�i�m p a ct o n�b a n k�l e n di n g,�t h e y�di vi d e�b a n k s�i nt o�
l o�w- a n d hi g h- c a pit ali s e d�b a n k s.�L o�w- c a pit ali s e d�b a n k s�a r e�m o r e�aff e ct e d�b y�t h e�n e�w�r e q ui r e -

m e nt s,�s u c h�t h at�a diff e r e n c e s-i n- diff e r e n c e s�a p p r o a c h�c a n�b e�a p pli e d,�i n w hi c h�l o�w- c a pit ali s e d�
a ct�a s�t h e t r e at e d g r o u p.�T hi s�i s a�si�mil a r�a p p r o a c h�t o t h at of�A n d e r s o n�et�al.�(2 0 1 9 ). T h e y�e sti�m at e�
t h at l o�w- c a pit ali z e d b a n k s�h a d�o n�a v e r a g e�6.�3- 8.�9�p e r c e nt a g e�p oi nt s�l o�w e r g r o�wt h�i n c o r p o r at e�
l e n di n g t h a n�hi g h- c a pit ali z e d�b a n k s,�a r e s ult�st ati sti c all y�si g ni ti c a nt�at�fi v e�p e r�c e nt�l e v el.�N o�i m-

p a ct�i s f o u n d o n�l e n di n g t o h o u s e h ol d s.�J u el s r u d�a n d W ol d� i nf o r�m all y c o�m p ut e�t h at t h e d e c r e a s e�
i n b u si n e s s�l e n di n g r el ati v el y�t o�h o u s e h ol d�l e n di n g a c c o u nt s�f o r�8 0�p e r�c e nt�of�t h e�r e d u cti o n�i n�
a v e r a g e�ri s k�w ei g ht s.�U si n g�fi r�m- b a n k�m at c h e d�d at a,�t h e y�e sti�m at e�t h e�i�m p a ct o n�b u si n e s s�l e n d-

i n g at�t h e�fi r�m l e v el a n d�s h o�w t h at fi r�m s�w hi c h�b o r r o�w e d�f r o�m l o�w- c a pit ali z e d b a n k s�p r e s e nt e d�
l o�w e r g r o�wt h�i n b o r r o�wi n g�i n t h e p o st- r ef o r�m�p e ri o d.�R e g a r di n g�t h e r e al e c o n o�m y,�t h e y e sti�m at e�
t h at fi r�m s�w hi c h�b o r r o�w e d�f r o�m l o�w- c a pit ali z e d b a n k s�p ri o r�t o t h e r ef o r�m h a d�l o�w e r e�m pl o y�m e nt�
g r o�wt h�f oll o�wi n g t h e�i n c r e a s e i n c a pit al�r e q ui r e�m e nt s,�a n d�e sti�m at e s�of�t hi s�n e g ati v e�i�m p a ct a r e�
l a r g e r f o r s�m all fi r�m s.�

T o�t h e�b e st�of�o u r�k n o�wl e d g e,�n o�si�mil a r�st u di e s�o n�B a s el�III h a v e�b e e n�p u bli s h e d�f o r t h e�U K,�b ut�
t h e r el ati o n s hi p b et�w e e n�r e g ul ati o n a n d b u si n e s s�l e n di n g i n t h e U K�h a s�b e e n�i n v e sti g at e d f o r e a r�-
li e r p e ri o d s.�F o r�i n st a n c e, D e�M a r c o�et�al.�(2 0 2 1 ) st u d y�c h a n g e s�i n c a pit al�r e q ui r e�m e nt s�a n d�m o n�-
et a r y�p oli c y�s h o c k s�i n t h e�U K�b et�w e e n�1 9 9 8�a n d�2 0 0 6.�T h e y�e sti�m at e�t h e�i m p a ct o n�S M E�b o r�-
r o�wi n g�a n d i n v e st�m e nt a n d�w h et h e r�ti�m e l e n gt h of�r el ati o n s hi p�wit h�a b a n k�a n d�n u�m b e r�of�b a n k s�
aff e ct�t h e�t r a n s�mi s si o n�of�r e g ul at o r y�o r�m o n et a r y�p oli c y�c h a n g e s.�T h e y�fi n d�t h at�ti g ht e ni n g�of�
mi c r o p r u d e nti al�a n d�m o n et a r y�p oli c y�h a v e�n e g ati v e�eff e ct s�o n�c o r p o r at e�d e bt�a n d�i n v e st�m e nt,�
m o stl y�o n�fi r�m s�w h o�h a v e�b e e n�wit h�t h e�s a�m e�b a n k�f o r�a s h o rt e r�p e ri o d.�T h e�p a s s-t h r o u g h�of�
m o n et a r y�p oli c y�h o�w e v e r�i s hi g h e r.�T h e�h et e r o g e n eit y�of�t h ei r�r e s ult s�i n cl u d e s t h e�diff e r e nti al�
i m p a ct of�c a pit al�r e q ui r e�m e nt�c h a n g e s�a c r o s s�fi r�m s�b o r r o�wi n g�f r o�m b a n k s�wit h�diff e r e nt�l e v el s�
of�c a pit al b uff e r s.�C a pit al�r e q ui r e�m e nt�c h a n g e s�a r e�f o u n d t o�h a v e�a l a r g e r i�m p a ct o n�i n v e st�m e nt�
d e ci si o n s�of�fi r�m s�b o r r o�wi n g�f r o�m b a n k s�wit h�l o�w c a pit al�b uff e r s�f o r�w hi c h�c a pit al�r e q ui r e�m e nt�
c h a n g e s�a r e�m o r e�li k el y t o bi n d�t h a n o n�i n v e st�m e nt d e ci si o n s�of�fi r�m s�b o r r o�wi n g�f r o�m b a n k s�wit h�
l a r g e b�uff e r s.�

T h e�a b o v e�st u di e s�e x e�m plif y�t h e�i m p a ct t h at�c o n st r ai nt s�i n b a n k�l e n di n g c a n�h a v e�o n�t h e�r e al�
e c o n o�m y.�W hil e� t h e s e�c o n st r ai nt s�st e�m f r o�m r e g ul at o r y�c h a n g e s�a n d/ o r�t h e�G F C,�w e�c a n�e x p e ct�
t h at�a l o n g r u n�c o n st r ai nt�r e s ulti n g�f r o�m t h e�e st a bli s h e d�b a n ki n g�s y st e�m ( e.�g.�c e nt r ali s e d�o r�d e�-
c e nt r ali s e d)�w o ul d�h a v e�a�c o nti n u o u s�n e g ati v e�i�m p a ct o n�t h e�e v ol uti o n�of�p r o d u cti vit y,�e�m pl o y�-
m e nt�a n d�ot h e r�r e al- e c o n o�m y�v a ri a bl e s�( s e e S e cti o n�4 ). 

4� I nt e r�n ati o�n al E vi d e�n c e�
4. 1� S u�m�m a r�y�
T hi s�s e cti o n�d e s c ri b e s�s o�m e�e xi sti n g�e vi d e n c e�o n�i nt e r n ati o n al e x a�m pl e s�of�b a n ki n g�s y st e�m s�a n d�
h o�w o r�w h et h e r�t h e y m o r e�cl o s el y�s ati sf y�t h e c o n diti o n s�f o r a n�ef fi ci e nt�m a r k et�p r e s e nt e d�a b o v e.�
W e� f o c u s�o n�G e r�m a n y,�S�w e d e n,�Fr a n c e�a n d�t h e�U S.�I n a d diti o n,�S u b s e cti o n�4.�6�s h o�w s�s o�m e�n a�-
ti o n al l e v el st ati sti c s,�m ai nl y�s o u r c e d f o r G e r�m a n y�f r o�m t h e B u n d e s b a n k,�d u e�t o d at a�a v ail a bilit y.�
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B a s e d�o n�t h e�ti n di n g s�of�t hi s s e cti o n,�w e�a n s�w e r�t h e r e s e a r c h�q u e sti o n:�
B as e d�o n�i nt er n ati o n al c o�m p aris o ns,�ar e�t h er e alt er n ati v e,�c o�m�m er ci al�a n d�n o n- c o�m�m er ci al�a p pr o a c h es�
t h at c o ul d b ett er�a d dr ess�m ar k et�g a ps�a n d�m ar k et�f ail ur es i n S�M Es�s e e ki n g�fi n a n c e�i n t h e U K?�

O v e r all,�o u r�lit e r at u r e r e vi e�w i n di c at e s t h at�d e c e nt r ali s e d�b a n ki n g�s y st e�m s�p e rf o r�m a s�w ell�o r�
b ett e r t h a n�t h ei r c e nt r ali s e d�c o u nt e r p a rt s,�i n cl u di n gi n t e r�m s�of�c o st�ef fi ci e n c y a n d d u ri n g�m a c r o e�-
c o n o�mi c�d o�w nt u r n s.�T hi s�i s f o u n d f o r t h e S p a r k a s s e n�i n G e r�m a n y,�H a n d el s b a n k e n�i n S�w e d e n�a n d�
c o- o p e r ati v e�s y st e�m s�i n g e n e r al.�I n t h e�c a s e�of�Fr a n c e,�w h e r e�c o- o p e r ati v e�b a n k s�h a v e�a m a r k et�
s h a r e�of�5 0.�3 p e r�c e nt�i n t h e�S M E�l e n di n g m a r k et,�w e�fi n d�v e r y�p o siti v e�r e s ult s�f r o�m t h e�S A F E�
a g g r e g at e�a n al y si s,�i n p a rti c ul a r,�f o r b a n k�l o a n a p pli c ati o n�s u c c e s s�r at e s.�

S w e d e n�al s o�c o u nt s�o n�st at e- o w n e d�fi n a n ci al�i n stit uti o n s t h at�p r o vi d e�fi n a n c e�f o r�s p e ci fi c�p u r�-
p o s e s�a n d�b u si n e s s e s,�w h e n�fi n a n c e�f r o�m p ri v at e�b a n k s�i s n ot�a v ail a bl e.�W e� f o c u s e d�o n�t h e�e x�-
a�m pl e�of�Al�mi,�w hi c h�p r o vi d e s�n ot�o nl y�fi n a n c e,�b ut�al s o�a d vi s o r y�s e r vi c e s.�I n a d diti o n,�Al�mi�w o r k s�
wit h�b u si n e s s e s�a n d�t h ei r p ri v at e�l e n d e r s t o�a r ri v e�at�t h e b e st�fi n a n c e�s ol uti o n.�

T h e�G e r�m a n�a n d�S w e d e n�e x p e ri e n c e s�al s o�d e�m o n st r at e�t h at�st at e�o w n e r s hi p�of�b a n k s�c a n�b e�a�
c h a n n el f o r c o u nt e r c y cli c al�p oli c y.�B ot h�c o u nt ri e s’�g o v e r n�m e nt s�u s e d�t h ei r�b a n k s�t o�i nj e ct f u n d s�
i nt o t h e e c o n o�m y�d u ri n g�t h e�G F C,�c a u si n g�i n c r e a s e s i n l e n di n g.�

W e� al s o�r e vi e�w e d t h e C�D FI�s y st e�m i n t h e U S.�T h e�U S�c o u nt�o n�a v e r y�l a r g e n u�m b e r�a n d�v a ri et y�of�
b a n k s,�e n c o�m p a s si n g�l a r g e c o�m m e r ci al b a n k s,�s m all�r e gi o n al b a n k s�a n d C�D FI s.�T h e�l att e r b e n e�fit�
f r o�m s u b st a nti al�p u bli c�f u n di n g�vi a�t h e�C D FI�f u n d�w hil e�al s o�r el yi n g�o n�p ri v at e�s o u r c e s,�s u c h�a s�
b a n k s�w hi c h�a r e�i n c e nti vi s e d b y�t h e�C o�m�m u nit y�R ei n v e st�m e nt�A ct�t o�p r o vi d e�C�D FI s�a s s et s�f o r�
l o a n s i n e x c h a n g e�of�c r e dit s�t h at r e c ei v e�c o n si d e r ati o n�w h e n�a p pl yi n g�f o r b r a n c h e s,�m e r g e r s,�a n d�
a c q ui siti o n s,�f o r i n st a n c e.�

R e g a r di n g�c o�m p etiti o n,�t h e�lit e r at u r e s u g g e st s�t h at t h e�Fr e n c h�b a n ki n g�m a r k et�p r e s e nt s�hi g h e r�
c o n c e nt r ati o n�l e v el t h a n�t h e�ot h e r�st u di e d�c o u nt ri e s,�f o r w hi c h�w e�c o ul d�n ot�fi n d�si g ni fi c a nt�e vi�-
d e n c e�of�s u b st a nti al diff e r e n c e s�i n c o�m p etiti o n.�H o�w e v e r,�d u e�t o�diff e r e n c e s�i n t h e�b a n ki n g�s y s�-
t e�m s,�o nl y�a�b e s p o k e�a n al y si s�b y�c o u nt r y�c o ul d�d et e r�mi n e�t h e�eff e ct�of�c o�m p etiti o n�o n�b u si n e s s�
l e n di n g o ut c o�m e s.�

R e g a r di n g�m a r k et�c o�m pl et e n e s s,�b a n k�d e c e nt r ali s ati o n,�wit h r e gi o n al�f o c u s a n d�r el ati o n s hi p b a n k�-
i n g,�cl a s si c�c h a r a ct e ri sti c s�of�t h e�c o- o p e r ati v e s�a n d�s a vi n g s�b a n k s,�b ut�al s o�f e at u r e s�of�t h e�c o�m -

m e r ci al�H a n d el s b a n k e n,�c a n�h el p�r e d u c e�t h e�i nf o r�m ati o n�a s y�m�m et r y�b et�w e e n�b o r r o�w e r s�a n d�
l e n d e r s, vi a�t h ei r cl o s e�i nt e r a cti o n, a n d�r e d u c e�t h e i�m p e rf e ct i nf o r�m ati o n of�b o r r o�w e r s�a b o ut�t h e�
m a r k et.�T h e�a p p r o a c h�b y�t h e S�w e di s h�b a n k�Al�mi�c o ul d�al s o�p ot e nti all y�a d d r e s s�t h o s e�i s s u e s.�

F u rt h e r�m o r e,�e vi d e n c e�b a s e d�o n�t h e�G e r�m a n�m a r k et�s u g g e st s�t h at�s a vi n g s�b a n k s�c o nt ri b ut e�t o�
m e eti n g�t h e�fi n a n c e�d e�m a n d�of�fi n a n ci all y�c o n st r ai n e d�S�M E s,�w hi c h�mi g ht�i n di c at e t h at�s a vi n g s�
b a n k s�at�l e a st p a rti all y�c o v e r�t h e m a r k et�d e�m a n d�g a p s�i d e nti fi e d i n S e cti o n�3 .�

L a stl y,�G e r�m a n�s a vi n g s�b a n k s,�b y�l a�w, m u st�n ot�p ri o riti s e�p r o fit�m a xi�mi z ati o n,�alt h o u g h t h e y�s h o ul d�
b e�m ai nt ai n e d�e c o n o�mi c all y�h e alt h y.�T h e y�al s o�d o�n ot�o p e r at e�b o n u s�s c h e�m e s,�w hi c h�a r e�c o�m -

m o n�i n p ri v at e�b a n k s.�T hi s�t h e r ef o r e�s h o ul d h el p�p r e v e nt�S�M E s’�fi n a n c e�d e�m a n d�f r o�m b ei n g�u n�-
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m et�d u e�t o b a n k s’�i n c e nti v e st r u ct u r e.�

4.�2� T h e�G e r�m a n�C a s e�
T h e�G e r�m a n�b a n ki n g�m a r k et�i s�c h a r a ct e ri s e d b y�t h r e e pill a r s�pl u s�s p e ci ali st b a n k s�(M c�Ki n s e y�& C o�m p a n y�,�
2�0�1�6�): 

•�P ri v at e�o r�c o�m�m e r ci al b a n k s�w hi c h�c o nt r ol�m o r e�t h a n�4 0�p e r�c e nt�of�d o�m e sti c�b a n ki n g�a s�-
s et s.�T h e y�a r e�p ri v at el y�o�w n e d�a n d�p r o tit�o ri e nt e d.�

•�S a vi n g s�b a n k s�a r e�q u a si- p u bli c�e nt r e p ri s e s�w hi c h�c o nt r ol�3 0�p e r�c e nt�of�d o�m e sti c�b a n ki n g�
a s s et s.�T h e s e�i n cl u d e:�

–�S p a r k a s s e n,�w hi c h�a r e  s�m all�t o�m e di u�m- si z e d  r et ail�b a n k s�wit h  a�d e c e nt r ali s e d,�r e -

gi o n al f o c u s o n�s u p p o rti n g�l o c al c o�m�m u niti e s,�m u ni ci p aliti e s,�a n d b u si n e s s e s.�T h e y�a r e�
l e g all y�a n d e c o n o�mi c all y�i n d e p e n d e nt i n stit uti o n s u n d e r�p u bli cl a�w ( D e ut s c h e r�S p a r k a s s e n�-
u n d�Gi r o v e r b a n d�, 2 0 2 1 ). 

–�L a n d e s b a n k e n�a r e�al s o�r e gi o n all y�f o c u s e d�s a vi n g s�b a n k s�b ut�l a r g e r.�T h e y�a r e�t a s k e d�
wit h�s e r vi ci n g�c u st o�m e r s�i n t h ei r�d e si g n at e d�r e gi o n s�b y,�f o r e x a�m pl e,�off e ri n g�u ni v e r�-
s al b a n ki n g�s e r vi c e s,�a cti n g�a s�a r e gi o n al�c e nt r al�b a n k�a n d�cl e a ri n g�i n stit uti o n f o r�t h e�
S p a r k a s s e n,�a n d�s e r vi n g�a s�a h o u s e�b a n k�t o t h e f e d e r al st at e�i n w hi c h�t h e y a r e�l o c at e d,�
e.�g.�b y�fi n a n ci n g�i nf r a st r u ct u r e p r oj e ct s( P u ri�et�al.�, 2 0 1 1 ; M a y e r�et�al.�, 2 0 2 1 ). L a n d e s�-
b a n k e n�a r e�o w n e d�p ri�m a ril y�b y�f e d e r al st at e s a n d b y�t h e S p a r k a s s e n�f r o�m t h ei r r e s p e c -

ti v e f e d e r al st at e�(D e ut s c h e r�S p a r k a s s e n- u n d�Gi r o v e r b a n d�, 2 0 2 1 ). 

•�c o- o p e r ati v e�b a n k s,�d e s pit e�b ei n g�t h e�m o st�n u�m e r o u s,�c oll e cti v el y�h ol d�o nl y�a b o ut�1 5�p e r�
c e nt�of�t ot al d o�m e sti c�b a n ki n g�a s s et s.�T h e y�a r e�s m all i n stit uti o n s, al s o�wit h�l o c al f o c u s a n d�
ai�m of�b e n e�fiti n g�t h ei r m e�m b e r s,�m ai nl y�s m all b u si n e s s e s�a n d�i n di vi d u al s.�

•�S p e ci ali st�b a n k s�i n cl u di n g B a u s p a r k a s s e n�( b uil di n g s o ci eti e s),�H y p ot h e k e n b a n k e n�( r e al e s�-
t at e b a n k s),�a n d�m o stl y�st at e- o w n e d d e v el o p�m e nt�b a n k s.�

T h e�c o n c e pt�of�t h e�o ri gi n al�S a vi n g s�B a n k s�c o�m e s�f r o�m t h e�ei g ht e e nt h�c e nt u r y�w h e n�t h e y�w e r e�
f o u n d e d wit h�t h e�p hil a nt h r o pi c�ai�m�of�p r o vi di n g�t h e�p o o r�wit h�t h e�o p p o rt u nit y�t o�d e p o sit�s�m all�
a�m o u nt s�s af el y,�e a r n�i nt e r e st a n d�t h u s�h a v e�f u n d s�a v ail a bl e�t o�c o�m b at�t h e�a d v e r siti e s�of�ill n e s s�
a n d�ol d�a g e.�G r a d u all y�t h e s e s e r vi c e s�d e v el o p e d�t o i n cl u d e s u p p o rt f o r l o c al t r a d e s�m e n a n d b u si�-
n e s s e s�(Si�m p s o n�, 2 0 1 3 ). 

Of�p a rti c ul a r�i nt e r e st t o�u s�i s t h e�S p a r k a s s e n,�a s�t h e s e�a r e�p a rti c ul a rl y�st r o n g�i n t h e�p r o vi si o n�
of�fi n a n c e�f o r�S�M E s�(D e ut s c h e r�S p a r k a s s e n- u n d�Gi r o v e r b a n d�, 2 0 2 1 ). T h e y�s u p pl y�fi n a n c e�t o�
all�st a g e s�of�a b u si n e s s�lif e,�f r o�m st a rt- u p�t o�g r o�wt h�(D e ut s c h e r�S p a r k a s s e n- u n d�Gi r o v e r b a n d�,�
2�0�2�1�). 

A s�d e s c ri b e d�a b o v e,�t h e�S p a r k a s s e n�a r e�g e o g r a p hi c all y�b o u n d e d�a n d�f o c u s o n�s e r vi n g�t h e�p u bli c�
i nt e r e st s of�t h ei r�r e gi o n.�I n f a ct,�b y�l a�w,�t h e y�m u st�n ot�p ri o riti s e�p r o�fit�m a xi�mi z ati o n,�alt h o u g h�
t h e y�s h o ul d b e�m ai nt ai n e d�e c o n o�mi c all y�h e alt h y�(K r a h n e n�a n d�S c h�mi dt�, 2 0 0 4 ). S p a r k a s s e n�s u p�-
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p o rt�v a ri o u s�c o�m�m u nit y�a cti viti e s�s u c h�a s�s p o n s o ri n g�a rt�a n d�c ult u r e,�e n g a gi n g�i n s o ci al�p r oj e ct s,�
s u p p o rti n g�s p o rt s�a n d�p r o vi di n g�e d u c ati o n al�m at e ri al�t o�s c h o ol s�f o r p r o�m oti n g�ti n a n ci al�lit e r a c y�
(D e ut s c h e r�S p a r k a s s e n- u n d�Gi r o v e r b a n d�, 2 0 2 1 ). 

A c c o r di n g�t o�D et z e r�et�al.�(2 0 1 7 ), S p a r k a s s e n�u s e�p a rt�of�t h ei r�s u r pl u s�t o�f ul fil t h ei r�o bli g ati o n s�
i n t h ei r�c o�m m u nit y.�F u rt h e r�m o r e,�s a vi n g s�b a n k s�( a s w ell�a s�c o- o p e r ati v e�b a n k s)�a r e�f o u n d t o�b e�
m o r e�c o st�ef fi ci e nt�t h a n p ri v at e�b a n k s�(D et z e r�et�al.�, 2 0 1 7 ). F u rt h e r�m o r e,�Fi g u r e�7 i n S e cti o n�4.�6�
ill u st r at e s t h at�s a vi n g s�b a n k s’�a n d�c o- o p e r ati v e�b a n k s’�R O E�i s hi g h e r�a n d�m o r e�st a bl e�t h a n t h o s e�
of�c o�m�m e r ci al b a n k s.�

W hil e� n ot�s e e ki n g�t o m a xi�mi s e�p r o�fit s,�t h e S p a r k a s s e n�h a v e�t o g e n e r at e�a d e q u at e�p r o�fit s�t o f u n d�
t h ei r�b u si n e s s�o p e r ati o n s.�T h e�S p a r k a s s e n�m a n a g e ri s ki n t h e f oll o�wi n g�w a y s ( D e ut s c h e r�S p a r k a s s e n�-
u n d�Gi r o v e r b a n d�, 2 0 2 1 ): 

•�S a vi n g s�B a n k s�l e gi sl ati o n li�mit s t h e s c o p e�of�S a vi n g s�B a n k s’�e n g a g e�m e nt�i n c e rt ai n�hi g h- ri s k�
b u si n e s s�t r a n s a cti o n s.�

•�T h e�S p a r k a s s e n�m ai nt ai n�i nt e r n al c u st o�m e r�r ati n g s,�c o nt ai ni n g�i nf o r�m ati o n o n�k e y�fi n a n ci al�
r ati o s�a n d�q u alit ati v e�f a ct o r s�( e.�g.�s o u n d�s u c c e s si o n�a r r a n g e�m e nt�a n d�i nf o r�m ati o n o n�t h e�
q u alit y�of�b u si n e s s�c o nt r olli n g).�

•�E xt e n si v e�k n o�wl e d g e�a b o ut�r e gi o n al�a n d�n ati o n al�t r e n d s�i n s p e ci fi c�s e ct o r s.�

F u rt h e r�m o r e,�t h e�s a vi n g s�b a n k s�h a v e�t h ei r�o w n�d e p o sit�g u a r a nt e e�s c h e�m e,�t h e�I n stit uti o n P r o�-
t e cti o n S c h e�m e�(I P S). T h e�I P S s af e g u a r d s�n ot�o nl y�c u st o�m e r�d e p o sit s�i n f ull,�b ut�al s o�t h e s ol v e n c y�
a n d li q ui dit y of�it s m e�m b e r�i n stit uti o n s.�W h e n� a m e�m b e r�r e q ui r e s�s u p p o rt,�t h e n ei g h b o u ri n g�s a v�-
i n g s b a n k s�p r o vi d e�t h e i niti al h el p.�If t hi s i s n ot�s uf fi ci e nt,�t h e s a vi n g s�b a n k s’�s u p r a- r e gi o n al f u n d s�
a r e�u s e d�(D e ut s c h e r�S p a r k a s s e n- u n d�Gi r o v e r b a n d�, 2 0 2 1 ). 

T h e�S p a r k a s s e n�n et�w o r k�p r e s e nt s�a v e r y�l o�w r ej e cti o n�r at e�of�fi n a n c e�a p pli c ati o n s.  T hi s�r e�fi e ct s�
t h ei r�c o�m�mit�m e nt�t o�l e n d t o�all�t h ei r�c o�m�m u nit y,�w hil e�m ai nt ai ni n g�a�fi n a n ci all y�h e alt h y�i n stit u-

ti o n.�T h e�S p a r k a s s e n�c ulti v at e�a d e e p�a n d�st r o n g�r el ati o n s hi p�wit h�t h ei r cli e nt s�t o t h e e xt e nt�t h at�
t h e b a n k s,�f o r e x a�m pl e,�al s o�p r o vi d e�c u st o�m e r s�wit h�alt e r n ati v e�i n v e st�m e nt s u g g e sti o n s�t o t h o s e�
i niti all y p r o p o s e d�b y�t h e�cli e nt s.�F u rt h e r�m o r e,�t h e�S p a r k a s s e n�off e r�fi n a n ci all y�st r u g gli n g�b u si�-
n e s s e s�wit h�a d vi c e�a n d�s u p p o rt.�T h e s e�m e a s u r e s�h el p�t h e�s a vi n g s�b a n k s�k e e p�t h ei r�o v e r all�l o s s�
o n�S M E�l e n di n g cl o s e�t o�6 %.�T h e�l o s s i s s u b si di s e d b y�i nf r a st r u ct u r e a n d�m o rt g a g e�l e n di n g.�

N o n et h el e s s,�t h e�i nt e r e st r at e�c h a r g e d�f r o�m b o r r o�w e r s�t e n d s�t o�b e�hi g h e r�t h a n�t h at�c h a r g e d b y�
p ri v at e�b a n k s.�T h e r ef o r e,�o n e�c a n�e x p e ct�t h at b u si n e s s e s�w h o�d o�n ot�n e e d�t h e�a d vi s o r y�s e r vi c e s�
a n d�r el ati o n s hi p�p r o xi�mit y�off e r e d�b y�t h e�S p a r k a s s e n�w o ul d�p r ef e r�t h e�c h e a p e r�r at e s�of�p ri v at e�
b a n k s,�p r e v e nti n g�t h e S p a r k a s s e n�t o t a k e o v e r�t h e w h ol e�m a r k et.�

D e c e nt r ali s e d�b a n ki n g�s y st e�m s,�e s p e ci all y�t h e�G e r�m a n,�h a v e�b e e n�e xt e n si v el y�r e s e a r c h e d i n t h e�
lit e r at u r e a n d�c o n si st e ntl y�d e�m o n st r at e d�t o�o ut p e rf o r�m c e nt r ali s e d�b a n ki n g,�e s p e ci all y�i n S�M E�
l e n di n g ( s e e M a y e r�et�al.�,2 0 2 1�f o r a�r e c e nt s u r v e y).�G ä rt n e r�a n d Fl ö g el�(2 0 1 4 ), f o r i n st a n c e, st u d y�
c e nt r ali s e d�a n d�d e c e nt r ali s e d�b a n ki n g�i n G e r�m a n y�f r o�m a�s p ati al�p e r s p e cti v e,�f o c u si n g�o n�g e o�-
g r a p hi c al�m a r k et�o ri e nt ati o n�a n d�l o c ati o n of�d e ci si o n- m a ki n g.�T h e y�s h o�w t h at�t h e�G F C�h a r dl y�
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aff e ct e d�t h e�l e n di n g p oli c y�of�d e c e nt r ali z e d�b a n k s,�wit h�s a vi n g s�a n d�c o- o p e r ati v e�b a n k s�c o nti n�-
u o u sl y�i n c r e a si n g t h ei r�l e n di n g t o�t h e�e c o n o�m y.�M e a n�w hil e,� c e nt r ali z e d�b a n k s�s u b st a nti all y�r e -

d u c e d�l e n di n g, b ot h�t h e p ri v at el y�o�w n e d�bi g�b a n k s�a n d�t h e p u bli cl y�o�w n e d�L a n d e s b a n k e n.�T h e�a u�-
t h o r s�a r g u e�t h at,�wit h�t h ei r�c o u nt e r- c y cli c al�c r e dit�e x p a n si o n,�t h e�d e c e nt r ali z e d�b a n k s�m a y�h a v e�
p r e v e nt e d�a c r e dit�c r u n c h�a n d�r e d u c e d t h e�i m p a ct of�t h e�gl o b al�e c o n o�mi c�c ri si s�i n G e r�m a n y.�Fi g�-
u r e�9�i n S e cti o n�4.�6�ill u st r at e s t h e�hi g h e r�v ol atilit y�of�l e n di n g b y�c o�m�m e r ci al�b a n k s.�Si�mil a rl y�t o�
t h e�c e nt r ali s e d�b a n k s�i n G e r�m a n y,�l e n di n g t o�b u si n e s s e s�al s o�f ell aft e r�2 0 0 8�i n t h e�U�K�(Si�m p s o n�,�
2�0�1�3�). 

A p a rt�f r o�m m o n et a r y�p oli c y�s h o c k s,�b a n k�l e n di n g i s al s o�e x p o s e d�t o�G D P�s h o c k s.�O n e�r e a s o n�
f o r t hi s�i s q uit e�o b vi o u s:�d e�m a n d�f o r l o a n s i s p r o- c y cli c al.�H o�w e v e r,�b a n k s’�l e n di n g s u p pl y�c o ul d�
b e h a v e�diff e r e ntl y�a c c o r di n g�t o�t h e�b u si n e s s�c y cl e.�O n e�r e a s o n�i s t h at b a n k s�d e e pl y�i n v ol v e d i n�
r el ati o n s hi p�l e n di n g a r e�li k el y t o�s m o ot h l e n di n g�“t h r o u g h t h e�c y cl e”�B o ot,�2 0 0 0,�T h a k o r,�2 0 0 4.�
I n t hi s r e s p e ct,�w ell- c a pit ali z e d�b a n k s�c o ul d b e�i n a�b ett e r�p o siti o n�t o a b s o r b�t e�m p o r a r y�ti n a n ci al�
dif fi c ulti e s�o n�t h e p a rt�of�t h ei r b o r r o�w e r s.�t hi s p a p e r�a n al y z e s�w h at�d ri v e s�t h e d et e ct e d�n e g ati v e�
eff e ct.�I n o r d e r�t o�d o�s o,�t h e�c a pit al�b uff e r�i s d e c o�m p o s e d�i nt o c a pit al�a n d�ri s k- w ei g ht e d�a s s et s,�
a n d�t h e�eff e ct�of�b u si n e s s�c y cl e�fi u ct u ati o n s�o n�b ot h�of�t h e s e�c o�m p o n e nt s�i s a n al y z e d.�

B e h r�et�al.�(2 0 1 3 ), u si n g�a G e r�m a n�d at a s et�c o nt ai ni n g�b u si n e s s e s’�fi n a n ci al�st at e�m e nt�a n d�c r e dit�
r ati n g i nf o r�m ati o n, i n v e sti g at e w h et h e r�b a n k�l e n di n g b e h a vi o r�all e vi at e s�t h e s e n siti vit y�of�i n v e st-

m e nt�t o�b u si n e s s e s’�fi n a n ci al�c o n st r ai nt s,�w hi c h�t h e y�p r o x y�wit h�t h e�r ati o�of�e a r ni n g s�b ef o r e�e x�-
t r a o r di n a r y�it e�m s a n d�d e p r e ci ati o n�di vi d e d�b y�t h e�b e gi n ni n g- of- p e ri o d�c a pit al�st o c k.�T h ei r�r e -

s ult s�i n di c at e t h at�a n�i n c r e a s e i n r el ati v e�b o r r o�wi n g s�f r o�m l o c al st at e- o w n e d b a n k s�si g ni fi c a ntl y�
r e d u c e s�fi r�m s’�fi n a n ci al�c o n st r ai nt s,�w hil e�t h e r e i s n o�s u c h�eff e ct�f o r p ri v at el y- o w n e d�b a n k s.�

F u rt h e r�m o r e,�a n al o g o u sl y�t o Al�mi�i n S�w e d e n�( s e e S e cti o n�4.�3 ), t h e S p a r k a s s e n�w e r e�u s e d�t o i nj e ct�
f u n d s i nt o l o c al m a r k et s�q ui c kl y�s o�a s�t o miti g at e�t h e eff e ct s�of�t h e c ri si s,�e n s u ri n g�t h at b ot h�fi r�m s�
a n d�e�m pl o y e e s�w e r e�e q u all y�p r ot e ct e d�(Si�m p s o n�, 2 0 1 3�r e p o rt e d b y�M a y e r�et�al.�, 2 0 2 1 ). 

W hil e� t h e S p a r k a s s e n�w e r e�n ot�di r e ctl y�aff e ct e d�b y�t h e 2 0 0 8�G F C,�s o�m e�of�t h e�m w e r e�i n di r e ctl y�
aff e ct e d�vi a�t h ei r�r e s p e cti v e�L a n d e s b a n k e n.�A s�m e nti o n e d�a b o v e,�t h e�L a n d e s b a n k e n�a r e�o w n e d�
b y�t h ei r f e d e r al st at e�a s�w ell�a s�t h e S p a r k a s s e n�a s s o ci ati o n s�i n t h ei r st at e.�A s�e x pl ai n e d b y�H üf n e r�
(2 0 1 0 ), t h e y�a ct�a s�a h o u s e�b a n k�f o r t h ei r�st at e�a n d�s e r v e�t h e�S p a k a s s e n�a s�cl e a ri n g�h o u s e s,�h ol d�
S p a r k a s s e n’�s e x c e s s�li q ui dit y r e s e r v e s,�p r o vi d e�m a r k eti n g�s e r vi c e s�a n d�a c c e s s�t o c a pit al�m a r k et s,�
a n d�off e r�s a vi n g s�b a n k s’�cli e nt s�i n v e st�m e nt b a n ki n g�s e r vi c e s,�a c c e s s�t o f o r ei g n m a r k et s�a n d�c r e dit�
o n�a l a r g e r s c al e.�H üf n e r�(2 0 1 0 ), h o�w e v e r,�p oi nt s�o ut�t h at t h e L a n d e s b a n k e n�h a d�i n c r e a si n gl y o p�-
e r at e d�i n si�mil a r�w a y s�t o�p ri v at e�c o�m m e r ci al b a n k s�o n�a n�i nt e r n ati o n al s c al e.  F u rt h e r�m o r e,�L a n�-
d e s b a n k e n�d e bt�u s e d�t o�b e�t r a diti o n all y�f o r�m all y�g u a r a nt e e d�b y�t h ei r�r e s p e cti v e�p u bli c�o�w n e r s�
(P u ri�et�al.�,2 0 1 1 ), b ut�i n 1 9 8 9�t h e i nt r o d u cti o n of�t h e�“ O w n F u n d s�a n d S ol v e n c y�Di r e cti v e s”,�w hi c h�
i n c o r p o r at e d c a pit al�a d e q u a c y�r e q ui r e�m e nt s�si�mil a r�t o t h o s e of�B a s el�I i nt o E�U l a�w, t ri g g e r e d t h e�
A s s o ci ati o n�of�G e r�m a n�P ri v at e�B a n k s�( B d B) t o�s u b�mit�a c o�m pl ai nt�t o�E u r o p e a n�C o�m mi s si o n�a s�
t h e y�w e r e�u n d e r�t h e�s a�m e�o bli g ati o n�t o�i n c r e a s e t h ei r�s ol v e n c y�r ati o s�wit h o ut,�h o�w e v e r,�b ei n g�
a bl e�t o r el y o n�p u bli c�s u p p o rt (E u r o p e a n�C o�m mi s si o n�,2 0 0 4 ). I n 2 0 0 1,�a n�a g r e e�m e nt�w a s�r e a c h e d�
t o�a b oli s h�a n y�f o r�m al�p u bli c�g u a r a nt e e,�w hi c h�st a rt e d�t o�b e�i n eff e ct�aft e r�J ul y�2 0 0 5�(E u r o p e a n�
C o�m�mi s si o n�,2 0 0 4 ). N o n et h el e s s,�t h e L a n d e s b a n k e n�h a v e�a n ot h e r�t�w o s o u r c e s�of�s u p p o rt if n e c�-
e s s a r y:�h o ri z o nt al�s u p p o rt�f r o�m t h e�ot h e r�L a n d e s b a n k e n�a n d�v e rti c al�s u p p o rt�f r o�m t h ei r�c o r r e�-

3 2�



    

                

             

               

             

              

               

             

               

              

               

            

           

            

                 

           

             

             

               

               

                

              

              

      

              

                

                

                 

                 

              

              

               

             

        

             

              

           

              

          

            

      

 

s p o n di n g�S p a r k a s s e n�(E u r o p e a n�C o�m�mi s si o n�, 2 0 0 4 ). 

B et�w e e n�2 0 0 1�a n d�2 0 0 5,�i n a nti ci p ati o n�of�t h e�e n d�of�t h ei r�p r e r o g ati v e�of�c h e a p�li q ui dit y,�t h e�
L a n d e s b a n k e n�a c c u�m ul at e d�l a r g e f u n di n g r e s e r v e s.�T h e y�t h e n�u s e d�t h e s e�t o�i n v e st a b r o a d�wit h�
t h e a�m o u nt�of�a s s et s�i n v e st e d i n f o r ei g n s e c u riti e s�m o r e�t h a n d o u bli n g�i n si z e�b et�w e e n�mi d- 2 0 0 5�
a n d�mi d- 2 0 0 8�(H üf n e r�, 2 0 1 0 ). T hi s�l e d m a n y�L a n d e s b a n k e n�t o�b e�s e v e r el y�e x p o s e d�t o�t h e�ti n a n�-
ci al�c ri si s�t h at�st a rt e d i n t h e�U S�s u b p ri�m e�r e al�e st at e�m a r k et.� H üf n e r�(2 0 1 0 ) cit e�diff e r e nt�c o n�-
t ri b uti n g f a ct o r s f o r t hi s a n d�t h e G e r�m a n�b a n ki n g�c ri si s�t h at f oll o�w e d.�T h o s e�i n cl u d e p o o r�q u alit y�
of�fi n a n ci al�a n d�m a n a g e ri al�c o�m p et e n c e�of�s u p e r vi s o r y�b o a r d�m e�m b e r s�r el ati v e�t o p ri v at e�b a n k s,�
l o�w p r o�fit a bilit y�a n d�c a pit ali z ati o n,�a n d�t h e l a c k of�a vi a bl e�b u si n e s s�m o d el.�O n�t h e l att e r, a c c o r d�-
i n gl y t o�H üf n e r�(2 0 1 0 ), t h e�L a n d e s b a n k e n�h a d�att e�m pt e d�t o�g r o�w�i nt o r et ail b a n ki n g�a n d�s�m all�
b u si n e s s�l e n di n g b ut�w e r e�bl o c k e d�b y�t h e�S p a r k a s s e n,�w h o�s o u g ht�t o�p r ot e ct�t h ei r�o�w n�m a r k et.�
A s�a r e s ult,�t h e�L a n d e s b a n k e n�t u r n e d t o�w h ol e s al e�a cti viti e s,�e x p a n di n g�t h ei r�i n v e st�m e nt b a n k�-
i n g a n d i nt e r n ati o n al o p e r ati o n s,�e x e r ci si n g�di r e ct�c o�m p etiti o n�wit h�p ri v at e�b a n k s.�F u rt h e r�m o r e,�
t h e y h a d�b e e n�p r e s s u r e d�b y�t h ei r�o�w n e r s�t o m e et�hi g h�p e rf o r�m a n c e�g o al s.�

P u ri�et�al.�(2 0 1 1 )i n v e sti g at e t h e eff e ct�of t h e�G F C�o n�fi n a n c e�d e�m a n d�a n d s u p pl y�b et�w e e n�S p a r k a s s e n�
b a n k s�a s s o ci at e d�wit h�e x p o s e d�L a n d e s b a n k e n�a n d�S p a r k a s s e n�li n k e d t o�L a n d e s b a n k e n�wit h o ut�
t hi s�e x p o s u r e.�F o r�t hi s,�t h e y�f oll o�w a�diff e r e n c e s-i n- diff e r e n c e s�a p p r o a c h,�u si n g�d at a�o n�t h e�u ni�-
v e r s e�of�c o n s u�m e r�a n d�m o rt g a g e�l o a n a p pli c ati o n s�a n d�a p p r o v al s�f o r G e r�m a n�s a vi n g s�b a n k s�b e�-
f o r e a n d�aft e r�t h e fi n a n ci al�c ri si s.�T h ei r�r e s ult s�i n di c at e t h at t h e aff e ct e d�S p a r k a s s e n�r ej e ct�m o r e�
l o a n a p pli c ati o n s�( 1 1.�1 p e r�c e nt�i n c r e a s e i n r ej e cti o n s)�t h a n�t h e�n o n aff e ct e d�b a n k s�( 0.�1 p e r�c e nt�
i n c r e a s e i n r ej e cti o n s)�a s�a r e s ult�of�t h e�c ri si s�a n d�t h at S p a r k a s s e n�c u rt ail�t h ei r�l e n di n g i n p a rti c�-
ul a r�w h e n�t h e y�a r e�s m all�a n d�m o r e�li q ui dit y- c o n st r ai n e d.�T h e�a ut h o r s�al s o�fi n d�t h at�a p pli c ati o n s�
b y�p r e- e xi sti n g�c u st o�m e r s�a r e�m o r e�li k el y t o b e�a p p r o v e d�t h a n a p pli c ati o n s�b y�n e�w o n e s,�a m eli o�-
r ati n g�t h e n e g ati v e�eff e ct�o n�s u p pl y.�

C o�m p e�fi fi�o n�. T h e�G e r�m a n�b a n ki n g�s y st e�m i s l e s s c o n c e nt r at e d�t h a n�i n ot h e r�c o u nt ri e s.�It s fi v e�
l a r g e st b a n k s�a c c o u nt e d f o r 4 4�p e r�c e nt�of�t ot al d o�m e sti c�b a n ki n g�a s s et s�i n 2 0 1 6�w hil e�t hi s n u�m -

b e r�w a s�8 4�p e r�c e nt�f o r�t h e�U K�(M c�Ki n s e y�& C o�m p a n y�, 2 0 1 6 ). I n 2 0 2 4,�t h e�bi g�5 U K�b a n k s�s u p�-
pli e d�j u st o v e r�4 0�p e r�c e nt�of�t ot al g r o s s�l e n di n g t o S�M E s�(B riti s h�B u si n e s s�B a n k�,2 0 2 5 ). W e� c o ul d�
n ot�fi n d�t h e�s a�m e�m e a s u r e�f o r G e r�m a n y.�It i s h o�w e v e r�i�m p o rt a nt t o�n ot e�t h at t h e�o p e r ati o n s�of�
G e r�m a n�s a vi n g s�b a n k s�a r e�l e g all y li�mit e d t o�t h e�l o c al a r e a,�a n d�t h u s�eff e cti v e�r e gi o n al�c o�m p eti�-
ti o n i s p r o b a bl y�l o�w e r t h a n t h e n ati o n al�a n al y si s�s u g g e st s.�C o n si d e ri n g�l a r g e citi e s�a n d�m e a s u ri n g�
c o�m p etiti o n�b y�t h e�n u�m b e r�of�b r a n c h e s�i n a�c e rt ai n�a r e a,�s a vi n g s�b a n k s�a n d�c o- o p e r ati v e�b a n k s�
d o�mi n at e�r et ail�m a r k et s�D et z e r�et�al.�(2 0 1 7 ). T h e r ef o r e,�w e�c a n n ot�c o n cl u d e�t h at�t h e�G e r�m a n�
m a r k et�i s n e c e s s a ril y�m o r e�c o�m p etiti v e�t h a n t h e�B riti s h.�

M ar k et�c o�m pl et e n e s s�. R at h e r�t h a n p r o vi di n g�i n c e nti v e s f o r p ri v at e�l e n d e r s t o i n c r e a s e t h e c r e dit�
p r o vi si o n,�t h e�G e r�m a n�m o d el�c o�m pl et e s�t h e�m a r k et�wit h�s u p pl y�of�c r e dit�vi a�c o o p e r ati v e�b a n k s�
a n d�q u a si- p u bli c�fi n a n ci al�i n stit uti o n s,�t h e�s a vi n g�b a n k s.�F u rt h e r�m o r e,�t h e�r el ati o n s hi p�b a n ki n g�
a n d�r e gi o n al f o c u s off e r e d�b y�t h e s e i n stit uti o n s c a n�h el p�r e d u c e�t h e i nf o r�m ati o n a s y�m�m et r y�a n d�
t h e i di o s y n c r ati c ri s k a s s o ci at e d�wit h�t h e b o r r o�w e r’�s c h a r a ct e ri sti c s�(Fl ö g el�,2 0 1 7 ). F u rt h e r�m o r e,�
S e cti o n�4.�6 ill u st r at e s t h e�r e sili e n c e�of�S p a r k a s s e n’�s a n d�G e r�m a n�c o- o p e r ati v e�b a n k s’�s l e n di n g�
d u ri n g�e c o n o�mi c�c ri si s�a n d�r e g ul ati o n�c h a n g e s.�

3 3�



    

           

            

            

             

            

            

               

               

            

                

              

               

          

              

                

            

                

                

 

             

               

              

          

              

              

                  

              

                  

               

                  

            

 

           

            

               

              

                

        

 

4.�3� T h e�S�w e�di s�h�C a s e�
T h e�S w e di s h�d e bt-l e n di n g�m a r k et s�i n cl u d e b a n k s,�m o rt g a g e�i n stit uti o n s a n d�ot h e r�c r e dit�i n stit u-

ti o n s s u c h�a s�ti n a n c e�c o�m p a ni e s�a n d�c o r p o r at e- a n d�m u ni ci p alit y- fi n a n ci n g�i n stit uti o n s.�T h e�f o u r�
bi g g e st�b a n k s�o n�t h e�S�w e di s h�c r e dit�m a r k et�i n 2 0 2 2�(�H a n d el s b a n k e n, S�w e d b a n k,�N o r d e a,�a n d�
S E B)�a c c o u nt e d�f o r�6 6�p e r c e nt�of�t h e�S w e di s h�c r e dit�m a r k et�(C o p e n h a g e n�E c o n o�mi c s�, 2 0 2 3 ).4�

B a n k s�i n cl u d e li�mit e d li a bilit y b a n k s,�s a vi n g s�b a n k s�a n d�c o- o p e r ati v e�b a n k s.�Fi n a n c e�c o�m p a ni e s�
a r e�s p e ci ali s e d�l e n d e r s,�off e ri n g,�f o r�i n st a n c e,�l e a si n g a n d�f a ct o ri n g�s e r vi c e s�t o�c o r p o r at e�c u s�-
t o�m e r s�a n d�p r o�mi s s o r y�n ot e�l o a n s a n d�c r e dit�c a r d�a c c o u nt s�t o�h o u s e h ol d s.�W hil e� s o�m e�of�t h e�m�
a r e�o w n e d b y�t h e l a r g e st b a n k s,�t h e y o p e r at e�a si n d e p e n d e nt�c o�m p a ni e s�wit hi n�t h e b a n ki n g�g r o u p s.�

Ot h e r�c r e dit�i n stit uti o n s al s o�i n cl u d e st at e- o w n e d�c o�m p a ni e s�w hi c h�s u p pl y�c r e dit�at�f a v o u r a bl e�
t e r�m s�t o�p a rti c ul a r�s e ct o r s.�O n e�of�t h o s e i s Al�mi,�t h e p a r e nt�c o�m p a n y�of�1 6�r e gi o n al�s u b si di a ri e s�
(O E C�D , 2 0 2 0 ). It�w a s�f o u n d e d i n 1 9 9 4�wit h�t h e�s p e ci fi c�ai�m of�p r o�m oti n g�t h e�m a n uf a ct u ri n g�
s e ct o r.�N o n et h el e s s,�it n o�w�sti�m ul at e s�g r o�wt h�a n d�d e v el o p�m e nt�a c r o s s�all�s e ct o r s,�b ut�it i s still�
k n o�w n�b e st�a m o n g�m a n uf a ct u ri n g�c o�m p a ni e s�(A n n a- K a ri n�G u st af s s o n�a n d�E u r of o u n d�, 2 0 2 2 ). I n�
r e s p o n s e t o t h e fi n a n ci al�c ri si s�of�2 0 0 8- 0 9,�t h e S�w e di s h�g o v e r n�m e nt�u n d e rt o o k�a n u�m b e r�of�m e a�-
s u r e s,�s u c h�a s�s u p p o rt�of�t h e b a n ki n g�s e ct o r�b y�st r e n gt h e ni n g�t h e c a pit al b a s e�a n d�s e c u ri n g�b a n k�
l e n di n g, p r o vi si o n�of�t a x c r e dit s,�e x p o rt�c r e dit f a cilit ati o n a n d b u si n e s s�d e v el o p�m e nt�p r o g r a�m�m e s.�
T h e�l a r g e st m e a s u r e�w a s�a n�i n c r e a s e i n Al�mi’�s�l o a n a bl e f u n d s,�i n o r d e r�t o�i n c r e a s e a c c e s s�t o�fi -

n a n c e�f o r�S M E s.�A s�a c o n s e q u e n c e,�n e�w l e n di n g b y�Al�mi�al�m o st�d o u bl e d�f r o�m 2 0 0 8�t o�2 0 0 9�
(O E�C�D�, 2 0 1 6 ). 

Al�mi�off e r s�a d vi s o r y�s e r vi c e s�( e.�g.�m e nt o ri n g,�g r o�wt h�a d vi c e,�s e�mi n a r s�a n d�c o u r s e s),�l o a n s a n d�
v e nt u r e�c a pit al�a c r o s s�all�p h a s e s�of�t h e�e st a bli s h�m e nt�of�a b u si n e s s�f r o�m st a rt- u p,�f o c u si n g�o n�
c o�m p a ni e s�wit h�a s u st ai n a bl e�g r o�wt h�a m biti o n�a n d�w hi c h�c a n n ot�a c c e s s�fi n a n c e�f r o�m b a n k s�f o r�
s p e ci fi c�r e a s o n s�(M o�m ot�a n d�M o�m ot�, 2 0 1 8 ; E u r o p e a n�I n v e st�m e nt F u n d�, 2 0 2 1 ; Al�mi ). 

T h e�s e r vi c e s�off e r e d�v a r y�a c r o s s�r e gi o n s�b a s e d�o n�r e gi o n al�ci r c u�m st a n c e s�a n d�t h e�r e s o u r c e s�of�
t h e�r e gi o n al Al�mi�c o�m p a n y�(M o�m ot�a n d�M o�m ot�, 2 0 1 8 ). Al�mi’�s l e n di n g i s n ot�s u b si di z e d�si n c e�it�
i s a bl e�t o�c o v e r�it s fi n a n ci al�c o st s.�N o n et h el e s s,�Al�mi�i s n ot�a�p r o fit a bl e�fi r�m�a n d�i s d e p e n d e nt�o n�
g o v e r n�m e nt�f u n di n g�t o�c o v e r�it s n o n- fi n a n ci al�c o st s.�It�al s o�c h a r g e s�hi g h e r�i nt e r e st r at e s�t h a n�
ot h e r�b a n k s�a s�a r e s ult�of�g r e at e r�ri s k�t a ki n g,�a n d�s o�fi r�m s�a bl e�t o�o bt ai n�s uf fi ci e nt�fi n a n c e�f r o�m�
c o�m m e r ci al�b a n k s�h a v e�littl e i n c e nti v e t o�a p pl y�f o r�it s l o a n s (K ä r n ä�, 2 0 2 1 ; K ä r n ä�a n d�St e p h a n�,�
2�0�2�2�). 

Al�mi�d o e s�n ot�f oll o�w S�w e di s h�b a n ki n g�l e gi sl ati o n a n d�i s n ot�b o u n d�b y�B a s el�III r ul e s.�I n st e a d,�it i s�
g o v e r n e d�b y�r e g ul ati o n�o n�st at e�fi n a n ci n g�t h r o u g h�r e gi o n al d e v el o p�m e nt�c o�m p a ni e s�(K ä r n ä�a n d�
St e�p�h a�n�, 2�0�2�2�). 

K ä r n ä�(2 0 2 1 ), u si n g�Diff e r e n c e s-i n- Diff e r e n c e s,�st u d y�t h e�eff e ct�of�Al�mi’�s l o a n s o n�i n v e st�m e nt s,�
s al e s�a n d�l a b o u r p r o d u cti vit y�of�c r e dit- c o n st r ai n e d�S�M E s�i n S�w e d e n�wit h�a n d�wit h o ut�c o�m pl e�-
m e nt a r y�p ri v at e�b a n k�l o a n s.�T h e y�e sti�m at e�a s u b st a nti al i n c r e a s e i n i n v e st�m e nt s f o r t h e�y e a r�i n�
w hi c h�t h e b u si n e s s�r e c ei v e s it s l o a n a n d�aft e r�w a r d s,�f oll o�w e d b y�i n c r e a s e s i n s al e s�a n d�p r o d u cti v�-
it y o nl y�f o r fi r�m s�wit h�1 0�o r�f e�w e r e�m pl o y e e s.�K ä r n ä�a n d St e p h a n�(2 0 2 2 ) e sti�m at e�t h at t h e i�m p a ct�

4 S h a r e�of�l e n�di n g t o�h o u s e h ol d s�a n d�n o n- fi n a n ci al�c o r p o r ati o n s.�
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of�Al�mi’�s�l o a n s o n�ti r�m g r o�wt h�a n d�p r o d u cti vit y�i s l a r g e r f o r S�M E s�l o c at e d i n citi e s�t h a n f o r t h o s e�
i�n r�u r al�a r e a s.�

C o�m p e�fi fi�o n.�I n t h e c a s e�of�S w e d e n,�t h e f o u r bi g g e st�b a n k s�o n�t h e S�w e di s h�c r e dit�m a r k et�i n 2 0 2 2�
a c c o u nt e d�f o r 6 6�p e r c e nt�of�l e n di n g t o�h o u s e h ol d s�a n d�n o n- fi n a n ci al�c o r p o r ati o n s�(C o p e n h a g e n�
E c o n o�mi c s�, 2 0 2 3 ). A s�p r e vi o u sl y�m e nti o n e d,�i n 2 0 2 3,�t h e bi g�5 U K�b a n k s�s u p pli e d 4 1�p e r�c e nt�of�
t ot al g r o s s�l e n di n g (B riti s h�B u si n e s s�B a n k�,2 0 2 4 a�). Di s c u s si o n s�o n�i n c r e a si n g c o n c e nt r ati o n�i n t h e�
s e ct o r�h a v e�p r o�m pt e d�t h e�S w e di s h�B a n k e r s’�A s s o ci ati o n�t o�c o�m mi s si o n�t h e�r e p o rt�C o p e n h a g e n�
E c o n o�mi c s�(2 0 1 9 ), w hi c h�i n di c at e s:�

•�T h ei r�n et�i nt e r e st m a r gi n�i s a�m o n g�t h e l o�w e st i n E u r o p e.�

•�C o n c e nt r ati o n�l e v el s a r e�al s o�b el o�w a v e r a g e�a m o n g�c o�m p a r a bl e�c o u nt ri e s.�

•�Hi g h�l e v el s of�ef fi ci e n c y�wit h�o p e r ati n g�c o st s�a m o n g�t h e�l o�w e st i n t h e�E U.�

•�P ri c e s�f oll o�w c o st�v a ri ati o n s:�t h e b a n k s�t h at h a v e�e x p e ri e n c e d�t h e bi g g e st�d e cli n e s�i n o p e r�-
ati o n al�c o st s�i n t h e�p r e vi o u s�si x�y e a r s�h a v e�al s o�gi v e n�t h e�bi g g e st�p ri c e�r e d u cti o n s�t o�t h ei r�
c u st o�m e r s.�

•�L o�w s wit c hi n g�c o st s�a n d�hi g h�l e v el s of�c u st o�m e r�s wit c hi n g.�5�

•�Hi g h�di git ali s ati o n.�

W hil e�t h e p e r c e nt a g e s�a b o v e s u g g e st�t h e U K�m a r k et�i sl e s sc o n c e nt r at e d,�t h e�fi n di n g s f r o�m C o p e n�-
h a g e n�E c o n o�mi c s�(2 0 1 9 ), s u c h�a s�hi g h�l e v el s of�c u st o�m e r�s wit c hi n g,�i n di c at e a�hi g h e r�c o�m p etiti v e�
p r e s s u r e�i n S�w e d e n�t h a n�i n t h e�U K.�

M ar k et� c o�m pl et e n e s s.�D e s pit e�h a vi n g�m o stl y�p ri v at e�i n stit uti o n s,�w e�h a v e�n ot�f o u n d�a n y�e vi�-
d e n c e�i nt h e lit e r at u r e t h at d e bt-l e n di n g�m a r k et si n�S w e d e n�a r e�i n c o�m pl et e, alt h o u g h�w e�h a v e�n ot�
f o u n d it t o p e rf o r�m n e c e s s a ril y�b ett e r�t h a n t h e U K�i n o u r�a g g r e g at e�a n al y si s�of�S A F E�( s e e S e cti o n�
6.�3.�1 ). N o n et h el e s s,�Fi g u r e�4 i n S e cti o n�4.�6 s h o�w s�t h at i n S�w e d e n�c r e dit�f r o�m all�s e ct o r s�t o N F C s�
h a s�r e p r e s e nt e d�a v e r y�hi g h�p e r c e nt a g e�of�G D P�f o r d e c a d e s,�a n d�it h a s�r e�m ai n e d�a p p r o xi�m at el y�
a r o u n d 1 0�p e r�c e nt�hi g h e r�t h a n 2 0 0 8�l e v el s (�wit h t h e e x c e pti o n�of�C o vi d- 1 9�p e ri o d).�S w e d e n�al s o�
c o u nt s�o n�st at e- o w n e d fi�n a n ci al�i n stit uti o n s w hi c h�a r e�li k el y t o at�l e a st p a rti all y�m e et�t h e fi n a n c e�
d e�m a n d�t h at c o�m�m e r ci al b a n k s�d o�n ot.�N o n et h el e s s,�i n S e cti o n�6.�3.�1 ’ sS A F E�d e s c ri pti v e�a n al y si s,�
S w e d e n’�s a g g r e g at e�p e rf o r�m a n c e�o v e r all�i n c o�m p a ri s o n�t o t h e U K�i s mi x e d.�

A n�oft e n�cit e d�e x a�m pl e�of�b a n ki n g�s u c c e s s�i s t h at of�H a n d el s b a n k e n,�f o u n d e d i n 1 8 7 1�a n d�o n e�of�
t h e�f o u r l a r g e st b a n k s�i n S�w e d e n.�D e s pit e�b ei n g�a�l a r g e p ri v at e�b a n k,�h a s�a�d e c e nt r ali s e d�st r u c�-
t u r e�a n d�o p e r ati o n,�w h e r e�b r a n c h e s�h a v e�hi g h�a ut o n o�m y�of�d e ci si o n�m a ki n g�o n�t h ei r�p r o d u ct s.�
F u rt h e r�m o r e,�H a n d el s b a n k e n�r eli e s�o n�a r el ati o n s hi p- b a s e d�a p p r o a c h,�m ai nt ai ni n g�cl o s e�c o nt a ct�
wit h�t h ei r�c u st o�m e r s�(M a y e r�et�al.�, 2 0 2 1 ). It i s k n o�w n�f o r�b ei n g�t h e�o nl y�b a n k�t h at�s u r vi v e d�t h e�
S w e di s h�b a n ki n g�c ri si s�i n 1 9 9 1- 2 wit h o ut�h a vi n g�t o a p p r o a c h�t h e g o v e r n�m e nt�f o r s u p p o rt�o r�t a p-

pi n g�it s o�w n e r s�f o r e�m e r g e n c y�c a pit al i nj e cti o n s K r o n e r�(2 0 1 0 ). It al s o�si g ni fi c a ntl y�o ut p e rf o r�m e d�
it s p e e r s�d u ri n g�t h e 2 0 0 8�fi n a n ci al�c ri si s,�d u ri n g�w hi c h�it di d�n ot�r e q ui r e o r�r e q u e st st at e�o r�s h a r e�-

5 3 8�p e r�c e nt�of�c u st o�m e r s�c h a n g e d�p r o vi d e r�of�o n e�o r�s e v e r al fi n a n ci al�p r o�d u ct s�i n 2 0 1 7- 2 0 2 2.�
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h ol d e r�s u p p o rt.�(H a n d el s b a n k e n�, 2 0 1 6 ; M a y e r�et�al.�, 2 0 2 1 ). It i s t h e�t o p�r at e d b a n k�i n t h e�U K�b y�
t h e�E xt e n d e d�P e rf o r�m a n c e�S ati sf a cti o n�I n d e x (E P SI ). 

4.�4� T h e�F r e�n c�h�C a s e�
A d o�mi n a nt�p a rt�of t h e�Fr e n c h b a n ki n g s y st e�mi sit s�c o- o p e r ati v e�b a n k s.�T h e�c o n c e pt�of�c o- o p e r ati v e�
b a n k s�o ri gi n at e d�i n t h e�ti r st�h alf�of�t h e�ni n et e e nt h�c e nt u r y.�I niti all y,�t h e s e�b a n k s�w e r e�f o r�m e d b y�
i n di vi d u al s i n r el ati v el y�si�mil a r�e c o n o�mi c�sit u ati o n s.�T h e y�c o ul d�eit h e r�f o c u s o n�a s p e ci fi c�s e ct o r�
o r�b e�m o r e�g e n e r al�i n s c o p e.�O w n e d�b y�t h ei r�m e�m b e r s,�t h e s e�c o- o p e r ati v e s�p r o vi d e d�fi n a n ci al�
s e r vi c e s�t o�e c o n o�mi c�a g e nt s�t h at�l a r g e n ati o n al�b a n k s�w e r e�u n�willi n g�t o�i n v e st i n,�a s�w ell�a s�t o�
p e o pl e�w h o�w e r e�n ot�s e r v e d b y�l a r g e c o�m m e r ci al b a n k s�(Ri c h e z- B att e sti�a n d�L e s e ul�, 2 0 1 6 ). 

M o st�c o- o p e r ati v e�fi n a n ci al�i n stit uti o n s fi r st�e m e r g e d i n�Fr a n c e t o�w a r d s t h e e n d�of�t h e�ni n et e e nt h�
c e nt u r y.�T h ei r�g o al s�w e r e�t o c o�m b at�u s u r y,�p r o vi d e�a c c e s s�t o b a n ki n g�s e r vi c e s�a n d�l o a n s t o t h o s e�
e x cl u d e d�f r o�m t h e�m,�a n d�s u p p o rt�t h e�d e v el o p�m e nt�of�t h ei r�e c o n o�mi c�a cti viti e s�(Ri c h e z- B att e sti�
a n d�L e s e ul�, 2 0 1 6 ). 

Gi r a r d o n e�et�al.�(2 0 0 9 ) fi n d�t h at�m ut u al�b a n k s�i n t h e E�U- 1 5�c o u nt ri e s�a r e�si g ni fi c a ntl y�m o r e�c o st�
ef fi ci e nt�t h a n�t h ei r�c o�m m e r ci al�c o u nt e r p a rt s.�M ä ki n e n�a n d�J o n e s�(2 0 1 5 ) fi n d�t h at�c o- o p e r ati v e�
b a n k s�a r e�m o r e�ef fi ci e nt�t h a n�b ot h�c o�m m e r ci al�a n d�s a vi n g s�b a n k s.�I n 2 0 1 8,�c o- o p e r ati v e�b a n k s�
h a d�a m a r k et�s h a r e�i n S�M E�l e n di n g of�3 5.�8 p e r�c e nt,�5 0.�3 p e r�c e nt�a n d�3 9.�6 p e r�c e nt�i n G e r�m a n y,�
Fr a n c e�a n d�Fi nl a n d,�r e s p e cti v el y�(M c�Kill o p�et�al.�, 2 0 2 0 ). Fl ö g el�et�al.�(2 0 2 3 ) e sti�m at e�t h at,�i n J ul y�
2 0 2 1,�G e r�m a n�s a vi n g s�b a n k s�a c c o u nt e d�f o r 3 1.�9 p e r�c e nt�of�t ot al b u si n e s s�l e n di n g i n cl u di n g s elf-

e�m pl o y e d,�a n d�c o- o p e r ati v e s�a c c o u nt e d�f o r 2 2.�4 p e r�c e nt.�

I n c o nt r a st t o t h e U K,�i n E u r o p e,�t h e m a r k et�s h a r e�of�c o- o p e r ati v e�b a n k s�i n t h e S�M E�m a r k et�i s u s u�-
all y�hi g h e r�t h a n t h ei r s h a r e�i n t h e t ot al l o a n m a r k et,�m ai nl y�i n c o u nt ri e s�w h e r e�c o- o p e r ati v e�b a n k s�
a r e�r el ati v el y i�m p o rt a nt (L a n g�et�al.�,2 0 1 6 ). F u rt h e r�m o r e,�c o- o p e r ati v e�b a n k s�d e�m o n st r at e d�m o r e�
r e sili e n c e d u ri n g�t h e G F C�t h a n c o�m�m e r ci al b a n k s,�oft e n�i n c r e a si n g d e p o sit s�a n d l o a n s d u ri n g�t h at�
p e ri o d�(M c�Kill o p�et�al.�, 2 0 2 0 ). 

T h e�Fr e n c h�c o- o p e r ati v e�n et�w o r k,�f o r�i n st a n c e,�i s c h a r a ct e ri s e d�b y�a�mi xt u r e�b et�w e e n�l o c al c o�-
o p e r ati v e s�a n d st o c k�m a r k etli st e d�c o r p o r ati o n s.�A s�d e s c ri b e d b y�B ül b ül�et�al.�(2 0 1 3 ),�c o- o p e r ati v e�
b a n k s�a r e�di vi d e di nt o t h r e e�g r o u p s:�B a n q u e s�P o p ul ai r e s�C ai s s e s�d’�É p a r g n e ( B P C E),�C r é dit�M ut u el�
( C�M) a n d�C r é dit�A g ri c ol e�( C A).�E a c h�of�t h e s e�c o n si st s�of�a n et�w o r k�of�l o c al b a n k s,�r e gi o n al b a n k�
g r o u p s�a n d�a c e nt r al�i n stit uti o n,�w hi c h�a r e�a m o n g�t h e�l a r g e st b a n k s�i n Fr a n c e.�T h e�l o c al b a n k s�
a r e�t r a diti o n al�p ri v at e�c o- o p e r ati v e s;�t h e�c e nt r al�i n stit uti o n s a r e�c o r p o r ati o n s�wit h�s h a r e s�h el d�
b y�t h e l o c al c o- o p e r ati v e s�a n d�o ut si d e�i n stit uti o n al a n d�r et ail i n v e st o r s.�

W hil e� n ot�o bli g e d�b y�l a�w, t h e l o c al c o- o p e r ati v e s�r e st ri ct t h e�m s el v e s t o t h ei r r e gi o n,�w hi c h�f a cili-

t at e s�c o o p e r ati o n�( si n c e t h e y d o�n ot�h a v e�t o�c o�m p et e�wit h�e a c h�ot h e r).�T h e�Fr e n c h�c o- o p e r ati v e�
b a n k s�a r e�al s o�li n k e d b y�a�‘ s oli d a rit y m e c h a ni s�m’�p r ot e ct e d�b y�l a�w,�i�m pl e�m e nt e d b y�a g r e e�m e nt s�
a n d/ o r�r e g ul ati o n s,�a n d�r e c o g ni s e d b y�t h e�c e nt r al i n stit uti o n (L a d a si c�a n d�Z o si�, 2 0 2 1 ). U s u all y,�it�
i s i�m pl e�m e nt e d t h r o u g h li q ui dit y a n d�c a pit al�t r a n sf e r�m e c h a ni s�m s�a n d�t h r o u g h�m ut u ali s ati o n�of�
l o s s ( s o�m eti�m e s,�vi a�c o nt ri b uti o n s�t o g u a r a nt e e�f u n d s p ai d�b y�af fili at e s)�(L a d a si c�a n d�Z o si�, 2 0 2 1 ). 

T h e�c o- o p e r ati v e�n et�w o r k s�c o v e r e d b y�a s oli d a rit y�m e c h a ni s�m�g e n e r all y�i n cl u d e s t h e�c e nt r al b o d y�
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a n d�t h e�diff e r e nt�l a y e r s of�r e gi o n al�o r�l o c al b a n k s�w hi c h�o w n�it (L a d a si c�a n d�Z o si�, 2 0 2 1 ). 

U n d e r�t h e Fr e n c h�M o n et a r y�a n d�Fi n a n ci al�C o d e�( a rti cl e L.�5 1 1- 3 1)�c e nt r al b o di e s�h a v e�st at ut o r y�
e xt r a o r di n a r y�ri g ht s�a n d�o bli g ati o n s�p r o vi d e d�b y�l a�w wit h�r e s p e ct t o t h e i n stit uti o n s af tili at e d�t o�
t h e�m,�d e s pit e�n ot�h ol di n g�( o r o nl y�p a rti all y�h ol di n g)�t h e�s h a r e�c a pit al�of�s o�m e�of�t h e s e�af fili at e s.�
T h at�i s,�e v e n�if t h e�c e nt r al�b o d y�o w n s�littl e o r�n o n e�of�a l o c al b a n k’�s�s h a r e�c a pit al,�t h e�l a�w still�
all o�w s�o r�r e q ui r e s�it t o i nt e r v e n e (L a d a si c�a n d�Z o si�, 2 0 2 1 ). T hi s�c o nt r a st s�wit h�p a r e nt�c o�m p a ni e s�
of�c a pit ali sti c�g r o u p s,�w h o s e�p o�w e r s�o v e r�t h ei r s u b si di a ri e s�a r e�al�m o st�e nti r el y�d e ri v e d�f r o�m t h ei r�
e q uit y�o w n e r s hi p�i n t h e s e�s u b si di a ri e s�(L a d a si c�a n d�Z o si�, 2 0 2 1 ). T h e�c e nt r al�i n stit uti o n s of�c o�-
o p e r ati v e�b a n k s�h a v e�t h e�l e g al o bli g ati o n�t o�e n s u r e�t h e�p r o p e r�f u n cti o ni n g�of�all�t h ei r�af fili at e d�
b a n k s�a n d�t h ei r�c o�m pli a n c e�wit h�t h e�a p pli c a bl e�l a�w s a n d�r e g ul ati o n s,�i n o r d e r�t o�p r e s e r v e�t h e�
st a bilit y�of�t h e fi n a n ci al�s y st e�m a n d�p r ot e ct�c u st o�m e r s�(L a d a si c�a n d�Z o si�, 2 0 2 1 ). 

C o- o p e r ati v e�b a n k s�d e si g n�r e gi o n all y m oti v at e d�st r at e gi e s�a n d�oft e n�m a n a g e�a n�i n v e st�m e nt f u n d�
d e di c at e d�t o l e n di n g t o r e gi o n al fi r�m s.�F o r�t hi s,�a s�s h o�w n b y�B e z z o n�et�al.�(2 0 2 4 ), t h e g e o g r a p hi c al,�
c o g niti v e�a n d�s o ci al�p r o xi�miti e s�b et�w e e n�b a n k s�a n d�b u si n e s s e s�a r e�e s s e nti al.�T h e�a ut h o r s�c o n�-
d u ct e d�ei g ht�i nt e r vi e�w s wit h�S M E s�t h at r e c ei v e d fi n a n c e�f r o�m c o- o p e r ati v e�b a n k s�a n d�t w o i nt e r-

vi e�w s�wit h�r e gi o n al b a n k s�i n o r d e r�t o u n v eil�t h e d e v el o p�m e nt�of�r el ati o n s hi p�b et�w e e n�b u si n e s s e s�
a n d�c o- o p e r ati v e�b a n k s.�W hil e� t h e�fi n a n c e�p r o vi d e d�c o n si st s�of�e q uit y�c a pit al�—�a s�o p p o s e d�t o�
l o a n s�—�p r o vi d e d�b y�t h e s e�b a n k s’�i n v e st�m e nt f u n d s,�t h e�i n si g ht s of�B e z z o n�et�al.�(2 0 2 4 ) a r e�still�
i nf o r�m ati v e a b o ut�t h e�Fr e n c h�b a n ki n g�s y st e�m.�T h e�r el ati o n s hi p�b et�w e e n�t h e s e�f u n d s�a n d�b u si�-
n e s s e s�st a rt�f r o�m n u�m e r o u s�m e eti n g s�a n d�e v e nt s,�w hi c h�t h e y�o r g a ni s e�o r�a r e�i n vit e d t o o.�T h e s e�
g at h e ri n g s�di s s e�mi n at e�i nf o r�m ati o n a b o ut�i n v e st�m e nt o p p o rt u niti e s�a n d�pl a c e�b a n k�m a n a g e r s�i n�
di r e ct�c o nt a ct�wit h�S M E s.�T hi s�s o ci al�p r o xi�mit y�c o nt ri b ut e s�t o t h e b uil di n g�of�t r u st.�I n a d diti o n�t o�
t h at,�c o g niti v e�p r o xi�mit y,�w hi c h�d e n ot e s�t h e�t e c h ni c al�u n d e r st a n di n g�b y�i n v e st�m e nt f u n d s a b o ut�
t h e�b u si n e s s�a n d�it s p r oj e ct s,�i s n e c e s s a r y�f o r�t h e�c o r r e ct�e v al u ati o n�of�f u n di n g�a p pli c ati o n s�a s�
w ell�a s�t h e�c o nti n u o u s�m a n a g e�m e nt�of�t h e�fi n a n c e�p r o vi d e d.�G e o g r a p hi c�p r o xi�mit y�f a cilit at e s�
t h e�f o r�m ati o n of�s o ci al�a n d�k n o�wl e d g e�c a pit al,�a n d�i s t h e b a si s�of�r e gi o n al b a n k s’�st r at e gi e s.�

T h e�r el ati o n s hi p s�b et�w e e n�b u si n e s s e s�a n d i n v e st�m e nt f u n d s a r e�cl o s e,�b ut�still�r e q ui r e d t o f oll o�w�
a s et�of�r ul e s�a n d�u nif o r�m p r o c e d u r e s.�I nt e r a cti o n s�b et�w e e n�b u si n e s s e s�a n d�i n v e st�m e nt f u n d s�
a r e�s u bj e ct t o a n�et hi c al�c o d e�( o n gift s,�l u n c h e s, et c),�i nt e r n al c o�m pli a n c e�c o nt r ol s�a n d�p r u d e nti al�
r e g ul ati o n.�I n v e st�m e nt m a n a g e r s�m a k e�d e ci si o n s�c oll e cti v el y�a n d�all�d e ci si o n s�a r e�e v al u at e d�b y�
t h e�f u n d�a n d�s u p e r vi s e d�a n d�a u dit e d�b y�t h e�Fr e n c h�s u p e r vi s o r�of�b a n ki n g�a n d�i n s u r a n c e u n d e r�-
t a ki n g s�(�A ut o rit é d e�C o nt r ôl e�P r u d e nti el�et�d e�R é s ol uti o n).�

T h e�c o nt ri b uti o n�of�i n v e st�m e nt f u n d s�g o e s�b e y o n d�p r o vi si o n�of�fi n a n c e�t o�S M E s.�I n v e st�m e nt�
f u n d�m a n a g e r s�al s o�c o n n e ct�b u si n e s s e s�wit h�ot h e r�p ot e nti al�i n v e st o r s a n d�i nt e r�m e di a ri e s s u c h�
a s�l a�w y e r s, a c c o u nt a nt s,�et c,�w h o�c a n�h el p�p r o d u c e�a n d�p r o c e s s�i nf o r�m ati o n f o r t h e d e v el o p�m e nt�
of�e q uit y�i n v e st�m e nt.�F u rt h e r�m o r e,�b a n k s�a n d�t h ei r�i n v e st�m e nt f u n d s�c oll a b o r at e�i n r ef e r ri n g�
b u si n e s s e s�t o o n e�a n ot h e r,�off e ri n g�diff e r e nt�fi n a n ci n g�d e al s.�

I n a d diti o n�t o�c o- o p e r ati v e�b a n k s,�Fr e n c h�S�M E s�al s o�c o u nt�o n�P u bli c�C r e dit�G u a r a nt e e�S c h e�m e s�
( C�G S),�w hi c h�b e g a n�t o�b e�g r a nt e d�i n 1 9 8 0�b y�t h e�“ S O F A RI S”�p r o g r a�m a n d�w a s�i niti all y r e st ri ct e d�
t o c o�m p a ni e s�i n t h e m a n uf a ct u ri n g�a n d b u si n e s s�s e r vi c e s�i n d u st ri e s, b ut�h a s�e x p a n d e d�e v e r�si n c e.�
I n 2 0 1 3,�t h e�C G S�b e c a�m e�r e s p o n si bilit y�of�t h e�n e�wl y�c r e at e d B pif r a n c e,�a p u bli c�b a n k�f o r i n v e st-
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m e nt�(G a z a ni ol�a n d�L ê�, 2 0 2 1 ). B pif r a n c e,�h o�w e v e r,�p r o vi d e s�m o r e�t h a n�l o a n g u a r a nt e e s,�it al s o�
off e r s�di r e ct�l o a n s a n d�c a pit al�g u a r a nt e e s�f o r�i n v e st�m e nt s,�i n cl u di n g v e nt u r e�c a pit al�a n d�s�m all-

c a p�g r o�wt h�e q uit y�i n v e st�m e nt s (B pif r a n c e�). I n 2 0 2 2,�f o r i n st a n c e, it p r o vi d e d�€ 5 6 5�milli o n�i n u n�-
s e c u r e d i n n o v ati o n l o a n s.�E xi sti n g�e vi d e n c e�s h o�w s�p o siti v e�i m p a ct s of�B pif r a n c e’�g u a r a nt e e s�o n�
b u si n e s s�s u r vi v al,�s al e s�i n v e st�m e nt a n d�e m pl o y�m e nt,�a s�w ell�a s�o n�b a n k�l e n di n g v ol u�m e s�(G a z a n�-
i ol et�al.�, 2 0 2 2 ; G a z a ni ol�a n d�L ê�, 2 0 2 1 ). 

C o�m p e�ti fi�o n.� I n�2 0 2 1,�t h e�t o p�6 b a n ki n g�g r o u p s�( w hi c h i n cl u d e t h e�a b o v e�cit e d�c o- o p e r ati v e�
g r o u p s)�r e p r e s e nt e d 8 2�p e r�c e nt�of�t h e t ot al�a s s et s�of�t h e s e ct o r�(A C P R�, 2 0 2 1 ). 

M ar k et� c o�m pl et e n e s s.�A s�p r e vi o u sl y�m e nti o n e d�i n t hi s�a n d�S e cti o n�4.�2 , c o- o p e r ati v e�b a n k s�p e r�-
f o r�m a s�w ell�a s�o r�b ett e r�t h a n�t h ei r�c o�m m e r ci al�c o u nt e r p a rt s,�i n t e r�m s�of�ef fi ci e n c y�a n d�d u ri n g�
m a c r o e c o n o�mi c�d o�w nt u r n s.�T h e�p u bli c�b a n k�B pif r a n c e�s h o ul d�al s o�c o nt ri b ut e�f o r�m a r k et�c o�m -

pl et e n e s s,�si n c e�it s f o c u s i s o n�S�M E s.�D e s c ri pti v e�a n al y si s�of�t h e S A F E�d at a s et�i n S e cti o n�6.�3.�1 f o r�
Fr a n c e�s h o�w s�t h at it o ut p e rf o r�m s�G e r�m a n y�i n r at e s of�b a n k�l o a n a p pli c ati o n s�a n d�p r e s e nt s�si�mil a r�
r at e s�of�s u c c e s s.�

4.�5� U nit e�d�St�at e s:�C D FI s�
C D FI s�w e r e�c r e at e d�t o�p r o vi d e�fi n a n ci n g�t o�h o u s e h ol d s,�b u si n e s s e s,�a n d�r e al�e st at e�d e v el o p e r s�
i n l o�w- a n d m o d e r at e-i n c o�m e�c o�m m u niti e s�t h r o u g h o ut t h e�c o u nt r y.�F oll o�wi n g�b a n ki n g�li b e r ali-

s ati o n,�l o c al b a n k s�f r o�m m a n y�a r e a s�l eft a n d�C D FI s�w e r e�t h e�alt e r n ati v e�f o u n d t o�r e pl a c e�t h e�m�
(A p pl e y a r d�, 2 0 1 1 ). T h e y�a r e�st r u ct u r e d i n a�v a ri et y�of�w a y s�—�a s�d e p o sit-t a ki n g�fi n a n ci al�i n stit u-

ti o n s�( b a n k s a n d�c r e dit�u ni o n s)�o r�a s�n o n d e p o sit o r y�i n stit uti o n s (l o a n f u n d s�a n d�v e nt u r e�c a pit al�
f u n d s).�Wit h� t h e�e x c e pti o n�of�v e nt u r e�c a pit al�f u n d s,�C D FI s�p ri�m a ril y�s u p pl y�d e bt�c a pit al�t o�dif�-
f e r e nt s e ct o r s,�i n cl u di n g aff o r d a bl e�h o u si n g,�s�m all b u si n e s s e s,�c o�m�m u nit y�f a ciliti e s,�a n d�v a ri o u s�
c o n s u�m e r�c r e dit�n e e d s�(S a n c h e z- M o y a n o�a n d�Si�m m s�, 2 0 2 3 ). 

D e p o sit-t a ki n g�C D FI s�a r e�r e g ul at e d b y�st at e�a n d f e d e r al b a n ki n g�r e g ul at o r s,�b ut�C D FI�l o a n f u n d s�
a n d�v e nt u r e�c a pit al f u n d s a r e�n ot.�M e a n�w hil e,�all�C D FI s�a r e�t y pi c all y�c e rti fi e d b y�t h e�C D FI�F u n d�
at�t h e U.�S.�Tr e a s u r y�D e p a rt�m e nt.�C e rti fi e d�C D FI s�a r e�eli gi bl e�t o a p pl y�a n d�c o�m p et e�f o r g r a nt s�a n d�
l o�w- c o st d e bt�c a pit al�f r o�m t h e�C�D FI�F u n d,�w hi c h�w a s�e st a bli s h e d�b y�t h e�Ri e gl e�C o�m�m u nit y�D e�-
v el o p�m e nt�a n d�R e g ul at o r y�I�m p r o v e�m e nt A ct�of�1 9 9 4.�I n 2 0 2 2,�t h e�U.�S.�C o n g r e s s�a p p r o p ri at e d�
t h e�C�D FI�F u n d�$ 2 9 5�milli o n�t h r o u g h�t h e�a n n u al�a p p r o p ri ati o n s�p r o c e s s�(C o�m�m u nit y�D e v el o p�-
m e nt�Fi n a n ci al�I n stit uti o n s F u n d�, 2 0 2 2 ). 

F u rt h e r�m o r e,�c e rti fi c ati o n�p r o vi d e s�eli gi bilit y�f o r r e s o u r c e s f r o�m ot h e r�g o v e r n�m e nt�a g e n ci e s�a n d�
s o�m e�p ri v at e�f u n d e r s�s u c h�a s�b a n k s,�w h o�a r e�i n c e nti vi s e d b y�t h e�C o�m m u nit y�R ei n v e st�m e nt�A ct�
t o�p r o vi d e�C D FI s�wit h�a s s et s�f o r�l o a n s i n e x c h a n g e�f o r�c r e dit s�t h at�r e c ei v e�c o n si d e r ati o n�w h e n�
a p pl yi n g�f o r b r a n c h e s,�m e r g e r s,�a n d�a c q ui siti o n s,�f o r i n st a n c e (D a r r yl�E.�G ett e r�,2 0 2 3 ). I n a d diti o n�
t o�p u bli c�a n d�p ri v at e�i n stit uti o n s,�n o n d e p o sit o r y�C D FI s�al s o�r e c ei v e�f u n di n g f r o�m p hil a nt h r o pi c�
s o u r c e s�(S a n c h e z- M o y a n o�a n d�Si�m�m s�, 2 0 2 3 ). 

I n 2 0 1 6,�t h e�t ot al�n u�m b e r�c e rti fi e d�C D FI s�w e r e�1 0 4 9�a n d,�i n 2 0 2 3,�1 4 8 7.�M o st� of�t hi s�g r o�wt h�
h a p p e n e d�f r o�m 2 0 1 9�o n�w a r d s,�w h e n�t h e�s e ct o r�g r e�w al�m o st�4 0�p e r�c e nt.�F u rt h e r�m o r e,�c r e dit�
u ni o n s�a c c o u nt e d�f o r 6 6�p e r�c e nt�of�t h e�C�D FI s’�a s s et s�i n Q 1�2 0 2 3,�w hi c h�t ot all e d $ 4 5 2�b n�(T h e�
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F e d e r al�R e s e r v e�S y st e�m , 2 0 2 2 ). 

A s�s e e n�i n S e cti o n�2.�1 , C D FI s�al r e a d y�o p e r at e�i n t h e�U K.�H o�w e v e r,�n o n e�of�t h e�m t a k e�d e p o sit s�
a s�t h e y d o n’t�h a v e�b a n ki n g�li c e n c e s.�T h e r ef o r e,�t h e y h a v e�g e n e r all y�r eli e d�o n�g o v e r n�m e nt�g r a nt s,�
p ri v at e�i n v e st o r s a n d�p hil a nt h r o pi st s.�A s�al s o�al r e a d y�m e nti o n e d,�n e�w�eff o rt�b y�t h e G o v e r n�m e nt�
a n d�p ri v at e�i n stit uti o n s,�s u c h�a s�Ll o y d s�B a n k,�h a s�b e e n�m a d e�t o�s u p p o rt�a n d�e x p a n d�t h e�s e ct o r.�
T h e�w o r k�of�C�D FI s�f u rt h e r�d e�m o n st r at e s�t h e�m a r k et�f ail u r e s�i n t h e�b a n ki n g�m a r k et,�w h e r e�vi�-
a bl e�b u si n e s s e s�h a v e�ti n a n c e�a p pli c ati o n s�d e ni e d.�A s�R e s p o n si bl e�Fi n a n c e�(2 0 2 4 ) m e nti o n s,�9 9�%�
of�t h e�b u si n e s s e s�w hi c h�b o r r o�w e d�f r o�m C�D FI s�i n 2 0 2 3�h a d�p r e vi o u sl y�b e e n�d e cli n e d�b y�a n ot h e r�
l e n d e r; y et,�8 9�% of�l o a n s i s s u e d t o s�m all b u si n e s s�w e r e�f ull y r e p ai d.�T h e r ef o r e,�t h e r e c e nt i n v e st-

m e nt s�i n t h e�s e ct o r�a r e�e n c o u r a gi n g�st e p s�t o�w a r d s�b ett e r�fi n a n c e�p r o vi si o n.�

C o�m p e�fi fi�o n.�T h e�U.�S.�b a n ki n g�s y st e�m i s c o n si d e r a bl y�l e s s c o n c e nt r at e d�t h a n E u r o p e a n�s y st e�m s.�
C o v a s�a n d�C al e�m�(2 0 2 1 ) c al c ul at e�t h at t h e�t o p�5�b a n k s�h el d�4 6�p e r�c e nt�of�b a n k�a s s et s�i n 2 0 2 1,�
w hil e�t h at�n u�m b e r�w a s�6 8�p e r�c e nt�i n t h e U K�a n d�8 5�p e r�c e nt�i n Fr a n c e.�

M ar k et�c o�m pl et e n e s s.�D e s pit e�d e cli ni n g,�t h e m a r k et�s h a r e�of�c o�m�m u nit y�b a n k s�i n t h e U.�S.�i s r e p -

r e s e nt ati v e,�m ai nl y�i n r u r al�a r e a s.�I n t e r�m s of�n u�m b e r�of�b a n k s,�t h e y a c c o u nt e d�f o r 9 8.�8�p e r�c e nt�
i n 2 0 0 0�a n d 9 7.�1 p e r�c e nt i n 2 0 2 0.�M e a n�w hil e,�t h ei r a s s et s,�d e p o sit s�a n d l o a n s a c c o u nt e d f o r 2 8.�3�
p e r�c e nt,�3 2.�9�p e r�c e nt�a n d�2 9.�1�p e r�c e nt�i n 2 0 0 0;�a n d�1 3.�5�p e r�c e nt,�1 3.�9�p e r�c e nt�a n d�1 7.�8�p e r�
c e nt�i n 2 0 2 0,�r e s p e cti v el y.�I n r u r al l o c ati o n s,�t h ei r�d e p o sit s�r e p r e s e nt e d 6 5.�9�p e r�c e nt�i n 2 0 2 0�
a n d,�i n u r b a n�l o c ati o n s,�1 1.�6 p e r�c e nt�(M att�H a n a u e r�a n d�Zi a d e h�, 2 0 2 1 ). W e� e x p e ct�t h at t h e�r e -

l ati o n s hi p a p p r o a c h�o p e r at e d�b y�t h e�m a s�w ell�a s�C�D FI s�al o n g�wit h�g o v e r n�m e nt�f u n di n g s u p p o rt�
w o ul d�si g ni fi c a ntl y�c o nt ri b ut e�t o c o�m pl eti n g�t h e m a r k et.�

4.�6� A g g r e g�at e�A n al�y si s�
H e r e�w e�s h o�w s o�m e�n ati o n al�l e v el st ati sti c s,�m ai nl y�s o u r c e d f o r G e r�m a n y�f r o�m t h e B u n d e s b a n k,�
d u e�t o d at a�a v ail a bilit y.�N o n et h el e s s,�si n c e�e a c h�of�t h e t h r e e b a n k�t y p e s w e�h a v e�di s c u s s e d�pl a y s�a�
s u b st a nti al�p a rt�i n t h e G e r�m a n�b a n ki n g�s y st e�m a n d�gi v e n�t h at diff e r e nt�c r o s s- c o u nt y�st u di e s�h a v e�
att e st e d�t h e�r el ati o n s hi p s�w e�o b s e r v e�i n t hi s�s e ct o n’�s pl ot s,�w e�c o n si d e r�t h at t h e s e�st ati sti c s�a r e�
still i nf o r�m ati v e of�t h e�g e n e r al�p e rf o r�m a n c e�t h at t h e s e�b a n k s�mi g ht�o ut si d e�G e r�m a n y�o r�w o ul d�
h a v e�f oll o�wi n g a�b a n ki n g�s y st e�m r ef o r�m.�

Fi g u r e s�4 a n d�5 , r e s p e cti v el y,�di s pl a y�c r e dit�f r o�m all�s e ct o r s�t o n o n- fi n a n ci al�c o r p o r ati o n s�( N F C s)�
f r o�m t h e�B a n k�f o r I nt e r n ati o n al S ettl e�m e nt s�( BI S) a s�a p e r c e nt a g e�of�G D P�a n d�it s g r o�wt h�i n p e r�-
c e nt a g e�p oi nt s�si n c e�2 0 0 8�f o r t h e G 7�pl u s�S w e d e n.�T h e�m o st�st ri ki n g�f e at u r e i s t h e n e g ati v e�t r e n d�
f o r t h e�U K�s e e n�i n Fi g u r e�5 , i n c o nt r a st�t o�t h e ot h e r�c o u nt ri e s,�wit h�t h e�o nl y�e x c e pti o n�of�It al y.�

F u rt h e r�m o r e,�Fi g u r e�4 s h o�w s�t h at�c r e dit�t o�N F C s�i n S�w e d e n�a n d�Fr a n c e�h a s�m a s si v el y�i n c r e a s e d�
i n p r o p o rti o n�t o G�D P�si n c e�t h e b e gi n ni n g�of�1 9 8 0’�s.�I n t h e c a s e�of�S w e d e n,�t hi s�g r o�wt h�l a st e d u p�
u ntil�2 0 0 8.�It w a s�f u el e d b y�ri si n g�d o�m e sti c�d e�m a n d�a n d�i n v e st�m e nt,�w hi c h�w a s�m a d e�vi a bl e�b y�
a n�a v e r a g e�a n n u al�g r o�wt h i n e x p o rt s�of�7.�2 p e r�c e nt�b et�w e e n�1 9 9 4�a n d 2 0 0 8,�f a cilit at e d b y�f a v o r-

a bl e�e x c h a n g e�r at e s�(B a r r e d o�a n d�B u e n dí a�, 2 0 2 4 ). I n t hi s�p e ri o d�S w e d e n�al s o�i�m pl e�m e nt e d v a ri�-
o u s�st r u ct u r al�r ef o r�m s,�w hi c h�c o nt ri b ut e d�t o,�a�m o n g st�ot h e r�t hi n g s,�a m o r e�f ri e n dl y e n vi r o n�m e nt�
t o S�M E s�a n d�st a rt u p s.�T h e s e�i n cl u d e d t e�m p o r a r y�fi n a n ci al�ai d s,�a d�mi ni st r ati v e�s u p p o rt�f o r S�M E s�
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a n d�m e a s u r e s�t o p r o�m ot e�m a n a g e�m e nt�s kill s�(B a r r e d o�a n d B u e n dí a�,2 0 2 4 ). I n a d diti o n�c o r p o r at e�
t a x�r at e s�w e r e�r e d u c e d f r o�m 5 5�t o�3 0�p e r�c e nt�a n d�t h e�i n v e st�m e nt f u n d s�s y st e�m w a s�s c r a p e d.�
T h e�f u n d�all o�w e d�c o�m p a ni e s�t o�t r a n sf e r�5 0�p e r�c e nt�of�t h ei r�p r e-t a x�p r o�tit s�e v e r y�y e a r�i nt o a n�
i n v e st�m e nt f u n d,�w hi c h�c o ul d�t h e n�b e�u s e d�f o r�i n v e st�m e nt p r oj e ct s�s u bj e ct�t o�c e rt ai n�r ul e s�a n d�
g o v e r n�m e nt�a p p r o v al.�H o�w e v e r,�it m e a nt�t h at hi g hl y�p r o�fit a bl e�a n d�e st a bli s h e d�i n c u�m b e nt s p ai d�
i n p r a cti c e�l e s s t a x t h a n e nt r a nt s�a n d�s�m all b u si n e s s e s,�w hi c h�c o ul d�n ot�y et�p r o fit�f r o�m t h e i n v e st-

m e nt�f u n d s s y st e�m (S c h n y d e r�, 2 0 1 2 ). 

Fr a n c e,�o n�t h e�ot h e r�h a n d,�k e pt�it s c r e dit�t o�N F�C s�g r o�wi n g�e v e n�aft e r�2 0 0 8�u ntil�C o vi d- 1 9.�T hi s�
w a s�m o stl y�d u e�t o�d e bt�r ai s e d b y�Fr e n c h�m ulti n ati o n al s�a n d�st at e- c o nt r oll e d�c o�m p a ni e s,�w hi c h�
b o r r o�w e d�t o fi�n a n c e�m e r g e r s�a n d�a c q ui siti o n s,�t o f u n d c a pit al�e x p e n dit u r e�n e e d s�o r�f ut u r e a c q ui�-
siti o n s,�o r�a s�li q ui dit y r e s e r v e s�a g ai n st�t a k e o v e r�att e�m pt s,�w hil e�t h e�c o st s�of�h ol di n g�c a s h�w e r e�
r el ati v el y�l o�w (A�mi ot�a n d�B r o y e r�, 2 0 1 9 ). T h e�v e r y�l o�w c o st�of�b o r r o�wi n g�al s o�b e n e�fitt e d�S�M E s,�
w hi c h�u s e d�it t o�t a k e�o ut�b a n k�l o a n s (A�mi ot�a n d�B r o y e r�, 2 0 1 9 ). 

Fi g u r e�6 , f o r�i n st a n c e,�c o�m p a r e s�t h e�c o st�of�l o a n s f o r S�M E s�a n d�l a r g e b u si n e s s e s�a c r o s s�t h e�U�K,�
Fr a n c e�a n d�S w e d e n.�Fr a n c e�s h o�w s�t h e�l o�w e st r at e s,�wit h�a n e g ati v e�t r e n d f r o�m 2 0 1 2�t o�2 0 2 0.�
S w e d e n�r at e s�s h a r pl y�d r o p p e d�aft e r�2 0 0 8�b ut�s o o n�aft e r�r o s e�1.�5 p e r c e nt a g e�p oi nt s�wit h�a p e a k�
i n 2 0 1 2�a n d�t h e n�d e c r e a si n g�a g ai n�u p�t o�2 0 1 9,�wit h�it s l o�w e st l e v el s r e a c hi n g�1 a n d�1.�5 p e r�c e nt�
f o r�l a r g e b u si n e s s�a n d�S M E s,�r e s p e cti v el y.�T h e�U K�r at e s�al s o�d r o p p e d�aft e r�2 0 0 8�b ut�s o o n�st a�-
bili s e d�at�hi g h e r�l e v el s.�B et�w e e n�2 0 1 1�a n d�2 0 1 9,�i nt e r e st r at e s�c h a r g e d�f r o�m l a r g e fi r�m s�v a ri e d�
b et�w e e n�2 a n d j u st o v e r�2.�5 p e r�c e nt,�w hil e�S�M E s�f a c e d r at e d b et�w e e n�3.�5 a n d 3�p e r�c e nt.�U nf o r�-
t u n at el y,�O E�C�D�(2 0 2 4 ), f r o�m w hi c h�w e�s o u r c e�t h e s e d at a,�d o e s�n ot�p r o vi d e�t h e s a�m e�i nf o r�m ati o n�
f o r G e r�m a n y.�
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Fi g u r e�4:�C r e dit�f r o�m all�s e ct o r s�t o N F C s�( % G�D P, a dj u st e d�f o r b r e a k s)�

S o u r c e:�BI S�
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Fi g u r e�5:�C h a n g e�i n c r e dit�f r o�m all�s e ct o r s�t o N F C s�(i n d e x,�a dj u st e d�f o r b r e a k s)�

S o u r c e:�BI S�

Fi g u r e�6:�A v e r a g e�b a n k�l o a n i nt e r e st r at e s�

S o u r c e:�O E�C�D�(2 0 2 4 ) 
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Fi g u r e�7 s h o�w s�r et u r n�o n�e q uit y�( R�O E)�of�G e r�m a n�b a n k s�b y�t y p e.�It d e�m o n st r at e s�t h e�l o�w e r�
v ol atilit y�of�s a vi n g s�a n d�c o- o p e r ati v e�b a n k s,�wit h�l o�w e r p e a k s,�b ut�al s o�m u c h�l e s s d r a�m ati c�d r o p s.�

Fi g u r e�7:�G e r�m a n�b a n k s’�R�O E�b ef o r e�t a x�

S o u r c e:�D e ut s c h e�B u n d e s b a n k,�B o�E�
N ot e:�” C o�m�m e r ci al b a n k s”�i n cl u d e�” Bi g b a n k s”.�

Fi g u r e�8�s h o�w s�t h e�r ati o�of�b a n k�o ut st a n di n g�l e n di n g t o�n o n- ti n a n ci al�c o r p o r ati o n s�( N F C s) o v e r�
d e p o sit s�of�all d o�m e sti c�e nt e r p ri s e s�i n G e r�m a n y,�t h at i s, w e�c a n n ot�e x cl u d e�fi n a n ci al�c o r p o r ati o n s’�
d e p o sit s.�W e� s e e�t h at t hi s�r ati o�h a s�i n g e n e r al�d e c r e a s e d�o v e r�ti�m e�f o r all�b a n k�m o d el s,�st a bili s�-
i n g a r o u n d�0.�4 f o r c o�m m e r ci al b a n k s�(i n cl u di n g bi g�b a n k s)�w hil e�r e�m ai ni n g�a b o v e�1.�3 8�f o r c r e dit�
c o o p e r ati v e s�a n d�1.�6 5�f o r s a vi n g s�b a n k s.�T h e�fi g u r e�al s o�c o nt ai n s�t h e�U K�r ati o�f o r w hi c h�d at a�i s�
u nf o rt u n at el y�a v ail a bl e�o nl y�f r o�m 2 0 1 1.�I n t h e U K�c a s e,�w e�c a n�s e p a r at e�d e p o sit s�of�fi n a n ci al�c o r�-
p o r ati o n s,�s o�w e�p r e s e nt�r ati o s�b a s e d�o n�b ot h�d e p o sit�a g g r e g at e s.�C o n si d e ri n g�d e p o sit s�f r o�m all�
c o r p o r ati o n s�(t h e m o st�c o�m p a r a bl e�t o�t h e�G e r�m a n�b a n k s),�t h e�l e n di n g-t o- d e p o sit r ati o�h a s�b e e n�
st a bl e�at�a r o u n d�0.�5,�c o n si d e r a bl y�l o�w e r t h a n�t h e�fi g u r e s�of�G e r�m a n�r el ati o n s hi p�b a n k s.�H o�w -

e v e r,�w h e n�w e�r e st ri ct d e p o sit s�t o�N F C s,�t h e r ati o�st a rt s�at�1.�7 i n 2 0 1 1,�b ut�d r o p s�t o�0.�8 8�b y�J ul y�
2 0 2 5.�T hi s�p att e r n�i s t h e�r e s ult�of�a c o nti n u o u s�i n c r e a s e i n d e p o sit s�si n c e�2 0 1 1�b y�N F C s�w hil e�
t h e s e�c o�m p a ni e s�h a d�d e cli ni n g�a m o u nt s�of�l e n di n g u ntil�2 0 1 5,�w h e n�t h e t r e n d�r e v e r s e d.�
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Fi g u r e�8:�G e r�m a n�b a n k s’�r ati o�of�l e n di n g t o d o�m e sti c�e nt e r p ri s e s�(�N F�C s) o v e r�d e p o sit s�of�d o�m e s�-
ti c e nt e r p ri s e s�c o�m p a r e d�t o U K�r ati o�

S o u r c e:�D e ut s c h e�B u n d e s b a n k�a n d�B o�E�
N�ot e s:�

•�” C o�m�m e r ci al b a n k s”�i n cl u d e�” Bi g b a n k s”�
•�D e p o sit s�i n G e r�m a n�b a n k s�i n cl u d e ti n a n ci al�c o r p o r ati o n s’�d e p o sit s�

Fi g u r e�9�di s pl a y s�n o�mi n al�g r o�wt h�of�b a n k�o ut st a n di n g�l e n di n g t o�d o�m e sti c�e nt e r p ri s e s�a n d�s elf-

e m pl o y e d�i n G e r�m a n y�a n d�i n t h e U K.�It s h o�w s�t h at,�d e s pit e�s a vi n g s�b a n k s�a n d�c o- o p e r ati v e s�h a v�-
i n g m ai nt ai n e d�o v e r all�p o siti v e�R�O E,�t h e y�h a v e�s u st ai n e d�a n d�i n c r e a s e d t h ei r�l e n di n g t o�b u si�-
n e s s e s�o v e r�ti�m e,�wit h�littl e fi u ct u ati o n.�M e a n�w hil e,� c o�m m e r ci al�b a n k s’�l e n di n g i s o b s e r v e d�t o�
f all f oll o�wi n g 2 0 0 8�b y�o v e r�7�p e r�c e nt.�Bi g�b a n k s’�l e n di n g d r o p s�j u st o v e r�2 0�p e r�c e nt.�C o�m�m e r�-
ci al�b a n k s�r e c o v e r�t h ei r�2 0 0 8�l e v el s i n 2 0 1 5�a n d�bi g�b a n k s�o nl y�b y�2 0 1 9.�U K�l e n di n g o nl y�f ull y�
r e c o v e r s�wit h�t h e�st a rt�of�t h e�C o vi d- 1 9�p a n d e�mi c.�T ot al�b a n k�l e n di n g t o�N F C s�i n G e r�m a n y�h a s�
g r o�w n�o v e r�4 0�p e r�c e nt�si n c e�2 0 0 8.�I n t h e U K,�t hi s n u�m b e r�i s j u st o v e r�6 p e r�c e nt.�
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Fi g u r e�9:�U�K�a n d�G e r�m a n�b a n k s’�l e n di n g t o d o�m e sti c�e nt e r p ri s e s�(�N F�C s) a n d�s elf- e�m pl o y e d�

S o u r c e:�D e ut s c h e�B u n d e s b a n k,�B o�E�
N ot e:�” C o�m�m e r ci al b a n k s”�i n cl u d e�” Bi g b a n k s”.�

Fi g u r e�1 0�p r e s e nt s�t h e�s u�m of�si g ht,�ti�m e,�s a vi n g s�a n d�b o n d s�d e p o sit s�f r o�m G e r�m a n�e nt e r p ri s e s.�
It i s cl e a r�t h at�c o�m�m e r ci al b a n k s�r e c ei v e�b y�f a r t h e�l a r g e st s h a r e�of�e nt e r p ri s e s’�d e p o sit s�i n G e r�-
m a n y,�wit h�a v ol u�m e�al�m o st�3 ti�m e s t h at of�s a vi n g s�b a n k s�i n 2 0 2 4.�

Fi g u r e�1 0:�G e r�m a n�b a n k s’�d e p o sit s�f r o�m d o�m e sti c�e nt e r p ri s e s�(i n n o�mi n al�v al u e s)�

S o u r c e:�D e ut s c h e�B u n d e s b a n k�
N ot e:�” C o�m�m e r ci al b a n k s”�i n cl u d e�” Bi g b a n k s”.�

T h e�hi g h e r�st a bilit y�of�d e c e nt r ali s e d�b a n k s�( n ot o nl y�i n G e r�m a n y)�ill u st r at e d i n t hi s�S e cti o n�a n d�
al s o�cit e d�i n t h e�lit e r at u r e r e vi e�w i n S e cti o n�4 ( al s o s e e�B olt o n�et�al.�(2 0 1 6 ) f o r�a m o d el�of�r el a -
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ti o n s hi p a n d�t r a n s a cti o n al b a n k s�i n It al y) c a n�b e�e x pl ai n e d�b y�v a ri o u s�f a ct o r s,�s u c h�a s�

•�B a n k s�f o c u s e d�o n�r el ati o n s hi p�l e n di n g a r e�li k el y t o�s m o ot h l e n di n g t h r o u g h�e c o n o�mi c�c y�-
cl e s,�t h at i s, t h e y s�m o ot h�c o nt r a ct t e r�m s,�a c c e pti n g�p ot e nti al�l o s s e s f o r t h e b a n k�i n t h e s h o rt�
t e r�m w hi c h�a r e�r e c o u p e d l at e r i n t h e�r el ati o n s hi p�(B o ot�, 2 0 0 0 ); 

•�S a vi n g s�b a n k s�a n d�c o o p e r ati v e�b a n k s�f o c u s o n�t h e r et ail�m a r k et�( d e p o sit s a n d�l e n di n g) a n d�
a r e�oft e n�ri s k- a v e r s e,�w hi c h�p r e v e nt s�t h e�m f r o�m t a ki n g p a rt�i n c a pit al�m a r k et s�a n d�p u r c h a s�-
i n g c o�m pli c at e d�s e c u riti e s�(C a s s ell�, 2 0 2 0 ; Ri c h e z- B att e sti�a n d�L e s e ul�, 2 0 1 6 ); 

•�T h e�r eli a n c e�o n�d e p o sit s�al s o�p r o vi d e s�m o r e�st a bl e�f u n di n g.�E xi sti n g�e vi d e n c e�s h o�w s�t h at�
b a n k�l e n di n g w a s�l e s s aff e ct e d b y�t h e G F C�w h e n�t h e b a n k�w a s�m o r e�r eli a nt o n�c o r e�d e p o sit s�
a n d�e q uit y�r el ati v e�t o w h ol e s al e�s o u r c e s�(C o r n ett�et�al.�, 2 0 1 1 ); 

•�Alt h o u g h�c o o p e r ati v e�b a n k s�mi g ht�b e�l e s s c a pit ali s e d�t h a n c o�m m e r ci al ( c e nt r ali s e d) b a n k s,�
t h e y p r e s e nt�l o�w e r v ol atilit y�of�r et u r n�o n�a s s et s�(H e s s e�a n d�Ci h á k�, 2 0 0 7 ). 

H a n d el s b a n k e n�U K,�f o r i n st a n c e,�h a s�st at e d i n c o n v e r s ati o n�f o r�t hi s�r e p o rt,�t h at t h e y�e x p a n d e d�
d u ri n g�G F C�d u e�t o�n e�w cli e nt s�o p e r ati n g�i n s e ct o r s�w hi c h�t r a n s a cti o n al b a n k s�h a d�m a d e�a d e ci�-
si o n�t o�e xit�d u e�t o t h ei r�s e ct o r-l e v el f o c u s,�w h e r e a s�H a n d el s b a n k e n�c o ul d l o o k at�e a c h�c u st o�m e r�
i n di vi d u all y t o a s s e s s�t h ei r u n d e rl yi n g�c r e dit�q u alit y.�T hi s�s h o�w s�t h at r el ati o n s hi p b a n ki n g�c a n�n ot�
o nl y�r e d u c e i nf o r�m ati o n a s y�m�m et r y�a n d h e n c e�t h e ri s k b a n k s�f a c e s w h e n�l e n di n g, b ut�al s o�h a s�t h e�
p ot e nti al�t o�c o nt ri b ut e�t o�l o�w e r S�M E�d e bt�a v e r si o n�b y�r e a s s u ri n g�c r e dit�s u p p o rt�d u ri n g�dif ti c ult�
ti�m e s�a n d�t h u s�l o�w e ri n g t h e�ri s k S�M E s�p e r c ei v e�f r o�m b o r r o�wi n g,�i n p a rti c ul a r�w h e n�d e�m a n di n g�
p e r s o n al�g u a r a nt e e s�a r e�r e q ui r e d.�

T h e�l a st 1 5�y e a r s�h a v e�s e e n�t h e�g r o�wt h�i n n o n- b a n k�l e n di n g n ot�o nl y�i n t h e�U K,�w hi c h�w e�mi g ht�
c o nj e ct u r e�a s�a s u b stit ut e�f o r b a n k�l e n di n g a n d�a n�alt e r n ati v e�t o�r el ati o n s hi p�b a n ki n g.�T h e�p e r�-
f o r�m a n c e of�t h e s e�l e n d e r s d u ri n g�d o�w nt u r n s,�h o�w e v e r,�i s c u r r e ntl y�mi x e d�b ut�n ot�e xt e n si v e.�F o r�
i n st a n c e,�G o p al�a n d�S c h n a bl�(2 0 2 2 ) fi�n d�t h at b a n k�l e n di n g t o�s m all b u si n e s s e s�d e cli n e d�p e r�m a�-
n e ntl y�i n t h e�U S�aft e r�t h e�2 0 0 8�fi n a n ci al�c ri si s�b ut�t h at�n o n- b a n k�l e n d e r s w e r e�a bl e�t o�off s et�t h e�
d e cli n e�b y�e x p a n di n g�t h ei r�l e n di n g.�N o n et h el e s s,�G o p al�a n d�S c h n a bl�(2 0 2 2 ) al s o�n ot e s�t h at�n o n-

b a n k�l e n di n g al s o�d r o p p e d�d u ri n g�t h e�G F C,�b ut�o n c e�r e c o v e r e d,�it c o nti n u e d�t o�g r o�w w h e r e a s�
b a n k�l e n di n g st a g n at e d.�

Al d a s o r o�et�al.�(2 0 2 5 ) u si n g�gl o b al�d at a�o n�s y n di c at e d l o a n s b y�b a n k s�a n d�n o n- b a n k s�t o�i n v e sti-

g at e�n o n�– b a n k�l e n di n g a n d�t h e r ol e of�l e n di n g r el ati o n s hi p s�d u ri n g�fi n a n ci al�c ri s e s.�T h e y�fi n d�t h at�
n o n�– b a n k s�r e d u c e�t h ei r c r e dit�t o n o n�– fi n a n ci al�fi r�m s�b y�1 9�p e r�c e nt�m o r e�t h a n b a n k s�d u ri n g�a fi -

n a n ci al�c ri si s�i n t h e�b o r r o�w e r�c o u nt r y.�T h e y�al s o�st u d y�t h e�r ol e�of�r el ati o n s hi p,�w hi c h�t h e y�p r o x y�
i n t e r�m s�of�d u r ati o n�a n d�f r e q u e n c y�of�p r e vi o u s�i nt e r a cti o n s.�T h ei r�r e s ult s�s h o�w t h at�b a n k s�o n�
a v e r a g e�h a v e�st r o n g e r�r el ati o n s hi p s�wit h�t h ei r�b o r r o�w e r s�t h a n�n o n�– b a n k s,�b ot h�i n t e r�m s�of�d u�-
r ati o n�a n d�f r e q u e n c y.�I n a d diti o n,�f o r t h e�s a�m e�r el ati o n s hi p�st r e n gt h,�b e n e�fit s�i n t e r�m s�of�hi g h e r�
l o a n a�m o u nt s�a r e�g r e at e r�d u ri n g�c ri s e s�if t h e�r el ati o n s hi p�i s wit h�a b a n k�r at h e r�t h a n�a n o n�– b a n k.�
O v e r all,�r el ati o n s hi p s wit h�n o n- b a n k s�s e e�m l e s s v al u a bl e�i n g e n e r al,�l e a di n g t o l e s s s u p p o rt d u ri n g�
c ri s�e s.�
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5� A p�p r�ai s�al�of�Alt e r�n ati v e�L e�n di�n g�S y st e�m s�
5. 1� S u�m�m a r�y�
B a s e d�o n�t h e�p r e vi o u s�s e cti o n s,�h e r e�w e�a n s�w e r�t h e r e s e a r c h�q u e sti o n s:�

W h at� ar e�t h e�c h ar a ct eristi cs�of�t h os e�a p pr o a c h es�t h at�m a k e�t h e�m disti n ct�fr o�m t h e�c urr e nt�U K�m o d el�
( e. g.�tr a ns a cti o n al v ers us�r el ati o ns hi p- b as e d a p pr o a c h es�t o l e n di n g d e cisi o ns)?�

W h at�c h a n g es�w o ul d�b e�n e e d e d�i n t h e U K�S�M E l e n di n g l a n ds c a p e f or s u c h�alt er n ati v e�a p pr o a c h es�t o b e�
eff�e�cti�v�e?�

B a s e d�o n�S e cti o n�4 , b ot h�G e r�m a n y�a n d�Fr a n c e�o p e r at e�b a n ki n g�s y st e�m s�f o r�w hi c h�r el ati o n s hi p�
a n d�r e gi o n al�f o c u s�a r e�c h a r a ct e ri si n g�f e at u r e s,�i n c o nt r a st�t o�t h e�U K,�w h e r e�a c e nt r ali s e d�a p�-
p r o a c h,�b a s e d�o n�h a r d�i nf o r�m ati o n i s t h e�n o r�m.�Fr a n c e�al s o�h a s�a�p u bli c�b a n k�w hi c h�off e r s�v a r�-
i o u s t y p e s of�ti n a n c e�t o S�M E s,�n ot�o nl y�g u a r a nt e e s�f o r sti�m ul ati n g�p ri v at e�b a n k s’�l e n di n g b ut�al s o�
di r e ct�c a pit al�p r o vi si o n.�O n�t h e�ot h e r�h a n d,�S w e d e n,�vi a�it s st at e�b a n k�Al�mi,�r e p r e s e nt s�a m o r e�
t a r g et e d�a p p r o a c h�t o�t h e�i d e nti fi e d f ail u r e s�i n S e cti o n�3 , si n c e�Al�mi�o nl y�s e e k s�t o�s u p p o rt�b u si�-
n e s s e s�w h e n�t h e y c a n n ot�b o r r o�w�f r o�m p ri v at e�fi n a n ci al�i n stit uti o n s.�

T h e s e�c o u nt ri e s’�e x a�m pl e s�n at u r all y�s u g g e st�t w o�p ot e nti al�p oli ci e s:�

•�a n et�w o r k�of�r el ati o n s hi p- b a s e d b a n k s�a c r o s s�t h e�U K�i m pl e�m e nt e d vi a�a n e�w S p a r k a s s e n�-
t y p e n et�w o r k�o r�vi a�m ut u al s�o r�C�D FI s;�

•�st at e�b a n k s�f o c u s e d o n�l e n di n g t o�s p e ci fi c�b u si n e s s e s�w h o�c a n n ot�a c c e s s�fi n a n c e�f r o�m p ri�-
v at e�m a r k et s.�

T h e�i�m pl e�m e nt ati o n of�m ut u al s�f a c e s t h e p r o bl e�m�p r e vi o u sl y�m e nti o n e d�i n S e cti o n�2.�1 .�

Alt e r n ati v e s�c o�m bi ni n g�f e at u r e s of�t h e a b o v e�p oli ci e s�a s�w ell�a s�m a ki n g�u s e�of�t h e U K’�s o w n�e xi st�-
i n g i nf r a st r u ct u r e c o ul d�p o s si bl y�i�m pl e�m e nt e d,�b ut�i n t hi s�r e p o rt,�t h e�p r o p o s al s�b ei n g�e x a�mi n e d�
a r e�o pti o n s�t h at h a v e�w o r k e d�w ell�el s e�w h e r e.�

T h e�i m pl e�m e nt ati o n of�s u c h�a n et�w o r k�of�r el ati o n s hi p�l e n di n g i n t h e�U K�c o ul d�t a k e�t h e�f o r�m ei�-
t h e r of�a n o n- r e g ul at e d�o r�a r e g ul at e d fi n a n ci al�i n stit uti o n.�T h e�f o r�m e r c o ul d b e�a n o n- d e p o sit o r y�
l e n d e r o r�a d e p o sit-t a ki n g�l e n d e r wit h�s o v e r ei g nt y�i m m u nit y.�T h e�l att e r, i n p a rti c ul a r,�w o ul d�e n�-
c o u nt e r�a f e�w c h all e n g e s�t o�i m pl e�m e nt ati o n a n d�o p e r ati o n.�Fi r stl y,�t o�st a rt�o p e r ati n g,�t h e�n e�w�
f ull y�r e g ul at e d b a n k s�w o ul d�n e e d�t o�m e et�i niti al c a pit al�r e q ui r e�m e nt s�a s�w ell�a s�h a v e�a b a n ki n g�
pl atf o r�m.�S e c o n dl y,�m ai nt ai ni n g�t h ei r�d a y-t o- d a y�a n d�e�m e r g e n c y�li q ui dit y w o ul d�r e q ui r e�s o�m e�
c e nt r al�i n stit uti o n.�L a stl y,�t h e s e�r e gi o n al b a n k s�w o ul d�h a v e�t o�g e n e r at e�e n o u g h�i n c o�m e a b o v e�
c o st s�a n d�d ef a ult s�i n o r d e r�t o b uil d�u p�t h ei r e q uit y�a n d�m e et�c a pit al�r e q ui r e�m e nt s.�
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5.�2� Di s c o�u r�a g e�d�B o r r o�w e r s�
A s�S e cti o n�2.�2.�1�d e s c ri b e d,�t h e�di s c o u r a g e�m e nt�of�S�M E s�f r o�m a p pl yi n g�t o�ti n a n c e�i s v e r y�l a r g e,�
a n d�al s o�i n cl u d e s fi r�m s�t h at w o ul d�h a v e�r e c ei v e d fi n a n c e�ift h e y h a d�a p pli e d.�D u ri n g�p h a s e�2 of�t hi s�
p r oj e ct,�w e�i n v e sti g at e, a�m o n g�ot h e r�r el at e d�q u e sti o n s,�t h e d et e r�mi n a nt s�of�b ei n g�a�di s c o u r a g e d�
b o r r o�w e r,�i n p a rti c ul a r�t h e�q u alit y�of�r el ati o n�wit h�a b u si n e s s’�m ai n�b a n k.�Ot h e r�f a ct o r s�i n cl u d e�
t h e�e xi st e n c e�of�a m e nt o r,�b u si n e s s�si z e�a n d�c r e dit�ri s k.�

W e� al s o�st u d y�t h e i n ef fi ci e n c y of�di s c o u r a g e�m e nt,�t h at i s, t h e p r o p o rti o n�of�di s c o u r a g e d�b o r r o�w -

e r s�w h o�w o ul d�li k el y h a v e�b e e n�a c c e pt e d�h a d�t h e y�a p pli e d�f o r�b a n k�fi n a n c e.�T h e�r e s ult s�f r o�m�
off e r�a n�e sti�m at e�of�t h e�i n c r e a s e i n l e n di n g t h at�w o ul d�b e�g e n e r at e d�o nl y�f r o�m t a c kli n g�di s c o u r�-
a g e�m e nt.�

5.�3� I nt e r�n ati o�n al E vi d e�n c e�a n d�t h e�U K�
S e cti o n�4�o utli n e d�t h e�a p p r o a c h e s�t o�b a n ki n g�of�ot h e r�c o u nt ri e s�a n d�t h ei r�r e s ult s.�I n b ot h�G e r�-
m a n y�a n d�Fr a n c e,�r el ati o n s hi p�b a n ki n g�a n d�r e gi o n al f o c u s a r e�i m p o rt a nt f e at u r e s of�t h e�l e n di n g�
p r o c e s s,�i n c o nt r a st�t o�t h e�U K,�w h e r e�a c e nt r ali s e d�a p p r o a c h,�b a s e d�o n�h a r d�i nf o r�m ati o n i s t h e�
n o r�m�( s e e S e cti o n�2.�1 ). F u rt h e r�m o r e,�t h e�Fr e n c h�p u bli c�b a n k�B pif r a n c e�off e r s�diff e r e nt�s o u r c e s�
of�i n v e st�m e nt c a pit al,�m o st�of�w hi c h�c a n�b e�a c c e s s e d�vi a�b u si n e s s e s’�o w n�b a n k s,�si�mil a rl y�t o�t h e�
B B B�i n t h e U K.�

S e cti o n�4�al s o�r e vi e�w e d S�w e d e n’�s e x p e ri e n c e,�i n p a rti c ul a r�t h at�of�t h e�st at e- o w n e d l e n d e r Al�mi,�
w hi c h�p r o vi d e s�l o a n s,�v e nt u r e�c a pit al�a s�w ell�a s�s u p p o rt�a n d�g ui d a n c e�i n b u si n e s s�d e v el o p�m e nt�
f o r s�m all�a n d�m e di u�m- si z e d�e nt e r p ri s e s�(Al�mi ). Al�mi�d o e s�n ot�i nt e n d t o c o�m p et e�wit h�c o�m�m e r ci al�
b a n k s,�i n st e a d it w o r k s�t o m e et�t h e fi n a n c e�d e�m a n d�of�st a rt- u p s�a n d S�M E s�wit h�g r o�wt h�p ot e nti al�
b ut�w hi c h�c a n n ot�a c c e s s�f u n di n g f r o�m c o�m�m e r ci al�b a n k s.�Al�mi�al s o�h a s�c o n s ult a nt s�a c r o s s�S�w e�-
d e n,�m a n y�of�w h o�m�h a v e�r u n�t h ei r�o�w n�b u si n e s s e s�a n d�a r e�t h u s�m o r e�f a�mili a r�wit h�w h at�S�M E s�
f a c e.�T h e r ef o r e,�diff e r e ntl y�f r o�m t h e�U K,�Al�mi�h a s�a m o r e�di r e ct�a p p r o a c h�i n h el pi n g�b u si n e s s e s�
a c c e s s�fi n a n c e�t h a n�t h e�B B B,�w h o�t e n d s�t o�a ct�vi a�i n c e nti v e s t o�fi n a n ci al�i n stit uti o n s r at h e r�t h a n�
di r e ctl y�i nt e r a cti n g wit h�b u si n e s s e s.�H o�w e v e r,�i n c o nt r a st�t o t h e s y st e�m s�i n Fr a n c e�a n d G e r�m a n y,�
it r e p r e s e nt s�a m o r e�t a r g et e d�m e a s u r e�t o c o�m pl eti n g�t h e m a r k et.�

5.�4� A�N et�w o r k�of�D e c e�nt r�ali s e�d�R el�ati o�n s�hi�p- B a s e�d�B a n ki�n g�
R el ati o n s hi p�b a n ki n g�i s c h a r a ct e ri s e d�b y�t h e�u s e�of�“ s oft”�i nf o r�m ati o n w hi c h�l e a d s t o�l o�w e r i n-

f o r�m ati o n a s y�m�m et r y�b et�w e e n�b o r r o�w e r s�a n d�l e n d e r s.�T hi s�i nf o r�m ati o n i s g at h e r e d�t h r o u g h r e -

p e at e d�i nt e r a cti o n s b et�w e e n�t h e�p a rti e s,�d u ri n g�w hi c h�t h e�l e n d e r l e a r n s a b o ut�t h e�b o r r o�w e r’�s�
b u si n e s s.�T h e�ti�m e�a n d�r e s o u r c e s�d e di c at e d�t o�t hi s�t y p e�of�b a n ki n g�a s�w ell�a s�t h e�“ s oft”�i nf o r�m a-

ti o n�it e nt ail s�m e a n�t h at it i s m o stl y�ef fi ci e ntl y�i�m pl e�m e nt e d i n a�d e c e nt r ali s e d�s y st e�m.�If r e gi o n -

all y�f o c u s e d,�a b a n k�( o r ot h e r�fi n a n ci al�i n stit uti o n) will�h a v e�g r e at e r�k n o�wl e d g e�a n d�u n d e r st a n di n g�
of�t h e�c o nt e xt�w h e r e�a b u si n e s s�o p e r at e s�a n d�it s q u alit y�a s�a b o r r o�w e r.�If w e�c o n si d e r�t h e�a c q ui�-
siti o n�of�t hi s�k n o�wl e d g e�a s�a fi x e d�c o st,�t h e�m o r e�r e gi o n al�c u st o�m e r s�t h e�b a n k�h a s,�t h e�l o�w e r t h e�
a v e r a g e�c o st�p e r�c u st o�m e r.�I n e c o n o�mi c�t e r�m s,�t h e�b a n k�f a c e s i n c r e a si n g r et u r n s�t o�s c al e�i n t hi s�
k n o�wl e d g e�c o st.�

It i s al s o�cl e a r�t h at r el ati o n s hi p�b a n ki n g�of�c o- o p e r ati v e�b a n k s�a n d S p a r k a s s e n�b a n k s�h a s�d e�m o n�-
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st r at e d�b ett e r�st a bilit y�t h r o u g h�e c o n o�mi c�c ri si s�a n d�b ett e r�s u p p o rt�f o r�S�M E s�t h a n�c o�m m e r ci al�
b a n k s�(M c�Kill o p�et�al.�, 2 0 2 0�, M a y e r�et�al.�, 2 0 2 1 ). 

F u rt h e r�m o r e,�C D FI’�s o p e r ati o n�i n t h e U K�i n di c at e t h at a�cl o s e r�r el ati o n s hi p�a c c o�m p a ni e d b y�s u p�-
p o rt�s e r vi c e s,�w hi c h�h el p�S�M E s�p r e p a r e�p r o p o s al s�o r�b u si n e s s�pl a n s,�a r e�v al u e d b y�S�M E s.�I n 2 0 1 4,�
b u si n e s s�m e nt o ri n g�w a s�off e r e d�b y�5 0�p e r�c e nt�of�all�C D FI s,�m a ki n g�it t h e�m o st�c o�m m o n�s e r vi c e�
p r o vi d e d�(St e n s r u d�, 2 0 1 7 ). 

E vi d e n c e�f r o�m o u r�m a r k et�e n g a g e�m e nt�al s o�s u p p o rt s�t h e i�m p o rt a n c e of�t hi s ki n d�of�s e r vi c e,�i n di-

c ati n g�t h at S�M E s�w o ul d�b e n e tit�f r o�m a d vi c e,�c o a c hi n g,�a n d li a si n g wit h�fi n a n ci al�i n stit uti o n s’�st aff�
wit h�k n o�wl e d g e�i n t h ei r s p e ci fi c�i n d u st r y ( s e e S e cti o n�A.�4 ). 

T h e�i�m p o rt a n c e of�r el ati o n s hi p b a n ki n g�a n d�a d vi s o r y�s e r vi c e s�w hi c h�c o n n e ct S�M E s�a n d�t h ei r b u si�-
n e s s’�c o nt e xt s�wit h�t h ei r�l e n d e r s w a s�al s o�m e nti o n e d�i n o u r�e n g a g e�m e nt�wit h�fi n a n ci al�i n stit u-

ti o n s.�I n�o u r�c o n v e r s ati o n,�H a n d el s b a n k e n�U�K�al s o�n ot e d�h o�w�b u si n e s s e s�e nj o y�b ei n g�a bl e�t o�
s p e a k t o s o�m e o n e�a n d h o�w t h ei r c u st o�m e r�b a s e�e x p a n d e d d u ri n g�t h e G F C�w h e n�s o�m e�m ai n�b a n k s�
di v e st e d�of�c u st o�m e r s�a s�p a rt�of�t h ei r�c a pit al�m a n a g e�m e nt,�i r r e s p e cti v e of�t h e�u n d e rl yi n g�c r e dit�
q u alit y�of�t h o s e c u st o�m e r s.�W hil e� H a n d el s b a n k e n�off e r s�r el ati o n s hi p�b a n ki n g�t o�e v e r y�o n e�of�it s�
c u st o�m e r s,�t h e b a n k�m o stl y�w o r k s�wit h�e st a bli s h e d�e nt e r p ri s e s,�i s w ei g ht e d�m o r e�t o�w a r d s p r o p�-
e rt y�c o�m p a ni e s�a n d�l a r g e r S�M E s,�a n d�al s o�f o c u s e s�o n�p e r s o n al�b a n ki n g�s e r vi c e s,�e.�g.�f o r�di r e c�-
t o r s of�s u c h�c o�m p a ni e s,�p r of e s si o n al s�a n d�e nt r e p r e n e u r s.�T h e r ef o r e,�t h e r e i s still�a�m pl e�r o o�m f o r�
ot h e r�alt e r n ati v e�l e n d e r s off e ri n g�r el ati o n s hi p�b a n ki n g�t o�ot h e r�u n d e r- s e r v e d�s e g�m e nt s�of�t h e�
S�M E�p o p ul ati o n.�

I n t h at,�C D FI s�c a n�h a v e�a n�i�m p o rt a nt i�m p a ct.�B riti s h�B u si n e s s�B a n k�(2 0 2 2 a�) e�m p h a si s e s�t h ei r r ol e�
wit h�n e a rl y�h alf�of�t h ei r l e n di n g g oi n g�t o t h e U K’�s�3 5�p e r�c e nt�m o st�d e p ri v e d�a r e a s.�

St e n s r u d (2 0 1 7 ) al s o�n ot e s�t h at,�i n 2 0 1 5,�C D FI s�r e p o rt e d a n n u al�p r o vi si o n s�a n d�w rit e- off s�of�1 2.�6�
p e r�c e nt�a n d�t h at 1 5.�9 p e r�c e nt�of�l o a n s w e r e�i n a r r e a r s�f o r 9 0�d a y s�o r�m o r e,�w hi c h,�d e s pit e�hi g h e r�
t h a n s o�m e�c o�m�m e r ci al l e n d e r s, a r e�l o�w e r t h a n f o r ot h e r�o r g a ni s ati o n s�a n d�s c h e�m e s�t h at p r o vi d e�
fi n a n c e�t o�hi g h- ri s k�S�M E s�a n d�mi c r o e nt e r p ri s e s.�I n 2 0 1 9,�w rit e- off s�a n d�p r o vi si o n s�r e p r e s e nt e d�
1 0.�8 2�p e r�c e nt�of�C D FI s’�Mi c r o�a n d�S M E�l e n di n g (R e s p o n si bl e�Fi n a n c e�, 2 0 1 9 ). 

Gi v e n�t h e p e rf o r�m a n c e�t h at r el ati o n s hi p- b a s e d l e n di n g s h o�w s�i n t h e S�M E�m a r k et�a n d d u ri n g�e c o�-
n o�mi c�d o�w nt u r n s,�w e�will�e sti�m at e�t h e�e x p e ct e d�eff e ct�of�r el ati o n s hi p�b a n ki n g�o n�l e n di n g o ut�-
c o�m e s�a n d�o n�m a c r o e c o n o�mi c�a g g r e g at e s�s u c h�a s�i n v e st�m e nt a n d�o ut p ut.�L e n di n g�o ut c o�m e s�will�
e s p e ci all y�t h e�p r o b a bilit y�of�l e n di n g a s�w ell�a s�t h e�c h a n g e�i n l e n di n g u n d e r�t h e�c o u nt e rf a ct u al�
s c e�n a ri�o.�

5.�5� A�T a r g et e�d�A p�p r o�a c�h�
B a s e d�o n�S e cti o n�4.�3�a n d�a s�d e s c ri b e d�i n S e cti o n�5.�3 , t h e�S�w e di s h�c a s e�ill u st r at e s a�m o r e�t a r-

g et e d�a p p r o a c h�t o�cl o si n g�t h e�fi n a n c e�g a p�t o�S�M E s.�T h r o u g h�t h e�st at e- o�w n e d�b a n k�Al�mi,�i n a d�-
diti o n�t o�l e n di n g,�t h e�S w e di s h�g o v e r n�m e nt�c a n�p r o vi d e�di r e ct�a d vi c e�t o�b u si n e s s e s,�si�mil a rl y�t o�
s a vi n g s�b a n k s�i n G e r�m a n y.�F u rt h e r�m o r e,�t h e�p r o vi si o n�of�f u n d s t o�Al�mi�d u ri n g�t h e�G F C�i n o r d e r�
t o�s u p p o rt�l o c al e c o n o�mi e s�a n d�t h e�r e s ulti n g�i n c r e a s e i n l e n di n g s h o�w s�t h e�a d v a nt a g e�t h at�p u b�-
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li c o�w n e r s hi p�h a s�o v e r�p ri v at e�b a n ki n g�s y st e�m s�i n g u a r a nt e ei n g�t h e s u p p o rt�of�b u si n e s s e s�d u ri n g�
m a c r o e c o n o�mi c�d o�w nt u r n s.�

Alt h o u g h�w e�d o�n ot�i n cl u d e t h e�S w e di s h�c a s e�i n o u r�e v al u ati o n�d u e�t o�d at a�li�mit ati o n s,�it d o e s�
p r o vi d e�a p ot e nti al,�t h e Al�mi�c a s e�s u g g e st s�a f e�w p ot e nti al�st e p s:�

•�R e gi o n al�a d vi s o r s:  t hi s�c o ul d�t a k e�t h e�f o r�m of�p r o vi di n g�t ail o r e d�r e gi o n al S�M E�s u p p o rt�f o r�
e x p o rti n g,�b ut�t h e�ti n a n ci al�a d vi c e�w o ul d�n ot�b e�n e c e s s a ril y�p r o vi d e d�b y�t h e D B T.�

•�Di r e ct�l e n di n g ( si�mil a rl y�t o�t h e�D e v el o p�m e nt�B a n k�of�W al e s)� w hi c h�c o ul d�b e�t a r g et e d�at�
t h o s e�w h o�h a v e�b e e n�r ej e ct e d b y�st a n d a r d l e n d e r s.�

•�T o p- u p�l e n di n g: di r e ctl y�p r o vi d e�a s h a r e�of�a b u si n e s s�l o a n,�c o�m pl e�m e nti n g�t h e�l o a n f r o�m�
p ri v at e�fi n a n ci al�i n stit uti o n s.�

5.�6� R el�ati o�n s�hi�p�L e�n d e r s�I�m pl e�m e�nt�ati o�n�
T h e�i m pl e�m e nt ati o n of�a n et�w o r k�of�r el ati o n s hi p�l e n d e r s i n t h e�U K�f a c e s�diff e r e nt�c h all e n g e s.�
F o r�i n st a n c e,�ti�m e�of�i�m pl e�m e nt ati o n c o ul d�b e�c o n si d e r a bl y�l o n g,�wit h�b e n e fit s�s e e n�o nl y�aft e r�
s u b st a nti al�u pf r o nt�i n v e st�m e nt of�r e s o u r c e s�i nt o, f o r e x a�m pl e,�r e g ul at o r y�e x a�mi n ati o n s�a n d b a n k�
i nf r a st r u ct u r e.�It i s al s o�i m p o rt a nt t o h a v e�i n mi n d�t o�w h at�e xt e nt�t h e c ult u r e,�hi st o r y�o r�p oliti c al�
c o nt e xt�of�t h o s e�c o u nt ri e s�wit h�alt e r n ati v e�b a n ki n g�s y st e�m s�c o nt ri b ut e�t o�t h e�s u c c e s s�of�t h o s e�
s y st e�m s.�G e r�m a n y,�f o r�e x a�m pl e,�i s a�r o b u st�f e d e r al�st at e�w h e r e�r e gi o n al�s u b di vi si o n s�p o s s e s s�
e xt e n si v e�r e g ul at o r y�a ut h o rit y.�T hi s�a ut h o rit y�i s f u rt h e r d el e g at e d�t o l o c al m u ni ci p aliti e s,�p a rti c�-
ul a rl y�i n l a r g e m u ni ci p al�di st ri ct s.�T h e�r e g ul at o r y�d e ci si o n s�m a d e�b y�r e gi o n al�a ut h o riti e s�i m p a ct�
t h e�r et ail b a n ki n g�s y st e�m s�of�L a n d e s b a n k e n�a n d�S p a r k a s s e n�(C o r b et�a n d�L a r ki n�, 2 0 2 2 ). 

I n t e r�m s�of�p r a cti c al�c h all e n g e s,�t h e�c r e ati o n�of�s u c h�a n et�w o r k�f a c e s t�w o�g e n e r al�p at h s:�a r e g u -

l at e d a n d�a�n o n- r e g ul at e d�r o ut e s.�

N o n‐r e g ul at e d�R o ut e�

T h e r e�a r e�t�w o�b r o a d�n o n- r e g ul at o r y�r o ut e s.�T h e�fi r st�a v oi d s�t h e�r e g ul at e d�a cti vit y�of�r et ail d e�-
p o sit�t a ki n g.�Si n c e�it w o ul d�n ot�t a k e�r et ail d e p o sit s,�it w o ul d�n ot�n e e d�a b a n ki n g�li c e n s e a n d�n ot�
b e�s u bj e ct�t o c a pit al�r e q ui r e�m e nt s.�

T hi s�e ntit y�w o ul d�p r o vi d e�fi n a n c e�di r e ctl y�t o�S M E s�r at h e r�t h a n�t h r o u g h�p ri v at e�fi n a n ci al�i n stit u-

ti o n s.�T hi s�m o d el�i s a n al o g o u s�t o�t h at�o p e r at e d�i n S�w e d e n�( e.�g.�Al�mi).�

T h e�s e c o n d�w o ul d�u s e�t h e�p r o vi si o n�i n t h e�Fi n a n ci al�S e r vi c e s�a n d�M a r k et s� A ct�w hi c h�p r o vi d e s�
s o v e r ei g n�i�m�m u nit y f o r�g o v e r n�m e nt�a g e n ci e s.�T hi s�w o ul d�e xt e n d�t o�l o c al g o v e r n�m e nt.�T h e�e n�-
tit y c o ul d�t h e n t a k e�d e p o sit s�a n d�p r o vi d e�l e n di n g t o�b u si n e s s e s.�

R e g ul at e d�R o ut e�

T h e�r e g ul at e d r o ut e w o ul d�att e�m pt�t o c r e at e�a n et�w o r k�of�r e gi o n al b a n k s�eit h e r�vi a�a S p a r k a s s e n�-

5 0�



               

 

               

              

             

                

             

            

            

                 

              

                  

      

             

                

           

                  

                

                 

                

                      

            

                

               

              

            

              

               

                 

            

        

              

                

             

               

                 

   

                     
             

 

t y p e�m o d el�o r�vi a�m ut u al s�o r�b y�g r a nti n g�b a n ki n g�li c e n s e s t o�C�D FI s�a n d�p r o�m oti n g�t h ei r�e x p a n�-
si�o�n.�

W hil e� S M E�l e n di n g i s u s u all y�l o s s- m a ki n g,�t h at�w o ul d�n ot�b e�t h e�c h all e n g e�i n f a ci n g�r e g ul at o r s.�
I n st e a d,�t h e y�w o ul d�b e�m o stl y�c o n c e r n e d�wit h�t h e�c a pit al�r e q ui r e�m e nt s�a n d�c r u ci all y�a c c e s s�t o�
f u rt h e r�c a pit al�(t o r e pl e ni s h�t h e�l o s s e s e r o di n g�t h e�e xi sti n g�c a pit al�b a s e).�C a pit al�r e q ui r e�m e nt s�
w o ul d�b e�hi g h�gi v e n�t h at�e a c h�b a n k�w o ul d�o p e r at e�i n a�hi g h- ri s k�m a r k et�a n d�b e�c o n c e nt r at e d�
wit hi n�a n�a r e a.�N o n et h el e s s,�t h e c o n st r u cti o n�of�a ri s k- p o oli n g st r u ct u r e�w hi c h�b a n k s�j oi ntl y c o n�-
t ri b ut e t o,�a n al o g o u sl y�t o t h e S p a r k a s s e n’�s I n stit uti o n al P r ot e cti o n�S c h e�m e,�c o ul d�c o u nt�t o�w a r d s�
r e g ul at o r y�a p p r o v al.�F u rt h e r�m o r e,�t h e�r e pli c ati o n�of�t h e�S p a r k a s s e n’�s c o�m mit�m e nt�t o�l e n d t o�
al�m o st�all�of�it s c o�m m u nit y�w o ul d�b e�r e st ri ct e d b y�t h e�r e q ui r e d�c a pit al-l e n di n g�r ati o�of�3 3�t o�1.�
R e g ul at o r s�w o ul d�t r y h a r d�t o a p p r o v e�a ut h o ri s ati o n�q ui c kl y�a n d�h a v e�a�m o bili s ati o n�r o ut e�w hi c h�
all o�w s�b a n k s�t o e st a bli s h�q ui c kl y�b ut�wit h�a s p e e d li�mit.�T h e�b e st�c a s e�w o ul d�b e�t h r e e y e a r s�f r o�m�
a p pli c ati o n�t o f ull y u p�a n d�r u n ni n g.�

T h e�hi g h e r�c a pit al�r e q ui r e�m e nt s�w o ul d�al s o�m a k e�t h e�b a n k’�s p r o d u ct s�m o r e�e x p e n si v e�t o�c u s�-
t o�m e r s,�p o si n g�t h e�q u e sti o n�of�w h et h e r�b u si n e s s e s�a r e�willi n g�t o�p a y�hi g h e r�i nt e r e st r at e s�f o r�a�
b a n k�w hi c h�s e e k s�t o p r o vi d e�ti n a n c e�i n b ot h�u p- a n d�d o�w nt u r n s.�

R e g a r di n g�B a s el�III r e g ul ati o n,�t h e�E U r e q ui r e s�it t o�b e�a p pli e d�t o�all�of�it s b a n k s.�H o�w e v e r,�si n c e�
l e a vi n g t h e�U ni o n,�t h e�U K�h a s�c h o s e n�t o�all o�w S m all�D o�m e sti c�D e p o sit�Ta k e r s�( S�D D T) t o�b e�s u b�-
j e ct t o�a si�m pl e r�r e gi�m e,�w hi c h�i s t e�m p o r a ril y�gi v e n�b y�t h e�I nt e ri�m C a pit al�R e gi�m e�u ntil�t h e�fi n al�
ri s k- b a s e d�c a pit al f r a�m e�w o r k f o r S�D D Ts�i s d et e r�mi n e d.�O n e�of�t h e�c rit e ri a�f o r a�b a n k�o r�b uil di n g�
s o ci et y�t o b e�d e fi n e d�a s�a S�D�D T�i s t o h a v e�a n�a v e r a g e�u p�t o £ 2 0�b n�i n a s s et s�o v e r�p a st�3 6�m o nt h s.�

F o r�li q ui dit y m ai nt e n a n c e�d u ri n g�d o�w nt u r n s,�a n�e�m e r g e n c y�li q ui dit y p o ol�o r�s o�m et hi n g�si�mil a r�
t o�t h e�C o u nt e r�C y cli c al�C a pit al�B uff e r�w hi c h�b uil d s�u p�i n g o o d�ti�m e s�a n d�i s r el e a s e d�i n d o�w n�-
t u r n s�c o ul d�b e�c r e at e d.�F o r�d a y-t o- d a y�li q ui dit y a n�e ntit y�li k e t h e�N o ri n c h u ki n�B a n k�f r o�m J a p a n�
c o ul d b e�a n�alt e r n ati v e.�T hi s�i s a�n ati o n al�l e v el fi n a n ci al�i n stit uti o n of�c o- o p e r ati v e�o r g a ni s ati o n s,�
w h o s e�m e�m b e r s�i n cl u d e a g ri c ult u r e,�fi s h e r y�a n d�f o r e st r y c o- o p e r ati v e s.�I n t e r�m s�of�g o v e r n a n c e,�
G e r�m a n y�f oll o�w s a�t w o-ti e r b o a r d�s y st e�m w hil e�t h e U K�o p e r at e s�u nit a r y�b o a r d s.�T h e�g o v e r n a n c e�
st r u ct u r e�of�t h e�n e�w r e gi o n al b a n k s�c o ul d�t h e n�c o�m bi n e�a u nit a r y�b o a r d�wit h�a n�a d vi s o r y�c o�m -

mitt e e�a p p oi nt e d�b y�m a y o r s.�T h e�c o�m mitt e e�i n t u r n w o ul d�s el e ct�s o�m e�o r�all�of�t h e b o a r d.�U n d e r�
t h e�r e g ul at o r y�o pti o n,�r e g ul at o r s�w o ul d�p r o b a bl y�i n si st o n�s o�m e�w h oll y�i n d e p e n d e nt di r e ct o r s�
a n d�s o�m e�b a n ki n g�e x p e ri e n c e�a�m o n g st�e x e c uti v e s�a n d�n o n- e x e c uti v e s.�

A n ot h e r�t w o�c h all e n g e s�t h e�c r e ati o n�of�t h e s e�n e�w b a n k s�w o ul d�f a c e�i n cl u d e t h e�n e c e s s a r y�i ni-

ti al�c a pit al�a n d�t h e�c o st�of�g e n e r ati n g�t h ei r�b a n ki n g�pl atf o r�m.�F o r�t h e�f o r�m e r,�l e v elli n g u p�f u n d s�
c o ul d�p ot e nti all y�b e�u s e d�o r�r e c e ntl y f o r�m e d d e p o sit o r y�i n stit uti o n s li k e E c ol o g y�B uil di n g�S o ci et y�
c o ul d�off e r�p o s si bl e�alt e r n ati v e s.�O n e�s ol uti o n�f o r t h e l att e r c o ul d b e�t o r e s u r r e ct�a n�e a rli e r�p r o-

c o�m p etiti o n�i d e a of�“t h e�B a n k�i n a�B o x”�6 , w h e r e�n e�w�e nt r a nt s�c o ul d�t a k e�a d v a nt a g e s�of�a�r e a d y�
b uilt�t e c h n ol o g y�pl atf o r�m.�

6 O n e�v e r si o n�of�t h e�B a n k�i n a�B o x�w a s�t o�t a k e�a d v a nt a g e�of�(t h e n) p u�bli c�o�w n e r s hi p�of�Ll o y d s�a n�d�N at�W e st�a n�d�
f o r ci n g t h e�m t o�c r e at e�t h e�B a n k�i n a�B o x�f r o�m t h ei r�t e c h n ol o g y�pl atf o r�m.�
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6� E v�al�u ati o�n�M et h o�d ol o g�y�
6. 1� S u�m�m a r�y�
I n t hi s�s e cti o n,�w e�a n s�w e r�t h e q u e sti o n�

W h at� a n al yti c al�fr a�m e�w or k c a n�b e�est a blis h e d�t o ass ess�a d diti o n alit y�of�t h e�alt er n ati v e�a p pr o a c h es�i n�
t h e U K�c o�m p ar e d�t o t h e c o u nt erf a ct u al�of�t h e c urr e nt�c o�m m er ci al b a n ki n g�s yst e�m c o nti n ui n g?�

I n�o r d e r�t o�a s s e s s�t h e�d et e r�mi n a nt s�of�di s c o u r a g e�m e nt�a n d�it s ef ti ci e n c y,�w e�u s e�a�p r o b a bilit y�
m o d el�of�b ei n g�di s c o u r a g e d�a n d�of�b ei n g�s u c c e s sf ul�u p o n�a p pli c ati o n.�I n�o r d e r�t o�e sti�m at e�t h e�
eff e ct�of�t h e�p r o p o s e d�r ef o r�m s�i n S e cti o n�5 , w e�u s e�a�p r o b a bilit y�m o d el�f o r t h e�e sti�m ati o n�of�t h e�
fi n a n c e�g a p�b et�w e e n�t h e�U�K�a n d�G e r�m a n y�a n d�b et�w e e n�t h e�U�K�a n d�Fr a n c e�u si n g�t h e�S�A F E.�T hi s�
p r o vi d e s�a n�i n di c ati o n of�t h e�p ot e nti al�eff e ct�o n�l e n di n g of�t h e�r ef o r�m s.�T o�e sti�m at e�t h e�fi n al�ef�-
f e ct o n�m a c r e c o n o�mi c�v a ri a bl e s�( e.�g. o ut p ut,�c o n s u�m pti o n,�i n v e st�m e nt) a n d�c o u nt e rf a ct u al s,�w e�
c o n st r u ct�a m a c r o�st r u ct u r al�m o d el.�

W hil e�t h e m o d el s�w e�u s e�f o r t h e p r e di cti o n s�of�l e n di n g o ut c o�m e s�f o r t h e U�K�u n d e r�t h e alt e r n ati v e�
s y st e�m s�of�G e r�m a n y�a n d�Fr a n c e�a r e�a bl e�t o�t a k e�i nt o a c c o u nt�v a ri o u s�v a ri a bl e s�r el e v a nt�f o r�t h e�
fi n a n c e�a p pli c ati o n�c h oi c e�of�b u si n e s s e s�a n d�t h e a p pli c ati o n�a c c e pt a n c e�c h oi c e�of�b a n k s,�t h e y r el y�
o n�t h e a s s u�m pti o n�t h at b u si n e s s e s’�e x p e ct ati o n s�a n d�p r ef e r e n c e s�i n t h e U K�w o ul d�mi r r o r�t h o s e of�
Fr e n c h�a n d G e r�m a n�b u si n e s s e s,�c o n diti o n all y�of�c o u r s e�o n�U K�b u si n e s s e s’�c h a r a ct e ri sti c s.�T h at�i s,�
if off e r e d�r el ati o n s hi p�b a n ki n g,�a�B riti s h�e nt e r p ri s e�w o ul d�b e�a s�li k el y t o a p pl y�f o r fi n a n c e�a s�G e r�-
m a n/ Fr e n c h�e nt e r p ri s e�wit h�t h e s a�m e�c h a r a ct e ri sti c s.�A n al o g o u sl y,�it i s a s s u�m e d�t h at t h e n e�w U K�
r el ati o n s hi p�b a n k s�w o ul d�a s s e s s�a n d�m a k e�t h ei r l e n di n g d e ci si o n�i n t h e s a�m e�w a y�a s�G e r�m a n�a n d�
Fr e n c h�b a n k s,�s u c h t h at t h e p r o b a bilit y�of�a c c e pti n g�a n�a p pli c ati o n�f r o�m b u si n e s s e s�wit h�t h e s a�m e�
c h a r a ct e ri sti c s�w o ul d�b e�t h e�s a�m e�b et�w e e n�G e r�m a n/ Fr e n c h�b a n k s�a n d�t h e�n e�w U K�r el ati o n s hi p�
b a�n k s.�

W hil e� t h e s e mi g ht�b e�s e e n�a s�st r o n g�a s s u�m pti o n s,�o u r�m a r k et�e n g a g e�m e nt�a n d�o u r�c o n v e r s ati o n�
wit h�H a n d el s b a n k e n�U K�i n di c at e B riti s h�b u si n e s s e s�a r e�w ell�r e c e pti v e�t o�r el ati o n s hi p�b a n ki n g.�
I n a d diti o n,�li k e i n G e r�m a n y�a n d�Fr a n c e,�t h e y s e e�m t o b e�h a v e�a p r ef e r e n c e�f o r b a n k�l e n di n g ( s e e�
Fi g u r e�2 ). 

F u rt h e r�m o r e,�w hil e�c o st�c o n c e r n�a n d�d e bt�a v e r si o n�mi g ht�b e�c h a r a ct e ri sti c s�of�U�K�b u si n e s s e s,�
t h e s e�a r e�b a s e d�o n�t h e�c u r r e nt�b a n ki n g�s y st e�m.�E v e n�t h o u g h,�r el ati o n s hi p�b a n k s�mi g ht�c h a r g e�
sli g htl y�m o r e�t h a n�ot h e r�b a n k s,�t h e y�a r e�m o r e�st a bl e�a n d�d e fi n e d�b y�t h ei r�c o nti n u o u s�s u p p o rt�t o�
b u si n e s s e s�t h r o u g h dif fi c ult�ti�m e s,�w hi c h�w e�e x p e ct�t o�r e d u c e�b u si n e s s e s’�p e r c ei v e d�b o r r o�wi n g�
ri s k�a n d,�c o n s e q u e ntl y,�r e d u c e�t h ei r d e bt�a v e r si o n.�

A n ot h e r�f a ct o r w hi c h�c a n�al s o�d a�m p e n�t h e�a ct u al�eff e ct�of�n e�w U K�r el ati o n s hi p�b a n k s�i s r e g ul a -

ti o n.�If r e g ul ati o n�i n t h e U K�i s s u b st a nti all y�diff e r e nt�t h a n i n G e r�m a n y,�s u c h t h at it w o ul d�li�mit t h e�
n e�w�b a n k s’�a bilit y�t o�l e n d,�o v e r all�l e n di n g w o ul d�n ot�b e�a s�hi g h�a s�w e�p r e di ct.�I n a d diti o n�t o�t h e�
f a ct t h at�r e g ul ati o n�c a n�al�w a y s�b e�e n h a n c e d,�w e�n ot e�t h at�all�t h r e e�c o u nt ri e s�h a v e�a g r e e d�t o�t h e�
s a�m e�mi ni�m u�m�c a pit al�r e q ui r e�m e nt s,�e st a bli s h e d�b y�t h e B a s el�A c c o r d.�
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6.�2� Di s c o�u r�a g e�m e�nt�

6.�2.�1� Lit er at ur e�

Di s c o u r a g e�m e nt�h a s�b e e n�wi d el y�a c k n o�wl e d g e d�a s�a�si g ni ti c a nt�p h e n o�m e n o n�i n d e bt�m a r k et s�
(B e r g e r�et�al.�, 2 0 2 1 ). T h e�i s s u e of�b o r r o�w e r�di s c o u r a g e�m e nt�i s c riti c al�gi v e n�t h at�u n d e r c a pit al�-
i s ati o n d u ri n g�i niti al p h a s e s�of�a S�M E’�s d e v el o p�m e nt�c a n�l e a d t o�s u b s e q u e nt�u n d e r p e rf o r�m a n c e�
(M a rl o�w� a n d�P att o n�, 2 0 0 5 ). P ri o r�r e s e a r c h i n di c at e s t h at�di s c o u r a g e d�b o r r o�w e r s�a r e�t wi c e�a s�
c o�m m o n�a s�t h o s e�w h o�h a v e�b e e n�f o r�m all y r ej e ct e d,�wit h�s u b st a nti al�c r o s s- c o u nt r y�v a ri ati o n s�i n�
b o r r o�w e r�di s c o u r a g e�m e nt�(Qi�a n d�N g u y e n�, 2 0 2 1 ). Gi v e n�t h e�p ot e nti al�f o r s u b o pti�m al�e c o n o�mi c�
o ut c o�m e s�r e s ulti n g�f r o�m b o r r o�w e r�di s c o u r a g e�m e nt�(C o�wli n g�et�al.�, 2 0 1 6 ; H utt o n�a n d�Ni g hti n�-
g al e�, 2 0 1 1 ), e�m pi ri c al�e vi d e n c e�o n�t hi s�p h e n o�m e n o n�i s p a rti c ul a rl y�i�m p o rt a nt f o r d e si g ni n g�p oli�-
ci e s�t h at i�m p r o v e fi r�m s’�a c c e s s�t o fi n a n c e.�

S u r p ri si n gl y,�w hil e�c r e dit�r ej e cti o n h a s�r e c ei v e d si g ni fi c a ntl y�m o r e�att e nti o ni n�t h e lit e r at u r e, t h e r e�
a r e�r el ati v el y f e�w e�m pi ri c al�st u di e s�t h at att e�m pt�t o e x pl ai n�t h e wi d e s p r e a d�p r e v al e n c e�of�di s c o u r�-
a g e d�b o r r o�w e r s�(F e r r a n d o�a n d�M uli e r�, 2 0 2 2 ). E xi sti n g�r e s e a r c h h a s�p ri�m a ril y�f o c u s e d o n�f a ct o r s�
s u c h�a s�fi n a n ci al�lit e r a c y ( e.�g.,�A ri st ei�et�al.�, 2 0 2 4 ), g e n d e r�a n d�r a ci al�mi n o rit y�st at u s�( e.�g.,�G h o s h�,�
2 0 2 3 ; M e r c a d o�, 2 0 2 5 ), p a st�c r e dit�e x p e ri e n c e s,�fi r�m-l e v el�ri s k i n di c at o r s ( e.�g.,�C o�wli n g�a n d�S cli p�,�
2 0 2 3 ), a n d�t h e�i n n o v ati v e n e s s of�S�M E s�( e.�g.,�B r o�w n�et�al.�, 2 0 2 2 ) i n i n�fi u e n ci n g t h e�li k eli h o o d of�
b o r r o�w e r�di s c o u r a g e�m e nt.�A d diti o n all y,�s o�m e�st u di e s�h a v e�e x a�mi n e d�t h e r ol e of�c o u nt r y-l e v el i n-

stit uti o n al�q u alit y,�i n cl u di n g c o r r u pti o n,�l a�w e nf o r c e�m e nt,�a n d�j u di ci al ef fi ci e n c y,�i n s h a pi n g�v a ri�-
ati o n s�i n b o r r o�w e r�di s c o u r a g e�m e nt�( e.�g.,�Ull a h�K h a n�et�al.�, 2 0 2 1 ). T h e s e�st u di e s�g e n e r all y�t r e at�
i n s uf fi ci e nt d e�m a n d�a n d�c r e dit�s elf- r ati o ni n g�a s�d e�m a n d- si d e�p h e n o�m e n a,�i�m pl yi n g t h at t h e�d e�-
ci si o n�n ot�t o s e e k�c r e dit�st e�m s�f r o�m b o r r o�w e r�c h oi c e�r at h e r�t h a n s u p pl y- si d e�c o n st r ai nt s.�

B uil di n g�o n�t h e a n al yti c al�f r a�m e�w o r k of�K o n�a n d�St o r e y�(2 0 0 3 ), w e�a r g u e�t h at b o r r o�w e r�di s c o u r�-
a g e�m e nt�r e�fi e ct s�a t r a d e- off b et�w e e n�t h e�m a r gi n al�r et u r n�o n�fi n a n ci al�c a pit al�a n d�t h e�eff e cti v e�
c o st�of�b o r r o�wi n g.�I n ot h e r�w o r d s,�s u p pl y- si d e�m a r k et�f ail u r e s i n�fi u e n c e a�fi r�m’�s d e ci si o n�t o�p a r�-
ti ci p at e i n t h e b a n k�c r e dit�m a r k et,�e v e n�w h e n�t h e r e i s a�cl e a r�n e e d�f o r e xt e r n al fi n a n c e.�W hil e�p r e�-
vi o u s�e m pi ri c al�st u di e s,�s u c h�a s�t h o s e b y�M ol- G ó�m e z- V á z q u e z�et�al.�(2 0 1 9 ) a n d�W e r nli� a n d�Di et�-
ri c h (2 0 2 2 ), h a v e�e x a�mi n e d h o�w b a n k�m a r k et�p o�w e r�a n d b a n k- b o r r o�w e r�r el ati o n s hi p s�— m e a s u r e d�
t h r o u g h t h e n u�m b e r�of�b a n ki n g�r el ati o n s hi p s�— aff e ct b o r r o�w e r�di s c o u r a g e�m e nt,�o u r�st u d y�t a k e s�
a m o r e�di r e ct�a p p r o a c h.�W e� utili z e�r e s p o n s e s�f r o�m s u r v e y�q u e sti o n s�t o c o n st r u ct�a m o r e�p r e ci s e�
m e a s u r e�m e nt�of�b a n k- b o r r o�w e r�r el ati o n s hi p s.�T o�f u rt h e r st r e n gt h e n�t h e t h e o r eti c al f o u n d ati o n�
of�o u r�r e s e a r c h,�w e�d e v el o p�a�t h e o r eti c al�m o d el�t h at�p r e di ct s�t h e�i�m p a ct of�b a n k- b o r r o�w e r�r el a -

ti o n s hi p s�o n�S M E�p a rti ci p ati o n�i n t h e�c r e dit�m a r k et.� W e� t h e n�e m pi ri c all y�t e st t h e s e�t h e o r eti c al�
p r e di cti o n s�t o p r o vi d e�a m o r e�c o�m p r e h e n si v e�u n d e r st a n di n g�of�b o r r o�w e r�di s c o u r a g e�m e nt.�

6.�2.�2� H y�p ot h e si s�

W e� e xt e n d�t h e a n al yti c al f r a�m e�w o r k of�K o n�a n d St o r e y�(2 0 0 3 ) t o i n v e sti g at e t h e r ol e of�t h e b a n k-

b o r r o�w e r�r el ati o n s hi p�i n t h e�n e e d�f o r e xt e r n al�fi n a n c e�a n d�n o n- p a rti ci p ati o n.�I n t hi s�f r a�m e�w o r k,�
fi r�m s�i n n e e d�of�e xt e r n al�fi n a n c e�w ei g h�t h e�c o st s�a n d�b e n e fit s�of�a p pl yi n g�f o r�a b a n k�l o a n,�c o n�-
si d e ri n g�t h ei r�fi r�m t y p e�a n d�t h e�s c r e e ni n g�q u alit y�of�b a n k s.�T h e r e�a r e�t w o�t y p e s�of�fi r�m s�a m o n g�
p ot e nti al�b o r r o�w e r s:�g o o d�( s af e) fi r�m s�a n d�b a d�( ri s k y) fi r�m s.�Li k e�wi s e,�t h e r e�a r e�t�w o�t y p e s�of�
b a n k s:�s oft�b a n k s,�w hi c h�u s e�r el ati o n s hi p- b a s e d l e n di n g t e c h n ol o g y,�a n d�h a r d�b a n k s,�w hi c h�r el y�
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o n�t r a n s a cti o n- b a s e d l e n di n g t e c h n ol o g y.�H a r d�b a n k s�s c r e e n�b o r r o�w e r s�s ol el y�b a s e d�o n�h a r d�i n-

f o r�m ati o n,�w h e r e a s�s oft�b a n k s�i n c o r p o r at e b ot h�s oft�a n d�h a r d�i nf o r�m ati o n.�R e g a r dl e s s�of�b a n k�
t y p e,�l e n di n g i s o nl y�p r o tit a bl e�w h e n�p r o vi d e d�t o g o o d�fi r�m s,�a s�o nl y�t h e s e fi r�m s�h a v e�p o siti v e�n et�
p r e s e nt�v al u e�(�N P�V) of�p r oj e ct s.�

C r e dit�m a r k et s�a r e�c h a r a ct e ri z e d�b y�a s y�m�m et ri c�i nf o r�m ati o n�— fi r�m s a r e�a�w a r e�of�t h ei r�o�w n�ri s k�
l e v el s a n d�t h e�q u alit y�of�t h ei r�i n v e st�m e nt p r oj e ct s,�b ut�b a n k s�a r e�n ot.�T o�miti g at e�t hi s�i nf o r�m a-

ti o n�g a p,�b a n k s�c o n d u ct�s c r e e ni n g�t o�d et e r�mi n e�a fi r�m’�s t y p e.�H o�w e v e r,�s c r e e ni n g�i s i�m p e rf e ct,�
l e a di n g t o�t w o�t y p e s�of�e r r o r s:�r ej e cti n g�a g o o d�b o r r o�w e r�( w r o n gl y�cl a s sif yi n g�t h e�m a s�b a d)�o r�
a p p r o vi n g�a b a d�b o r r o�w e r�( w r o n gl y cl a s sif yi n g�t h e�m a s�g o o d).�Si n c e�s oft b a n k s�u s e�b ot h�s oft�a n d�
h a r d�i nf o r�m ati o n, t h e y h a v e�l o�w e r s c r e e ni n g�e r r o r s,�w hi c h�i s p a rti c ul a rl y�b e n e fi ci al�f o r g o o d fi r�m s�
t h at l a c k st r o n g�h a r d�i nf o r�m ati o n.�

T h e r ef o r e,�fi r�m�t y p e�a n d�b a n k�s c r e e ni n g�q u alit y�i n�fi u e n c e a�fi r�m’�s�d e ci si o n�t o�p a rti ci p at e�i n t h e�
b a n k�c r e dit�m a r k et�w h e n�e xt e r n al�fi n a n c e�i s n e e d e d.�T hi s�d e ci si o n�i n v ol v e s a�t r a d e- off b et�w e e n�
t h e�fi r�m’ s�e x p e ct e d�r et u r n�o n�i n v e st�m e nt�a n d�t h e�eff e cti v e�c o st�of�b o r r o�wi n g,�w hi c h�i n cl u d e s�
a p pli c ati o n�c o st s,�i nt e r e st p a y�m e nt s,�a n d�o p p o rt u nit y�c o st s.�B a n k�t y p e�— a n d�t h u s�it s s c r e e ni n g�
q u alit y�— aff e ct s�t hi s�d e ci si o n�t h r o u g h�t w o�k e y�c h a n n el s.�Fi r st,�hi g h e r�s c r e e ni n g�e r r o r s�r e s ult�i n�
hi g h e r�i nt e r e st r at e s�i n p o ol e d�l o a n c o nt r a ct s,�a s s u�mi n g�t h at b ot h�t y p e s�of�b a n k s�f a c e t h e�s a�m e�
c o st�of�l o a n a bl e f u n d s a n d�m u st�b r e a k�e v e n.�S e c o n d,�s c r e e ni n g�e r r o r s�i n c r e a s e a p pli c ati o n�c o st s,�
a s�fi r�m s�m a y�i n c u r s u n k�c o st s�d u ri n g�t h e�a p pli c ati o n�p r o c e s s�if t h ei r�l o a n i s r ej e ct e d d u e�t o�mi s�-
cl a s si fi c ati o n.�Gi v e n�t h at a�st r o n g�r el ati o n s hi p b et�w e e n�S�M E�a n d�t h ei r b a n k�s h o ul d�r e s ult i n l o�w e r�
i nf o r�m ati o n a s y�m�m et r y,�w e�m a k e�t h e f oll o�w h y p ot h e s e s:�

H y�p ot h e si s�1:�S�M E s�t h at h a v e�a st r o n g�r el ati o n s hi p�wit h�t h ei r m ai n�b a n k�a r e�l e s s li k el y t o c h o o s e�
n ot�t o p a rti ci p at e�i n t h e�b a n k�c r e dit�m a r k et�w h e n�t h e y n e e d�fi n a n ci n g.�

H y�p ot h e si s�2:�S�M E s�t h at h a v e�a st r o n g e r�r el ati o n s hi p�wit h�t h ei r�m ai n�b a n k�a r e�l e s s li k el y t o�e x�-
p e ri e n c e�c r e dit�c o n st r ai nt s�u p o n�a p pli c ati o n.�

H y�p ot h e si s�3:�T h e�p r e di cti o n�e r r o r�of�n o n- p a rti ci p ati o n�f o r S�M E s�wit h�a st r o n g�r el ati o n s hi p�wit h�
t h ei r�m ai n�b a n k,�b a s e d�o n�a s u b- s a�m pl e�of�t h o s e�wit h o ut�a st r o n g�r el ati o n s hi p,�will�b e�m o r e�p r o�-
n o u n c e d�f o r t h o s e�f o r w h o�m�s oft�i nf o r�m ati o n i s m o r e�v al u a bl e.�

H y�p ot h e si s�4:�T h e�p r e di cti o n�e r r o r�of�c r e dit�c o n st r ai nt s�f o r S�M E s�wit h�a st r o n g�r el ati o n s hi p�wit h�
t h ei r�m ai n�b a n k,�b a s e d�o n�a s u b- s a�m pl e�of�t h o s e�wit h o ut�a st r o n g�r el ati o n s hi p,�will�b e�m o r e�p r o�-
n o u n c e d�f o r t h o s e�f o r w h o�m�s oft�i nf o r�m ati o n i s m o r e�v al u a bl e.�

6.�2.�3� M et h�o d�ol�o g y�

T o�u n d e r st a n d�t h e i�m p a ctof�t h e q u alit y�of�r el ati o n s hi p wit h�t h ei r b a n k�o n�S�M E s’�n o n- p a rti ci p ati o n�
i n t h e b a n k�c r e dit�m a r k et,�w e�e sti�m at e�t h e f oll o�wi n g p r o bit�m o d el:�

w e�e sti�m at e�t h e f oll o�wi n g p r o bit�m o d el:�

∗P r�(N�O N- P A R TI CI P A TI�O N�= 1�| S T R�O N G , Z)�= P r�(y� ≥�0)�=�Φ(�δ S T R�O N G , Z′β ) ,� ( 1)�
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w h e r e�” N O N- P A R TI CI P A TI�O N”�i s a�bi n a r y�d u�m m y�v a ri a bl e�f o r n ot�p a rti ci p ati n g�i n t h e b a n k�c r e dit�
m a r k et�gi v e n�t h e�e xi st e n c e�of�t h e�n e e d�f o r�e xt e r n al�ti n a n c e.�” S T R�O N G”�i s o u r�m ai n�v a ri a bl e�of�
i nt e r e st, d e n o�mi n ati n g�a st r o n g�r el ati o n s hi p�wit h�m ai n�b a n k.�Z�i s a�v e ct o r�of�c o nt r ol�v a ri a bl e s.�

T h e�p r o bit�m o d el�a n al yti c all y�e x p r e s s e s�t h e bi n o�mi al�p r o b a biliti e s�P r�(y�=�1)�a n d�P r�(y�=�0)�u si n g�
t h e�c u�m ul ati v e�st a n d a r d�n o r�m al�di st ri b uti o n�f u n cti o n Φ(�·)�a s�f oll o�w s:�

∗P r�(y�= 1�| W�)�= P r�(y� ≥�0)�=�Φ(�W�′φ ) ,� ( 2)�

∗w h e r e�W  i s t h e v e ct o r�of�e x pl a n at o r y�v a ri a bl e s�d e�fi n e d�a s�W� = ( S T�R O N G,�Z ) t h at g e n e r at e s�y�
a n d�φ i s t h e�v e ct o r�of�r e s p o n s e�p a r a�m et e r s�of�W�. T h e�c o ef fi ci e nt s�φ a r e�e sti�m at e d�b y�m a xi�m u�m�
li k eli h o o d a n d�t h ei r�c o r r e s p o n di n g�st a n d a r d�e r r o r s�a r e�a s y�m pt oti c all y�ef fi ci e nt.�H o�w e v e r,�t h e s e�

∗c o ef fi ci e nt s�gi v e�t h e�i�m p a ct of�t h e�e x pl a n at o r y�v a ri a bl e s�o n�t h e�l at e nt v a ri a bl e�y�. T h e�m a r gi n al�
eff e ct�of�t h e e x pl a n at o r y�v a ri a bl e s�o n�t h e p r o b a biliti e s�of�t h e o c c u r r e n c e�of�y = 1�c a n�b e�d e ri v e d�
vi a�t h e t r a n sf o r�m ati o n�f r o�m t h e c o ef fi ci e nt�t o a�p r o b a bilit y.�7�

W e� c o n st r u ct�a bi n a r y�d u�m m y�v a ri a bl e�f o r st r o n g�r el ati o n s hi p s�( S T R�O N G) b a s e d�o n�r e s p o n s e s�t o�
t h e�f oll o�wi n g q u e sti o n:�”�W hi c h�of�t h e s e�b e st�d e s c ri b e s�y o u r�r el ati o n s hi p�wit h�y o u r�m ai n�b a n k ?”�
A�v al u e�of�o n e�i s a s si g n e d�t o�r e s p o n d e nt s�w h o�i n di c at e t h at�t h e y�” h a v e�a st r o n g�w o r ki n g�r el a -

ti o n s hi p�wit h�t h e�b a n k�a n d�f e el t h e y�c a n�a p p r o a c h�t h e�b a n k�w h e n e v e r�n e e d e d.”�A v al u e�of�z e r o�
i s a s si g n e d�t o�t h o s e�w h o�r e s p o n d t h at�”t h e�r el ati o n s hi p�wit h�t h e�b a n k�i s fi n e,�b ut�t h e�b a n k�i s p ri�-
m a ril y�u s e d�f o r t r a n s a cti o n s,�s o�t h e r e�i s r a r el y�a n e e d�t o�a p p r o a c h�t h e�b a n k,”�o r�” d o�n ot�h a v e�a n�
a cti v e�w o r ki n g�r el ati o n s hi p�wit h�t h e�b a n k�b ut�wi s h�t h e y�di d.”�A�z e r o�v al u e�f o r�S T R�O N G t h e r e-

f o r e i n di c at e s a�t r a n s a cti o n- b a s e d l e n di n g r el ati o n s hi p�a n d�a n�u n�m et�d e�m a n d�f o r cl o s e r�r el ati o n -

s hi p�a m o n g�S M E s,�w h e r e a s�a v al u e�of�o n e�r e�fi e ct s�s ati sf a cti o n�wit h�r el ati o n s hi p.�N e xt,�w e�c o n�-
st r u ct�a bi n a r y�d u�m�m y�v a ri a bl e�f o r n o n- p a rti ci p ati o n�d e s pit e�t h e n e e d�f o r e xt e r n al fi n a n c e�( N O N-

P A R TI CI P A TI�O N).�T hi s�v a ri a bl e�t a k e s a�v al u e�of�o n e�ift h e r e s p o n d e nt di d�n ot�a p pl y�f o r b a n k�c r e dit�
f o r r e a s o n s�ot h e r�t h a n�a l a c k of�n e e d�f o r e xt e r n al�fi n a n c e.�It t a k e s�a v al u e�of�z e r o�f o r t h o s e�w h o�
h a v e�a p pli e d�f o r b a n k�c r e dit�gi v e n�t h ei r n e e d�f o r e xt e r n al�fi n a n c e.�

T h e�m ai n�d at a�f o r t hi s p a p e r�c o�m e s f r o�m t h e S�M E F�M.�T hi s�q u a rt e rl y�s u r v e y�q u e sti o n s�S�M E s�a b o ut�
t h ei r�b o r r o�wi n g�e v e nt s�i n t h e�p a st�1 2�m o nt h s�a s�w ell�a s�t h ei r�f ut u r e�b o r r o�wi n g�i nt e nti o n s.�T h e�
d at a�h a s�b e e n�u s e d�b y�b a n k s,�g o v e r n�m e nt,�t h e B a n k�of�E n gl a n d,�a n d i n d u st r y b o di e s�t o i nf o r�m t h e�
d e b at e�o n�k e y�i s s u e s r e g a r di n g�S�M E s’�a c c e s s�t o�fi n a n c e.�T h e�i nt e r vi e�w r e s p o n d e nt i s t h e�p e r s o n�
i n c h a r g e�of�m a n a gi n g�t h e�b u si n e s s�fi n a n c e s.�

Alt h o u g h�t h e�U K�d o e s�n ot�h a v e�r el ati o n s hi p�b a n ki n g�a n d�t h e�r e s p o n s e s�t o�t h e�s u r v e y�q u e sti o n�
a b o v e�c a n n ot�b e�i nt e r p r et e d�a s�a n�e v al u ati o n�of�r el ati o n s hi p�b a n ki n g�a s�t h at�o p e r at e d�b y�c o�-
o p e r ati v e�a n d�s a vi n g s�b a n k s,�t h e u s e�of�t hi s q u e sti o n�c a n�p r o vi d e�a n�i n di c ati o n of�t h e i�m p o rt a n c e�
of�a�g o o d�r el ati o n s hi p�b et�w e e n�b a n k�a n d�b u si n e s s.�F o r�i n st a n c e,�t h e�alt e r n ati v e�” h a v e�a�st r o n g�

7 T h e�m a r gi n al�eff e ct s�of�t h e�r e g r e s s o r s�t ell�u s�h o�w�m u c h�t h e�( c o�n diti o n al)�p r o b a�bilit y�of�t h e�o ut c o�m e�v a ri a bl e�y�
c h a n g e s�w h e n�t h e r e i s a�c h a n g e�i n t h e v al u e�of�a r e g r e s s o r�z ,h ol di n g�all�ot h e r�r e g r e s s o r s�c o n st a nt.�T h e�m a r gi n al�eff e ct�
of�a p a rti c�ul a r�r e g r e s s o r�o n�t h e�c h a n g e�i n t h e�p r o�b a bilit y�c a n�b e�d e ri v e�d�eit h e r�b y�u si�n g�t h e�p r o b a�biliti e s�t a�b ul at e�d i n�
t h e�c u�m ul ati v e�n o r�m al�t a bl e s�( St o c k a�n d�W at s o n,� 2 0 0 3)�o r�c o m p ut e d�u si n g�t h e�M a r gi n s�c o�m m a n d i n St at a�(�Willi a�m s,�
2�0�1�2).�
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w o r ki n g�r el ati o n s hi p�wit h�t h e�b a n k�a n d�f e el t h e y�c a n�a p p r o a c h�t h e�b a n k�w h e n e v e r�n e e d e d”�c a n�
b e�s e e n�t o�r e�ti e ct�at�l e a st o n e�a s p e ct�of�r el ati o n s hi p�b a n ki n g,�w h e r e�S M E s�f e el�c o�mf o rt a bl e�i n�
c o�m m u ni c ati n g�wit h�t h ei r�b a n k,�e v e n�if,�i n t h e�U K�c a s e,�t hi s�c o�m m u ni c ati o n�i s n ot�c o n si d e r e d�i n�
t h e�l e n di n g d e ci si o n.�F u rt h e r�m o r e,�t h e�u s e�of�s ol el y�U K�d at a,�diff e r e ntl y�f r o�m o u r�S e cti o n�6.�3 ,�
a v oi d s�c o u nt r y- s p e ci fi c�c o nf o u n di n g�f a ct o r s�w hi c h�c a n�e x pl ai n�diff e r e n c e s�i n l e n di n g o ut c o�m e s�
b ut�w hi c h�a r e�n ot�r el ati o n s hi p�b a n ki n g.�

Alt h o u g h�w e�utili z e�2 0�w a v e s�of�s u r v e y�d at a�f r o�m Q 3�2 0 1 5�t o�Q 2�2 0 2 0,�t h e�q u e sti o n�u s e d�t o�
c o n st r u ct�o u r�m ai n�v a ri a bl e�of�i nt e r e st�– S T R�O N G,�w hi c h�p r o xi e s�f o r�t h e�q u alit y�of�r el ati o n s hi p�
b et�w e e n�S�M E s�a n d�t h ei r�m ai n�b a n k�–�i s o nl y�a v ail a bl e�f r o�m Q 1�2 0 1 6�o n�w a r d s.�A s�a�r e s ult,�t h e�
s a�m pl e�p e ri o d�f o r�a n al y si s�i s r e st ri ct e d�t o�Q 1�2 0 1 6�t o�Q 2�2 0 2 0.�Si n c e�t h e�s u r v e y�q u e sti o n s�r e -

f e r t o�t h e�p a st�1 2�m o nt h s,�o u r�e�m pi ri c al�fi n di n g s�c o r r e s p o n d�t o�t h e�p e ri o d�f r o�m Q 1�2 0 1 5�t o�Q 2�
2 0 1 9.�T h e�s a�m pli n g�w ei g ht�f o r e a c h�r e s p o n d e nt�a s si g n s�t h e p r o b a bilit y�of�s el e cti o n�a n d h a s�b e e n�
a p pli e d i n t h e q u a ntit ati v e�a n al y si s�t o e n s u r e�t h e d at a�a n al y si s�r e�fi e ct s�t h e p o p ul ati o n�a c c u r at el y.�

T o�c a pt u r e�t h e�n e e d�f o r�e xt e r n al�fi n a n c e,�w e�c o n st r u ct�a bi n a r y�d u�m m y�v a ri a bl e�( N E E�D),�w hi c h�
t a k e s a�v al u e�of�o n e�if t h e r e s p o n d e nt e x pli citl y�i n di c at e s a�n e e d�f o r e xt e r n al fi n a n c e�o r�h a s�a p pli e d�
f o r b a n k�c r e dit�– i n cl u di n g b a n k�l o a n s, c o�m m e r ci al�m o rt g a g e s,�a n d b a n k�o v e r d r aft s�– e v e n�if t h e y�
di d�n ot�e x pli citl y�st at e�t h e y�n e e d.�A d diti o n all y,�it t a k e s�a v al u e�of�o n e�if t h e�r e s p o n d e nt�di d�n ot�
a p pl y�f o r b a n k�c r e dit,�b ut�t h ei r r e a s o n f o r n ot�a p pl yi n g�w a s�u n r el at e d�t o a�l a c k of�n e e d�f o r e xt e r n al�
fi n a n c e.�F o r�all�ot h e r�r e s p o n d e nt s,�t h e�v a ri a bl e�t a k e s a�v al u e�of�z e r o.�

T o�m e a s u r e�c r e dit�c o n st r ai nt s�u p o n�a p pli c ati o n,�w e�c o n st r u ct�a�bi n a r y�d u�m�m y�v a ri a bl e�( C�O�N-
S T R AI�N T),�w hi c h�t a k e s�a v al u e�of�o n e�if t h e�r e s p o n d e nt�r e p o rt s�a n y�of�t h e�f oll o�wi n g�o ut c o�m e s�
w h e n�a p pl yi n g�f o r�b a n k�l o a n s,�b a n k�o v e r d r aft s,�o r�c o�m�m e r ci al�m o rt g a g e s:� (i) ” b ei n g�off e r e d�a�
s m all e r�f a cilit y t h a n�y o u�w a nt e d,”�(ii) ” b ei n g�off e r e d�a f a cilit y b ut�wit h�t e r�m s�a n d�c o n diti o n s�t h at�
S M E s�di d n’t�w a nt�t o a c c e pt,”�o r�(iii) ” b ei n g t u r n e d d o�w n�f o r t h e f a cilit y.”�A v al u e�of�z e r o�i s a s si g n e d�
if t h e o ut c o�m e�i s�” b ei n g off e r e d�t h e f a cilit y w a nt e d�a n d�S�M E s�t o o k it.”�

6.�2.�4� S�M E F�M�

T hi s�s e cti o n�p r e s e nt s�a f e�w d e s c ri pti v e�st ati sti c s�of�t h e�S�M E F�M s u b s a�m pl e�u s e d�i n e sti�m ati o n s.�
T h e�w ei g ht e d�m e a n s�i n Ta bl e�2�s h o�w:�

•�1 1�p e r�c e nt�of�b u si n e s s e s�h a v e�h a d�a n e e d�f o r e xt e r n al�fi n a n c e�i n t h e�p r e vi o u s�1 2�m o nt h s.�

–�Of�t h o s e,�1 9�p e r�c e nt�c h o s e�n ot�t o�p a rti ci p at e�i n t h e�m a r k et�d e s pit e�t h e�n e e d�f o r e x�-
t e r�n al�fi�n a�n c e.�

•�O v e r�all�b u si n e s s e s�wit h�n o n- mi s si n g�v al u e s,�2 2�p e r�c e nt�e x p r e s s e d�t o�h a v e�a st r o n g�r el a -

ti o n s hi p wit h�t h ei r�m ai n�b a n k.�

•�O v e r�all�b u si n e s s e s�wit h�n o n- mi s si n g�v al u e s,�2 8�p e r�c e nt�f a c e d c r e dit�c o n st r ai nt s�u p o n�a p�-
pli c ati o n�( a s d e�fi n e d�i n o u r�C O N S T R AI�N T�v a ri a bl e�a b o v e).�

Fi g u r e�1 1�s h o�w s�t h at�mi c r o�a n d�s m all S�M E s�(f e�w e r t h a n�5 0�e m pl o y e e s)�a r e�m o r e�li k el y t o�h a v e�
a w e a k�r el ati o n s hi p�c o�m p a r e d�t o�a st r o n g�r el ati o n s hi p�wit h�t h ei r�m ai n�b a n k.�T hi s�i s l e s s s o�f o r�
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Ta bl e�2:�S u�m�m a r y�St ati sti c s�f o r Fi n a n ci al�C o n st r ai nt s�

C at e g or y� V al u e� Fr e q u e n c y� P er c e nt� W ei g ht e d� P er c e nt�

B�u�si�n�e�s�s�e�s�wit�h� 0� 7�8,�1�3�9� 8�5.�8�3� 0.�8�8�7�
n�e�e�d�f�o r�e�xt�e r�n�al� 1� 1�2,�8�9�8� 1�4.�1�7� 0.�1�1�3�
ti�n�a�n�c�e�(�v�al�u�e�=�1)� T�ot�al� 9�1,�0�3�7� 1�0�0� 1�0�0�

N�o�n- p�a rti�ci�p�ati�n�g� 0� 1�1,�4�6�3� 8�8.�8�7� 0.�8�1�2�
b�u�si�n�e�s�s�e�s�d�e�s�pit�e� 1� 1,�4�3�5� 1�1.�1�3� 0.�1�8�8�
n�e�e�d�(�v�al�u�e�=�1)� T�ot�al� 1�2,�8�9�8� 1�0�0� 1�0�0�

B�u�si�n�e�s�s�e�s�wit�h� 0� 5�1,�4�3�2� 6�3.�4�7� 0.�7�7�8�
st r�o�n�g�r�el�ati�o�n�wit�h� 1� 2�9,�5�9�8� 3�6.�5�3� 0.�2�2�2�
t�h�e�m�ai�n�b�a�n�k�(�v�al�u�e�=�1)� T�ot�al� 8�1,�0�3�0� 1�0�0� 1�0�0�

F�a�ci�n�g�c r�e�dit� 0� 3,�9�8�9� 8�0.�4�6� 0.�7�1�6�
c�o�n�st r�ai�nt�u�p�o�n� 1� 9�6�9� 1�9.�5�4� 0.�2�8�4�
a�p�pli�c�ati�o�n�(�v�al�u�e�=�1)� T�ot�al� 4,�9�5�8� 1�0�0� 1�0�0�

S o u r c e:�S�M E F�M�(�Q 1 2 0 1 5�t o Q 2�2 0 1 9)�

m e di u�m�si z e d S�M E s�( 5 1- 2 4 9 e�m pl o y e e s)�w hi c h�a r e�sli g htl y�m o r e�li k el y t o h a v e�a st r o n g�r el ati o n -

s hi p�c o�m p a r e d�t o�w e a k.�O v e r all,�a f a r�l a r g e r p r o p o rti o n�of�S M E s�h a v e�a w e a k�r el ati o n s hi p�wit h�
t h ei r�m ai n�b a n k�t h a n�a st r o n g�r el ati o n s hi p.�W h e n� l o o ki n g at�t u r n o v e r,�w e�s e e�t h e�s a�m e�i s t r u e,�
wit h�b u si n e s s e s�w h o�r e p o rt�a t u r n o v e r�u p�t o�£ 1�m b ei n g�m o r e�li k el y t o�h a v e�a w e a k�r el ati o n s hi p�
b ut�fi r�m s�a b o v e�£ 1�m i n t u r n o v e r�m o r e�li k el y t o r e p o rt�a st r o n g�r el ati o n s hi p.�

h a vi n g�a w e a k�r el ati o n s hi p�wit h�t h ei r�m ai n�b a n k s�i s m o r e�c o�m m o n�a c r o s s�m o st�si z e s�of�S M E s.�
H o�w e v e r,�f o r t h e�l a r g e st S�M E s,�t h e�p e r c e nt a g e�of�b u si n e s s e s�st ati n g�a st r o n g�r el ati o n s hi p�i s a c�-
t u all y l a r g e r t h a n t h e�p e r c e nt a g e�of�b u si n e s s e s�st ati n g�t h e�o p p o sit e.�
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Fi g u r e�1 1:�R el ati o n s hi p�wit h�m ai n�b a n k�a c r o s s�e�m pl o y�m e nt�si z e s�

S o u r c e:�S�M E F�M�(�Q 1 2 0 1 5�t o Q 2�2 0 1 9)�
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Fi g u r e�1 2:�R el ati o n s hi p�wit h�m ai n�b a n k�a c r o s s�t u r n o v e r�l e v el s�

S o u r c e:�S�M E F�M�(�Q 1 2 0 1 5�t o Q 2�2 0 1 9)�

T h e�S M E F�M cl a s si ti e s�b u si n e s s e s’�ri s k�r ati n g�i nt o mi ni�m al,�l o�w,�a v e r a g e�a n d�a b o v e�a v e r a g e.�W e�
c o�m bi n e�mi ni�m al�a n d�l o�w i nt o a�“ b el o�w a v e r a g e”�c at e g o r y�a n d�a v e r a g e�a n d�a b o v e�a v e r a g e�i nt o a�
“ a b o v e�a v e r a g e”�c at e g o r y.�Fi g u r e�1 3�i n di c at e s t h at�a�w e a k�r el ati o n s hi p�i s m ai nl y�a s s o ci at e d�wit h�
hi g h e r�c r e dit�ri s k.�Fi g u r e�1 4�s u g g e st s�t h at h a vi n g�n o�m e nt o r�i s li n k e d t o�a hi g h e r�p r o b a bilit y�of�
h a vi n g�a�w e a k�r el ati o n s hi p�wit h�t h e m ai n�b a n k.�
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Fi g u r e�1 3:�R el ati o n s hi p�wit h�m ai n�b a n k�a c r o s s�c r e dit�ri s k l e v el s�

S o u r c e:�S�M E F�M�(�Q 1 2 0 1 5�t o Q 2�2 0 1 9)�

N ot e:�C r e dit�ri s k l e v el s c o r r e s p o n d�t o�D u n�&�B r a d st r e et�ri s k�r ati n g s�i n di c ati n g li k eli h o o d of�
b u si n e s s�f ail u r e ( e.�g.,�b a n k r u pt c y,�cl o s u r e)�wit hi n�1 2�m o nt h s.�
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Fi g u r e�1 4:�R el ati o n s hi p�wit h�m ai n�b a n k�gi v e n�e xi st e n c e�of�m e nt o r�

S o u r c e:�S�M E F�M�(�Q 1 2 0 1 5�t o Q 2�2 0 1 9)�

T h e s e�ti g u r e s�of�c o u r s e�d o�n ot�m e a n�c a u s alit y.�L a r g e r�b u si n e s s e s,�wit h�l o�w e r c r e dit�ri s k�a n d�a c�-
c e s s�t o�a fi n a n c e�m e nt o r�c o ul d�h a v e�t h e�p e r c e pti o n�of�a b ett e r�r el ati o n s hi p�wit h�t h ei r�b a n k�b e�-
c a u s e�t h e y�m o r e�e a sil y�p r o d u c e�g o o d�q u alit y�h a r d�i nf o r�m ati o n, f a cilit ati n g t h ei r�i nt e r a cti o n wit h�
U K�b a n k s�a n d�i n c r e a si n g t h ei r�a c c e s s�t o�fi n a n c e.�O nl y�vi a�t h e�e c o n o�m et ri c�r e s ult s�p r e s e nt e d�i n�
t h e�n e xt�s e cti o n,�c a n�w e�a s c e rt ai n�t h e�c a u s al i�m p a ct of�t h e�q u alit y�of�r el ati o n s hi p�wit h�t h e�b a n k�
o n�b u si n e s s�l e n di n g o ut c o�m e s.�

6.�2.�5� R e s ult s�

Ta bl e�3 s h o�w s�t h e�r e s ult s�f o r�t h e�e sti�m at e d�i m p a ct of�r el ati o n s hi p�o n�di s c o u r a g e�m e nt�(t h at i s,�
n o n- p a rti ci p ati o n�d e s pit e�n e e d�f o r e xt e r n al�fi n a n c e)�i n diff e r e nt�s p e ci fi c ati o n s,�t h at i s,�i n cl u di n g�
diff e r e nt�s et s�of�c o v a ri at e s.�T h e�fi r st�c ol u�m n�d o e s�n ot�i n cl u d e y e a r�a n d i n d u st r y fi x e d�eff e ct s.�W e�
t h e r ef o r e�c o n si d e r�t h e�r e s ult s�of�t h e�ot h e r�c ol u�m n s�m o r e�r eli a bl e.�E v e r yt hi n g�el s e�c o n st a nt,�a�
st r o n g�r el ati o n s hi p�wit h�t h e�m ai n�b a n k�r e d u c e s�t h e�p r o b a bilit y�of�n o n- p a rti ci p ati o n�b y�a p p r o xi�-
m at el y�t e n�p e r c e nt a g e�p oi nt s,�r el ati v el y�t o�h a vi n g�a w e a k�r el ati o n s hi p.�I n a b s ol ut e�v al u e,�t hi s�i s�
e v e n�l a r g e r t h a n�t h e�eff e ct�of�hi g h e r�c r e dit�ri s k,�w hi c h�i n c r e a s e s t h e�p r o b a bilit y�of�di s c o u r a g e�-
m e nt�b y�3�t o 7�p e r c e nt a g e s�p oi nt s.�

Ta bl e�3:�T h e�I m p a ct of�t h e R el ati o n s hi p�wit h�t h e M ai n�B a n k�o n�N o n- P a rti ci p ati o n:�E sti�m at e d�R e�-
s ult s�f r o�m a�P r o bit�M o d el�

(�1)� (�2)� (�3)� (�4)� (�5)�

St r�o�n�g�R�el�ati�o�n� - 0.�1�3�3 * * *� - 0.�0�9�7 * * *� - 0.�1�0�6 * * *� - 0.�1�0�6 * * *� - 0.�1�0�1 * * *�

C�o�nti�n�u�e�d�o�n�n�e�xt�p�a�g�e�
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T a�bl e�c o�n ti n�u e�d fr o�m pr e vi�o u s�p a g e�

( 1)� ( 2)� ( 3)� ( 4)� ( 5)�

Ri�s�k- r�ati�n�g�A�v�e r�a�g�e�a�n�d�A�b�o�v�e�

R�ef�er�e�n�c�e:�S�ol�e�Pr�o�pri�et�or�s�hi�p�
P�a rt�n�e r�s�hi�p�

[- 9.�5�4]� [- 6.�3�5]�
0.�0�6�2 * * *�
[�3.�9�2]�

Li�mit�e�d�Li�a�bilit�y�P�a rt�n�e r�s�hi�p�

Li�mit�e�d�Li�a�bilit�y�C�o�m�p�a�n�y�

R�ef�er�e�n�c�e:�1�E�m�pl�o�y�e�e�
2�t�o�1�0�

1�0�t�o�5�0�

5�1�t�o�1�0�0�

1�0�1�t�o�2�0�0�

2�0�1�t�o�2�5�0�

R�ef�er�e�n�c�e:�L�a�st�Y�e�ar�T�ur�n�o�v�er�
£�2�5,�0�0�0�- £�4�9,�9�9�9�

<�£�2�5,�0�0�0�

- 0.�0�3�5 * * *�
[- 2.�6�9]�

- 0.�0�9�5 * * *�
[- 6.�6�1]�

- 0.�1�0�7 * * *�
[- 6.�1�1]�
- 0.�0�4�4�
[- 1.�2�3]�
- 0.�0�5�3�
[- 0.�8�3]�

£�5�0,�0�0�0�- £�7�4,�9�9�9�

£�7�5,�0�0�0�- £�9�9,�9�9�9�

£�1�0�0,�0�0�0�- £�2�4�9,�9�9�9�

£�2�5�0,�0�0�0�- £�4�9�9,�9�9�9�

£�5�0�0,�0�0�0�- £�9�9�9,�9�9�9�

£�1�m�- £�1.�9�m�

£�2�m�- £�4.�9�m�

£�5�m�- £�9.�9�m�

£�1�0�m�- £�1�4.�9�m�

£�1�5�m�- £�2�4.�9�m�

Ot�h�er�V�ari�a�bl�e�s�
L�a�st�Y�e�a r�T�u r�n�o�v�e r�

A�g�e�

[- 6.�8�1]� [- 6.�7�7]� [- 6.�5�1]�
0.�0�6�0 * * *� 0.�0�5�3 * * *� 0.�0�3�4 *�
[�3.�7�8]� [�3.�3�4]� [�1.�9�5]�

- 0.�0�3�3�
[- 1.�2�8]�
0.�0�2�5�
[�0.�5�2]�
0.�0�1�9�
[�0.�8�4]�

- 0.�1�0�0 * * *�
[- 2.�8�1]�

- 0.�1�5�8 * * *�
[- 3.�9�0]�

- 0.�1�7�5 * * *�
[- 5.�7�7]�

- 0.�1�5�5 * * *�
[- 4.�4�0]�

- 0.�1�4�6 * * *�
[- 3.�9�3]�

- 0.�1�3�2 * * *�
[- 3.�0�8]�

- 0.�2�0�1 * * *�
[- 5.�8�9]�

- 0.�1�6�1 * *�
[- 2.�4�7]�

- 0.�2�2�8 * * *�
[- 6.�1�5]�

- 0.�2�3�0 * * *�
[- 5.�2�4]�

- 0.�1�2�3 * *�
[- 2.�0�8]�

- 0.�0�2�3 * * *� - 0.�0�2�1 * * *�
[- 4.�4�9]� [- 3.�5�3]�

- 0.�0�2�6 * * *�
[- 5.�5�2]�

C o nti n u e�d�o n�n e xt�p a g e�
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Ta�bl e�c o�n ti n�u e�d fr o�m pr e vi�o u s�p a g e�

( 1)� ( 2)� ( 3)� ( 4)� ( 5)�

P r e vi o u sl y�B ei n g�T u r n e d�D o�w n� 0.�0 4�
[�1.�5�9]�

C o�ntr ol s�a n�d�O b s er v a�fi o n s�
Y e a r�Fi x e d�Eff e ct s� N� Y� Y� Y� Y�
St a n d a r�d�E c o n o�mi c�C o nt r ol s� N� Y� Y� Y� Y�
I n d u st r y� N Y Y Y Y�
O b s e r v ati o n s� 1 0 4 5 4� 9 6 1 2� 8 4 6 1� 8 4 6 1� 8 4 6 1�
p- v al u e�of�G o o d n e s s- of- Fit� 1� 0.�2 0 2� 0.�8 6� 0.�3 2 3� 0.�2 6 4�

N ot e:�* * *�p <�0.�0 1,�* *�p <�0.�0 5,�* p <�0.�1.�St a n d a r�d�e r r o r s�i n b r a c k et s.�

A n�i s s u e wit h�t h e�a p p r o a c h�a b o v e�i s t h at i s d o e s�n ot�c o nt r ol f o r t h e�p ot e nti al�s el e cti o n�bi a s�a ri s�-
i n g f r o�m t h e�f a ct t h at t h e�s u b s a�m pl e�of�fi r�m s�n e e di n g�n e�w fi n a n ci n g�mi g ht�b e�n o n- r a n d o�m.�W e�
a d d r e s s�t hi s s a�m pl e�s el e cti o n�p r o bl e�m b y�i n c o r p o r ati n g i nf o r�m ati o n o n�fi r�m s�w h o�h a v e�i n di c at e d�
t h e r e�i s n o�n e e d�f o r�e xt e r n al�fi n a n c e�i n o u r�e sti�m ati o n.�W e� e sti�m at e�t h e�p r o bit�m o d el�of�n o n-

p a rti ci p ati o n�wit h�t h e s a�m pl e�s el e cti o n�f o r t h e�n e e d�f o r e xt e r n al�fi n a n c e.�

F o r�i d e nti fi c ati o n p u r p o s e s,�w e�u s e�t h r e e�v a ri a bl e s�a s�e x cl u si o n�r e st ri cti o n s�d e ri v e d�f r o�m t h e�r e -

s p o n s e�t o s u r v e y�q u e sti o n s,�n a�m el y�bi n a r y�v a ri a bl e�f o r w h et h e r�t h e b u si n e s s�h a s�si g ni fi c a ntl y�i�m-
p r o v e d�a n�a s p e ct�of�t h e�b u si n e s s�i n t h e�p a st�3�y e a r s�( g r o�wt h),�bi n a r y�v a ri a bl e�f o r�w h et h e r�t h e�
o w n e r�of�t h e�b u si n e s s�c u r r e ntl y�r u n/�m a n a g e�m ulti pl e�b u si n e s s e s�( b u s y o�w n e r),�a n d�o r di n al�v a ri�-
a bl e�f o r�t h e�r eli a n c e�of�b u si n e s s�o n�e xt e r n al�fi n a n c e�f o r d e v el o p�m e nt�( r eli a n c e),�w hi c h�a r e  i n-

cl u d e d�i n�t h e�s el e cti o n�m o d el�(i.�e.�n e e d�f o r�e xt e r n al�fi n a n c e)�b ut�e x cl u d e d�f r o�m t h e�f r o�m t h e�
e q u ati o n�of�n o n- p a rti ci p ati o n�gi v e n�t h e�n e e d�f o r e xt e r n al�fi n a n c e.�T h e�” r eli a n c e”�v a ri a bl e�r ef e r s�
t o�q u e sti o n�” H o�w m u c h�w o ul d�y o u�a g r e e�o r�di s a g r e e�wit h�t h e�f oll o�wi n g st at e�m e nt s�a b o ut�S M E s�
a n d�t h ei r�u s e�of�e xt e r n al�fi n a n c e ?”�of�t h e�S�M E F�M�s u r v e y.�St at e�m e nt s�i n di c at e b u si n e s s e s’�atti�-
t u d e�t o�b o r r o�wi n g,�i n cl u di n g e.�g.�”�O u r�c u r r e nt�pl a n s�f o r t h e�b u si n e s s�a r e�b a s e d�e nti r el y�o n�w h at�
w e�c a n�aff o r d�t o f u n d o u r s el v e s”�a n d�”�W e n e v e r�t hi n k a b o ut�w h et h e r�w e�c o ul d�o r�s h o ul d�u s e�m o r e�
e xt e r n al�fi n a n c e�i n t h e b u si n e s s”.�

E x cl u si o n�r e st ri cti o n s�h a v e�t o�b e�a d d e d�b e c a u s e�ot h e r�wi s e�w e�mi g ht�n ot�b e�a bl e�t o�s e p a r at e�t h e�
m o d el�of�n o n- p a rti ci p ati o n�f r o�m t h e m o d el�of�t h e n e e d�f o r e xt e r n al fi n a n c e.�T h e�v a ri a bl e s�u s e d�a s�
e x cl u si o n�r e st ri cti o n s�m u st�o nl y�b e�c o r r el at e d�wit h�t h e n e e d�f o r e xt e r n al�fi n a n c e�b ut�n ot�wit h�t h e�
n o n- p a rti ci p ati o n�d e ci si o n.�T h e�r ati o n al e�f o r u si n g�t h e�a b o v e�v a ri a bl e s�a s�e x cl u si o n�r e st ri cti o n s�
f o r t h e�n e e d�f o r e xt e r n al�fi n a n c e�i s t h e�f oll o�wi n g.�Wit h� r e g a r d t o�” r eli a n c e”, it r e�fi e ct s�fi r�m s’�g e n�-
e r al�c ult u r e�wit h�r e s p e ct t o�b o r r o�wi n g,�w hi c h�w o ul d�i n�fi u e n c e t h ei r�a p pli c ati o n�d e ci si o n,�b ut�n ot�
aff e ct�t h e�b a n k’�s�a c c e pt a n c e.�R e g a r di n g�” g r o�wt h”, fi r�m s�h a vi n g�hi g h e r�i�m p r o v e�m e nt i n b u si n e s s�
c o ul d�h a v e�hi g h e r�d e�m a n d�f o r�e xt e r n al�fi n a n c e�a s�s u g g e st e d�b y�P e c ki n g�O r d e r�t h e o r y�of�fi n a n�-
ci al�c h oi c e.�T hi s�i s al s o�c o n si st e nt�wit h�t h e�a s s u�m pti o n�i n F e r r a n d o�et�al.�(2 0 1 9 ) a n d�Fr e el�et�al.�
(2 0 1 2 ) t h at a�ri s e�i n e x p e ct e d�f ut u r e r e v e n u e s�i n c r e a s e s t h e d e�m a n d�f o r f u n di n g b ut�d o e s�n ot�af�-
f e ct di s c o u r a g e�m e nt.�A s�f a r a s�” b u s y�o w n e r”�i s c o n c e r n e d,�it r el at e s�t o�t h e�p ri n ci p al- a g e nt�p r o b�-
l e�m w hi c h�h a p p e n s�b et�w e e n�m a n a g e r s�a n d�s h a r e h ol d e r s.�S h a r e h ol d e r s�(t h e p ri n ci p al s)�d el e g at e�
d a y-t o- d a y�c o nt r ol t o m a n a g e r s�(t h e a g e nt s),�b ut�t h e s e m a y�p u r s u e�p ri v at e�i nt e r e st s w hi c h�d o�n ot�
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m a xi�mi s e�ti r�m�v al u e,�s u c h�a s�p a yi n g�l a r g e b o n u s e s�o r�o v e r- e x p a n di n g�t h e b u si n e s s�r at h e r�t h a n i n-

v e sti n g.�E xt e r n al�fi n a n c e�c a n�a ct�a s�a di s ci pli n a r y t o ol,�si n c eit�e x p o s e s t h e�b u si n e s s t o�a t hi r d�p a rt y�
a g e nt�w h o�m o nit o r s�t h e�fi n a n ci al�h e alt h�of�t h e�b u si n e s s.�E xt e r n al�fi n a n c e�al s o�r e d u c e s�t h e�a v ail�-
a bl e�c a s h,�w hi c h�m a n a g e r s�mi g ht�ot h e r�wi s e�s q u a n d e r.�H a vi n g�m ulti pl e�b u si n e s s e s�t o�o p e r at e�b y�
t h e s a�m e�o w n e r�c o ul d�si g ni fi c a ntl y�c o�m p r o�mi s e�t h e eff e cti v e n e s s�of�s h a r e h ol d e r s’�m o nit o ri n g�t o�
ali g n�t h e�i nt e r e st of�m a n a g e�m e nt�a n d�e m pl o y e e s�wit h�t h e�o w n e r,�t h u s�t h e�d e�m a n d�f o r�e xt e r n al�
fi n a n c e�c o ul d b e�d ri v e n�b y�t h e b e n e�fit�of�e xt e r n al�fi n a n c e�f o r r e d u ci n g�t h e p ri n ci p al- a g e n c y�p r o b�-
l e�m of�t h e s e fi r�m s.�

Ta bl e�4 v e ri fi e s�t h e�r e s ult�f r o�m Ta bl e�3 , a c c o u nti n g�f o r�t h e�p ot e nti al�o c c u r r e n c e�of�s el e cti o n�–�
di s c o u r a g e�m e nt�c a n�o nl y�h a p p e n�if b u si n e s s e s�h a v e�a n e e d�f o r fi n a n c e.�

O u r�r e s ult s s h o�w t h e e sti�m at e d�m a r gi n al�eff e ct�of�h a vi n g�a st r o n g�r el ati o n s hi p wit h�t h e m ai n�b a n k�
o n�t h e li k eli h o o d of�n ot�p a rti ci p ati n g�i n t h e e xt e r n al�fi n a n c e�m a r k et.�T h e�s e c o n d�c ol u�m n�s h o�w s�a�
si�mil a r�e sti�m at e�t o�Ta bl e�3 o n c e�e x cl u si o n�r e st ri cti o n�v a ri a bl e s�a r e�i n cl u d e d.�Al s o,�n o n e�of�t h e s e�
t h r e e�v a ri a bl e s�w e�u s e�a s�e x cl u si o n�r e st ri cti o n�a p p e a r s�t o b e�st ati sti c all y�si g ni fi c a nt�o n�t h e li k eli-

h o o d�of�n o n- p a rti ci p ati o n�( C ol u�m n 2)�b ut�all�a r e�si g ni fi c a nt�o n�t h e n e e d�f o r e xt e r n al�fi n a n c e�( C ol-

u�m n�3).�T h e�fi n di n g s�l e n d s u p p o rt t o t h e u s e�of�t h e s e v a ri a bl e s�a s�t h e e x cl u si o n�r e st ri cti o n i n d e al�-
i n g wit h�t h e�s a�m pl e�s el e cti o n�bi a s.�A s�a r o b u st n e s s�c h e c k,�w e�a p pl y�a m at c hi n g�a p p r o a c h�u si n g�
P r o p e n sit y�S c o r e�M at c hi n g�t o�miti g at e�t h e�e n d o g e n eit y�c o n c e r n s�o v e r�h a vi n g�a st r o n g�r el ati o n -

s hi p.�T h e�r e s ult s�a r e�p r o vi d e d�i n A p p e n di x�B.�1 . T hi s�f u rt h e r�v ali d at e s�o u r�r e s ult s�a n d�s u p p o rt s�
H y p ot h e si s�1.�
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Ta bl e�4:�T h e�I m p a ct of�t h e R el ati o n s hi p�wit h�t h e M ai n�B a n k�o n�N o n- P a rti ci p ati o n:�E sti�m at e d�R e�-
s ult s�f r o�m a�H e c k�m a n�S el e cti o n�M o d el�

D e p e n d e nt�V a ri a bl e�
St r o n g�R el ati o n�

Ri s k- r ati n g�A v e r a g e�a n d�A b o v e�A v e r a g e�

P r e vi o u sl y�B ei n g�T u r n e d�D o�w n�

L a st�Y e a r�T u r n o v e r�

A g e�

Si g ni ti c a nt�I�m p r o v e�m e nt i n t h e�P a st�3�y e a r s�

L o�w�R eli a n c e�o n�E xt e r n al�Fi n a n c e�

O�w n e r�h a s�m o r e�t h a n�o n e�b u si n e s s�

Y e a r�w h e n�t h e S u r v e y�i s C o n�d u ct e d�
R e gi o n�of�R e gi st r ati o n�
I�n�d�u st r y�
L e g al�F o r�m of�S�M E�
O�b s e r v ati o�n s�
p- v al u e�of�g o o d n e s s- of- fit�t e st�
ρ�
p- v al u e�of�ρ�

Di s c o u r a g e�m e nt�
- 0.�0�5�3 *�
[- 1.�9�1]�
0.�0�2�6 *�
[�1.�9�0]�

0.�0�8�5 * * *�
[�4.�0�8]�
- 0.�0�0�9�
[- 1.�3�9]�

- 0.�0�1�6 * *�
[- 2.�0�8]�

Y�
Y�
Y�
Y�

5 2 6 4 6�

0.�4�1�1�
0.�0�5�3�

Di s c o u r a g e�m e nt�
- 0.�1�0�1 * * *�
[- 6.�4�4]�
0.�0�4�0 * *�
[�2.�3�8]�
0.�0�4�4 *�
[�1.�6�6]�

- 0.�0�1�8 * * *�
[- 3.�0�1]�

- 0.�0�2�7 * * *�
[- 5.�6�5]�
- 0.�0�0�3�
[- 0.�1�6]�
0.�0�2�7�
[�1.�2�2]�
0.�0�3�3�
[�1.�3�2]�

Y�
Y�
Y�
Y�

8 1 4 2�
0.�2�6�6�

N e e d�f o r E xt e r n al�Fi n a n c e�
0.�0�2�2 * * *�
[�3.�3�5]�
0.�0�1�0 *�
[�2.�0�5]�

0.�2�6�4 * * *�
[�1�6.�6�6]�
0.�0�0�9 * * *�
[�7.�9�3]�
0.�0�0�4 *�
[�2.�0�1]�

0.�0�1�6 * * *�
[�2.�8�0]�

- 0.�1�1�2 * * *�
[- 1�4.�1�0]�

- 0.�0�2�1 * * *�
[- 3.�2�2]�

Y�
Y�
Y�
Y�

5 2 6 4 6�

N ot e:�T h e�e x cl u si o n�r e st ri cti o n s�u s e d�i n cl u�d e w h et h e r�S�M E s�h a v e�e x p e ri e n c e d�si g ni fi c a nt�b u si n e s s�i�m p r o v e�m e nt i n t h e�p a st�t h r e e�
y e a r s,�t h e�d e g r e e�of�r eli a n c e�of�S�M E s�o n�e xt e r n al�fi n a n c e�f o r g r o�wt h,�a n d�w h et h e r�t h e o�w n e r�of�t h e b u si n e s s�o�w n s�ot h e r�b u si n e s s e s.�
C ol u�m n s�2 a n d�3 p r e s e nt�t e st s�f o r t h e�v ali dit y�of�t h e�e x cl u si o n�r e st ri cti o n s.�T h e�e sti�m at e s�a r e�d e ri v e d�f r o�m a�p r o bit�m o�d el.�Fi g u r e s�
i n b r a c k et s�a r e�t- st ati sti c s.�* i n di c at e s p�<�0.�1 0,�* *�i n di c at e s p�<�0.�0 5,�* * *�i n di c at e s p�<�0.�0 1.�

Ta bl e�5 s h o�w s�t h e�r e s ult s�f o r�t h e�e sti�m at e d�i m p a ct of�r el ati o n s hi p�o n�b ei n g�c r e dit�c o n st r ai n e d�
u p o n�a p pli c ati o n,�t h at i s, b u si n e s s e s�w h o�(i) ” w e r e off e r e d�a s m all e r f a cilit y t h a n w a nt e d,”�(ii) ” w e r e�
off e r e d�a f a cilit y b ut�wit h�t e r�m s�a n d�c o n diti o n s�t h at t h e S�M E�di d n’t�w a nt�t o�a c c e pt,”�o r�(iii) ” w e r e�
t u r n e d d o�w n�f o r�t h e�f a cilit y.”�H e r e,�t h e�i�m p o rt a n c e of�r el ati o n s hi p�q u alit y�i s al s o�a p p a r e nt.�T h e�
e sti�m at e d�m a r gi n al�eff e ct�of�a 1 3�p e r c e nt a g e�p oi nt s�d e c r e a s e�i s hi g h�c o�m p a r e d�t o ot h e r�r el e v a nt�
v a ri a bl e s,�s u c h�a s�t u r n o v e r,�a g e�a n d�p r o fit s.�A s�a r o b u st n e s s�c h e c k,�w e�a p pl y�a m at c hi n g�a p p r o a c h�
u si n g�P r o p e n sit y�S c o r e�M at c hi n g�t o miti g at e�t h e e n d o g e n eit y�c o n c e r n s�o v e r�h a vi n g�a st r o n g�r el a -

ti o n s hi p.�T h e�r e s ult s a r e�p r o vi d e d�i n A p p e n di x�B.�1 . T hi s�f u rt h e r v ali d at e s�o u r�r e s ult s a n d�s u p p o rt s�
H y p ot h e si s�2.�
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Ta bl e�5:�T h e�I�m p a ct of�t h e�R el ati o n s hi p�wit h�t h e�M ai n�B a n k�o n�C r e dit�C o n st r ai nt:�E sti�m at e d�R e�-
s ult s�f r o�m a�P r o bit�M o d el�

D�e�p�e�n�d�e�nt�V�a ri�a�bl�e� C r�e�dit�C�o�n�st r�ai�nt�aft�e r�A�p�pli�c�ati�o�n�
St r�o�n�g�R�el�ati�o�n� - 0.�1�3�0 * * *�

[- 2.�7�9]�
Ri�s�k- r�ati�n�g�A�v�e r�a�g�e�a�n�d�A�b�o�v�e�A�v�e r�a�g�e� - 0.�0�1�9�

[- 0.�3�6]�
L�a�st�Y�e�a r�T�u r�n�o�v�e r� - 0.�0�3�2 * * *�

[- 3.�2�8]�
A�g�e� - 0.�0�5�0 * * *�

[- 3.�8�5]�
P r�o�tit�L�o�s�s�L�a�st�Y�e�a r� - 0.�0�1�6�

[- 1.�5�1]�
O�w�n�e r�B�el�o�n�g�s�t�o�B�u�si�n�e�s�s�G r�o�u�p�s�o r�I�n�d�u�st r�y�B�o�di�e�s� 0.�0�7�7 *�

[�1.�7�2]�
L�e�v�e r�a�g�e�L�a�st�Y�e�a r� - 0.�0�0�7�

[- 0.�1�9]�
Y�e�a r�w�h�e�n�t�h�e�S�u r�v�e�y�i�s�C�o�n�d�u�ct�e�d� Y�
R�e�gi�o�n�of�R�e�gi�st�e r�e�d� Y�
I�n�d�u�st r�y� Y�
L�e�g�al�F�o r�m�of�S�M�E� Y�
O�b�s�e r�v�ati�o�n�s� 1�7�7�1�
p- v�al�u�e�of�g�o�o�d�n�e�s�s- of- fit�t�e�st� 0.�5�1�6�

N ot e:�Ta bl e�5 p r e s e nt s�t h e�e sti�m at e d�m a r gi n al�eff e ct�of�h a vi n g�a st r o n g�r el ati o n s hi p�wit h�t h e�m ai n�b a n k�o n�t h e�li k eli h o o d of�f a ci n g a�
c r e dit�c o n st r ai nt�u p o n�a p pli c ati o n.�T h e�e sti�m at e s�a r e�d e ri v e d�f r o�m a�p r o bit�m o d el.�Fi g u r e s�i n b r a c k et s�a r e�t- st ati sti c s.�* i n di c at e s p�
<�. 1 0, * *�i n�di c at e s p�<�. 0 5, * * *�i n di c at e s p�<�. 0 1.�

Ta bl e�6 s h o�w s�t h e m a r gi n al�eff e ct�of�e x pl a n at o r y�v a ri a bl e s�f o r t h e p r e s e n c e�of�e r r o r s�i n p r e di cti n g�
t h e st at u s�of�n o n- p a rti ci p ati o n�a n d�c r e dit�c o n st r ai nt�f o r S�M E s�wit h�a st r o n g�r el ati o n s hi p�wit h�t h e�
m ai n�b a n k,�b a s e d�o n�t h e e sti�m at e d�r e s ult s f r o�m t h e s a�m pl e�of�S�M E s�wit h o ut�a st r o n g�r el ati o n s hi p�
wit h�t h e�m ai n�b a n k.�T h e�p r e di ct e d�e r r o r�of�b ei n g�di s c o u r a g e d�t a k e s�t h e�v al u e�of�z e r o�if t h e�p r e�-
di ct e d�li k eli h o o d i s l a r g e r t h a n 0.�5 a n d�t h e S�M E i s o b s e r v e d�t o b e�di s c o u r a g e d,�a n d�o n e�ot h e r�wi s e.�
T h e�p r e di ct e d�e r r o r�of�f a ci n g c r e dit�c o n st r ai nt�t a k e s�t h e�v al u e�of�z e r o�if t h e�p r e di ct e d�li k eli h o o d�
i s l a r g e r t h a n 0.�5 a n d�t h e S�M E�i s o b s e r v e d�t o e n c o u nt e r�c r e dit�c o n st r ai nt,�a n d�o n e�ot h e r�wi s e.�

A w e a k e r�r el ati o n s hi p�b et�w e e n�b a n k�a n d�b u si n e s s�i s e x p e ct e d�t o�e nt ail�l a r g e r s c r e e ni n g�e r r o r s,�
w hi c h�aff e ct s�b ot h�t h e p r o b a bilit y�of�b ei n g�a n o n- p a rti ci p a nt�a n d�t h at of�b ei n g�c r e dit�c o n st r ai n e d�
u p o n�a p pli c ati o n.�T h e r ef o r e,�w h e n�e sti�m ati n g t h e s e�m o d el s�u si n g s ol el y t h e�b u si n e s s e s�wit h�w e a k�
r el ati o n s hi p�a n d�t h e n�u si n g�t h e s e�t o�p r e di ct�t h e�di s c o u r a g e�m e nt�a n d�c r e dit�c o n st r ai nt�of�b u si�-
n e s s e s�wit h�st r o n g�r el ati o n s hi p,�w e�e x p e ct�t o�fi n d�s u b st a nti al�e r r o r s�w hi c h�i n c r e a s e t h e�hi g h e r�
t h e�S�M E’�s�ri s k�r ati n g,�a n d�t h e�l o�w e r it s a g e�a n d�t u r n o v e r.�T h at�i s,�S�M E s�wit h�hi g h e r�ri s k,�l o�w e r�
t u r n o v e r,�a n d�y o u n g e r�a g e�a r e�m o r e�li k el y t o�h a v e�hi g h e r�p r e di ct e d�e r r o r s,�a s�s oft�i nf o r�m ati o n�
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t e n d s�t o b e�m o r e�v al u a bl e�f o r t h e�m.�Ta bl e�6 c o n ti r�m s�t h o s e,�s u p p o rti n g�H y p ot h e s e s�3 a n d�4.�

Ta bl e�6:�P r e di cti o n�e r r o r s�of�di s c o u r a g e�m e nt�a n d�p r e di cti o n�e r r o r s�of�c r e dit�c o n st r ai nt�

P r�e�di�ct�e�d�e r r�o r�s�of�b�ei�n�g� P r�e�di�ct�e�d�e r r�o r�s�of�f�a�ci�n�g�
di�s�c�o�u r�a�g�e�d� c r�e�dit�c�o�n�st r�ai�nt�

Ri�s�k�R�ati�n�g� 0.�0�6�2 * * *� 0.�1�3�4 *�
[�2.�8�1]� [�1.�8�3]�

A�g�e� - 0.�0�1�6 * * *� - 0.�0�6�3 * * *�
[- 2.�8�9]� [- 2.�9�6]�

L�a�st�Y�e�a r�T�u r�n�o�v�e r� - 0.�0�2�1 * * *� - 0.�0�4�1 * * *�
[- 2.�9�3]� [- 3.�0�1]�

O�b�s�e r�v�ati�o�n�s� 3�9�5�4� 3�9�5�4� 3�9�5�4� 9�1�0� 9�1�0� 9�1�0�

N ot e:�Ta bl e�6 s h o�w s�t h e�m a r gi n al�eff e ct�of�e x pl a n at o r y�v a ri a bl e s�f o r t h e�p r e s e n c e�of�e r r o r s�i n p r e di cti n g�t h e�st at u s�of�
di s c o u r a g e�m e nt�a n d�c r e�dit�c o n st r ai nt�f o r S�M E s�wit h�a st r o n g�r el ati o n s hi p�wit h�t h e�m ai n�b a n k,�b a s e d�o n�t h e�e sti�m at e�d r e s ult s�f r o�m�
t h e s a�m pl e�of�S M E s�wit h o ut�a st r o n g�r el ati o n s hi p�wit h�t h e�m ai n�b a n k.�T h e�p r e�di ct e d�e r r o r�of�b ei n g�di s c o u r a g e d�t a k e s�t h e�v al u e�of�
z e r o�if t h e p r e�di ct e d�li k eli h o o d i s l a r g e r t h a n 0.�5 a n d�t h e S�M E�i s o b s e r v e d�t o b e�di s c o u r a g e�d,�a n d�o n e�ot h e r�wi s e.�T h e�p r e di ct e d�e r r o r�
of�f a ci n g c r e dit�c o n st r ai nt�t a k e s�t h e v al u e�of�z e r o�if t h e�p r e di ct e d�li k eli h o o d i s l a r g e r t h a n�0.�5 a n d�t h e�S�M E�i s o b s e r v e d�t o�e n c o u nt e r�
c r e dit�c o n st r ai nt,�a n d�o n e�ot h e r�wi s e.�Fi g u r e s�i n b r a c k et s�a r e�t- st ati sti c s.�* i n di c at e s p�<�. 1 0, * *�i n di c at e s p�<�. 0 5, * * *�i n di c at e s p�<�. 0 1.�

B uil di n g�o n�t h e�e sti�m at e d�m o d el�of�t h e�p r o b a bilit y�of�f a ci n g�c r e dit�c o n st r ai nt�aft e r�a p pli c ati o n�
( s e e�Ta bl e�5 ), n o�w w e�t u r n�t o�t h e�st u d y�of�di s c o u r a g e�m e nt�i n ef fi ci e n c y,�t h at�i s,�w h et h e r�b u si�-
n e s s e s�w h o�d o�n ot�a p pl y�f o r e xt e r n al�fi n a n c e�d e s pit e�n e e d�w o ul d�h a v e�b e e n�s u c c e s sf ul h a d�t h e y�
a p pli e d.�T o�b e gi n�t h e�st u d y�of�di s c o u r a g e�m e nt�i n ef fi ci e n c y,�Fi g u r e�1 5�di s pl a y s�t h e�di st ri b uti o n s�
of�e sti�m at e d�p r o b a biliti e s�of�n ot�f a ci n g c r e dit�c o n st r ai nt,�t h at i s, b u si n e s s e s�w h o s e�l o a n a p pli c a�-
ti o n i s s u c c e s sf ul i n t e r�m s of�b ei n g�off e r e d�t h e f a cilit y t h e b u si n e s s e s�w a nt�a n d�b u si n e s s e s�t a ki n g�
it wit h o ut�i s s u e s.�T h at�i s, b y�u si n g�a p p r o v e d�a p pli c a nt s’�d at a�i n t h e e sti�m at e d�m o d el,�w e�c o�m p ut e�
t h e�e x p e ct e d�p r o b a biliti e s�of�fi n a n c e�a p p r o v al�f o r t h e s e�b u si n e s s e s,�b a s e d�o n�t h e�v al u e s�of�t h ei r�
e x pl a n at o r y�v a ri a bl e s.�Fi g u r e�1 5�s h o�w s�t h at�m o r e�t h a n�6 0�p e r�c e nt�of�a p p r o v e d�b u si n e s s e s�h a v e�
a n�e x p e ct e d�p r o b a bilit y�of�s u c c e s s�hi g h e r�t h a n�8 0�p e r�c e nt.�T hi s�m e a n s�t h at,�if t h e s e�b u si n e s s e s�
a p pli e d�a g ai n,�6 0�o ut�of�e v e r y�1 0 0�b u si n e s s e s�w o ul d�h a v e�at�l e a st a�8 0�p e r�c e nt�p r o b a bilit y�of�
s u c c e s s,�c o n diti o n all y�o n�t h ei r c h a r a ct e ri sti c s�n ot�c h a n gi n g.�
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Fi g u r e�1 5:�Di st ri b uti o n�of�a p p r o v al�p r o b a bilit y�f o r a p p r o v e d�b o r r o�w e r s�

Fi g u r e�1 6�s h o�w s�t h at�m o st�di s c o u r a g e d�b u si n e s s e s�( o v e r 7 0�p e r�c e nt�of�t h o s e�di s c o u r a g e d)�h a v e�
e x p e ct e d�p r o b a biliti e s�of�a p pli c ati o n�s u c c e s s�hi g h e r�t h a n�5 0�p e r�c e nt.�It al s o�s h o�w s�t h at�o v e r�3 0�
p e r�c e nt�of�di s c o u r a g e d�b u si n e s s e s�h a v e�p r e di ct e d�a p p r o v al�p r o b a biliti e s�hi g h e r�t h a n 8 0�p e r�c e nt.�
T h at�i s, if di s c o u r a g e d�b u si n e s s e s�w e r e�t o a p pl y,�3 0�o ut�of�e v e r y�1 0 0�b u si n e s s e s�w o ul d�h a v e�a v e r y�
hi g h�p r o b a bilit y�of�s u c c e s s,�hi g h e r�t h a n�8 0�p e r�c e nt.�Fi g u r e�1 6�u s e s�d at a�o n�S�M E s�w hi c h�di d�n ot�
p a rti ci p at e�i n t h e�b a n k�c r e dit�m a r k et�d e s pit e�of�t h e�n e e d�f o r�e xt e r n al�ti n a n c e�i n t h e�e sti�m at e d�
m o d el�of�t h e�p r o b a bilit y�of�f a ci n g c r e dit�c o n st r ai nt�aft e r�a p pli c ati o n.�T hi s�i s t h e�s a�m e�e x e r ci s e�of�
Fi g u r e�1 5�b ut�n o�w�u si n g�S�M E s�w h o�di d�n ot�p a rti ci p at e�i n st e a d of�a p p r o v e d�a p pli c a nt s.�
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Fi g u r e�1 6:�Di st ri b uti o n�of�a p p r o v al�p r o b a biliti e s�f o r n o n- p a rti ci p ati n g�S�M E s�

Fi g u r e�1 7�p r e s e nt s�a n�o v e rl a y�hi st o g r a�m s h o�wi n g�t h e�di st ri b uti o n�of�t h e�a p p r o v al�p r o b a bilit y�of�
a p p r o v e d�b o r r o�w e r s�a n d�n o n- p a rti ci p a nt�b u si n e s s e s.�A s�o b s e r v e d�wit h�a p p r o v e d�a p pli c a nt s,�t h e�
f r e q u e n c y of�di s c o u r a g e d�b o r r o�w e r s�i s al s o�c o n c e nt r at e d�o n�hi g h e r�v al u e s�of�a p p r o v al�p r o b a bil�-
iti e s, alt h o u g h�t hi s�c o n c e nt r ati o n�i s m o r e�c o n s pi c u o u s�f o r a p p r o v e d�a p pli c a nt s.�
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Fi g u r e�1 7:�C o�m bi n e d�hi st o g r a�m�of�t h e�di st ri b uti o n�of�t h e�a p p r o v al�p r o b a bilit y�of�a p p r o v e d�b o r�-
r o�w e r�a n d�t h at�of�di s c o u r a g e d�b o r r o�w e r�

I n s u�m m a r y,�w e�h a v e�e sti�m at e d�a hi g h�i m p a ct of�a r o u n d�1 0�p e r c e nt a g e�p oi nt s�o n�t h e�p r o b a bilit y�
of�a p pli c ati o n�f r o�m b u si n e s s e s�h a vi n g�a st r o n g�r el ati o n s hi p�wit h�t h ei r�m ai n�b a n k.�A st r o n g�r el a -

ti o n s hi p al s o�i s e sti�m at e d�t o r ai s e�t h e p r o b a bilit y�of�a p pli c ati o n�s u c c e s s�b y�1 3�p e r c e nt a g e�p oi nt s.�
F u rt h e r�m o r e,�w e�v e ri ti e d�t h e�i m p o rt a n c e of�s oft�i nf o r�m ati o n f o r�b u si n e s s e s�w hi c h�h a v e�hi g h e r�
ri s k�r ati n g,�y o u n g e r�a g e�a n d�l o�w e r t u r n o v e r.�L a stl y,�Fi g u r e s�1 5�-1 7�s u g g e st�si�mil a r�di st ri b uti o n s�
of�a p p r o v al�p r o b a biliti e s�b et�w e e n�di s c o u r a g e d�b u si n e s s e s�a n d�a p p r o v e d�a p pli c a nt s,�t h u s�a�hi g h�
l e v el of�di s c o u r a g e�m e nt�i n ef fi ci e n c y, i n w hi c h�a�hi g h�p r o p o rti o n�of�di s c o u r a g e d�b u si n e s s e s�w o ul d�
h a v e�b e e n�a p p r o v e d h a d�t h e y a p pli e d.�W e� n o�w t u r n t o q u a ntif yi n g�t h e c r e dit�g a p�st e�m mi n g�f r o�m�
di s c o u r a g e�m e nt.�

6.�2.�6� Cr e�dit�G a�p�f or�N o n‐ P ar�fi ci p a nt s�

T o�e sti�m at e�c r e dit�g a p�of�n o n- p a rti ci p ati o n�d e s pit e�t h e�n e e d�f o r�e xt e r n al�fi n a n c e�(t h at i s,�a s�w e�
h a v e�s o�f a r d e�fi n e d�di s c o u r a g e�m e nt)�w e�will�u s e�t h e c r e dit�a p p r o v al�p r o b a biliti e s�e sti�m at e d i n t h e�
p r e vi o u s�s u b s e cti o n.�W e� a g g r e g at e�t h e�e x p e ri e n c e s�of�i n di vi d u al fi r�m s�t h at d o�n ot�p a rti ci p at e�i n�
t h e�m a r k et�f o r b a n k�c r e dit,�d e s pit e�t h ei r�n e e d�f o r e xt e r n al�fi n a n c e,�t o�q u a ntif y�t h e�c o u nt r y-l e v el�
c r e dit�g a p�d u e�t o�t h e�n o n- p a rti ci p ati o n.�T o�t hi s�e n d,�w e�p r o p o s e�t h e�f oll o�wi n g�d e fi niti o n�i n li n e�
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wit h�A k b a s�et�al.�(2 0 2 3 ): 

t=∑2�0�2�0� ∑�
C r e dit�G a p�=� w�it�P�it�(A�|A�)V ol u�m e�it� ( 3)�

t=�2 0 1 6�i∈�n o�n −�p a r ti ci p a�nt s�

w h e r e�w it�i s t h e s u r v e y�w ei g ht�of�ti r�m i at�ti�m e t w h e n�t h e s u r v e y�i s c a r ri e d�o ut.�P it�(A�|A�) d e n ot e s�
t h e�a p p r o v al�p r o b a bilit y�if a p pli e d.�It i s e sti�m at e d�a s�t h e�o ut�of�s a�m pl e�p r e di cti o n�of�t h e�p r o bit�
m o d el�b a s e d�o n�t h e�S�M E s�w h o�a p pli e d�f o r b a n k�c r e dit.�T h e�t e r�m V ol u�m e�it�i n di c at e s t h e�d e si r e d�
l o a n v ol u�m e�of�n o n- p a rti ci p ati n g�fi r�m s.�

T h e�S M E�Fi n a n c e�M o nit o r�u s e d�i n t hi s a n al y si s�c o v e r s�t h e p e ri o d�f r o�m Q 3�2 0 1 5�t o Q 2�2 0 2 2.�T h e�
s u r v e y�q u e sti o n�r e g a r di n g�t h e�n e e d�f o r e xt e r n al�fi n a n c e�diff e r s�b et�w e e n�t h e�p e ri o d s�Q 3�2 0 1 5�–�
Q 4�2 0 1 7�a n d Q 1�2 0 1 8�– Q 2�2 0 2 2.�I n t h e f o r�m e r p e ri o d,�t h e q u e sti o n�w a s�di r e ct e d�t o�w a r d s S�M E s�
t h at h a d�a p pli e d�f o r o v e r d r aft s,�b a n k�l o a n s, o r�c o�m m e r ci al�m o rt g a g e s�a n d�a s k e d,�” H o�w l a r g e w a s�
t h e f a cilit y t h at y o u�i niti all y a p pli e d f o r ?”�H o�w e v e r,�t h e r e w a s�n o�c o r r e s p o n di n g�q u e sti o n�r e g a r d -

i n g t h e�a�m o u nt�t h at�n o n- p a rti ci p ati n g�fi r�m s�w o ul d�h a v e�d e si r e d�if t h e y�h a d�s o u g ht�fi n a n ci n g.�I n�
t h e�l att e r p e ri o d,�t h e�q u e sti o n�w a s�p o s e d�t o�S�M E s�t h at i n di c at e d a�n e e d�f o r e xt e r n al�fi n a n c e�a n d�
a s k e d,�”�H o�w m u c h�f u n di n g di d�y o u�t hi n k y o u�w o ul d�n e e d�i n t ot al ?”�W hil e� r e s p o n s e s�t o�t hi s�q u e s�-
ti o n�i n cl u d e fi r�m s�t h at b ot h�p a rti ci p at e d�a n d�di d�n ot�p a rti ci p at e�i n t h e�b a n k�c r e dit�m a r k et,�a�si g�-
ni fi c a nt�p o rti o n�of�t h e�r e s p o n s e s�c o nt ai n�mi s si n g�v al u e s.�

T o�q u a ntif y�t h e�d e si r e d�l o a n a�m o u nt�f o r�n o n- p a rti ci p ati n g�fi r�m s�o v e r�t h e�p e ri o d�Q 3�2 0 1 5�–�Q 2�
2 0 2 2,�w e�u n d e rt a k e�t h e f oll o�wi n g st e p s.�

1.�Fi r st,�w e�a s s u�m e�t h at�t h e�a�m o u nt�of�fi n a n ci n g�a p pli e d�f o r�b y�S�M E s�i s e q ui v al e nt�t o�t h ei r�
t ot al�n e e d�f o r�e xt e r n al�fi n a n c e�f o r�t h e�p e ri o d�Q 3�2 0 1 5�–�Q 4�2 0 1 7.�W e� t h e n�i n c o r p o r at e�
t hi s�i nf o r�m ati o n wit h�d at a�o n�t h e�n e e d�f o r�e xt e r n al�fi n a n c e�f o r�t h e�p e ri o d�Q 1�2 0 1 8�–�Q 2�
2 0 2 0�t o�e sti�m at e�t h e o v e r all�fi n a n ci n g�r e q ui r e�m e nt.�

2.�S e c o n d,�w e�a d d r e s s t h ei s s u e�of�mi s si n g�v al u e s r el at e d t o t h e�a�m o u nt�n e e d e d b y�n o n- p a rti ci p a nt s�
u si n g�o ut- of- s a�m pl e�p r e di cti o n s�f r o�m a r e g r e s si o n�m o d el,�t h at�i s,�a p pl yi n g�t h e�e sti�m at e d�
m o d el�t o a�s a�m pl e�n ot�u s e d�i n e sti�m ati o n.�T hi s�m o d el�e sti�m at e s�t h e r e q ui r e d a�m o u nt�b a s e d�
o n�s e v e r al�fi r�m c h a r a ct e ri sti c s,�i n cl u di n g t h e�D u n�&�B r a d st r e et�ri s k�r ati n g s,�i n d u st r y SI C�
c o d e�(i.�e.,�t h e�p ri n ci p al�a cti vit y�of�t h e�b u si n e s s),�e c o n o�mi c�r e gi o n�(i.�e.,�t h e�St a n d a r d�R e gi o n�
w h e r e�t h e�S�M E�i s r e gi st e r e d),�s u r v e y�ti�mi n g�(�m e a s u r e d vi a�y e a r),�l e g al f o r�m,�t u r n o v e r,�a n d�
fi r�m�a g e.�

O u r�a p p r o a c h�a s s u�m e s�t h at t h e d e�m a n d�f o r e xt e r n al fi�n a n c e�a�m o n g�n o n- p a rti ci p ati n g�fi r�m s�
i s e q ui v al e nt�t o�t h e�v ol u�m e�of�c r e dit�t h e y�w o ul d�h a v e�a p pli e d�f o r,�i r r e s p e cti v e of�t h e�o ut�-
c o�m e�of�t h ei r a p pli c ati o n.�T hi s�a s s u�m pti o n�i s j u sti fi e d wit hi n�t h e f r a�m e�w o r k of�t h e t r a d e- off�
t h e o r y�of�c a pit al�st r u ct u r e�a n d�t h e p e c ki n g�o r d e r�t h e o r y�of�fi n a n ci n g�c h oi c e,�b ot h�of�w hi c h�
s u g g e st�t h at�c r e dit�d e�m a n d�i s i n�fi u e n c e d b y�f a ct o r s s u c h�a s�s al e s�g r o�wt h�r at e,�fi r�m�lif e c y�-
cl e,�i n d u st r y- a v e r a g e fi n a n ci al�l e v e r a g e, i nf o r�m ati o n o p a cit y,�a n d d ef a ult�ri s k.�F o r�fi r�m s�t h at�
a p pli e d�f o r�b a n k�c r e dit�b ut�di d�n ot�r e s p o n d�t o�t h e�q u e sti o n�r e g a r di n g�t h e�a�m o u nt�a p pli e d�
f o r o r�n e e d e d,�w e�e m pl o y�t h e�s a�m e�o ut- of- s a�m pl e�p r e di cti o n s�t o�a p p r o xi�m at e�t h e�mi s si n g�
v al�u e s.�
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3.�L a stl y,�w e�c al c ul at e�t h e�a n n u al�g r o s s�c r e dit�ti o�w s�t o�S M E s�u si n g�B a n k�of�E n gl a n d�d at a�o n�
m o nt hl y�c h a n g e s�i n m o n et a r y�fi n a n ci al�i n stit uti o n s’�st e rli n g�a n d�all�f o r ei g n c u r r e n c y�g r o s s�
l e n di n g t o�s m all�a n d�m e di u�m- si z e d�e nt e r p ri s e s.�T hi s�m e a s u r e�s e r v e s�a s�a n�e sti�m at e�of�t h e�
c r e dit�fi o�w�f o r�fi r�m s�t h at�a p pli e d�f o r�b a n k�c r e dit�a n d�s u c c e s sf ull y�o bt ai n e d�t h e�fi n a n ci n g�
t�h e y�r e�q�ui r e�d.�

B a s e d�o n�t hi s,�w e�d e ri v e�t h e�f oll o�wi n g�e x p r e s si o n�f o r�t h e�c r e dit�g a p�a m o n g�n o n- p a rti ci p ati n g�
S�M E s,�gi v e n�t h ei r n e e d�f o r e xt e r n al�fi n a n c e:�

∑t=∑2�0�1�6� n e e d e d�it�i∈�n o�n −�p a r ti ci p�a nt s�w�it�P it�(A�|A�)A�m o u nt�
C r e dit�G a p�=� C r e dit�fi o�w�t� ∑� ,� ( 4)�

n e e d e d�it�t=�2 0 2 0� i∈�p a r ti ci p a�nt s�w it�P it�(A�|A�)A�m o u nt�

w h e r e�w�it�i st h e s u r v e y w ei g ht�of�fi r�m i at�ti�m e t w h e n t h e s u r v e yi s�c a r ri e d�o ut.�F o r�n o n- p a rti ci p a nt s,�
P (A�|A�) c o r r e s p o n d s�t o t h e p r o b a bilit y�of�b ei n g�a p p r o v e d ifa p pli e d�a n d i sc o�m p ut e d�a s�t h e o ut- of�-
s a�m pl e�p r e di cti o n�of�t h e a p p r o v al li k eli h o o d f o r n o n- p a rti ci p ati n g�fi r�m s.�F o r�p a rti ci p a nt s,�P (A�|A�)�
r ef e r s�t o t h e�e sti�m at e d�a p p r o v al�li k eli h o o d f o r fi r�m s�t h at h a v e�a p pli e d�f o r c r e dit.�

T h e�a p p r o v al�m o d el�i s a�p r o bit�m o d el�t h at�e sti�m at e s�t h e�p r o b a bilit y�of�a p p r o v al�(�m e a s u r e d�a s�
t h e�n o n- e xi st e n c e�of�c r e dit�c o n st r ai nt,�i.�e.�t h e�S�M E s�w e r e�“ off e r e d t h e�f a cilit y�w a nt e d�a n d�t o o k�
it”) b a s e d�o n�a s et�of�e x pl a n at o r y�v a ri a bl e s.�T h e s e�v a ri a bl e s�i n cl u d e w h et h e r�t h e fi r�m h a s�a st r o n g�
r el ati o n s hi p wit h�it s p ri�m a r y�b a n k,�t h e D u n�& B r a d st r e et�ri s k r ati n g s,�t h e i n d u st r y SI C�c o d e�( w hi c h�
i d e nti fi e s t h e�p ri n ci p al�a cti vit y�of�t h e�b u si n e s s),�t h e�e c o n o�mi c�r e gi o n�( d e�fi n e d�a s�t h e�St a n d a r d�
R e gi o n�w h e r e�t h e�S M E�i s r e gi st e r e d),�s u r v e y�ti�mi n g,�l e g al f o r�m,�fi n a n ci al�l e v e r a g e a s�r e p o rt e d i n�
t h e�m o st�r e c e nt fi n a n ci al�st at e�m e nt,�t h e�a m o u nt�of�p r o fit�o r�l o s s i n t h e�p a st�1 2�m o nt h s,�w h et h e r�
t h e�m aj o rit y�s h a r e h ol d e r�b el o n g s�t o�a n y�b u si n e s s�g r o u p s�o r�i n d u st r y b o di e s,�t u r n o v e r,�a n d�fi r�m�
a�g�e.�

I n t hi s�c o nt e xt,�t h e�n u�m e r at o r�i n E q u ati o n�(4 ) r e p r e s e nt s�t h e�e x p e ct e d�a p p r o v e d�a�m o u nt�if n o n�-
p a rti ci p ati n g�fi r�m s�w e r e�t o�a p pl y�f o r�b a n k�c r e dit,�w hil e�t h e�d e n o�mi n at o r�r ef e r s�t o�t h e�e x p e ct e d�
a p p r o v e d�a m o u nt�f o r fi r�m s�t h at a cti v el y�p a rti ci p at e d�i n t h e b a n k�c r e dit�m a r k et.�Fi r�m s�wit h�c r e dit�
n e e d s�c a n�b e�c at e g o ri z e di nt o t�w o�g r o u p s:�p a rti ci p ati n g�fi r�m s (i.�e.,�a p pli c a nt s)�a n d�n o n- p a rti ci p ati n g�
fi r�m s.�T h e�m et h o d ol o g y�e�m pl o y e d�li n k s t h e�d e si r e d�c r e dit�v ol u�m e�of�n o n- p a rti ci p ati n g�fi r�m s�t o�
t h at of�p a rti ci p ati n g�fi r�m s.�It al s o�e st a bli s h e s�a c o n n e cti o n�b et�w e e n�t h e fl o�w of�c r e dit�t o s u c c e s s�-
f ul a p pli c a nt s�a n d�t h e�p ot e nti al�c r e dit�fl o�w�t o�n o n- p a rti ci p a nt s.�

Ta bl e�7 di s pl a y s�t h e r e s ult s�d e�fl at e d�b y�J a n u a r y�2 0 2 5�C PI.�T h e�“ C r e dit fl�o w”�c ol u�m n�c o nt ai n s�t h e�
a ct u al�g r o s s�l e n di n g t o S�M E s�a s�gi v e n�b y�t h e B o�E d at a.�T h e�“ C r e dit g a p”�c ol u�m n�c o nt ai n s�t h e fi n al�
e sti�m at e�of�t h e�fi n a n c e�g a p�c o�m p ut e d�f o r e a c h�y e a r,�w hi c h�i s t h e�e x p e ct e d�a d diti o n al�a�m o u nt�of�
l e n di n g t o�S�M E s�w hi c h�w o ul d�h a v e�b e e n�m a d e�if all�S�M E s�wit h�a�n e e d�f o r fi n a n c e�h a d�a p pli e d�f o r�
b a n kl o a n si n�e a c h�y e a r�of�2 0 1 6- 2 0 2 0.�T h e�fi n al r o�w di s pl a y s t h e t ot al�a�m o u nt�of�a ct u al�c r e dit�fl o�w�
a n d�t h e�t ot al�g a p�i n t h e�p e ri o d�of�a n al y si s.�T h e s e�i�m pl y t h at�n o n- a p pli c ati o n�t o�fi n a n c e�d e s pit e�
t h e�n e e d�f o r�e xt e r n al�fi n a n c e�h a s�r e s ult e d i n a�fi n a n c e�g a p�of�o n e�t hi r d t h e�a ct u al�l e n di n g.�F u r�-
t h e r�m o r e,�t h e�e sti�m at e s�a c r o s s�y e a r s�s h o�w t h at t h e�a n n u al�g a p�m a s si v el y�i n c r e a s e d f r o�m 2 0 1 5�
t o 2 0 1 9,�st a rti n g�at�£ 6.�6 b n s�a n d�e n di n g�t h e p e ri o d�at�£ 2 4.�5 b n s,�a n�al�m o st�f o u r f ol d i n c r e a s e.�
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Ta bl e�7:�C u r r e nt�c r e dit�a n d�c r e dit�g a p�(i n b n s�of�p o u n d s�d e�ti at e d�b y�C PI�2 0 2 5)�

C r e dit�fi o�w� C r e dit�g a p�

2 0 1 5� 7 8.�5 3� 9.�4 8�
2 0 1 6� 7 9.�3 3� 1 7.�4 8�
2 0 1 7� 7 4.�6 4� 2 7.�5 0�
2 0 1 8� 7 4.�1 6� 2 3.�0 1�
2 0 1 9� 7 7.�8 7� 3 1.�4 0�

T ot al� 3 8 4.�5 3� 1 0 8.�8 7�

A s�a c o�m p a ri s o n�e x e r ci s e,�w e�u s e�t h e�L o n git u di n al�S m all�B u si n e s s�S u r v e y�( L S B S) t o�c o�m p ut e�t h e�
n o n- p a rti ci p ati o n�c r e dit�g a p�i n 2 0 1 9�a n d�2 0 2 3.�F o r�t hi s�w e�u s e�t h e f oll o�wi n g e x p r e s si o n:�

∑�
i∈�n o�n −�p a r ti ci p�a nt s�w�it�P t ( A�|A�)L�it�

C r e dit�G a p�L S�B S =�C r e dit�fi o�w t ∑� ,� ( 5)�t�
i∈�p a r ti ci p a�nt s�w�it�1 { A p p r o v e d�} L�it�

w h e r e�1 {·�} d e n ot e s�a n�i n di c at o r f u n cti o n�w hi c h�i s e q u al�t o�1 w h e n�a p pli c a nt�b u si n e s s e s�h a v e�
b e e n�a p p r o v e d�a n d�z e r o�ot h e r�wi s e.�B e c a u s e�w e�d o�n ot�e sti�m at e�a p r o b a bilit y�m o d el,�w e�a s s u�m e�
t h e p r o b a bilit y�of�a p pli c ati o n�a p p r o v al f o r n o n- p a rti ci p a nt s�w h o�h a d�a n e e d f o r fi n a n c e�t o b e�e q u al�
t o�t h e�o v e r all�s u c c e s s�r at e�i n t h e�s a�m pl e,�i n t h e�c o r r e s p o n di n g�y e a r.�W e� a s s u�m e�t h at�a m o u nt�
n e e d e d�w o ul d�b e�p o siti v el y�c o r r el at e d�wit h�e m pl o y�m e nt�si z e�(L it�) a n d�u s e�t hi s�t o�a p p r o xi�m at e�
E q u ati o n�(5 ) t o E q u ati o n�4 . F o r�2 0 1 9,�w e�e sti�m at e�t h e c r e dit�g a p�t o b e�£ 2 7�b n s�a n d,�f o r 2 0 2 3,�w e�
e sti�m at e�it t o�b e�£ 2 6�b n s.�U si n g�ni n e�w a v e s�of�t h e�S�M E F�M�f r o�m Q 1/ 2�2 0 1 1�t o�Q 2�2 0 1 3,�Fr a s e r�
(2 0 1 4 ) e sti�m at e d�t h at,�b y�a d d r e s si n g�b a n k�i s s u e s a s s o ci at e d�wit h�di s c o u r a g e�m e nt,�a p p r o xi�m at el y�
7 7,�0 0 0�b u si n e s s e s�o r�6 3�p e r�c e nt�of�n e�w a p pli c a nt s�mi g ht�r e c ei v e�a l o a n o r�o v e r d r aft�if t h e y�a p�-
pli e d.�A c c o r di n g�t o�R o b e rt s�(2 0 1 8 ), t hi s�w o ul d�c o r r e s p o n d�t o�a r o u n d�£ 2�b n�of�d e bt,�alt h o u g h�it�
i s n ot�cl e a r�i n w hi c h�y e a r�p ri c e s.�C o n si d e ri n g�it t o�b e�i n 2 0 1 3�p ri c e s,�t h e�i n�fi at e d fi g u r e�i n 2 0 2 5�
p ri c e s�w o ul d�b e�£ 2.�5�b n.�If £ 2�b n�i s b ei n g�gi v e n�i n 2 0 1 8�p ri c e s,�t h e n�it s i n�fi ati o n t o�2 0 2 5�p ri c e s�
w o ul d�r e s ult�a r o u n d�£ 2.�8�b n.�Alt h o u g h�t hi s i s l o�w e r t h a n o u r�i niti al e sti�m at e�of�£ 9.�5�b n�f o r 2 0 1 5,�
it r el at e s�t h e p e ri o d�Q 1/ 2�2 0 1 1�t o Q 2�2 0 1 3,�b ef o r e�t h e b e gi n ni n g�of�o u r�a n al y si s.�Al s o,�gi v e n�t h e�
i n c r e a s e w e�o b s e r v e�i n Ta bl e�7 , it i s pl a u si bl e�t h at t h e g a p�i n c r e a s e d b et�w e e n�2 0 1 1�a n d�2 0 1 5.�

T hi s�s e cti o n�h a s�e sti�m at e d�t h at t h e�c r e dit�g a p�st e�m mi n g�f r o�m S�M E s�n ot�a p pl yi n g�f o r e xt e r n al�fi -

n a n c e�d e s pit e�n e e d�h a s�s u r p a s s e d £ 2 5�b n s.�It h a s�al s o�b e e n�s h o�w t h at f o�m e nti n g a�st r o n g e r�r el a -

ti o n s hi p b et�w e e n�S�M E s�a n d b a n k s�c o ul d�s u b st a nti all y�c o nt ri b ut e�f o r r e d u ci n g t hi s g a p�b y�e n c o u r�-
a gi n g�S M E s�t o�a p pl y�f o r�fi n a n c e.�W e� e sti�m at e d�t h at�a st r o n g�r el ati o n s hi p�r ai s e s�t h e�p r o b a bilit y�
of�a p pli c ati o n�b y�1 0�p e r c e nt a g e�p oi nt s.�A�st r o n g�r el ati o n s hi p�al s o�i s e sti�m at e d�t o�r ai s e�t h e�p r o b�-
a bilit y�of�a p pli c ati o n�s u c c e s s�b y�1 3�p e r c e nt a g e�p oi nt s.�F u rt h e r�m o r e,�w e�v e ri fi e d�t h e�i m p o rt a n c e�
of�s oft i nf o r�m ati o n f o r b u si n e s s e s�w hi c h�h a v e�hi g h e r�ri s k�r ati n g,�y o u n g e r�a g e�a n d�l o�w e r t u r n o v e r.�
F u rt h e r�m o r e,�Fi g u r e s�1 5�-1 7�s h o�w e d�si�mil a r�di st ri b uti o n s�of�a p p r o v al�p r o b a biliti e s�b et�w e e n�di s�-
c o u r a g e d b u si n e s s e s�a n d�a p p r o v e d�a p pli c a nt s,�t h u s s u g g e sti n g�a hi g h�l e v el of�di s c o u r a g e�m e nt�i n-

ef fi ci e n c y,�i n w hi c h�a�hi g h�p r o p o rti o n�of�di s c o u r a g e d�b u si n e s s e s�w o ul d�h a v e�b e e n�a p p r o v e d�h a d�
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t�h e y�a�p�pli e�d.�

T h e�n e xt�s e cti o n�u s e s�t h e S u r v e y�o n�t h e A c c e s s�t o Fi n a n c e�of�E nt e r p ri s e s�( S A F E) t o e v al u at e�l e n d-

i n g o ut c o�m e s�if t h e�G e r�m a n�o r�Fr e n c h�s y st e�m s�w e r e�i m pl e�m e nt e d i n t h e�U K.�Gi v e n�t h e�p o siti v e�
r e s ult�w e�ti n d�h e r e�f r o�m a st r o n g�r el ati o n s hi p�b et�w e e n�b a n k s�a n d�b u si n e s s�o n�fi n a n c e�a p pli c a�-
ti o n a s�w ell�a s�s u c c e s s,�w e�e x p e ct�t h e c o u nt e rf a ct u al s�i n t h e n e xt�s e cti o n�t o al s o�b e�p o siti v e,�si n c e�
r el ati o n s hi p�b a n k s�r e p r e s e nt�a l a r g e s h a r e�of�b ot h�t h e�G e r�m a n�a n d�Fr e n c h�m a r k et s.� R el ati o n�-
s hi p�b a n ki n g�e xt e n d s�b e y o n d�“ a st r o n g�r el ati o n s hi p�b et�w e e n�b a n k�a n d�b u si n e s s”.�It c h a r a ct e ri s e s�
b a n k s�w hi c h�o p e r at e�i n cl o s e�p r o xi�mit y�t o�c u st o�m e r s�a n d�vi a�a b u si n e s s�m o d el�t h at�r eli e s�o n�c ul�-
ti v ati n g�a n d�utili zi n g�t h e�st r o n g�r el ati o n s hi p�it e st a bli s h e s�wit h�cli e nt s�t o�g at h e r�a n d�b uil d�s oft�
i nf o r�m ati o n w hi c h�i s t h e n�u s e d�i n l e n di n g d e ci si o n s�(M a y e r�et�al.�, 2 0 2 1 ). 

6.�3� Fi�n a n c e�G a p�of�U K�B u si�n e s s e s�

6.�3.�1� S ur v e y�o n�t h e�A c c e s s�t o Fi n a n c e�of�E nt er pri s e s�( S A F E)�

S A F E’�s d at a�a r e�c oll e ct e d�t h r o u g h�a s u r v e y�of�c o�m p a ni e s�i n t h e�E u r o p e a n�U ni o n,�c o n d u ct e d�o n�
b e h alf�of�t h e E u r o p e a n�C o�m�mi s si o n�(�D�G I nt e r n al M a r k et,�I n d u st r y,�E nt r e p r e n e u r s hi p�a n d�S�M E s)�
a n d�t h e E u r o p e a n�C e nt r al�B a n k�( E C B). T h e�S A F E�w a s�l a u n c h e d i n 2 0 0 9,�p a rti all y�m oti v at e d�b y�t h e�
fi n a n ci al�c ri si s,�a n d�i niti all y w a s�r u n�e v e r y�si x�m o nt h s�u si n g�a gi v e n�s et�of�q u e sti o n s�a n d�i n a�li�m-
it e d n u�m b e r�of�e u r o�a r e a�c o u nt ri e s�(t h e�“ E C B�r o u n d”).�A m o r e�c o�m p r e h e n si v e�s u r v e y,�r u n�i n c o�-
o p e r ati o n�wit h�t h e�E u r o p e a n�C o�m�mi s si o n�a n d�c o v e ri n g�all�E u r o p e a n�U ni o n�M e�m b e r�St at e s�pl u s�
s o�m e�n ei g h b o u ri n g�c o u nt ri e s�(t h e�“ C o�m m o n�r o u n d”)�w a s�i niti all y c o n d u ct e d�e v e r y�t w o�y e a r s,�i n�
2 0 0 9�H 1�a n d 2 0 1 1�H 1.�Si n c e�2 0 1 3�H 1,�b ot h�t h e E C B�r o u n d a n d�t h e C o�m�m o n�r o u n d a r e�c o n d u ct e d�
o n c e�a y e a r,�a r o u n d�A p ril�a n d�O ct o b e r�r e s p e cti v el y�(E C B�, 2 0 2 3 ). 

Ta bl e s�8 a n d�9 p r e s e nt�t h e�s a�m pl e�si z e s�f o r G e r�m a n y�( D E),�Fr a n c e�( F R),�S w e d e n�( S E) a n d�t h e�U K�
a c r o s s�s u b- y e a r�s a�m pli n g�a n d�a c r o s s�y e a r s,�r e s p e cti v el y.�U�K�a n d�S�w e di s h�b u si n e s s e s�a r e�s a�m -
pl e d�o nl y�i n t h e C o�m m o n�r o u n d�a n d�a s�a c o n s e q u e n c e�t h e y a r e�a b s e nt�f r o�m t h e d at a�i n 2 0 1 0�a n d�
2 0 1 2.�T h e�U K�al s o�st o p p e d�p a rti ci p ati n g�i n t h e�s u r v e y�aft e r�2 0 2 1.�F u rt h e r�m o r e,�it i s cl e a r�t h at�
t h e s a�m pl e s�f o r t h e U K�a n d f o r S�w e d e n�a r e�q uit e�s m all e r�t h a n f o r G e r�m a n y�a n d Fr a n c e,�i n di c ati n g�
t h at e sti�m at e s�f o r t h e�f o r�m e r t�w o�c o u nt ri e s�w o ul d�b e�m o r e�u n c e rt ai n.�

Ta bl e�8:�S a�m pl e�p e r�y e a r�fi el d�w o r k�

D�E� F�R� S�E� U�K� T�ot�al�
H�1� 1�9�2�5�8� 1�9�9�2�4� 6�2�0�6� 1�0�9�2�9� 5�6�3�1�7�
H�2� 1�7�8�0�5� 1�8�1�2�1� 0� 0� 3�5�9�2�6�
T�ot�al� 3�7�0�6�3� 3�8�0�4�5� 6�2�0�6� 1�0�9�2�9� 9�2�2�4�3�
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Ta bl e�9:�S a�m pl e�p e r�y e a r�

D E� F R� S E� U K� T ot al�
2 0 0 9� 2 0 0 4� 2 0 0 1� 2 2 0� 5 0 2� 4 7 2 7�
2 0 1 0� 2 0 0 0� 2 0 0 7� 0� 0� 4 0 0 7�
2 0 1 1� 2 0 0 6� 2 0 0 7� 5 0 0� 1 0 0 1� 5 5 1 4�
2 0 1 2� 2 0 0 8� 2 0 0 3� 0� 0� 4 0 1 1�
2 0 1 3� 2 0 0 0� 2 0 0 7� 5 0 7� 1 0 0 0� 5 5 1 4�
2 0 1 4� 2 8 3 7� 3 0 0 3� 5 0 0� 1 2 1 8� 7 5 5 8�
2 0 1 5� 3 0 0 3� 3 0 0 7� 5 0 2� 1 4 2 0� 7 9 3 2�
2 0 1 6� 3 0 0 1� 3 0 0 3� 4 9 9� 1 5 0 2� 8 0 0 5�
2 0 1 7� 3 0 0 6� 3 0 0 8� 5 0 0� 1 0 7 0� 7 5 8 4�
2 0 1 8� 3 0 0 5� 3 0 0 3� 4 7 1� 1 1 7 7� 7 6 5 6�
2 0 1 9� 2 9 6 4� 2 8 6 1� 5 0 1� 1 4 3 7� 7 7 6 3�
2 0 2 0� 2 6 5 4� 3 0 0 2� 5 0 1� 3 0 1� 6 4 5 8�
2 0 2 1� 2 4 9 1� 2 6 7 5� 5 0 0� 3 0 1� 5 9 6 7�
2 0 2 2� 2 5 8 1� 2 9 5 6� 5 0 2� 0� 6 0 3 9�
2 0 2 3� 1 5 0 3� 1 5 0 2� 5 0 3� 0� 3 5 0 8�
T ot al� 3 7 0 6 3� 3 8 0 4 5� 6 2 0 6� 1 0 9 2 9� 9 2 2 4 3�

T h e�i nt e r vi e�w s a r e�p r e d o�mi n a ntl y�c o n d u ct e d�b y�t el e p h o n e�( u si n g c o�m p ut e r- a s si st e d�t el e p h o n e�
i nt e r vi e�wi n g o r�C A TI).�H o�w e v e r,�i n a�f e�w w a v e s�r e s p o n d e nt s�h a d�t h e�o pti o n�t o�till�i n t h e�o nli n e�
q u e sti o n n ai r e.�T h e�i nt e r vi e�w e e i n e a c h�c o�m p a n y�w a s�a t o p-l e v el�e x e c uti v e�(E C B�, 2 0 2 3 ). 

T h e�c o�m p a ni e s�i n t h e�s a�m pl e�a r e�r a n d o�ml y�s el e ct e d f r o�m t h e�D u n�&�B r a d st r e et�b u si n e s s�r e gi s -

t e r.�I n s o�m e�c o u nt ri e s,�w h e r e�t h e�D u n�& B r a d st r e et�r e gi st e r�w a s�n ot�s uf fi ci e nt�o r�n ot�a v ail a bl e,�
ot h e r�( m ai nl y l o c al) s o u r c e s�h a v e�al s o�b e e n�u s e d�i n t h e�p a st.�T h e�s a�m pl e�i s st r ati fi e d b y�c o u nt r y,�
e nt e r p ri s e�si z e�cl a s s�(�mi c r o,�1- 9�e�m pl o y e e s;�s�m all,�1 0- 4 9�e�m pl o y e e s;�m e di u�m,�5 0- 2 4 9�e�m pl o y�-
e e s;�a n d�l a r g e,�2 5 0�o r�m o r e�e�m pl o y e e s)�a n d�e c o n o�mi c�a cti vit y�( o n e- di git l e v el of�t h e�E u r o p e a n�
N A C E�cl a s si fi c ati o n).�S o�m e�i n d u st ri e s w e r e�e x cl u d e d�f r o�m t h e�s a�m pl e:�a g ri c ult u r e,�f o r e st r y a n d�
fi s hi n g�( A),�fi n a n ci al�a n d�i n s u r a n c e a cti viti e s�( K),�p u bli c�a d�mi ni st r ati o n�a n d�d ef e n c e,�c o�m p ul s o r y�
s o ci al�s e c u rit y�( O),�e d u c ati o n�( P), h u�m a n�h e alt h�a n d�s o ci al�w o r k�a cti viti e s�( Q), a cti viti e s�of�h o u s e�-
h ol d s�a s�e�m pl o y e r s;�u n diff e r e nti at e d�g o o d s- a n d�s e r vi c e s- p r o d u ci n g�a cti viti e s�of�h o u s e h ol d s�f o r�
o w n�u s e�( T), a cti viti e s�of�e xt r a-t e r rit o ri al�o r g a ni s ati o n s�a n d b o di e s�( U), h ol di n g�c o�m p a ni e s�( N A C E�
6 4.�2 0)�a n d�p ri v at e�n o n- p r o�fit�i n stit uti o n s (E C B�, 2 0 2 3 ). 

T h e�n u�m b e r�of�fi r�m s�i n e a c h�of�t h e s e�st r at a�w a s�a dj u st e d�t o�i n c r e a s e t h e�a c c u r a c y�of�t h e�s u r v e y�
a c r o s s�a cti viti e s�a n d�si z e�cl a s s e s.�F o r�i n st a n c e, s�m all fi r�m s�a r e�o v e r- r e p r e s e nt e d�i n t e r�m s of�t h ei r�
e c o n o�mi c�w ei g ht�( e�m pl o y�m e nt)�a n d�h e n c e�r e�w ei g ht e d.�S o�m e�c o u nt ri e s�a r e�e x cl u d e d�f r o�m t h e�
E C B�r o u n d d u e�t o t h ei r s�m all�si z e�a n d i n c r e a s e s i n t h e s a�m pl e�of�v a ri o u s�c o u nt ri e s�h a v e�o c c u r r e d�
b et�w e e n�2 0 1 0�a n d�2 0 1 4�f o r b ot h�r o u n d s�(E C B�, 2 0 2 3 ). 

T h e�w ei g ht s�i n t h e�S A F E�d at a�r e�fi e ct�t h e�e c o n o�mi c�w ei g ht�of�e nt e r p ri s e s�i n t h ei r�c o u nt ri e s�a n d�
t h ei r e�m pl o y�m e nt�si z e�i s u s e d�a s�a p r o x y�f o r t hi s (E C B�,2 0 2 3 ). Ta bl e s�1 0�a n d 1 1�di s pl a y�t h e n u�m b e r�
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of�s a�m pl e d b u si n e s s e s�i n e a c h�c o u nt r y�b y�e m pl o y�m e nt�si z e�a n d�t h e w ei g ht�of�t h e s e b u si n e s s e s�i n�
t h e e c o n o�m y�of�e a c h�c o u nt r y,�r e s p e cti v el y.�Ta bl e�1 1�e s s e nti all y�s u�m m a ri s e s�h o�w m u c h�e a c h b u si�-
n e s s�si z e�a c c o u nt s�f o r�e a c h�c o u nt r y’�s w o r k e r s�p o p ul ati o n.�W hil e� t h e�n u�m b e r s�a r e�si�mil a r,�s o�m e�
diff e r e n c e s�a r e�w o rt h y�of�n oti n g.�T h e�U�K�h a s�t h e hi g h e st�e�m pl o y�m e nt�p r o p o rti o n�f o r b u si n e s s e s�
wit h�2 5 0�o r�m o r e�e�m pl o y e e s�( 4 6.�3 p e r�c e nt)�a n d Fr a n c e�h a s�t h e hi g h e st�p r o p o rti o n�f o r b u si n e s s e s�
wit h�1�t o 9�e�m pl o y e e s.�

Ta bl e�1 0:�E�m pl o y�m e nt�si z e�

D E� F R� S E� U K� T ot al�
Fr o�m�1�e�m pl o y e e�t o 9�e�m pl o y e e s� 9 3 4 7� 1 2 7 6 3� 1 7 8 2� 3 0 9 2� 2 6 9 8 4�
Fr o�m�1 0�e�m pl o y e e s�t o 4 9�e�m pl o y e e s� 1 1 8 2 4� 1 0 9 5 9� 1 8 8 3� 3 3 9 1� 2 8 0 5 7�
Fr o�m�5 0�e�m pl o y e e s�t o 2 4 9�e�m pl o y e e s� 1 1 5 3 7� 9 9 3 5� 1 7 7 4� 2 9 8 2� 2 6 2 2 8�
2 5 0�e�m pl o y e e s�o r�m o r e� 4 3 5 5� 4 3 8 8� 7 6 7� 1 4 6 4� 1 0 9 7 4�
T ot al� 3 7 0 6 3� 3 8 0 4 5� 6 2 0 6� 1 0 9 2 9� 9 2 2 4 3�

Ta bl e�1 1:�E c o n o�m y�w ei g ht�( P e r c e nt)�

D E� F R� S E� U K�
Fr o�m�1�e�m pl o y e e�t o 9�e�m pl o y e e s� 1 9.�5� 2 7.�3� 2 4� 1 8.�9�
Fr o�m�1 0�e�m pl o y e e s�t o�4 9�e�m pl o y e e s� 2 2.�8� 1 8� 2 0.�8� 1 8.�9�
Fr o�m�5 0�e�m pl o y e e s�t o�2 4 9�e�m pl o y e e s� 1 9.�5� 1 4.�6� 1 8.�1� 1 5.�9�
2 5 0�e�m pl o y e e s�o r�m o r e� 3 8.�2� 4 0.�1� 3 7.�2� 4 6.�3�

Ta bl e s�1 2�a n d 1 3�c o nt ai n�t h e n u�m b e r�of�b u si n e s s e s�i nt e r vi e�w e d i n e a c h�c o u nt r y�b y�t u r n o v e r l e v el�
a n d�t h ei r�w ei g ht�i n t h e�e c o n o�m y.�Fr o�m 2 0 1 4�o n�w a r d s,�t h e�alt e r n ati v e�“ U p�t o�2 milli o n�e u r o s”�
t o�t h e�c o r r e s p o n di n g�s u r v e y�q u e sti o n�w a s�di vi d e d�i nt o t h e r e e:�“ M o r e�t h a n�1 milli o n�a n d�u p�t o�
2�milli o n�e u r o s”,�“�M o r e�t h a n�5 0 0�t h o u s a n d�a n d�u p�t o�1�milli o n�e u r o s”�a n d�“ U p�t o�5 0 0�t h o u s a n d�
e u r o s”.�Ta bl e�1 3�o nl y�p r e s e nt s�t h e�p r o p o rti o n s�c o r r e s p o n di n g�t o�t h e�y e a r s�aft e r�2 0 1 3,�wit h�t h e�
n e�w alt e r n ati v e s.�Ta bl e�1 3�s h o�w s�t h at,�a s�d e�ti n e d�i n t u r n o v e r�v al u e s,�S�M E s�r e p r e s e nt�al�m o st�7 0�
p e r�c e nt�of�t h e e c o n o�m y�w h e n�w ei g ht e d�b y�e m pl o y�m e nt�si z e.�

Ta bl e�1 2:�T u r n o v e r�l e v el�

D�E� F�R� S�E� U�K� T�ot�al�
M�o r�e�t�h�a�n�5�0�milli�o�n�e�u r�o�s� 4�2�6�3� 4�2�8�9� 1�0�5�3� 1�3�2�5� 1�0�9�3�0�
M�o r�e�t�h�a�n�1�0�milli�o�n�a�n�d�u�p�t�o�5�0�milli�o�n�e�u r�o�s� 7�4�9�9� 7�7�0�2� 1�3�3�7� 1�9�7�3� 1�8�5�1�1�
M�o r�e�t�h�a�n�2�milli�o�n�a�n�d�u�p�t�o�1�0�milli�o�n�e�u r�o�s� 9�4�2�2� 8�8�1�9� 1�5�4�1� 2�6�1�2� 2�2�3�9�4�
U�p�t�o�2�milli�o�n�e�u r�o�s� 4�6�5�8� 4�1�7�8� 4�9�3� 1�2�8�6� 1�0�6�1�5�
M�o r�e�t�h�a�n�1�milli�o�n�a�n�d�u�p�t�o�2�milli�o�n�e�u r�o�s� 3�2�1�4� 3�5�8�2� 6�2�8� 9�8�6� 8�4�1�0�
M�o r�e�t�h�a�n�5�0�0�t�h�o�u�s�a�n�d�a�n�d�u�p�t�o�1�milli�o�n�e�u r�o�s� 2�9�3�9� 3�5�7�9� 4�6�9� 7�7�8� 7�7�6�5�
U�p�t�o�5�0�0�t�h�o�u�s�a�n�d�e�u r�o�s� 3�9�5�3� 4�9�8�8� 5�4�7� 1�5�5�7� 1�1�0�4�5�
D�K/�N�A� 1�1�1�5� 9�0�8� 1�3�8� 4�1�2� 2�5�7�3�
T�ot�al� 3�7�0�6�3� 3�8�0�4�5� 6�2�0�6� 1�0�9�2�9� 9�2�2�4�3�
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Ta bl e�1 3:�T u r n o v e r�l e v el (�W ei g ht e d p e r�c e nt)�

D�E� F�R� S�E� U�K�
M�o r�e�t�h�a�n�5�0�milli�o�n�e�u r�o�s� 2�9.�1� 3�0.�6� 3�4.�4� 3�2.�3�
M�o r�e�t�h�a�n�1�0�milli�o�n�a�n�d�u�p�t�o�5�0�milli�o�n�e�u r�o�s� 1�9.�3� 1�7.�7� 1�7.�5� 2�0.�8�
M�o r�e�t�h�a�n�2�milli�o�n�a�n�d�u�p�t�o�1�0�milli�o�n�e�u r�o�s� 1�8.�4� 1�5.�2� 1�8� 1�5.�3�
M�o r�e�t�h�a�n�1�milli�o�n�a�n�d�u�p�t�o�2�milli�o�n�e�u r�o�s� 7� 6.�6� 8.�3� 6.�2�
M�o r�e�t�h�a�n�5�0�0�t�h�o�u�s�a�n�d�a�n�d�u�p�t�o�1�milli�o�n�e�u r�o�s� 6.�7� 7.�4� 6.�5� 5�
U�p�t�o�5�0�0�t�h�o�u�s�a�n�d�e�u r�o�s� 9.�7� 1�1.�5� 8.�1� 1�0.�1�
D�K/�N�A� 2.�7� 2.�2� 2� 3�

S A F E�a s k s�p a rti ci p a nt s�a b o ut�t h e�r el e v a n c e�of�ti n a n ci al�i n st r u�m e nt s f o r t h e�m.�Fi g u r e�1 8�f o c u s e s�
o n�b a n k�l o a n s a n d�i nt e r n al f u n d s.�O n�t h e�l eft h a n d�si d e,�it s h o�w s�t h at i nt e r n al f u n d s a r e�r el e v a nt�
f o r�b et�w e e n�3 0�a n d�4 0�p e r�c e nt�of�S M E s�i n t h e�U K�a n d�i n S�w e d e n.�M e a n�w hil e,� f o r�Fr a n c e�a n d�
G e r�m a n y,�t h e s e n u�m b e r s�a r e�f o u n d b et�w e e n�3 0�a n d 2 4�p e r�c e nt�of�S M E s.�O n�t h e ri g ht h a n d�si d e,�
it s h o�w s�t h at b a n k�l o a n s a r e�r el e v a nt�f o r�a r e�m a r k a bl e�6 5�p e r�c e nt�of�f r e n c h S�M E s.�T hi s�r at e�i s�
a r o u n d�4 5�p e r�c e nt�f o r G e r�m a n y�a n d�b et�w e e n�4 5�a n d 3 0�p e r�c e nt�f o r t h e U K�a n d S�w e d e n.�L a stl y,�
w e�c a n�o b s e r v e�a sli g ht�d o�w n�w a r d�t r e n d�o n�b a n k�l o a n s’�r el e v a n c e�a c r o s s�all�c o u nt ri e s.�

Fi g u r e�1 8:�(�W ei g ht e d) P e r c e nt a g e�of�S M E s�w h o�cit e�i nt e r n al f u n d s o r�b a n k�l o a n s a s�r el e v a nt�

F oll o�wi n g�t h e�q u e sti o n�a b o ut�t h e�r el e v a n c e�of�fi n a n ci al�p r o d u ct s,�S A F E�a s k s�b u si n e s s e s�a b o ut�
t h e r e a s o n f o r t h ei r r e s p o n s e.�Fi g u r e�1 9�,f o c u s e s o n�b a n k�l o a n s, a n d�pl ot s�t h e p r o p o rti o n�of�S�M E s�
w h o�r e s p o n d e d�t h at t h e y�d o�n ot�n e e d�t h e s e.�O n�t h e�l eft,�w e�s h o�w t h e�p e r c e nt a g e s�c o n si d e ri n g�
t h e�n u�m b e r�of�S M E s�w h o�d o�n ot�fi n d�b a n k�l o a n s r el e v a nt�a s�t h e�d e n o�mi n at o r.�Gi v e n�t h at,�f o r all�
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c o u nt ri e s,�t h e s e�p e r c e nt a g e s�a r e�o v e r�7 0�p e r�c e nt�i n g e n e r al,�t hi s�pl ot�i n di c at e s t h at�n ot�n e e di n g�
b a n k�l o a n s i s t h e�m ai n�r e a s o n�f o r cl a s sif yi n g�it a s�i r r el e v a nt.�O n�t h e�ri g ht,�w e�u s e�t h e�e nti r e�S�M E�
s a�m pl e a s�t h e�d e n o�mi n at o r t o d et e r�mi n e t h e�p e r c e nt a g e�of�S�M E s�t h at d o�n ot�r e q ui r e b a n k�l o a n s i n�
t h e o v e r all�p o p ul ati o n.�Fr a n c e�p r e s e nt s�t h e l o�w e st p e r c e nt a g e s�of�S�M E s�w hi c h�d o�n ot�n e e d�b a n k�
l o a n s ( b et�w e e n 2 0�t o 3 0�p e r�c e nt),�a g ai n�d e�m o n st r ati n g�t h e i�m p o rt a n c e of�t hi s t y p e of�l e n di n g f o r�
Fr e n c h�e nt e r p ri s e s.�T h e�U K�p e r c e nt a g e s�a r e�b el o�w t h o s e�of�S w e d e n,�st a rti n g�at�4 0�p e r�c e nt�i n�
2 0 1 4�a n d i n c r e a si n g t o 5 5�p e r�c e nt i n 2 0 2 1.�G e r�m a n y�st a rt s�wit h�3 5�p e r�c e nt�of�S�M E s�n ot�n e e di n g�
b a n k�l o a n s i n 2 0 1 4�a n d�a r ri v e s�at�j u st o v e r�4 0�p e r�c e nt�i n 2 0 2 3.�T hi s�u p�w a r d�t r e n d i s o b s e r v e d�
a c r o s s�all�c o u nt ri e s.�

Fi g u r e�1 9:�(�W ei g ht e d) P e r c e nt a g e�of�S�M E s�w h o�d o�n ot�n e e d�b a n k�l o a n s�

Fi g u r e�2 0�c o nt ai n s�t h e p e r c e nt a g e�of�b u si n e s s�(l a r g e o r�S�M E s)�w h o�a p pli e d f o r b a n k�l o a n s i n t h e 6�
m o nt h s�p r e c e di n g�t h e s u r v e y.�T h e�l eft h a n d�si d e�pl ot�s h o�w s�t h at o n�a v e r a g e�3 0�p e r�c e nt�of�Fr e n c h�
l a r g e b u si n e s s e s�a p pli e d f o r b a n k�l o a n s.�I n G e r�m a n y,�aft e r�a p e a k�of�o v e r�3 5�p e r�c e nt,�a p pli c ati o n s�
of�l a r g e b u si n e s s e s�d e c r e a s e�t o o n�a v e r a g e�2 0�p e r�c e nt�f r o�m 2 0 1 5�o n�w a r d s.�S w e d e n�al s o�di s pl a y s�
a�l a r g e d r o p�f r o�m o v e r�2 5�p e r�c e nt�t o�1 0�p e r�c e nt�j u st b ef o r e�t h e�C o vi d- 1 9�c ri si s.�T h e�U�K�s e ri e s�
st a rt s�t h e�p e ri o d�wit h�j u st o v e r�1 5�p e r�c e nt�a n d�d r o p s�t o�j u st o v e r�1 0�p e r�c e nt�i n 2 0 1 9.�O n�t h e�
S�M E�si d e,�w e�c a n�o b s e r v e�a cl e a r�d o�w n�w a r d�t r e n d�a c r o s s�all�c o u nt ri e s�a n d�t h at t h e�U K�p r e s e nt s�
t h e l o�w e st r at e s t h r o u g h o ut t h e p e ri o d,�wit h�t h e e x c e pti o n�of�2 0 2 0,�w h e n�g o v e r n�m e nt�g u a r a nt e e�
s c h e�m e s�h e a vil y�i n c r e a s e d l e n di n g.�
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Fi g u r e�2 0:�P e r c e nt a g e�of�b u si n e s s e s�w h o�a p pli e d�f o r b a n k�l o a n s i n t h e p r e vi o u s�6�m o nt h s�

Fi g u r e�2 1�s h o�w s�t h e�p e r c e nt a g e�of�l a r g e b u si n e s s e s�a n d�of�S M E s�w h o�w e r e�s u c c e s sf ul�i n t h ei r�
b a n k�l o a n a p pli c ati o n s.�W e� d e�ti n e�s u c c e s s�a s�r e c ei vi n g�all�o r�m o st�of�w h at�w a s�a p pli e d�f o r.�F o r�
b ett e r�vi s u ali s ati o n,�w e�s m o ot h�t h e�s e ri e s�d u e�t o�t h ei r�hi g h�v ol atilit y�a n d�d r o p�t h e�y e a r s�aft e r�
2 0 1 9�t o a v oi d�t h e di st o rti o n s�of�C o vi d- 1 9.�F o r�l a r g e b u si n e s s e s,�aft e r�t h e fi n a n ci al�c ri si s,�U K�s u c�-
c e s s�r at e�i n c r e a s e s t o o v e r�9 0�p e r�c e nt�a n d�t h e n d r o p s�b el o�w t h e r at e s of�all�t h e ot h e r�t h r e e c o u n�-
t ri e s.�F o r�S�M E s,�t h e�U K�r at e�al s o�i n c r e a s e s p o st- 2 0 0 8,�b ut�o n�a v e r a g e,�t e n d s�t o�r e�m ai n�sli g htl y�
b el o�w Fr a n c e�a n d�G e r�m a n y�( at a r o u n d�7 5�p e r�c e nt),�alt h o u g h�it s u r p a s s e s�t h e r at e s�of�S w e d e n�i n�
a�f e�w y e a r s.�
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Fi g u r e�2 1:�P e r c e nt a g e�of�b a n k�l o a n a p pli c a nt s�w h o�w e r e�s u c c e s sf ul i n t h e�p r e vi o u s�6 m o nt h s�

Ta bl e�1 4:�B a n k�l o a n a p pli c ati o n�s u c c e s s�i n t h e p a st�6 m o nt h s�( all ti r�m s)�

D�E� F�R� S�E� U�K�
A�p�pli�e�d�a�n�d�g�ot�e�v�e r�yt�hi�n�g� 4�7�9�7� 8�4�1�4� 5�1�4� 7�6�3�
A�p�pli�e�d�b�ut�o�nl�y�g�ot�p�a rt�of�it� 6�3� 3�2� 5� 1�3�
A�p�pli�e�d�b�ut�r�ef�u�s�e�d�b�e�c�a�u�s�e�c�o�st�t�o�o�hi�g�h� 1�0�0� 9�8� 1�2� 2�0�
A�p�pli�e�d�b�ut�w�a�s�r�ej�e�ct�e�d� 2�4�1� 6�3�0� 3�6� 7�0�
A�p�pli�e�d�a�n�d�g�ot�m�o�st�of�it� 2�8�4� 3�4�3� 4�8� 7�3�
A�p�pli�e�d�a�n�d�g�ot�a�li�mit�e�d�p�a rt�of�it� 2�0�4� 3�3�6� 2�2� 3�1�
A�p�pli�c�ati�o�n�i�s�still�p�e�n�di�n�g� 2�9�3� 4�5�1� 2�7� 6�1�
D�o�n�ot�k�n�o�w� 1�8�5� 2�1�7� 3�6� 4�7�
T�ot�al� 6�1�6�7� 1�0�5�2�1� 7�0�0� 1�0�7�8�
P�e r�c�e�nt�a�g�e�i�n�t�ot�al�b�u�si�n�e�s�s�p�o�p�ul�ati�o�n� 1�7�%� 2�8�%� 1�1�%� 1�0�%�

6.�3.�2� Lit er at ur e�

A k b a s�et�al.�(2 0 2 3 ) d e�fi n e�t h e�c r e dit�g a p�a s�t h e�m o n et a r y�fi n a n ci n g�n e e d s�of�fi r�m s�t h at�a r e�b a n k�-
a bl e�b ut�di s c o u r a g e d�f r o�m a p pl yi n g�f o r�a l o a n.�T h e y�u s e�a s�a b e n c h�m a r k�t h e�c r e dit�i nt e n sit y of�
s u c c e s sf ul�a p pli c a nt s�t o�d e ri v e�t h e�p ot e nti al�d e�m a n d�of�b a n k a bl e�di s c o u r a g e d�fi r�m s�wit hi n�t h e�
s a�m e�c o u nt r y.�T h ei r�d at a�c o�m e�f r o�m t h e�E nt e r p ri s e�S u r v e y s,�w hi c h�s p a n�m ulti pl e�c o u nt ri e s�a n d�
a r e�i�m pl e�m e nt e d b y�t h e�E u r o p e a n�I n v e st�m e nt B a n k,�t h e�E u r o p e a n�B a n k�f o r R e c o n st r u cti o n�a n d�
D e v el o p�m e nt�a n d�t h e W o rl d� B a n k�G r o u p.�T o�i d e ntif y t h e b a n k a bl e�b ut�di s c o u r a g e d�fi r�m s,�A k b a s�
et�al.�(2 0 2 3 ) st a rt b y�e sti�m ati n g�a s c o ri n g�m o d el,�t h at i s, t h e p r o b a bilit y�of�a p pli c a nt�fi r�m j t o h a v e�
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t h ei r a p pli c ati o n�r ej e ct e d:�

P (r e j e ct e d�j�=�1�|a p pli e d�j�=�1)�.� ( 6)�

B ef o r e�e sti�m ati n g�t hi s�p r o b a bilit y,�t h e y�c h o o s e�t h e�e x pl a n at o r y�v a ri a bl e s�b y�a p pl yi n g�t h e�L a s s o,�
a st ati sti c al�t e c h ni q u e�f o r v a ri a bl e�s el e cti o n.�T h e y�t h e n�e sti�m at e�a l o git m o d el�wit h�t h e�s el e ct e d�
v a ri a bl e s.�O n c e�e sti�m ati o n�i s c o�m pl et e,�t h e y a p pl y�t h e m o d el�t o t h e s a�m pl e�of�di s c o u r a g e d�ti r�m s�
t o�p r e di ct�t h ei r�a p p r o v al�p r o b a bilit y.�T h e�a ut h o r s�c o�m p ut e�t h e�a d diti o n al�p r o p o rti o n�of�t h e�a g�-
g r e g at e�c r e dit�fi o�w w hi c h�w o ul d�h a v e�b e e n�l e nt t o�di s c o u r a g e d�fi r�m s�h a d�t h e y�a p pli e d�vi a�t w o�
alt e r n ati v e�a p p r o a c h e s:�

•�B y�s etti n g�a t h r e s h ol d i n t h e�di st ri b uti o n�of�r ej e cti o n�p r o b a biliti e s�t h at�r e pli c at e�t h e�o b�-
s e r v e d�r ej e cti o n�r at e�i n t h e�s a�m pl e�of�a p pli c a nt s.�T h e�a ut h o r s�a s s u�m e�t h at�di s c o u r a g e d�
fi r�m s�wit h�a r ej e cti o n�p r o b a bilit y�b el o�w t hi s t h r e s h ol d w o ul d�h a v e�o bt ai n e d�c r e dit�h a d�t h e y�
a p pli e�d.�

∑�
\

j ∈�di s c o�u r�a g e d�w�j 1�{ A p p r o v e d�} L�j
c r e dit�g a p�=�c r e dit�fi o�w� ∑� ( 7)�

k ∈�a p pli e d�w�k 1�{ A p p r o v e d�} L�k�

•�B y�a s s u�mi n g�a n�all o c ati o n�of�c r e dit�i n p r o p o rti o n�t o�t h e fi r�m s’�a p p r o v al�p r o b a biliti e s.�

∑�
\

j ∈�di s c o�u r�a g e d�w�j P ( A p p r o v al�)L�j
c r e dit�g a p�=�c r e dit�fi o�w� ∑� ( 8)�

k ∈�a p pli e d�w�k 1�{ A p p r o v e d�} L�k�

K h a n n a�et�al.�(2 0 1 7 ) e sti�m at e�t h e si z e�of�t h e S�M E�fi n a n c e�g a p�i n e�m e r gi n g�e c o n o�mi e s�u si n g�a p o�-
t e nti al d e�m a n d�a p p r o a c h,�w hi c h�m o d el s�t h e�p ot e nti al�d e�m a n d�f o r c r e dit�b y�S�M E s,�a n d�att e�m pt s�
t o m at c h�it wit h�t h e c u r r e nt�s u p pl y�of�c r e dit.�A s�b e n c h�m a r k�of�t h e p ot e nti al�d e�m a n d,�t h e a ut h o r s�
u s e�t h e�a v e r a g e�d e bt-t o- s al e s�r ati o�of�fi r�m s�i n 1 0�d e v el o p e d�c o u nt ri e s�b y�fi r�m si z e,�i n d u st r y a n d�
a g e.�T h e�d at a�f o r t hi s�a r e�s o u r c e d f r o�m t h e�B u r e a u�v a n�Dij k’�s�O R BI S�d at a b a s e.�T h e y�a p pl y�t h e s e�
r ati o s t o t h e e�m e r gi n g�c o u nt ri e s,�w ei g ht e d�b y�t h e fi r�m cl a s s e s�p r o p o rti o n s�i n t h e s e c o u nt ri e s.�T hi s�
st e p�i s t a k e n u si n g�t h e W o rl d� B a n k�E nt e r p ri s e�S u r v e y s.�A s�a�m e a s u r e�of�s u p pl y,�t h e y u s e�t h e t ot al�
v ol u�m e�of�S M E�l e n di n g f r o�m t h e�I M F’�s Fi n a n ci al�A c c e s s�S u r v e y�( F A S) a n d�f r o�m t h e�O E C�D’�s�S M E�
S c o r e c a r d.�T h e�fi n al�g a p�i s c o�m p ut e d�a s�t h e�diff e r e n c e�b et�w e e n�t h e�e xi sti n g�s u p pl y�i n e�m e r gi n g�
c o u nt ri e s�a n d�t h e d e ri v e d�p ot e nti al�d e�m a n d.�

M c� C a h e r y�et�al.�(2 0 1 5 ) e sti�m at e�c o u nt r y- s p e ci fi c�fi n a n ci n g�g a p s�of�S M E s�a s�t h e�diff e r e n c e�b e�-
t w e e n�t h e�d e�m a n d�f o r�a n d�s u p pl y�of�fi n a n c e�i n 2 0 1 3,�t a ki n g�i nt o a c c o u nt�t h e�d e si r e d�fi n a n c e�
a�m o u nt�r at h e r�t h a n�j u st t h e�l o a n v al u e.�T h ei r�a n al y si s�i n cl u d e s t h e�U S,�Fr a n c e,�G e r�m a n y,�T h e�
N et h e rl a n d s,�P ol a n d�a n d�R o�m a ni a.�U si n g�t h e�S�A F E�f o r t h e�E u r o p e a n�c o u nt ri e s,�t h e y�a r e�a bl e�t o�
s e p a r at e�d e�m a n d�a n d�s u p pl y�b y�h a vi n g�a c c e s s�t o�t h e�a m o u nt s�S�M E s�r e p o rt e d t o�h a v e�r e q u e st e d�
w h e n�a p pl yi n g�f o r�fi n a n c e.�U nf o rt u n at el y,�t h e�c o r r e s p o n di n g�q u e sti o n�i s n ot�a v ail a bl e�a n y�m o r e�
i n t h e�S A F E.�U si n g�ot h e r�st u di e s’�r e s ult s�t h e y�c a n�p e rf o r�m t h e�s a�m e�e sti�m ati o n�f o r t h e�U S.�T h ei r�
r e s ult s�s h o�w t h at,�f o r Fr a n c e,�t h e�l o a n g a p�r a n g e d f r o�m 3.�3 7�p e r�c e nt�t o�5.�1 6�p e r�c e nt�of�G D P�i n�
2 0 1 3;�f o r G e r�m a n y,�t h e�l o a n g a p�r a n g e d f r o�m 2.�7 0�p e r�c e nt�t o�6.�0 4�p e r�c e nt�of�G D P;�a n d�f o r t h e�
U S,�t h e g a p�w a s�e sti�m at e d�t o b e�wit hi n�t h e r a n g e�of�1.�1 2�p e r�c e nt�t o 2.�2 5�p e r�c e nt�of�G D P.�
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6.�3.�3� Fi n a n ci n g�G a p�D e�ti ni fi�o n�

T h e�fi n a n c e�g a p�w e�s e e k�t o�e sti�m at e�ai�m s�t o�c a pt u r e�b ot h�t h e�s u p pl y�si d e�a n d�t h e�d e�m a n d�si d e.�
T h at�i s, w e�ai�m�t o�e sti�m at e�t h e�diff e r e n c e�i n l e n di n g ( b a n k l o a n s) b et�w e e n�t h e�c u r r e nt�U�K�b a n k�-
i n g s y st e�m a n d�it s r el ati o n s hi p�b a n ki n g�c o u nt e rf a ct u al�a c c o u nti n g�f o r a�p ot e nti al�i n c r e a s e i n a p�-
pli c ati o n s�of�S M E s�a s�w ell�a s�a n�i n c r e a s e i n t h e s u c c e s s�r at e�of�a p pli c ati o n s.�T hi s�i s e x e�m pli fi e d�i n�
Fi g u r e�2 2�, w h e r e�t h e p o p ul ati o n�of�S M E s�i s c o n si d e r e d�t o�b e�c o�m p o s e d�of�f o u r g r o u p s:�

•�A A�d e n ot e s�a p pli c a nt s�w h o�a r e�a c c e pt e d;�

•�A R�d e n ot e s�a p pli c a nt s�w h o�a r e�r ej e ct e d;�

•�N A�d e n ot e s�n o n- a p pli c a nt s�w h o�w o ul d�h a v e�b e e n�a c c e pt e d�h a d�t h e y�a p pli e d;�a n d�

•�N R�d e n ot e s�n o n- a p pli c a nt s�w h o�w o ul d�h a v e�b e e n�r ej e ct e d h a d�t h e y a p pli e d.�

Fi g u r e�2 2:�Fi n a n c e�g a p�d e�fi niti o n�

( b)�F e�w e r�n o n- a p pli c a nt s�w h o�
( a) M o r e�a p pli c a nt s�a c c e pt e d� w o ul d�h a v e�b e e n�a c c e pt e d� ( c) G a p�

T h e r ef o r e,�w e�c o n si d e r�t h e fi n a n c e�g a p�t o b e�c o�m p o s e d b y�t h e t�w o r e d a r e a s�i n Fi g u r e�2 2 c�. T h e s e�
a r e�p r o d u c e d�b y:�

•�a n�i n c r e a s e i n t h e�s u c c e s s�r at e�of�a p pli c a nt s�i n t h e c o u nt e rf a ct u al�s c e n a ri o;�

•�a n�i n c r e a s e i n a p pli c ati o n�r at e�c o�m bi n e d�wit h�t h e hi g h e r�s u c c e s s�r at e.�

T h e�S�A F E�a s k s�b u si n e s s e s�w h et h e r�t h e y�h a v e�a p pli e d�f o r�t h e�f oll o�wi n g�t y p e s�of�fi n a n ci n g�i n t h e�
p a st�si x�m o nt h s,�i n cl u di n g r e n e�w al�of�e xi sti n g�c o nt r a ct s:�

( a)�B a n k�l o a n ( e x cl u di n g o v e r d r aft�a n d�c r e dit�li n e s).�

( b)�Tr a d e�c r e dit.�

( c)�C r e dit�li n e, b a n k�o v e r d r aft�o r�c r e dit�c a r d�o v e r d r aft.�

( d)�Ot h e r�e xt e r n al fi n a n ci n g�(f o r e x a�m pl e,�l o a n s f r o�m a�r el at e d c o�m p a n y,�s h a r e h ol d e r s�o r�f a�mil y�
a n d�f ri e n d s,�l e a si n g,�f a ct o ri n g,�g r a nt s,�s u b o r di n at e d d e bt�i n st r u�m e nt s,�p a rti ci p ati n g�l o a n s,�
p e e r-t o- p e e r�l e n di n g, c r o�w df u n di n g,�a n d�i s s u a n c e of�e q uit y�a n d�d e bt�s e c u riti e s).�

O u r�a n al y si s�o nl y�c o n si d e r s�b a n k�l o a n s f o r v a ri o u s�r e a s o n s:�

•�( b) a n d�( c) d e n ot e�s h o rt-t e r�m c r e dit,�h e n c e�a r e�n ot�p e rf e ct�s u b stit ut e s�f o r b a n k�l o a n s.�
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•�( d) i n cl u d e s l o a n s f r o�m ”f a�mil y a n d�f ri e n d s”, w hi c h�w e�d o�n ot�c o n si d e r�e xt e r n al�ti n a n c e.�

It e�m ( d) al s o�i n cl u d e s e xt e r n al�fi n a n c e�alt e r n ati v e s�w hi c h�c o ul d,�i n s o�m e�c a s e s,�a ct�a s�s u b stit ut e s�
f o r b a n k s�l o a n s, s u c h�a s�l e a si n g.�A s�d e s c ri b e d�i n t h e n e xt�s e cti o n,�w e�c o nt r ol f o r l e a si n g a n d�hi r e-

p u r c h a s e�fi n a n c e�a v ail a bilit y�i n o u r�m o d el�of�t h e p r o b a bilit y�of�b u si n e s s e s�a p pl yi n g�f o r b a n k�l o a n s.�
A n ot h e r�q u e sti o n�i n S A F E�a s k s�“ A r e t h e f oll o�wi n g s o u r c e s�of fi n a n ci n g�r el e v a nt t o y o u r�e nt e r p ri s e,�
t h at i s, h a v e�y o u�u s e d�t h e�m i n t h e p a st�o r�c o n si d e r e d�u si n g�t h e�m i n t h e f ut u r e ?”. It p r o vi d e s�a fi n e r�
b r e a k d o�w n�of�fi n a n ci al�p r o d u ct s�u s e d�b y�b u si n e s s e s:�

•�G r a nt s�o r�s u b si di s e d b a n k�l o a n s�

•�B a n k�l o a n ( e x cl u di n g s u b si di s e d b a n k�l o a n s, o v e r d r aft s�a n d�c r e dit�li n e s)�

•�Ot h e r�l o a n,�f o r�e x a�m pl e�f r o�m f a�mil y a n d�f ri e n d s,�a r el at e d�e nt e r p ri s e�o r�s h a r e h ol d e r s,�e x�-
cl u di n g�t r a d e c r e dit�

•�C r e dit�li n e, b a n k�o v e r d r aft�o r�c r e dit�c a r d s�o v e r d r aft.�

•�Tr a d e�c r e dit�

•�L e a si n g�o r�hi r e- p u r c h a s e�

•�D e bt�s e c u riti e s�i s s u e d�

•�E q uit y�c a pit al�

•�F a ct o ri n g�

•�R et ai n e d�e a r ni n g s�o r�s al e�of�a s s et s�

•�Ot h e r�s o u r c e s of�fi n a n ci n g,�f o r e x a�m pl e�s u b o r di n at e d d e bt�i n st r u�m e nt s, p a rti ci p ati n g�l o a n s,�
p e e r-t o- p e e r�l e n di n g, c r o�w df u n di n g�

Fi g u r e�2 3�s h o�w s�t h e�w ei g ht e d�p e r c e nt a g e�of�b u si n e s s e s,�o v e r�2 0 0 9- 2 0 1 9,�w hi c h�st at e d�u si n g�
t h e s e�p r o d u ct s�i n t h e�p r e vi o u s�6�m o nt h s�o r�c o n si d e ri n g�u si n g�t h e�m i n t h e�f ut u r e.�W e� c a n�s e e�
t h at,�f o r m o st�fi n a n c e�o pti o n s,�t h e�U K�p r e s e nt s�si�mil a r�fi g u r e s�t o�t h o s e�of�Fr a n c e�a n d,�e s p e ci all y,�
G e r�m a n y.�T h e�l a r g e st di s c r e p a n ci e s�a ri s e�i n t h e c a s e�of�b a n k�l o a n s ( 1 9, 2 8�a n d 3 2�p e r�c e nt�f o r t h e�
U K,�G e r�m a n y�a n d�Fr a n c e,�r e s p e cti v el y)�a n d�t r a d e�c r e dit�( 4 4,�1 5�a n d�1 2�p e r�c e nt�f o r t h e�U K,�G e r�-
m a n y�a n d�Fr a n c e,�r e s p e cti v el y).�T h e�e c o n o�mi c�lit e r at u r e s u g g e st s�t h at t r a d e�c r e dit�t e n d s�t o�b e�
m o r e�utili s e d�w h e n�b a n k�c r e dit�a v ail a bilit y�i s l o�w e r.�G a r cí a- T e r u el�a n d�M a rtí n e z- S ol a n o�(2 0 1 0 ), 

f o r i n st a n c e,�i n st u d yi n g�t h e�d et e r�mi n a nt s�of�t r a d e�c r e dit�u s e�b y�E u r o p e a n�S�M E s,�fi n d�t h at fi r�m s�
r e d u c e�t h ei r�l e v el s of�d e bt�f r o�m s u p pli e r s�w h e n�t h e y�c a n�a c c e s s�ot h e r�s h o rt- o r�l o n g-t e r�m d e bt�
w hi c h�h a v e�l o�w e r c o st.�M o r o�et�al.�(2 0 2 1 ), wit h�a l a r g e s a�m pl e�of�s m all fi r�m s�i n W e st e r n� E u r o p e,�
i n v e sti g at e h o�w c o u nt ri e s’�c ult u r e�i m p a ct s S�M E s’�u s e�of�t r a d e�c r e dit.�T h ei r�r e s ult s�i n di c at e t h at�
c o u nt ri e s�w h e r e�c ult u r e�di s c o u r a g e s�i nf o r�m ati o n s h a ri n g�b et�w e e n�b a n k s�a n d�S M E s,�t h e�l att e r�
t e n d t o r el y m o r e�o n�t r a d e c r e dit.�Tr a d e�c r e dit o r s�mi g ht�h a v e�b ett e r�i nf o r�m ati o n a b o ut�S M E s�d u e�
t o t h ei r c o�m m e r ci al�r el ati o n s hi p,�a n d�t h u s�b e�m o r e�willi n g�t o l e n d t h a n�fi n a n ci al�i n stit uti o n s.�
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Fi g u r e�2 3:�Fi n a n ci al�p r o d u ct s�u s a g e�b y�c o u nt r y�

R e g a r di n g�m e a s u r e s�of�di s c o u r a g e�m e nt,�t h e�S A F E�a s k s�b u si n e s s e s�w h et h e r�t h e y�di d�n ot�a p pl y�
t o e xt e r n al�ti n a n c e�d u e�t o f e a r of�r ej e cti o n,�w hi c h�i s t h e�n a r r o�w e st�d e fi niti o n�of�di s c o u r a g e�m e nt.�
N o�s u b st a nti al diff e r e n c e s�a r e�f o u n d b et�w e e n�t h e t h r e e a n al y s e d�c o u nt ri e s�o v e r�2 0 0 9- 2 0 1 9,�a n d�
r at e s�a r e�f o u n d t o�b e�i n g e n e r al�l o�w e r t h a n�4 p e r�c e nt.�N o n et h el e s s,�t h e�c o�m p a r a bilit y�of�r at e s�
a c r o s s�c o u nt ri e s�r eli e s�o n�b u si n e s s e s�h a vi n g�t h e s a�m e�c o n c e pti o n�of�b a n k s�a c r o s s�c o u nt ri e s,�t h at�
i s, c ult u r al diff e r e n c e s�mi g ht�m e a n�t h at b u si n e s s e s�a c r o s s�t h e U K,�G e r�m a n y�a n d�Fr a n c e�c a n�h a v e�
diff e r e nt�e x p e ct ati o n s�a b o ut�t h e�p r o d u ct s/s e r vi c e s�off e r e d�b y�b a n k s.�T h e�e�m b e d d e d�c ult u r e�i n�
t h e U K�mi g ht�l e a d b u si n e s s e s�t o b eli e v e�t h at b a n k�fi n a n c e�d o e s�n ot�a p pl y�t o s o�m e�of�t h ei r n e e d s,�
e v e n�if a c r o s s�b o r d e r s�it d o e s.�T hi s�i s si�mil a r�t o s o�m e�of�t h e a r g u�m e nt s�al r e a d y�r ai s e d i n t h e 2 0t h�
c e nt u r y�a n d�r e c o r d e d b y�C olli n s�(1 9 9 1 ). I n t h at�c a s e,�b u si n e s s e s�mi g ht�j u st b eli e v e�t h e y�d o�n ot�
n e e d�b a n k�fi n a n c e�a n d�t h u s�n ot�b e�c o n si d e r e d�“ di s c o u r a g e d”. N o n et h el e s s,�a s�al s o�r e gi st e r e d b y�
C olli n s�(1 9 9 1 ), b a n k s�mi g ht�n ot�l e n d m o r e�b e c a u s e�b u si n e s s e s�d o�n ot�d e�m a n d�b a n k�fi n a n c e,�i�m-
pl yi n g�a d e�m a n d-l e d�i s s u e.�W hil e� t hi s mi g ht�c o nt ri b ut e�t o t h e U K�l o�w e r a p pli c ati o n�r at e,�o u r�m a r�-
k et�e n g a g e�m e nt�i n A p p e n di x�A�a n d�o u r�a n al y si s�of�di s c o u r a g e�m e nt�i n S e cti o n�6.�2 ,s u g g e st�a cl o s e r�
r el ati o n s hi p�b et�w e e n�U�K�b u si n e s s e s�a n d�b a n k s�w o ul d�g e n e r at e�a�hi g h e r�a p pli c ati o n�r at e.�
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6.�3.�4� M et h�o d�ol�o g y�

T o�e sti�m at e�t h e ti n a n c e�g a p�i n t h e U�K,�w e�t a k e G e r�m a n y�a n d�Fr a n c e�a s�b e n c h�m a r k s.�D e�fi n e�s it�a s�
a�d u�m�m y�v a ri a bl e,�w hi c h�i s e q u al�t o�1�w h e n�t h e�a p pli c ati o n�f o r a�b a n k�l o a n of�fi r�m�i i s s u c c e s sf ul�
a n d�i s e q u al�t o�z e r o�ot h e r�wi s e.�I n a d diti o n,�d e�fi n e�a it�a s�a d u�m m y�v a ri a bl e,�w hi c h�i s e q u al�t o�1�
w h e n�a fi r�m i a p pli e s�f o r a�b a n k�l o a n a n d�i s e q u al�t o z e r o�ot h e r�wi s e.�L et�

P (a�it�= 1 |z�it�) =�Φ(�α z�it�),� ( 9)�

b e�t h e�p r o b a bilit y�of�fi r�m i t o�a p pl y�f o r fi n a n c e�gi v e n�t h e�v e ct o r�z it�w hi c h�c o nt ai n s�v a ri a bl e s�r el -

e v a nt�f o r�t hi s�d e ci si o n.�All�v a ri a bl e s�a r e�d e s c ri b e d�o n�t h e�n e xt�p a g e.�Φ(�·) d e n ot e s�t h e�N o r�m al�
di st ri b uti o n�f u n cti o n.�L et�

P (s�it�= 1 |x�it�) =�Φ(�β x it�),� ( 1 0)�

b e�t h e�p r o b a bilit y�of�a n�a p pli c ati o n�of�fi r�m i t o�b e�s u c c e s sf ul,�w h e r e�x it�i s a�v e ct o r�of�v a ri a bl e s�
w hi c h�aff e ct�t h e d e ci si o n�of�l e n di n g.�

N at u r all y,�w e�c a n�o nl y�o b s e r v e�a c c e pt a n c e�o r�r ej e cti o n f o r t h e fi r�m s�t h at a p pli e d,�t h at i s, t h e s a�m -
pl e�m o d el�i s gi v e n�b y�P�(s�it�=�1�|a�it�=�1�, x�it�).�If fi r�m s�w hi c h�a p pl y�f o r�fi n a n c e�a r e�o n�a v e r a g e�n o�
m o r e�o r�l e s s li k el y t o�h a v e�t h ei r�a p pli c ati o n�a c c e pt e d,�t h e n�P�(s�it�=�1�|a�it�=�1�, x�it�)� =�P�(s�it�=�
1 |x�it�). I n t hi s c a s e,�e q u ati o n s�(9 ) a n d�(1 0 ) c o ul d b e�s e p a r at el y�e sti�m at e d.�H o�w e v e r,�if fi r�m s�w hi c h�
a p pl y�f o r�fi n a n c e�a r e,�f o r�i n st a n c e,�m o r e�p r o d u cti v e�o r�h a v e�b ett e r�c r e dit�hi st o r y�a n d�t h u s�a r e�
m o r e�li k el y t o�b e�a c c e pt e d,�t h e n�w e�w o ul d�h a v e�a s a�m pl e�s el e cti o n�p r o bl e�m (H e c k�m a n�, 1 9 7 9 ) 

a n d�t hi s�e sti�m ati o n�will�l e a d t o�bi a s e d�r e s ult s�si n c e�t h e�p r o b a biliti e s�of�a p pli c ati o n�a n d�s u c c e s s�
a r e�n ot�i n d e p e n d e nt, t h at i s, P�(s�it�=�1�|a�it�=�1�, x�it�)�̸=�P�(s�it�=�1�|x�it�). T o�a c c o u nt�f o r t hi s,�e sti�m a�-
ti o n�f oll o�w s t h e p r o c e d u r e�d e v el o p e d�b y�H e c k�m a n�(1 9 7 9 ) a n d�c o n si d e r s�t h e f oll o�wi n g m o d el:�

P (a�it�= 1 |z�it�) =�Φ(�α z�it�) a n d� ( 1 1)�
Φ(�α z�it�, β�x it�, ρ)�

P�(s�it�=�1�|a�it�=�1�, x�it�)�=� ,� ( 1 2)�
Φ(�α z�it�)�

w h e r e�Φ(�α z�it�, β�x it�, ρ) i s t h e�j oi nt n o r�m al�di st ri b uti o n�of�a p pl yi n g�a n d�s u c c e e di n g,�i.�e,�P (s�it�=�
1 , ait�=�1 |x�it�),�a n d�ρ i s t h e�c o r r el ati o n�b et�w e e n�t h e�t w o�p r o b a biliti e s.�If t h e�t w o�p r o b a biliti e s�
a r e�i n d e p e n d e nt, ρ�= 0 . Tr a diti o n all y,�(1 1 ) i s c all e d�t h e�” s el e cti o n e q u ati o n”�a n d�(1 2 ) i s c all e d�t h e�
” o ut c o�m e�e q u ati o n”.�W hil e� o ri gi n all y�H e c k�m a n�(1 9 7 9 ) d e si g n e d�hi s�m et h o d ol o g y�c o n si d e ri n g�a�
c o nti n u o u s�d e p e n d e nt�v a ri a bl e�i n t h e�o ut c o�m e�e q u ati o n,�si�mil a r�s c e n a ri o s�t o�o u r s,�w h e r e�b ot h�
t h e�d e p e n d e nt�v a ri a bl e�i s bi n a r y�i n b ot h�t h e�s el e cti o n�a s�w ell�a s�i n t h e�o ut c o�m e�e q u ati o n,�c a n�b e�
f o u n d f o r i n st a n c e i n M o h a nt y�(2 0 0 2 ) a n d�G r e e n e�(1 9 9 2 ). 

O u r�e x pl a n at o r y�v a ri a bl e s�i n z�it�a n d�x it�i n cl u d e s o�m e�c o�m m o n�v a ri a bl e s�b et�w e e n�t h e e q u ati o n s:�

•�B u si n e s s�si z e:�i n di c at e d a s�a�d u�m�m y�v a ri a bl e�‘�Mi c r o/s�m all’�w hi c h�i s e q u al�1�if t h e�b u si n e s s�
i s mi c r o�o r�s m all�a n d�e q u al�0 ot h e r�wi s e.�

•�T u r n o v e r:�i n di c at e d a s�a d u�m�m y�v a ri a bl e�‘ T u r n o v e ru p�t o 2�m’ w hi c h�i s e q u al 1 if t h e b u si n e s s�
t u r n o v e r i s l o�w e r t h a n o r�e q u al�t o 2�milli o n�p o u n d s�a n d�e q u al�0�ot h e r�wi s e.�
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•�A g e:�i n di c at e d a s�a�d u�m�m y�v a ri a bl e�‘ Fi v e o r�m o r e�y e a r s�of�a g e’�w hi c h�i s e q u al�1�if t h e�b u si�-
n e s s�a g e�i s hi g h e r�t h a n o r�e q u al�t o�5�y e a r s�a n d�e q u al�0�ot h e r�wi s e.�

•�C r e dit�hi st o r y:�i n di c at e d a s�a d u�m m y�v a ri a bl e�‘ C r e dit hi st o r y�i m p r o v e d’�w hi c h�i s e q u al�1 if�
t h e b u si n e s s’�c r e dit�hi st o r y�i m p r o v e d i n t h e l a st si x�m o nt h s�a n d�e q u al�0 ot h e r�wi s e.�

•�O�w n e r s hi p:�i n di c at e d a s�a�d u�m�m y�v a ri a bl e�‘ F a�mil y/i n di vi d u al s o�w n�w e r s hi p’�w hi c h�i s e q u al�
1�if t h e b u si n e s s�i s o�w n e d�b y�a�f a�mil y o r�a�g r o u p�of�i n di vi d u al s a n d�e q u al�0�ot h e r�wi s e.�

•�B u si n e s s�i nt e r n al c a pit al:�i n di c at e d a s�a�d u�m�m y�v a ri a bl e�‘�O�w n c a pit al�i�m p r o v e d’�w hi c h�i s�
e q u al�1 if t h e b u si n e s s’�c a pit al i�m p r o v e d i n t h e l a st si x�m o nt h s�a n d�e q u al�0 ot h e r�wi s e.�

•�I n d u st r y:�i n di c at e d a s�a�d u�m�m y�v a ri a bl e�‘�M a n uf a ct u ri n g/ c o n st r u cti o n’�w hi c h�i s e q u al�1�if�
t h e�b u si n e s s�b el o n g s�eit h e r�t o�t h e�m a n uf a ct u ri n g�o r�t o�t h e�c o n st r u cti o n�i n d u st ri e s,�a n d�
e q u al�0�ot h e r�wi s e.�T h e�i n d u st r y v a ri a bl e�i n S�A F E�c o nt ai n s�s o�m e�mi s si n g�v al u e s�w hi c h�w e�
t u r n�i nt o a�s e p a r at e�d u�m m y�‘ U n k n o�w n i n d u st r y’. W e� c h o o s e�t o�d o�t hi s�r at h e r�t h a n�d r o p�-
pi n g�t h o s e�o b s e r v ati o n s�b e c a u s e�t h e�l att e r w o ul d�s u b st a nti all y�r e d u c e�t h e�U K�s a�m pl e.�

•�Y e a r�2 0 1 3:�i n di c at e d a s�a�d u�m�m y�v a ri a bl e�‘ 2 0 1 3 y e a r�d u�m�m y’�w hi c h�i s e q u al�1�if y e a r�c o r�-
r e s p o n d s�t o 2 0 1 3,�a n d�e q u al�0 ot h e r�wi s e.�W e� al s o�e x p e ri�m e nt e d�wit h�a ‘ p o st2 0 1 3’�d u�m m y�
a n d�t h e�titt e d�p r o b a bilit y�r e s ult s�a r e�v e r y�si�mil a r.�T hi s�v a ri a bl e�i s m e a nt�t o�c o nt r ol�f o r t h e�
i nt r o d u cti o n of�B a s el�III.�

•�E c o n o�m y�h e alt h:�p r o xi e d�b y�‘�G�D P g r o�wt h�p e r�c a pit a’.�

I n a d diti o n,�f o r�i d e nti fi c ati o n of�t h e�o ut c o�m e�e q u ati o n,�w e�h a v e�i n cl u d e d a d diti o n al�v a ri a bl e s�i n�
z it�w hi c h�aff e ct�t h e p r o b a bilit y�of�fi n a n c e�a p pli c ati o n�b ut�n ot�t h e s u c c e s s�of�a p pli c ati o n�( e x cl u si o n�
r e st ri cti o n s).�T h e s e�a r e�b u si n e s s e s’�e x p e ct ati o n s�o n�t h e f ut u r e i�m p r o v e�m e nt of�t h ei r o�w n�c a pit al,�
t h ei r g r o�wt h�a n d�o n�t h e a v ail a bilit y�of�l e a si n g o r�hi r e- p u r c h a s e�fi n a n c e.�I n t h e o ut c o�m e�e q u ati o n�
w e�i n cl u d e v a ri a bl e s�t o�p r o x y�f o r�t h e�c o st�t h at�b a n k s�f a c e�i n t h ei r�o w n�f u n di n g.�F oll o�wi n g,�f o r�
i n st a n c e,�H olt o n�et�al.�(2 0 1 4 ), w e�u s e�t h e�l o g a rit h�m of�t h e�m e di a n�C�D S�p ri c e�o n�b a n k�b o n d s�i n�
e a c h�c o u nt r y�t o a s s e s s�t h e i�m p a ct of�st r e s s�i n t h e fi n a n ci al�s e ct o r�o n�l e n di n g d e ci si o n s.�S o v e r ei g n�
b o n d s�a r e�e x p e ct e d�t o i�m p a ct t h e s u p pl y�a n d�t e r�m s a n d�c o n diti o n s�of�c r e dit�off e r e d�b y�b a n k s�d u e�
t o it s r ol e�a s�c oll at e r al i n t h e i nt e r b a n k m a r k et�(H olt o n�et�al.�, 2 0 1 4 ). 

W e�e sti�m at e�e q u ati o n s�(1 1 ) a n d (1 2 ) f o r t h e U K,�G e r�m a n y�a n d Fr a n c e,�b ut�n ot�f o r S�w e d e n�i nS A F E,�
b e c a u s e�of�it s s�m all�s a�m pl e,�w hi c h�c o ul d�g e n e r at e�i�m p r e ci s e a n d bi a s e d�r e s ult s.�Aft e r�e sti�m ati o n,�
f o r c o�m p uti n g�t h e g a p�a n d�t h e�m a c r o e c o n o�mi c�eff e ct s,�w e�c o n si d e r�t h e�j oi nt p r o b a bilit y�P (s�it�=�
1 , ait�= 1 |x�it�) gi v e n�b y�Φ(�α z�it�, β�x it�, ρ).�W e� c o�m p ut e�t h e�fitt e d�v al u e s�f r o�m t h e�e sti�m at e d�U K�
m o d el�a p pli e d�t o�t h e�U K�d at a�a n d�p r o d u c e�o ut- of- s a�m pl e�p r e di cti o n s�b y�a p pl yi n g�t h e�e sti�m at e d�
m o d el s�of�G e r�m a n y�a n d�Fr a n c e�t o�t h e�U K�d at a,�c o n st r u cti n g�o u r�c o u nt e rf a ct u al s.�T hi s�r e s ult s�i n�

α U K� U K� β̂ U K� U K� α D E� U K� β̂ D E� D E� ρ D Et h e fitt e d�a n d�p r e di ct e d�j oi ntp r o b a biliti e s�Φ(�̂� z� ,� x� , ρ̂U�K ) ,Φ(�̂� z� ,� x� , ˆ� )it� it� it� it�
α F R� U K� β̂ F R� U K� ρ Fa n d�Φ(�̂� z� ,� x� , ˆ R ) .�it� it�

T hi s�a p p r o a c h�a s s u�m e s�t h at b u si n e s s e s�i n t h e�U K�w o ul d�b e h a v e�u n d e r�t h e�G e r�m a n�a n d�Fr e n c h�
s y st e�m s�i n t h e s a�m e�w a y�t h at G e r�m a n�a n d�Fr e n c h�b u si n e s s e s�d o.�I n ot h e r�w o r d s,�it a s s u�m e s�t h at�
b u si n e s s e s�i n t h e�U K�h a v e�t h e�s a�m e�p r ef e r e n c e s�a s�G e r�m a n�a n d�Fr e n c h�b u si n e s s e s.�If o n e�c o n�-
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si d e r s�t h at t h e s e�p r ef e r e n c e s�a r e�s h a p e d�t h r o u g h hi st o r y�a n d�c ult u r e,�t hi s�a s s u�m pti o n�mi g ht�b e�
st r o n g.�H o�w e v e r,�if o n e�c o n si d e r s�t h at b u si n e s s e s�h a v e�i n g e n e r al�t h e�s a�m e�p r ef e r e n c e s�a c r o s s�
b o r d e r s,�m a ki n g�c h oi c e s�b a s e d�o n�t h e�s a�m e�o pti�mi s ati o n�p r o bl e�m g o v e r n e d�b y�t h e�s a�m e�p a r a�m -

et e r s,�t h e n�o u r�a s s u�m pti o n�i s v ali d.�T hi s�i s n e c e s s a r y�b e c a u s e�w e�d o�n ot�o b s e r v e�b u si n e s s e s�o p�-
e r ati n g�i n t h e U K�a s�w ell�a s�i n G e r�m a n y�o r�Fr a n c e.�

F u rt h e r�m o r e,�S A F E�i s t h e�o nl y�c r o s s- c o u nt r y�u nif o r�m s o u r c e�of�i nf o r�m ati o n o n�b u si n e s s�ti n a n c e�
a p pli c ati o n s�a n d�s u c c e s s.�T h e r ef o r e,�it p r o vi d e s�a b a si s�f o r t h e�e v al u ati o n�of�t h e�U K�s y st e�m b e�-
y o n d�U�K�s u r v e y s.�H o�w e v e r,�it d o e s�n ot�i n cl u d e a�f e�w i�m p o rt a nt pi e c e s�of�i nf o r�m ati o n:�

•�I nt e r e st�r at e s�o n�b a n k�l o a n s:�n o�i nf o r�m ati o n i s gi v e n�o n�t h e�i nt e r e st r at e s�of�l o a n off e r s,�
h e n c e�diff e r e n c e s�i n p ri c e s�a n d�p ri c e�s e n siti viti e s�c a n n ot�b e�c o nt r oll e d�f o r.�A�r o b u st n e s s�
c h e c k�w hi c h�c o nt r ol s�f o r�t h e�a v e r a g e�i nt e r e st r at e s�o n�b u si n e s s�l o a n s�i s i n cl u d e d i n A p�-
p e n di x�B.�2.�2 .�

•�L o a n�v al u e s:�t h e l o a n v al u e s�b u si n e s s e s�a p pl y�t o a n d�r e c ei v e�a r e�al s o�u n k n o�w n.�T h e r ef o r e,�
t h e e sti�m at e d�i n c r e a s e i n l o a n v al u e s�i n S e cti o n�6.�3.�6 c o n si d e r�o nl y�t h e e xt e n si v e�m a r gi n.�

•�T y p e�of�b a n k�a p pli e d�t o ( s a vi n g s/ c o- o p e r ati v e/ c o�m�m e r ci al b a n k s):�b e c a u s e�t hi s i s n ot�a v ail�-
a bl e,�it i s n ot�p o s si bl e�t o�e sti�m at e�diff e r e n c e s�i n p r o b a biliti e s�b et�w e e n�a p pl yi n g�f o r�c o�m -

m e r ci al�b a n k s’�l o a n s a n d�a p pl yi n g�f o r s a vi n g s�o r�c o- o p e r ati v e�b a n k s’�l o a n s, n o r�t o�e sti�m at e�
t h e diff e r e n c e s�i n o ut c o�m e s�a�m o n g st�t h e s e b a n k s.�

If t y p e s�of�b a n k s�w e r e�o b s e r v e d,�it w o ul d�b e�p o s si bl e�t o e sti�m at e�t h e eff e ct�of�r el ati o n s hi p�b a n k�-
i n g i�m pl e�m e nt ati o n n et�of�ot h e r�c o u nt r y�f a ct o r s.�F o r�i n st a n c e, t h e�i�m pl e�m e nt ati o n of�s u c h�a p ol�-
i c y i n t h e U K�w o ul d�li k el y n ot�r e pli c at e t h e G e r�m a n�b a n ki n g�r e g ul ati o n.�H o�w e v e r,�r e g ul ati o n pl a y s�
a n�i m p o rt a nt r ol e�m ai nl y�i n b a n k s’�willi n g n e s s�t o�l e n d.�T h e r ef o r e,�r e g ul ati o n�aff e ct s�o u r�r e s ult s,�
a s�w ell�a s�ot h e r�f a ct o r s d o,�s u c h�a s�c o u nt r y�c ult u r e.�I n e s s e n c e,�o u r�m et h o d ol o g y�t r a n s p o s e s�t h e�
e nti r e�b a n ki n g�s y st e�m s�of�G e r�m a n y�a n d�Fr a n c e,�al o n g�wit h�all�u n o b s e r v e d�el e�m e nt s�a s s o ci at e d�
wit h�t h ei r o ut c o�m e s.�

N o n et h el e s s,�U K�b u si n e s s e s,�li k e t h ei r G e r�m a n�a n d Fr e n c h�c o u nt e r p a rt s,�still�a p p e a r�t o b e�h a v e�a�
p r ef e r e n c e�f o r b a n k�l e n di n g ( s e e Fi g u r e�2 ). A s�o u r�m a r k et�e n g a g e�m e nt�a s�w ell�a s�Fi g u r e�3 d e�m o n�-
st r at e,�U K�b u si n e s s e s�w o r r y�a b o ut�t h e c o st�of�e xt e r n al fi n a n c e,�w hi c h�c o ul d l o�w e r t h e eff e ct�f r o�m�
a p ot e nti al�r ef o r�m si n c e�r el ati o n s hi p�b a n k s�a r e�e x p e ct e d�t o�h a v e�a sli g htl y�hi g h e r�i nt e r e st r at e�
t h a n�c o�m m e r ci al�b a n k s�d u e�t o�t h e�l a b o u r i nt e n si v e w o r k�of�m ai nt ai ni n g�l e n d e r- b o r r o�w e r r el a -

ti o n s hi p.�N o n et h el e s s,�a s�s h o�w n�i n Fi g u r e�3 , G e r�m a n�a n d�Fr e n c h�b u si n e s s e s,�w h o�h a v e�a c c e s s�
t o�r el ati o n s hi p�b a n ki n g�w e r e�l e s s li k el y t o�i n di c at e c o st�a s�t h ei r�m ai n�b a r ri e r�t o�b a n k�l o a n s.�Of�
c o u r s e,�t hi s�mi g ht�b e�t h e�r e s ult�of�hi g h e r�p ri c e�el a sti cit y�of�d e�m a n d�i n t h e�U K�o r�l o�w e r i nt e r e st�
r at e s�a n d�f e e s�i n G e r�m a n y�a n d�Fr a n c e.�Fi g u r e�6 d o e s�i n di c at e l o�w e r a v e r a g e�i nt e r e st r at e s�i n�
Fr a n c e.�M o r e o v e r,� a s�m e nti o n e d�i n S e cti o n�2.�1 , a�c o n v e r s ati o n�wit h�H a n d el s b a n k e n�U�K,�w hi c h�
o p e r at e s�r el ati o n s hi p�b a n ki n g�a n d�i s t h e�b e st�r at e d�a m o n g st�S�M E s�i n t h e�B V A�B D R C�s u r v e y�f o r�
3�o ut�of�5�m e a s u r e s,�i n di c at e s t h at t h ei r�c h a r g e s�a r e�c o�m p etiti v e�i n t h e�m a r k et.� F e�w e r�l a y e r s of�
b u r e a u c r a c y�a r e�p ot e nti all y�a c o nt ri b uti n g�f a ct o r t o t hi s.�

C ult u r al�f a ct o r s o r�hi g h e r�ri s k�a v e r si o n�t o�b o r r o�wi n g�i n t h e�U K�c o ul d�al s o�d a�m p e n�t h e�eff e ct s�of�
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a r ef o r�m.�Y et,�o u r�m a r k et�e n g a g e�m e nt�s u g g e st s�a n�e xi sti n g�a p p etit e�b y�S�M E s�f o r m o r e�cl o s e n e s s�
wit h�t h ei r�b a n k s.�I n a d diti o n,�o u r�c o n v e r s ati o n�wit h�H a n d el s b a n k e n�U K�al s o�s h o�w s�t h at B riti s h�
b u si n e s s e s�w el c o�m e�a�r el ati o n s hi p�a p p r o a c h,�i n p a rti c ul a r�w h e n�l o a n v al u e s�a r e�hi g h e r.�

F u rt h e r�m o r e,�all�t h r e e�c o u nt ri e s�f oll o�w t h e�B a s el�A c c o r d,�w hi c h�h a s�ai�m e d�t o�s et�mi ni�m u�m�r e -

q ui r e�m e nt s�of�c a pit al�a d e q u a c y�a c r o s s�c o u nt ri e s.�8 H e n c e,�w hil e�o v e r all�r e g ul ati o n s�m a y�still dif�-
f e r a c r o s s�c o u nt ri e s,�t h e y all�f oll o�w a�b a s eli n e.�

O v e r all,�o u r�m o d el�i s n ot�st r u ct u r al,�h e n c e�it i s s u bj e ct�t o�t h e�L u c a s’�c riti q u e,�t h at i s,�it s p a r a�m e�-
t e r s�a r e�n ot�st r u ct u r al�a n d�s o�c a n�c h a n g e�a s�a r e s ult�of�p oli c y�c h a n g e s.�T hi s�i s a�r e s ult�of�t h e�f a ct�
t h at�w e�d o�n ot�m o d el�b u si n e s s e s’�a n d�b a n k s’�o pti�mi s ati o n�p r o bl e�m s�w h e n�m a ki n g�t h ei r�d e ci si o n�
t o�a p pl y�f o r�ti n a n c e�o r�l e n d,�t a ki n g�i nt o a c c o u nt�t h ei r�e x p e ct ati o n s�a b o ut�t h e�f ut u r e.�O n e�c o ul d�
t h e n�i m a gi n e t h at t h e�c r e ati o n�of�n e�w b a n k s�i n t h e�U K�w o ul d�m a k e�a g e nt s�r e- o pti�mi s e,�l e a di n g�
t o diff e r e nt�p a r a�m et e r s�a n d�t h u s t o diff e r e nt�r e s ult s�f r o�m t h o s e w e�e sti�m at e.�N o n et h el e s s,�gi v e n�
t h e�c o n si d e r ati o n s�a b o v e�r e g a r di n g�r e g ul ati o n,�c ult u r e�a n d�p r ef e r e n c e s�a s�w ell�a s�t h e�f a ct t h at�
t h e�n e�w b a n k s�w o ul d�b e�a n�o pti o n�a n d�n ot�r e pl a c e�e xi sti n g�b a n k s,�w e�b eli e v e�o u r�r e s ult s�still�
h ol d.�I n�a d diti o n,�t h e�hi st o ri c al�e vi d e n c e�f r o�m G e r�m a n y�s h o�w s�t h e�e x p o rt�s u c c e s s�of�t h e�m a n�-
uf a ct u ri n g�”�Mitt el st a n d”�( m e di u�m- si z e d�c o�m p a ni e s),�s u p p o rt e d�b y�l o n g-t e r�m b a n ki n g�r el ati o n -

s hi p s�a n d b a n k�l e n di n g si n c e�1 9 4 5,�vi a�t h e l o c al S p a r k a s s e n�a n d�c o o p e r ati v e�b a n k s�(Ll o y d�, 2 0 2 1 ). 

I n G e r�m a n y,�2 1�p e r�c e nt�of�S�M E s�e x p o rt e d�i n 2 0 2 1;�i n t h e�U K,�1 1.�8 p e r�c e nt�of�S�M E s�e x p o rt e d�i n�
2 0 2 2.�T h e r ef o r e,�a s�l o n g a s�t h e n e�w r el ati o n s hi p�b a n k s�a r e�a s�ef fi ci e nt�a n d�si�mil a rl y�m oti v at e d�a s�
t h ei r�G e r�m a n�c o u nt e r p a rt s,�o n e�c o ul d�e x p e ct�r el ati o n s hi p�b a n k s�t o�c o nt ri b ut e�t o�t h e�e x p a n si o n�
of�hi g h e r�( r e al) a d d e d- v al u e�b u si n e s s e s�i n t h e�U K,�alt h o u g h�ot h e r�f a ct o r s,�b e y o n d�t h e�s c o p e�of�
t hi s�r e p o rt,�w o ul d�still i�m pi n g e s u c h�a s�hi g h�e n e r g y�c o st s,�t a x e s a n d�r e d-t a p e.�

L a stl y,�a s�di s c u s s e d�i n S e cti o n�6.�4.�6 ,n e�w b a n k s�m a y�b e�at�ri s k�of�hi g h e r�a d v e r s e�s el e cti o n�i niti all y,�
d u e�t o�att r a cti n g�hi g h e r�ri s k b o r r o�w e r s.�H o�w e v e r,�e x p e ri e n c e�a n d�k n o�wl e d g e�a b o ut�b o r r o�w e r s�
a n d�r e gi o n s�g at h e r e d�o v e r�ti�m e�i s e x p e ct e d�t o g r a d u all y�l e s s e n t hi s i s s u e.�

6.�3.�5� R e s ult s�

Ta bl e�1 5�i n cl u d e s s u�m�m a r y�st ati sti c s�of�t h e fi n al�d at a�u s e d�i n e sti�m ati o n.�Ta bl e�1 6�di s pl a y s�t h e e s�-
ti�m at e d c o ef fi ci e nt s�f r o�m e sti�m ati n g�e q u ati o n s�(1 1 )-(1 2 ) a n d Ta bl e�1 7�c o nt ai n s�t h e r e s p e cti v e a v�-
e r a g e�m a r gi n al�eff e ct s,�t h at i s, t h e a v e r a g e�p e r c e nt a g e�c h a n g e�i n t h e p r o b a bilit y�of�a p pl yi n g�f o r fi�-
n a n c e�( s el e cti o n c ol u�m n s)�a n d�t h e c o n diti o n al�p r o b a bilit y�of�b ei n g�s u c c e s sf ul ( o ut c o�m e c ol u�m n s).�
A p p e n di x�B.�2.�2 s h o�w s�a d diti o n al�r e s ult s�f r o�m v a ri ati o n s�i n t h e�m o d el�s p e ci fi c ati o n s.�O u r�m o d el�
s p e ci fi c ati o n�h a s�b e e n�c h o s e n�b a s e d�o n�t h e�v a ri a bl e s�w e�c o n si d e r e d�r el e v a nt�f o r�t h e�d e ci si o n s�
of�a p pl yi n g�a n d�p r o vi di n g�t h e�l o a n,�o n�t h e�pl a u si bilit y�of�t h e�c o ef fi ci e nt s’�si g n s�a n d�o n�a v oi di n g�
c olli n e a rit y�i s s u e s t o w hi c h�t h e m o d el�w a s�p r o n e�d u e�t o S A F E�b ei n g�m o stl y�c o�m p o s e d�of�c at e g o r�-
i c al v a ri a bl e s.�O v e r all,�t h e�e sti�m at e s�f oll o�w w h at�w e�e x p e ct e d.�

F o r�e sti�m ati o n,�w e�c r e at e�a d u�m m y�v a ri a bl e�e q u al�t o�1 if a�b u si n e s s�i s mi c r o�o r�s m all�( M S) a n d�
e q u al�t o z e r o�ot h e r�wi s e.�T h e�c at e g o ri e s�mi c r o,�s m all,�m e di u�m�a n d�l a r g e a r e�d e fi n e d�a s�f oll o�w s:�

•�Mi c r o:� 1- 9�e�m pl o y e e s�a n d�l e s s t h a n € 2�milli o n�i n t u r n o v e r;�
8 Li n k�t o�s o u r c e:�htt p s://�w�w�w.�bi s.�o r g/ b c b s/ hi st o r y.�ht�m�
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•�S�m all:�1 0- 4 9�e�m pl o y e e s�a n d�l e s s t h a n�€ 1 0�milli o n�i n t u r n o v e r;�

•�M e di u�m:� 5 0- 2 5 0�e�m pl o y e e s�a n d�l e s s t h a n�€ 5 0�milli o n�i n t u r n o v e r;�a n d�

•�L a r g e:�2 5 0�o r�m o r e�e�m pl o y e e s�o r�m o r e�€ 5 0�milli o n�i n t u r n o v e r.�

Wit h� t h e e x c e pti o n�of�Fr a n c e,�b ei n g�a mi c r o�o r�s m all b u si n e s s�( M S) d o e s�n ot�p r e s e nt�a si g ni ti c a nt�
eff e ct�o n�t h e p r o b a bilit y�of�fi n a n c e�a p pli c ati o n�a c c e pt a n c e.�N o n et h el e s s,�a s m all e r�si z e�h a s�a n e g�-
ati v e�i�m p a ct o n�t h e p r o b a bilit y�of�a p pli c ati o n.�It m a k e s�U�K�b u si n e s s e s�7.�7�p e r c e nt a g e�p oi nt s�l e s s�
li k el y t o�a p pl y.�F o r�G e r�m a n y�a n d�Fr a n c e�t h e�e x p e ct e d�n e g ati v e�i�m p a ct i s 4.�7�a n d�5.�8�p e r c e nt a g e�
p oi nt s,�r e s p e cti v el y.�W e� al s o�a d d�a�v a ri a bl e�i n di c ati n g w h et h e r�t h e�b u si n e s s�h a s�u p�t o�€ 2�milli o n�
i n t u r n o v e r,�w hi c h�s h o�w s�a n e g ati v e�eff e ct�i n b ot h�p r o b a biliti e s�f o r all�c o u nt ri e s,�alt h o u g h,�f o r t h e�
U K,�t h e�m a r gi n al�eff e ct�i s o nl y�si g ni fi c a nt�at�1 0�p e r�c e nt�l e v el.�

Y e a r s�of�a g e�o nl y�p r e s e nt s�a n�e x p e ct e d�si g ni fi c a nt�i m p a ct f o r Fr a n c e,�w h e r e�b u si n e s s e s�wit h�fi v e�
o r�m o r e�y e a r s�of�a g e�a r e�1 0�p e r c e nt a g e�p oi nt s�m o r e�li k el y t o�b e�s u c c e s sf ul�w h e n�a p pl yi n g�f o r�
fi n a n c e.�I n t h e�U K,�ol d e r�b u si n e s s e s�a r e�l e s s li k el y t o�a p pl y�b y�6.�4 p e r c e nt a g e�p oi nt s,�i n c o nt r a st�
t o Fr a n c e,�w h e r e�ol d e r�b u si n e s s e s�a r e�3.�4�p e r c e nt a g e�p oi nt s�m o r e�li k el y t o a p pl y.�

I�m p r o v e�m e nt i n c r e dit�hi st o r y�p r e s e nt s�p o siti v e�st ati c all y�si g ni fi c a nt�eff e ct s�o n�fi n a n c e�a p pli c a�-
ti o n�i n Fr a n c e�a n d�i n t h e U K,�a n d�o n�a p pli c ati o n�s u c c e s s�i n G e r�m a n y.�

T h e�eff e ct�of�o w n e r s hi p�of�b u si n e s s e s�b y�f a�mili e s o r�i n di vi d u al s i s e sti�m at e d�n e g ati v e�f o r all�c o u n�-
t ri e s i n b ot h�t h e�s el e cti o n�a n d�o ut c o�m e�e q u ati o n s.�I n t h e l att e r c a s e,�o nl y�G e r�m a n y�p r e s e nt s�si g�-
ni fi c a n c e�at�5 p e r�c e nt�l e v el.�T h e�eff e ct�f o r t h e�U K�i s at�1 0�p e r�c e nt�l e v el.�

I�m p r o v e�m e nt of�a b u si n e s s’�o w n�c a pit al�s h o�w s�si g ni fi c a nt�p o siti v e�i�m p a ct o n�a p pli c ati o n�f o r G e r�-
m a n y�a n d�Fr a n c e.�T h e�r e s ult s�a r e�st ati sti c all y�i n si g ni fi c a nt f o r a p pli c ati o n�s u c c e s s.�

A s�e x pl ai n e d�p r e vi o u sl y,�w e�u s e�b u si n e s s e s’�e x p e ct ati o n s�o n�t h e�i�m p r o v e�m e nt of�t h ei r�o�w n�c a p�-
it al,�t h ei r�g r o�wt h�a n d�o n�t h e�a v ail a bilit y�of�l e a si n g o r�hi r e- p u r c h a s e�fi n a n c e�a s�e x cl u si o n�r e st ri c -

ti o n s,�t h at i s v a ri a bl e s�w hi c h�o nl y�aff e ct�t h e d e ci si o n�t o a p pl y�f o r b a n k�l o a n s.�All�c o u nt ri e s�p r e s e nt�
si g ni fi c a nt�e sti�m at e s�of�t h e s e�v a ri a bl e s’�eff e ct s,�i�m pl yi n g t h at t h e y�r e p r e s e nt�g o o d�e x cl u si o n�r e -

st ri cti�o�n s.�

T h e�s e ct o r�v a ri a bl e�p r e s e nt s�m a n y�mi s si n g�v al u e s�i n S A F E.�T h e r ef o r e,�i n o r d e r�t o�b e�a bl e�t o�i n-

cl u d e�t hi s�v a ri a bl e�a s�w ell�a s�a v oi d�d r o p pi n g�n u�m e r o u s�o b s e r v ati o n s,�w e�h a v e�r e pl a c e d t h e mi s s�-
i n g v al u e s�of�t hi s v a ri a bl e�wit h�t h e n u�m b e r�2 . W h et h e r� t h e b u si n e s s�b el o n g s�t o t h e m a n uf a ct u ri n g�
o r�c o n st r u cti o n�s e ct o r s�r at h e r�t h a n�t r a d e�o r�s e r vi c e s�d o e s�n ot�s h o�w a n y�st ati sti c all y�si g ni fi c a nt�
e sti�m at e s.�

W e� a d d�a d u�m m y�v a ri a bl e�e q u al�t o 1 if t h e y e a r�c o r r e s p o n d s�t o 2 0 1 3,�a n d�e q u al�t o z e r o�ot h e r�wi s e.�

G D P�p e r�c a pit a�g r o�wt h�p r e s e nt s�n e g ati v e�a n d�si g ni fi c a nt�i m p a ct o n�fi n a n c e�a p pli c ati o n s�i n G e r�-
m a n y�a n d�t h e�U K,�b ut�a p o siti v e�a n d�si g ni fi c a nt�i m p a ct o n�a p pli c ati o n s�i n Fr a n c e.�N o�si g ni fi c a nt�
i�m p a ct i s f o u n d o n�t h e p r o b a bilit y�of�a p pli c ati o n�s u c c e s s.�
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O u r�p r o xi e s�f o r�t h e�c o st�of�b a n k�f u n di n g�p r e s e nt�e sti�m at e s�a s�e x p e ct e d,�i.�e.�n e g ati v e,�alt h o u g h�
n ot�si g ni ti c a nt.�

O u r�e sti�m at e s�of�ρ , t h e�c o r r el ati o n�t e r�m,�a r e�si g ni fi c a nt�f o r�b ot h�t h e�U K�a n d�G e r�m a n y�f u rt h e r�
j u stif yi n g t h e�u s e�of�t h e H e c k�m a n�a p p r o a c h.�

T h e�l o�w e r si g ni fi c a n c e�of�t h e r e s ult s�f o r t h e o ut c o�m e�st a g e�r el ati v e�t o t h e s el e cti o n�st a g e,�i n p a r�-
ti c ul a r�f o r t h e�U K,�mi g ht�b e�a r e s ult�of�t h e s�m all e r�s a�m pl e�si z e.�
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Ta bl e�1 5:�S u�m�m a r y�st ati sti c s�

V�a ri�a�bl�e� St�ati�sti�c�
l�o�a�n�a�p�pli�c�ati�o�n� M�e�a�n�

M�e�di�a�n�
Mi�c r�o/s�m�all�(�M�S)� M�e�a�n�

M�e�di�a�n�
T�u r�n�o�v�e r�u�p�t�o�2�m� M�e�a�n�

M�e�di�a�n�
Fi�v�e�o r�m�o r�e�y�e�a r�s�a�g�e� M�e�a�n�

M�e�di�a�n�
C r�e�dit�hi�st�o r�y�i�m�p r�o�v�e�d� M�e�a�n�

M�e�di�a�n�
F�a�mil�y/i�n�di�vi�d�u�al�s�o�w�n�e r�s�hi�p� M�e�a�n�

M�e�di�a�n�
O�w�n�c�a�pit�al�i�m�p r�o�v�e�d� M�e�a�n�

M�e�di�a�n�
O�w�n�f�u�n�d�s�e�x�p�e�ct�ati�o�n� M�e�a�n�

M�e�di�a�n�
G r�o�wt�h�e�x�p�e�ct�ati�o�n� M�e�a�n�

M�e�di�a�n�
L�e�a�si�n�g/�hi r�e- p�u r�c�h�a�s�e�a�v�ail�a�bilit�y� M�e�a�n�

M�e�di�a�n�
M�a�n�uf�a�ct�u ri�n�g/ c�o�n�st r�u�cti�o�n� M�e�a�n�

M�e�di�a�n�
2�0�1�3�y�e�a r�d�u�m�m�y� M�e�a�n�

M�e�di�a�n�
G�D�P�g r�o�wt�h�p�e r�c�a�pit�a� M�e�a�n�

M�e�di�a�n�
l�o�a�n�s�u�c�c�e�s�sf�ul� M�e�a�n�

M�e�di�a�n�
m�e�di�a�n�C�D�S�p ri�c�e� M�e�a�n�

M�e�di�a�n�
G�o�v�e r�n�m�e�nt�b�o�n�d�yi�el�d� M�e�a�n�

M�e�di�a�n�

U K�
0.�1�6�
0.�0�0�
0.�5�5�
1.�0�0�
0.�4�3�
0.�0�0�
0.�9�2�
1.�0�0�
0.�3�0�
0.�0�0�
0.�3�3�
0.�0�0�
0.�3�1�
0.�0�0�
0.�1�8�
0.�0�0�
0.�1�3�
0.�0�0�
0.�0�7�
0.�0�0�
0.�5�3�
0.�0�0�
0.�1�0�
0.�0�0�
0.�8�8�
1.�1�5�
0.�7�9�
1.�0�0�
4.�7�1�
4.�6�4�
1.�9�3�
1.�9�9�

D E�
0.�2�4�
0.�0�0�
0.�5�2�
1.�0�0�
0.�3�8�
0.�0�0�
0.�9�4�
1.�0�0�
0.�3�6�
0.�0�0�
0.�4�3�
0.�0�0�
0.�4�0�
0.�0�0�
0.�1�1�
0.�0�0�
0.�0�6�
0.�0�0�
0.�0�6�
0.�0�0�
0.�5�8�
0.�0�0�
0.�0�9�
0.�0�0�
0.�8�4�
0.�8�5�
0.�8�5�
1.�0�0�
4.�9�0�
4.�9�3�
0.�9�6�
0.�5�7�

F R�
0.�3�4�
0.�0�0�
0.�6�0�
1.�0�0�
0.�4�5�
0.�0�0�
0.�9�2�
1.�0�0�
0.�2�4�
0.�0�0�
0.�3�8�
0.�0�0�
0.�2�6�
0.�0�0�
0.�0�9�
0.�0�0�
0.�0�5�
0.�0�0�
0.�0�6�
0.�0�0�
0.�5�4�
0.�0�0�
0.�1�0�
0.�0�0�
0.�7�1�
0.�8�3�
0.�8�4�
1.�0�0�
4.�6�8�
4.�6�8�
1.�4�0�
0.�9�4�
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T a bl e�1 6:�L o a n�a p pli c ati o n�a n d�s u c c e s s�p r o b a biliti e s�( H e c k�m a n s el e cti o n�m o d el)�- C o ef ti ci e nt e sti�m at e s�

(I�nt e r c e�pt)�

Mi c r o/s�m all�(�M S)�

T u r n o v e r�u p�t o 2�m�

Fi v e�o r�m o r e�y e a r s�of�a g e�

C r e dit�hi st o r y�i�m p r o v e d�

F a�mil y/i n di vi d u al s�o�w n e r s hi p�

O�w n�c a pit al i�m p r o v e d�

O�w n�f u n d s e x p e ct ati o n�

G r o�wt h�e x p e ct ati o n�

L e a si n g/�H P�a v ail a bilit y�

U K�

−�0 .5 7�∗ ∗ ∗�

(�0.0�5)�

−�0 .3 2�∗ ∗ ∗�

(�0.0�5)�

−�0 .1 2�∗ ∗ ∗�

(�0.0�5)�

−�0 .2 5�∗ ∗ ∗�

(�0.0�4)�

0 .0 9�∗ ∗ ∗�

(�0.0�2)�

−�0 .0 9�∗ ∗ ∗�

(�0.0�2)�

−�0 .0 3�

(�0.0�2)�

0 .1 1�∗ ∗ ∗�

(�0.0�2)�

0 .1 3�∗ ∗ ∗�

(�0.0�3)�

−�0 .2 0�∗ ∗ ∗�

(�0.0�4)�

S el e cti�o�n�

G e r�m a n y�

−�0 .6 6�∗ ∗ ∗�

(�0.0�4)�

−�0 .1 6�∗ ∗ ∗�

(�0.0�3)�

−�0 .2 3�∗ ∗ ∗�

(�0.0�2)�

0 .0 5�∗�

(�0.0�3)�

0�.0�1�

(�0.0�1)�

−�0 .0 8�∗ ∗ ∗�

(�0.0�2)�

0 .0 7�∗ ∗ ∗�

(�0.0�1)�

0 .1 1�∗ ∗ ∗�

(�0.0�2)�

0 .0 9�∗ ∗ ∗�

(�0.0�3)�

−�0 .2 1�∗ ∗ ∗�

(�0.0�3)�

Fr a�n c e�

−�0 .3 8�∗ ∗ ∗�

(�0.0�5)�

−�0 .1 6�∗ ∗ ∗�

(�0.0�4)�

−�0 .3 0�∗ ∗ ∗�

(�0.0�4)�

0 .0 9�∗ ∗�

(�0.0�4)�

0 .1 4�∗ ∗ ∗�

(�0.0�2)�

−�0 .1 2�∗ ∗ ∗�

(�0.0�2)�

0 .1 5�∗ ∗ ∗�

(�0.0�2)�

−�0 .2 2�∗ ∗ ∗�

(�0.0�3)�

0 .2 3�∗ ∗ ∗�

(�0.0�4)�

−�0 .1 1�∗ ∗ ∗�

(�0.0�4)�

U K�

−�0 .1 7�

(�0.2�8)�

−�0 .2 8�∗ ∗ ∗�

(�0.0�7)�

−�0 .2 8�∗ ∗ ∗�

(�0.0�7)�

0�.0�3�

(�0.0�7)�

0 .2 0�∗ ∗ ∗�

(�0.0�4)�

−�0 .2 2�∗ ∗ ∗�

(�0.0�4)�

−�0 .0 2�

(�0.0�4)�

O ut c o�m e�

G e r�m a n y� Fr a n c e�

0 .3 7� 1 .8 1�∗ ∗ ∗�

(�0.3�4)� (�0.3�7)�

−�0 .2 2�∗ ∗ ∗� 0 .2 2�∗ ∗�

(�0.0�5)� (�0.1�0)�

−�0 .4 3�∗ ∗ ∗� −�0 .5 0�∗ ∗ ∗�

(�0.0�5)� (�0.1�1)�

0 .2 9�∗ ∗ ∗� 0 .3 2�∗ ∗ ∗�

(�0.0�7)� (�0.0�8)�

0 .2 1�∗ ∗ ∗� 0 .0 6�

(�0.0�3)� (�0.0�5)�

−�0 .1 8�∗ ∗ ∗� −�0 .0 9�∗�

(�0.0�4)� (�0.0�5)�

−�0 .0 1� 0 .1 5�∗ ∗ ∗�

(�0.0�3)� (�0.0�5)�
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M a�n�uf a ct�u ri�n g/ c�o�n st r�u cti�o�n�

U n k n o�w n�i n d u st r y�

2 0 1 3�y e a r�d u�m�m y�

G�D P�g r o�wt h�p e r�c a pit a�

ρ�

M e di a n�C�D S�p ri c e�

G o v e r n�m e nt�b o n d�yi el d�

L o g�Li k eli h o o d�

N u�m.�o b s.�

C e�n s�o r e�d�

O�b s e r v e�d�

∗ ∗ ∗ p�<�0 .0 1 ;�∗ ∗ p�<�0 .0 5 ;�∗ p�<�0 .1 0�

U K�

−�0 .0 5�

(�0.0�5)�

0�.0�6�

(�0.0�3)�

0�.0�5�

(�0.0�2)�

−�0 .0 2�∗ ∗ ∗�

(�0.0�0)�

0 .9 3�∗ ∗ ∗�

(�0.0�4)�

−�4 6 4 6�.0 9�

4 9 7 8�

4 1 9 8�

7 8 0�

S el e cti�o�n�

G e r�m a n y�

0�.0�4�

(�0.0�3)�

0 .1 9�∗ ∗ ∗�

(�0.0�2)�

0 .2 4�∗ ∗ ∗�

(�0.0�2)�

−�0 .0 2�∗ ∗ ∗�

(�0.0�0)�

0 .7 6�∗ ∗ ∗�

(�0.1�0)�

−�9 9 4 0�.1 9�

7 0 8 1�

5 3 9 4�

1 6 8 7�

Fr a�n c e�

0 .0 7�∗�

(�0.0�4)�

0 .0 5�∗�

(�0.0�3)�

0 .0 6�∗ ∗�

(�0.0�3)�

0 .0 6�∗ ∗ ∗�

(�0.0�1)�

−�0 .3 7�

(�0.2�5)�

−�8 0 4 1�.4 6�

8 5 8 1�

5 6 7 1�

2 9 1 0�

U K�

−�0 .0 5�

(�0.0�8)�

0 .2 7�∗ ∗ ∗�

(�0.0�6)�

0�.0�2�

(�0.0�4)�

0�.0�1�

(�0.0�1)�

0 .9 3�∗ ∗ ∗�

(�0.0�4)�

−�0 .0 9�

(�0.0�6)�

−�0 .0 8�∗ ∗�

(�0.0�3)�

−�4 6 4 6�.0 9�

4 9 7 8�

4 1 9 8�

7 8 0�

O ut c o�m e�

G e r�m a n y�

0�.0�1�

(�0.0�5)�

0 .4 0�∗ ∗ ∗�

(�0.0�5)�

0 .6 1�∗ ∗ ∗�

(�0.0�7)�

0�.0�1�

(�0.0�1)�

0 .7 6�∗ ∗ ∗�

(�0.1�0)�

−�0 .1 4�∗ ∗ ∗�

(�0.0�4)�

−�0 .0 2�

(�0.0�1)�

−�9 9 4 0�.1 9�

7 0 8 1�

5 3 9 4�

1 6 8 7�

Fr a�n c e�

−�0 .1 3�∗�

(�0.0�7)�

−�0 .0 8�

(�0.0�7)�

−�0 .1 0�∗�

(�0.0�6)�

0�.0�2�

(�0.0�2)�

−�0 .3 7�

(�0.2�5)�

−�0 .1 2�∗�

(�0.0�7)�

−�0 .0 5�∗ ∗�

(�0.0�2)�

−�8 0 4 1�.4 6�

8 5 8 1�

5 6 7 1�

2 9 1 0�
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T a bl e�1 7:�L o a n�a p pli c ati o n�a n d�s u c c e s s�p r o b a biliti e s�( H e c k�m a n s el e cti o n�m o d el)�– M a r gi n al�eff e ct s�

Mi c r o/s�m all�(�M S)�

T u r n o v e r�u p�t o 2�m�

Fi v e�o r�m o r e�y e a r s�of�a g e�

C r e dit � hi st o r y�i�m p r o v e d�

F a�mil y�/ i n di vi d u al o�w n e r s hi p�

O�w n- c a pit al�i�m p r o v e d�

O�w n-f u n d s�e x p e ct ati o n�

G r o�wt h�e x p e ct ati o n�

L e a si n g�/ H P�a v ail a bilit y�

U K�

−�0 .0 7 7�∗ ∗ ∗�

(�0.0�1�2)�

−�0 .0 2 8�∗ ∗ ∗�

(�0.0�1�0)�

−�0 .0 6 4�∗ ∗ ∗�

(�0.0�1�1)�

0 .0 2 2�∗ ∗ ∗�

(�0.0�0�5)�

−�0 .0 2 1�∗ ∗ ∗�

(�0.0�0�4)�

−�0 .0 0 6�

(�0.0�0�5)�

0 .0 2 6�∗ ∗ ∗�

(�0.0�0�5)�

0 .0 3 2�∗ ∗ ∗�

(�0.0�0�7)�

−�0 .0 4 3�∗ ∗ ∗�

(�0.0�0�8)�

S el e cti�o�n�

G e r�m a n y�

−�0 .0 4 7�∗ ∗ ∗�

(�0.0�0�8)�

−�0 .0 6 7�∗ ∗ ∗�

(�0.0�0�7)�

0 .0 1 6�∗�

(�0.0�0�9)�

0�.0�0�2�

(�0.0�0�4)�

−�0 .0 2 5�∗ ∗ ∗�

(�0.0�0�5)�

0 .0 2 1�∗ ∗ ∗�

(�0.0�0�4)�

0 .0 3 2�∗ ∗ ∗�

(�0.0�0�5)�

0 .0 2 8�∗ ∗ ∗�

(�0.0�0�9)�

−�0 .0 5 7�∗ ∗ ∗�

(�0.0�0�7)�

Fr a�n c e�

−�0 .0 5 8�∗ ∗ ∗�

(�0.0�1�6)�

−�0 .1 0 7�∗ ∗ ∗�

(�0.0�1�3)�

0 .0 3 1�∗ ∗�

(�0.0�1�4)�

0 .0 5 0�∗ ∗ ∗�

(�0.0�0�8)�

−�0 .0 4 0�∗ ∗ ∗�

(�0.0�0�8)�

0 .0 5 3�∗ ∗ ∗�

(�0.0�0�8)�

−�0 .0 7 3�∗ ∗ ∗�

(�0.0�0�9)�

0 .0 8 2�∗ ∗ ∗�

(�0.0�1�6)�

−�0 .0 3 7�∗ ∗ ∗�

(�0.0�1�4)�

U K�

−�0 .0 1�

(�0.0�5)�

−�0 .1 1�∗�

(�0.0�6)�

0�.1�4�

(�0.0�9)�

0 .0 7�∗�

(�0.0�4)�

−�0 .0 9�∗�

(�0.0�5)�

0�.0�0�

(�0.0�5)�

O�ut�c�o�m�e�

G�e r�m�a�n�y� Fr�a�n�c�e�

−�0�.0�4� 0�.0�5�∗�

(�0.0�3)� (�0.0�3)�

−�0�.1�0�∗�∗� −�0�.1�5�∗�∗�∗�

(�0.0�4)� (�0.0�3)�

0�.0�9�∗� 0�.1�0�∗�∗�

(�0.0�5)� (�0.0�4)�

0�.0�7�∗�∗� 0�.0�2�

(�0.0�3)� (�0.0�2)�

−�0�.0�4�∗�∗� −�0�.0�3�

(�0.0�2)� (�0.0�2)�

−�0�.0�2� 0�.0�5�∗�∗�

(�0.0�3)� (�0.0�2)�

9
4�



  

      

   

  

   

    

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

   

   

 

 

 

 

 

 

 

 

 

 

 

 

            

 

M a n uf a ct u ri n g�/ c o n st r u cti o n�

U n k n o�w n�i n d u st r y�

Y e a r�2 0 1 3�d u�m�m y�

G�D P�g r o�wt h�p e r�c a pit a�

M e di a n�C�D S�p ri c e�

G o v e r n�m e nt�b o n d�yi el d�

∗ ∗ ∗ p�<�0 .0 1 ;�∗ ∗ p�<�0 .0 5 ;�∗ p�<�0 .1 0�

U K�

−�0 .0 1�

(�0.0�1)�

0�.0�1�

(�0.0�1)�

0 .0 1 1�∗�

(�0.0�0�6)�

−�0 .0 0 4�∗ ∗ ∗�

(�0.0�0�1)�

S el e cti�o�n�

G e r�m a n y�

0�.0�1�

(�0.0�1)�

0 .0 6�∗ ∗ ∗�

(�0.0�1)�

0 .0 7 7�∗ ∗ ∗�

(�0.0�0�5)�

−�0 .0 0 5�∗ ∗ ∗�

(�0.0�0�1)�

Fr a�n c e�

0 .0 2�∗ ∗�

(�0.0�1)�

0 .0 2�∗ ∗�

(�0.0�1)�

0 .0 2 1�∗ ∗�

(�0.0�0�9)�

0 .0 2 3�∗ ∗ ∗�

(�0.0�0�3)�

U K�

−�0 .0 1�

(�0.0�4)�

0 .1 1�∗ ∗�

(�0.0�5)�

−�0 .0 1�

(�0.0�8)�

0�.0�2�

(�0.0�2)�

−�0 .0 5�

(�0.0�8)�

−�0 .0 5�∗�

(�0.0�3)�

O ut c o�m e�

G e r�m a n y�

−�0 .0 1�

(�0.0�2)�

0 .0 8�∗ ∗ ∗�

(�0.0�3)�

0 .1 2�∗ ∗ ∗�

(�0.0�2)�

0�.0�1�

(�0.0�0)�

−�0 .0 5�

(�0.0�5)�

−�0 .0 1�

(�0.0�1)�

Fr a�n c e�

−�0 .0 3�

(�0.0�2)�

−�0 .0 2�

(�0.0�3)�

−�0 .0 2�

(�0.0�4)�

0�.0�1�

(�0.0�1)�

−�0 .0 3�

(�0.0�4)�

−�0 .0 1�

(�0.0�1)�
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T h e�c o ef ti ci e nt�e sti�m at e s�i n Ta bl e�1 6�a r e�t h e n u s e d�t o c o�m p ut e�t h e fitt e d�a n d�p r e di ct e d�p r o b a bili�-
ti e s of�t r a n s a cti o n i n t h e U K�u n d e r�t h e c u r r e nt�s y st e�m a n d�u n d e r�t h e G e r�m a n�a n d Fr e n c h�s y st e�m s,�

α U K� U K� β̂ U K� U K , ρ̂U� α D E� U K� β̂ D E� D E , ρ̂D E� α F R� U K� β̂ F R� U K� ρ Fi.�e.�Φ(�̂� z� ,� x� K ) ,�Φ(�̂� z� ,� x� ) a n d�Φ(�̂� z� ,� x� , ˆ R ) .�it� it� it� it� it� it�
Fi g u r e�2 4�di s pl a y s�t h e di st ri b uti o n�of�t h e s e p r o b a biliti e s�g r o u p e d�i nt o l a r g e e nt e r p ri s e s�a n d�S�M E�
c at e g o ri e s�al o n g�wit h�t h e a v e r a g e�of�e a c h di st ri b uti o n.�Fi g u r e�2 5�di s pl a y s�t h e a v e r a g e�p r o b a bilit y�
of�e a c h di st ri b uti o n�a n d it s 9 5�p e r�c e nt�c o n�fi d e n c e�i nt e r v al, c o�m p ut e d�vi a�b o ot st r a p.�9 W e� c a n�s e e�
t h at t h e�a v e r a g e s�u n d e r�t h e�c u r r e nt�s y st e�m a r e�l o�w e r t h a n�b ot h�of�o u r�c o u nt e rf a ct u al s.�

U n d e r�t h e�c u r r e nt�U K�s y st e�m 1 1�p e r�c e nt�of�S M E s�b ot h�a p pl y�f o r�fi n a n c e�a n d�a r e�s u c c e s sf ul�i n�
r e c ei vi n g it.�U n d e r�t h e G e r�m a n�c o u nt e rf a ct u al,�1 8�p e r�c e nt�of�U K�S�M E s�a r e�e x p e ct e d�t o a p pl y�a n d�
b e�a c c e pt e d f o r fi�n a n c e�a n d,�u n d e r�t h e Fr e n c h�c o u nt e rf a ct u al,�t h e fi g u r e�w o ul d�b e�2 7�p e r�c e nt.�I n�
t h e c a s e�of�l a r g e e nt e r p ri s e s,�2 1�p e r�c e nt�b ot h�a p pl y�f o r fi n a n c e�a n d�a r e�s u c c e s sf ul�u n d e r�t h e U K�
c u r r e nt�s y st e�m.�T h at�fi g u r e�i s e x p e ct e d�t o i n c r e a s e t o 3 3�a n d�3 8�p e r�c e nt�u n d e r�t h e�G e r�m a n�a n d�
t h e Fr e n c h�c o u nt e rf a ct u al s,�r e s p e cti v el y.�W e�hi g hli g ht�h o�w e v e r�t h at t hi s r e s ult i s m o r e�u n c e rt ai n,�
s h o�wi n g�l a r g e r c o n fi d e n c e�i nt e r v al s.�A p p e n di x�B.�2.�1 p r o vi d e s�t h e�B ri e�s c o r e s�of�t h e�p r e di cti v e�
p o�w e r�of�e a c h�c o u nt r y�m o d el:� 0.�1 0 5�f o r�t h e�U�K�m o d el,�0.�1 5 6�f o r�t h e�G e r�m a n�m o d el�a n d�0.�1 9 3�
f o r t h e Fr e n c h�m o d el.�B a s e d�o n�t h e s e,�t h e G e r�m a n�c o u nt e rf a ct u al i s e x p e ct e d�t o b e�m o r e�r eli a bl e�
t h a n�t h e Fr e n c h�c o u nt e rf a ct u al.�

C o nt r a r y�t o o u r�r e s ult s,�w e�di d�e x p e ct�t h e diff e r e n c e�f o r l a r g e c o�m p a ni e s�t o b e�s�m all e r,�si n c e�t h e y�
mi g ht�h a v e�b ett e r�r el ati o n s hi p s�wit h�b a n k s�a n d,�i n t h e�U K�a s�w ell s�a s�i n ot h e r�c o u nt ri e s,�t h e y a r e�
li k el y t o�h a v e�m o r e�e xt e r n al�fi n a n c e�o pti o n s�a v ail a bl e�s u c h�a s�d e bt�i s s ui n g.�H o�w e v e r,�Fi g u r e�9�
d o e s�s h o�w t h at l a r g e b u si n e s s e s�i n D E�a n d F R�a r e�c o n si d e r a bl y�m o r e�li k el y t o a p pl y�f o r b a n k�l o a n s�
t h a n U K�l a r g e b u si n e s s e s.�Y et,�a s�st at e d�a b o v e,�u n c e rt ai nt y�f o r t h e s e r e s ult s i s hi g h e r,�a r e�fi e cti o n�
of�t h e s�m all e r�s a�m pl e�f o r t h e s e�c o�m p a ni e s.�

9 B o ot st r a p�i s a�r e s a�m pli n g�t e c h ni q u e�w h e r e,�i n o n e�of�it s f o r�m s,�r o�w s�of�t h e�d at a�a r e�r e s a�m pl e�d r e p e at e dl y�c r e�-
ati n g�n u�m e r o u s�n e�w s a�m pl e s�w hi c h�a r e�u s e d�t o�r e- e sti�m at e�t h e�m o d el.� T h e s e�e sti�m ati o n s�r e s�ult�i n a�di st ri b uti o n�of�
e sti�m at e s�f r o�m w hi c h�i nf e r e n c e c a n�b e�p e rf o r�m e d.�

9 6�
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Fi g u r e�2 4:�J oi nt�p r o b a biliti e s�of�a p pl yi n g�f o r ti n a n c e�a n d�b ei n g�s u c c e s sf ul P�( 1, 1 |x,�z )�

L ar g e� S�M E�

D�e
�n

sit
y�

1�5�

0.�3� 3� 0.�1�8�
1�0�

0.�2�1�
0.�3�8�

0.�1�
0.�2�7�

1�
C�o�u�nt�erf�a�ct�u�al�(�D�E)�
C�o�u�nt�erf�a�ct�u�al�(�F�R)�
U�K�C�urr�e�nt�

5�

0�

0.�0� 0.�2� 0.�4� 0.�6� 0.�0� 0.�2� 0.�4� 0.�6�
J�oi�nt�pr�o�b�a�biliti�e�s�

Fi g u r e�2 5:�J oi nt�p r o b a biliti e s�of�a p pl yi n g�f o r fi n a n c e�a n d�b ei n g�s u c c e s sf ul P�( 1, 1 |x,�z )�a n d�9 5�p e r�
c e nt�c o n�fi d e n c e�i nt e r v al s�

L ar g e� S�M E�

1 5�

0.�3� 3� 0.�1 8�
1 0� 0.�3 8� 0.�2 7�

D�e
�n

sit
y C o u nt erf a ct u al (�D E)

0.�2 1� 0.�1� 1�
C o u nt erf a ct u al ( F�R)�
U�K�C urr e nt�

5�

0�

0.�0� 0.�2� 0.�4� 0.�6� 0.�0� 0.�2� 0.�4� 0.�6�
J oi nt�pr o b a biliti e s�
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6.�3.�6� L e n di n g�G a p�

Si�mil a rl y�t o�A k b a s�et�al.�(2 0 2 3 ), w e�u s e�t h e�f oll o�wi n g d e�ti niti o n�f o r t h e�g a p�b et�w e e n�t h e�U K�a n d�
e a c h�c o u nt r y�C�∈ { D�E,�F R } :�

∑�
it�w�it�[P�C ( 1 , 1 |x�it�, zit�) −�P�U�K ( 1 , 1 |x�it�, zit�)]�

c r e dit�g a p�=�g r o s s�l o a n s� ∑� ( 1 3)�
i w�i P�U�K�( 1, 1 |x�it�,�zit�)�

K� K z U� K x U�K
∑�

it�w it�[ Φ(α̂ C z U�K , β̂ C x U� , ρ̂C ) −�Φ(�α̂ U� K , β̂ U� , ρ̂U�K )]�it� it� it� it�=�g r o s s�l o a n s� ∑� .�
α U K� U K� β̂ U K� U K� ρ U K )it�w it�Φ(�̂� z� ,� x� , ˆit� it�

A k b a s�et�al.�(2 0 2 3 ) al s o�u s e�e m pl o y�m e nt�si z e�i n t h ei r�n u�m e r at o r�a n d�d e n o�mi n at o r.�S A F E,�h o�w -

e v e r,�o nl y�c o nt ai n s�b a n d e d�e�m pl o y�m e nt.�W e� h a v e�e x p e ri�m e nt e d�u si n g�t h e�l o�w e r b o u n d�of�e a c h�
e�m pl o y�m e nt�c at e g o r y�(1�f o r�b u si n e s s e s�wit h�1�t o�9�e�m pl o y e e s,�1 0�f o r�b u si n e s s e s�wit h�1 0�t o�4 9�
e�m pl o y e e s,�5 0�f o r b u si n e s s e s�wit h�5 0�t o�2 4 9�e�m pl o y e e s,�a n d�2 5 0�f o r b u si n e s s e s�wit h�2 5 0�o r�m o r e�
e�m pl o y e e s)�i n t h e c o�m p ut ati o n�a s:�

∑�
it�w�it�[P�C ( 1 , 1 |x�it�, zit�) −�P�U�K ( 1 , 1 |x�it�, zit�)]L�it�

c r e dit�g a p�=�g r o s s�l o a n s� ∑� ( 1 4)�
i w�i P�U�K�( 1, 1 |x�it�,�zit�)L�it�

U K ˆ� U K� K U K� K U K
∑�

it�w�it�[ Φ(α̂ C z� , β�C x� , ρ̂C ) −�Φ(�α̂ U� z� , β̂ U� x� , ρ̂U�K )] L�it�it� it� it� it�=�g r o s s�l o a n s� ∑� .
K K�

it�w it�Φ(�α̂ U�K z U� , β̂ U�K x U� , ρ̂U�K ) L�it�it� it�

T h e�e sti�m at e d�g a p s�of�E q u ati o n�(1 4 ) f o r�S�M E s�a r e�m o d e r at el y�l o�w e r t o�t h o s e�of�E q u ati o n�(1 4 ). 

T hi s�f o r�m ul a�c a n�b e�u n d e r st o o d�a s�t h e�f oll o�wi n g.�C o n si d e r�t h at�t h e�d e n o�mi n at o r�c o nt ai n s�t h e�
n u�m b e r�of�b u si n e s s e s�i n t h e�U K�w hi c h�a p pl y�f o r a n d�r e c ei v e�b a n k�l o a n s.�T h e�a m o u nt�b o r r o�w e d�
b y�t h e s e�b u si n e s s e s�c o r r e s p o n d s�t o�t h e�v al u e�of�g r o s s�l o a n s i n t h e�U K�e c o n o�m y.�A n al o g o u sl y,�

∑�
α C� U K β̂ C� U Kt h e�t e r�m� z� ,� x� , ρ̂C ) i n n u�m e r at o r�r e p r e s e nt s�t h e�n u�m b e r�of�U K�b u si n e s s e s�it�w�it�Φ(�̂� it� it�

w hi c h�w o ul d�a p pl y�f o r b a n k�l o a n s a n d b e�s u c c e s sf ul�u n d e r�t h e b a n ki n g�s y st e�m of�c o u nt r y�C�( G e r-

m a n y�o r�Fr a n c e).�T h e r ef o r e,�t h e n u�m e r at o r�c o nt ai n s�h o�w m a n y�m o r e�b u si n e s s e s�w o ul d�t a k e b a n k�
l o a n s i n t h e c o u nt e rf a ct u al�s c e n a ri o�t h a n i n t h e c u r r e nt�s y st e�m.�

A n�i m p o rt a nt a s s u�m pti o n�of�t hi s�i s t h at�l o a n s w o ul d�c h a n g e�i n n u�m b e r�b ut�t h ei r�a v e r a g e�v al u e�
w o ul d�r e�m ai n�c o n st a nt.�H e n c e,�t hi s�c o u nt e rf a ct u al�a n al y si s�o nl y�r ef e r s�t o�t h e�e xt e n si v e�m a r gi n�
of�l e n di n g.�W e�c a n n ot�a s s e s s�t h e i nt e n si v e m a r gi n�si n c e�t h e d at a�a v ail a bl e�p r o vi d e�n o�i nf o r�m ati o n�
o n�t h e v al u e�of�l o a n s.�

F o r�t h e�v al u e�of�g r o s s�l o a n s, w e�s o u r c e�f r o�m t h e B o�E t h e s e ri e s�

•�M o nt hl y�c h a n g e s�of�m o n et a r y�fi n a n ci al�i n stit uti o n s’�st e rli n g�a n d�all�f o r ei g n c u r r e n c y�g r o s s�
l e n di n g t o S�M E s�(i n st e rli n g�milli o n s)�n ot�s e a s o n all y�a dj u st e d;�

•�M o nt hl y�c h a n g e s�of�m o n et a r y�fi n a n ci al�i n stit uti o n s’�st e rli n g�a n d�all�f o r ei g n c u r r e n c y�g r o s s�
l e n di n g t o l a r g e e nt e r p ri s e s�(i n st e rli n g�milli o n s)�n ot�s e a s o n all y�a dj u st e d;�

•�M o nt hl y�c h a n g e s�of�m o n et a r y�fi n a n ci al�i n stit uti o n s’�st e rli n g�a n d�all�f o r ei g n c u r r e n c y�g r o s s�
l e n di n g t o all�e nt e r p ri s e s�(i n st e rli n g�milli o n s)�n ot�s e a s o n all y�a dj u st e d.�
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T h e�s e ri e s�st a rt s�i n 2 0 1 1.�T h e r ef o r e,�w e�will�u s e�t h e p e ri o d�f r o�m 2 0 1 1�t o�2 0 1 9�f o r t h e�c o�m p ut a�-
ti o n of�t h e m o n et a r y�g a p s.�T h e�B o�E d e ti n e s�S�M E s�” a s t h o s e wit h�a n�a n n u al d e bit�a c c o u nt�t u r n o v e r�
o n�t h e�m ai n�b u si n e s s�a c c o u nt�of�u p�t o�£ 2 5�milli o n.�T h o s e�wit h�a n�a n n u al�d e bit�a c c o u nt�t u r n o v e r�
o n�t h e m ai n�b u si n e s s�a c c o u nt�a b o v e�£ 2 5�milli o n�a r e�t e r�m e d l a r g e b u si n e s s e s.”�N ot e�t h at o u r�si z e�
c at e g o ri e s�d o�n ot�e x a ctl y�m at c h�t hi s d e fi niti o n�si n c e�w e�al s o�c o n si d e r�n u�m b e r�of�e m pl o y e e s.�W e�
d e�fi at e�t h e s e ri e s�b y�t h e C o n s u�m e r�P ri c e�I n d e x ( C PI) wit h�b a s e�i n J a n u a r y�2 0 2 5.�

Ta bl e�1 8�s h o�w s�t h e�c o�m p ut e d�g a p s�wit h�G e r�m a n y�a n d�Fr a n c e�f o r e a c h�e nt e r p ri s e�g r o u p�( S�M E s,�
l a r g e a n d�all)�u si n g�E q u ati o n s�(1 3 ) a n d�(1 4 ). T h e�c u r r e nt�l e n di n g c ol u�m n�s h o�w s�t h e�t ot al�g r o s s�
l e n di n g t o b u si n e s s e s�f r o�m 2 0 1 1�t o 2 0 1 9.�T h e�g a p s�a r e�t h e e x p e ct e d�a�m o u nt s�w hi c h�w o ul d�h a v e�
b e e n�a d d e d�t o�2 0 1 1- 2 0 1 9�l e n di n g u n d e r�t h e�c o u nt e rf a ct u al s.�T h e�e sti�m at e d�g a p s�wit h�t h e�G e r�-
m a n�s y st e�m a r e�b et�w e e n�£ 3 3 6�a n d�£ 4 0 7�b n s�f o r S�M E s�d e p e n di n g�o n�w h et h e r�w e�w ei g h�b y�e m -

pl o y�m e nt.�T h e�e sti�m at e d�g a p�wit h�t h e G e r�m a n�s y st e�m i s £ 1,�1 2 1�b n s�f o r l a r g e e nt e r p ri s e s.�It d o e s�
n ot�v a r y�b et�w e e n�t h e�t w o�c o�m p ut ati o n�a p p r o a c h e s�b e c a u s e�it o nl y�c o nt ai n s�o n e�c at e g o r y�a n d�
t h u s o nl y�o n e�l o�w e r b o u n d,�2 5 0�e m pl o y e e s.�Wit h� t h e�Fr e n c h�c o u nt e rf a ct u al,�t h e e sti�m at e d�g a p s�
a r e�b et�w e e n�£ 7 8 8�a n d�£ 9 5 6�b n s�f o r�S M E s.�I n t h e�c a s e�of�l a r g e fi r�m s,�t h e�g a p�i s e x p e ct e d�t o�b e�
£ 1,�5 3 1�b n s.�

Ta bl e�1 8:�R e al�l e n di n g g a p s�b y�e nt e r p ri s e�g r o u p�(i n b n s�of�p o u n d s�d e�fi at e d�b y�C PI�2 0 2 5)�

( a) Wit h o ut� e�m pl o y�m e nt� ( b) Wit h� e�m pl o y�m e nt� ( c)�

G r o u p� G a p s�wit h�D E� G a p s�wit h�F R� G a p s�wit h�D E� G a p s�wit h�F R� C u r r e nt�l e n di n g�

All� £ 1,�5 4 9� £ 2,�7 3 3� £ 1,�4 7 9� £ 2,�1 1 1� £ 2,�5 2 0�
S�M E s� £ 4 0 7� £ 9 5 6� £ 3 3 6� £ 7 8 8� £ 6 2 2�
L a r g e� £ 1,�1 2 1� £ 1,�5 3 1� £ 1,�1 2 1� £ 1,�5 3 1� £ 1,�8 9 8�

S o u r c e:�B o�E,�S A F E�( 2 0 1 1- 2 0 1 9) a n d�a ut h o r s’�c al c ul ati o n s�

Ta bl e�1 9�r e p o rt s�t h e�c o r r e s p o n di n g�g a p s�( wit h o ut e�m pl o y�m e nt�f o r b r e vit y)�a s�s h a r e s�of�G D P�a s�
w ell�a s�t h e U K�a ct u al�l e n di n g b et�w e e n�2 0 1 1�a n d�2 0 1 9�a s�a s h a r e�of�t h e p e ri o d�t ot al G�D P.�F o r�t h e�
e c o n o�m y�a s�a�w h ol e,�t h e�e sti�m at e d�l e n di n g g a p�r a n g e s�f r o�m 6.�4�%�of�G�D P�w h e n�b e n c h�m a r k e d�
a g ai n st�G e r�m a n y�t o 1 2.�7 % of�G D P�w h e n�b e n c h�m a r k e d�a g ai n st�Fr a n c e,�c o�m p a r e d�wit h�a ct u al�U K�
l e n di n g of�1 1.�2�%�of�G�D P.�A�m o n g�S�M E s,�t h e i�m pli e d g a p�i s 1.�7�%�of�G�D P�u n d e r�t h e�G e r�m a n�
b e n c h�m a r k�a n d�3.�4�%�of�G�D P�u n d e r�t h e�Fr e n c h�b e n c h�m a r k�—�w hil e�a ct u al�S�M E�l e n di n g a�m o u nt s�
t o 2.�8 % of�G D P.�I n c o nt r a st,�l a r g e fi r�m s�p r e s e nt�a g a p�of�4.�7 % of�G D P�( G e r�m a n y) a n d�9.�4 % of�
G�D P�( Fr a n c e),�a g ai n st�o b s e r v e d�l e n di n g of�8.�5�%�of�G�D P.�Ta bl e�2 0�r e p o rt s�t h e�c o r r e s p o n di n g�
a n n u al�a v e r a g e s.�

Ta bl e�1 9:�L e n di n g�g a p s�a n d�a ct u al�l e n di n g a s�a s h a r e�of�G D P�f o r 2 0 1 1- 2 0 1 9�

G r o u p� G a p s�wit h�D E� G a p s�wit h�F R� U K�a ct u al�l e n di n g�

All� 6.�4�%� 1 2.�7�%� 1 1.�2�%�
S�M E s� 1.�7 %� 3.�4 %� 2.�8 %�
L a r g e� 4.�7�%� 9.�4�%� 8.�5�%�

S o u r c e:�B o�E,�S A F E�( 2 0 1 1- 2 0 1 9) a n d�a ut h o r s’�c al c ul ati o n s�

9 9�



               
    

          

    

    

    

       

                 

                

                

           

       

         

         

           

  

     

      

   

  

     

              

             

              

                

               

                

                

 

               

            

             

           

                  

              

               

 

                

                

             

 

Ta bl e�2 0:�A v e r a g e�a n n u al�l e n di n g g a p s�a n d�a ct u al�l e n di n g f o r�2 0 1 1- 2 0 1 9�(i n b n s�of�p o u n d s�d e�-
ti at e d�b y�C PI�2 0 2 5)�

G r�o�u�p� G�a�p�s�wit�h�D�E� G�a�p�s�wit�h�F�R� U�K�a�ct�u�al�l�e�n�di�n�g�

All� £�1�7�2� £�3�0�4� £�2�8�0�
S�M�E�s� £�4�5� £�1�0�6� £�6�9�
L�a r�g�e� £�1�2�5� £�1�7�0� £�2�1�1�

S�o�u r�c�e:�B�o�E,�S�A�F�E�(�2�0�1�1- 2�0�1�9)�a�n�d�a�ut�h�o r�s’�c�al�c�ul�ati�o�n�s�

K e e pi n g�i n mi n d�t h at�n ot�all�l e n di n g i s u s e d�f o r i n v e st�m e nt a n d�si n c e�S A F E�d o e s�n ot�c o nt ai n�
i nf o r�m ati o n a b o ut�t h e p u r p o s e�of�a p pl yi n g�f o r fi n a n c e,�w e�u s e�q u e sti o n�H 7 b�f r o�m t h e L S B S�t o�
e sti�m at e�t h e�s h a r e�of�l e n di n g w hi c h�i s i n v e st e d.�T hi s�q u e sti o n�a s k s:�“ Di d y o u�t r y a n d�o bt ai n�
fi n a n c e�i n t h e�l a st 1 2�m o nt h s�f o r a n y�of�t h e s e r e a s o n s ?�

a.�A c q ui siti o n�of�c a pit al�e q ui p�m e nt�o r�v e hi cl e s�
b.�B u yi n g,�r e nti n g,�l e a si n g o r�i�m p r o vi n g b uil di n g s�o r�l a n d�
c.�I n v e st�m e nt i n a�n e�w o r�si g ni fi c a ntl y�i m p r o v e d p r o c e s s�
d.�I n v e st�m e nt i n a�n e�w o r�si g ni fi c a ntl y�i m p r o v e d g o o d s�o r�s e r vi c e s�
e.�M a r k eti n g�
f.�St aff�t r ai ni n g�o r�d e v el o p�m e nt�
g.�A n y�ot h e r�t y p e�of�i n v e st�m e nt�
h.�Ot h e r�r e a s o n s�
i.�U n s u r e�
j.�P r ef e r�n ot�t o a n s�w e r”�

T h e�O N S�d e�fi n e s�b u si n e s s�i n v e st�m e nt a s�a c o�m p o n e nt�of�g r o s s�fi x e d�a s s et�f o r�m ati o n (�G F C F),�
e x cl u di n g�i n v e st�m e nt b y�c e nt r al�o r�l o c al g o v e r n�m e nt,�i n v e st�m e nt i n d�w elli n g s,�o r�t h e c o st s�
a s s o ci at e d�wit h�t h e�t r a n sf e r�of�n o n- p r o d u c e d�a s s et s�( s u c h a s�l a n d).�T h e r ef o r e,�w e�c o n si d e r�a s�
i n v e st�m e nt alt e r n ati v e s�a- g wit h�t h e�e x c e pti o n�of�b.�W e� t h e n c o n st r u ct�a n�e sti�m at e�of�t h e s h a r e�
of�l e n di n g u s e d�f o r i n v e st�m e nt a s�t h e p e r c e nt a g e�w hi c h�t h e a�m o u nt�r e c ei v e d b y�t h o s e�w h o�
m e a nt�t o i n v e st i n t h o s e�it e�m s r e p r e s e nt s�i n t ot al a�m o u nt�l e nt, w hi c h�c o r r e s p o n d s�t o�2 2�% o v e r�
2 0 1 5- 2 0 1 9.�If t h e�s a�m pl e�i s r e st ri ct e d t o t h o s e w h o�a p pli e d�f o r l o a n s, t hi s�p e r c e nt a g e�d r o p s�t o�
7�%.�

W e� m ulti pl y�g r o s s�l o a n s i n E q u ati o n s�(1 3 ) a n d�(1 4 ) b y�2 2�% t o c o�m p ut e�t h e l e n di n g g a p�f o r�
i n v e st�m e nt.�T hi s�a p p r o a c h�a s s u�m e s�t h at t h e p e r c e nt a g e�of�l e n di n g di r e ct e d�at�b u si n e s s�
i n v e st�m e nt w o ul d�r e�m ai n�t h e s a�m e�u n d e r�t h e b a n ki n g�r ef o r�m.�C u r r e ntl y�m o st�i n v e st�m e nt i s�
fi n a n c e�b y�b u si n e s s e s’�o w n�a c c u�m ul at e d�r e s o u r c e s.�T h e r ef o r e,�w hil e�i n v e st�m e nt c a n�b e�
e x p e ct e d�t o i n c r e a s e d u e�t o�hi g h e r�l e n di n g, it i s al s o�p o s si bl e�t h at�a�l ot of�t h e i n v e st�m e nt w hi c h�
w o ul d�b e�f u n d e d wit h�b u si n e s s e s’�i nt e r n al c a pit al i s i n st e a d c a r ri e d�o ut�u si n g�e xt e r n al�fi n a n c e�
f oll o�wi n g t h e r ef o r�m.�H e n c e,�t h e i n c r e a s e i n i n v e st�m e nt i s m o r e�u n c e rt ai n�t h a n t h e�i n c r e a s e i n�
l e�n�di�n g.�

Ta bl e�2 1�s h o�w s�t h e�r e s ult s.�T h e�e sti�m at e d�g a p s�wit h�t h e�G e r�m a n�s y st e�m a r e�b et�w e e n�£ 7 3�a n d�
£ 8 8�b n s�f o r S�M E s�d e p e n di n g�o n�w h et h e r�w e�w ei g h�b y�e�m pl o y�m e nt.�T h e�e sti�m at e d�g a p�wit h�t h e�
G e r�m a n�s y st e�m i s £ 2 4 4�b n s�f o r l a r g e e nt e r p ri s e s.�Wit h� t h e Fr e n c h�c o u nt e rf a ct u al,�t h e�

1 0 0�



                   

     

                
     

       

 
  

 
  
 

  
 

  
 

  
  

      

      

      

       

                 

            

                  

                

             

                 

                

                 

               

         

 

e sti�m at e d�g a p s�a r e�b et�w e e n�£ 1 7 1�a n d�£ 2 0 8�b n s�f o r S�M E s.�I n t h e c a s e�of�l a r g e ti r�m s,�t h e g a p�i s�
e x p e ct e d�t o b e�£ 3 3 3�b n s.�

Ta�bl�e�2�1:�E�sti�m�at�e�d�r�e�al�l�e�n�di�n�g�g�a�p�s�f�o r�i�n�v�e�st�m�e�nt�b�a�s�e�d�o�n�L�S�B�S�a�m�o�u�nt�r�e�c�ei�v�e�d�(i�n�b�n�s�of�
p�o�u�n�d�s�d�e�fi�at�e�d�b�y�C�PI�2�0�2�5)�

(�a)�Wit�h�o�ut� e�m�pl�o�y�m�e�nt� (�b)�Wit�h� e�m�pl�o�y�m�e�nt� (�c)�

G r�o�u�p� G�a�p�s�wit�h�
D�E�

G�a�p�s�wit�h�
F�R�

G�a�p�s�wit�h�
D�E�

G�a�p�s�wit�h�
F�R�

C�u r r�e�nt�l�e�n�di�n�g�
f�o r�i�n�v�e�st�m�e�nt�

All� £�3�3�7� £�5�9�4� £�3�2�2� £�4�5�9� £�5�4�8�
S�M�E�s� £�8�8� £�2�0�8� £�7�3� £�1�7�1� £�1�3�5�
L�a r�g�e� £�2�4�4� £�3�3�3� £�2�4�4� £�3�3�3� £�4�1�3�

S�o�u r�c�e:�B�o�E,�S�A�F�E�(�2�0�1�1- 2�0�1�9)�a�n�d�a�ut�h�o r�s’�c�al�c�ul�ati�o�n�s�

Fi g u r e�2 6�pl ot s�t h e t ot al a n n u al�l e n di n g f r o�m 2 0 1 1�t o�2 0 1 9�u n d e r�t h e c u r r e nt�U K�s y st e�m a n d�
t h e�e sti�m at e d�a�m o u nt s�u n d e r�t h e c o u nt e rf a ct u al�s y st e�m s�u si n g�s ol el y�E q u ati o n�(1 3 ) f o r b r e vit y.�
T h e�G e r�m a n�s y st e�m i n t h e U K�w o ul d�h a v e�g e n e r at e d�a b o ut�o n e�a n d�a h alf�t h e�a ct u al�U K�l e n di n g�
p e r�y e a r�a n d�t h e�Fr e n c h�s y st e�m w o ul d�h a v e�r e s ult e d i n a b o ut�2.�1 ti�m e s t h e a ct u al�l e v el s.�

Fi g u r e�2 6:�T ot al�c u r r e nt�a n d�c o u nt e rf a ct u al�r e al�a n n u al�l e n di n g ( d e�fi at e d b y�C PI�2 0 2 5)�

Fi g u r e�2 7�s h o�w s�t h e a ct u al�p e r�c e nt s�of�G D P�t h at�n e�w b a n k�l e n di n g r e p r e s e nt s�i n t h e U K,�
G e r�m a n y�a n d�Fr a n c e,�a s�w ell�a s�t h e s h a r e s�t h at t h e c o u nt e rf a ct u al s�w o ul d�r e p r e s e nt i n t h e�U K’�s�
G D P. T h e�d at a�f o r G e r�m a n y�a n d�Fr a n c e�c o n si st s�of�n e�w l o a n s t o N F C s�ot h e r�t h a n r e v ol vi n g�l o a n s�
a n d�o v e r d r aft s,�c o n v e ni e n c e�a n d�e xt e n d e d�c r e dit�c a r d d e bt,�w hi c h�w e�c o n si d e r�t o�b e�t h e cl o s e st�
d e fi niti o n�t o U�K�g r o s s�l o a n s t o N F�C s�e x cl u di n g�o v e r d r aft s.�

1 0 1�



                  

               

             

                  

                

                

                    

                   

                 

               

                  

   

               

                

            

                 

             

     

         

     

                 

            

                

 

                  

 

W e� c a uti o n�t h at t h e i n c r e a s e i n l e n di n g i s e x p e ct e d�t o l e a d t o hi g h e r�G D P�( a s e x pl oit e d�i n S e cti o n�
6.�4 ), s u c h�t h at t h e ulti�m at e�p e r�c e nt s�w o ul d�b e�diff e r e nt�f r o�m t h o s e�di s pl a y e d�i n Fi g u r e�2 7�.�
N o n et h el e s s,�t hi s�e x e r ci s e�c o u nt s�a s�a v e ri ti c ati o n�t h at t h e c o u nt e rf a ct u al�r e s ult s�a r e�s e n si bl e.�

R e g a r di n g�t h e�c u r r e nt�p e r�c e nt s,�t h e U K�p r e s e nt s�t h e l o�w e st l e n di n g t o�N F C s�a s�a s h a r e�of�G D P�
i n all�y e a r s�a p a rt�f r o�m 2 0 1 9.�T h e�Fr e n c h�s e ri e s,�u nf o rt u n at el y,�i s n ot�a v ail a bl e�b ef o r e�2 0 1 9.�T h e�
G e r�m a n�s e ri e s�i s al s o�s h o rt,�st a rti n g�i n 2 0 1 5.�T h e�U K�p e r�c e nt�c o nti n u o u sl y�i n c r e a s e f r o�m 2 0 1 2�
u ntil�2 0 1 8,�f r o�m j u st o v e r�7 p e r�c e nt�t o j u st o v e r�1 2�p e r�c e nt.�I n 2 0 1 9,�it sli g htl y�d r o p p e d�a n d�
t h e n,�it s pi k e d�t o 1 5�p e r�c e nt�i n 2 0 2 0�wit h�t h e o n s et�of�t h e C o vi d- 1 9�p a n d e�mi c.�It h a s�t h e n�
d e c r e a s e d�t o�j u st u n d e r�1 0�p e r�c e nt�b y�2 0 2 5.�Fr e n c h�l e n di n g al s o�s pi k e d i n 2 0 2 0�a n d�t h e n�
f oll o�w e d a n�a p p r o xi�m at el y�p a r all el�t r aj e ct o r y�t o U K�l e n di n g, alt h o u g h�at�a hi g h e r�l e v el.�It w a s�
j u st o v e r�1 2�p e r�c e nt�i n 2 0 2 5.�G e r�m a n�l e n di n g h a s�r e�m ai n e d b et�w e e n�1 5�a n d�2 0�p e r�c e nt�of�
G�D P�si n c e�2 0 1 5.�1 0�

T h e�c o u nt e rf a ct u al f o r t h e U K�u si n g�t h e G e r�m a n�m o d el�( C o u nt e rf a ct u al D E)�s u g g e st s�a p e r�c e nt�
of�G D P�v e r y�si�mil a r�t o t h e a ct u al�s h a r e�f o r G e r�m a n y�f r o�m 2 0 1 5�t o 2 0 1 9.�M e a n�w hil e,�t h e�
c o u nt e rf a ct u al�wit h�t h e Fr e n c h�m o d el�( C o u nt e rf a ct u al F R)�r e s ult s�i n a�hi g h e r�p e r c e nt a g e,�
v a r yi n g�b et�w e e n�1 7�a n d�2 7�p e r�c e nt.�T hi s�mi g ht�b e�a r e s ult�of�U K�b u si n e s s e s�h a vi n g�m o r e�
f a v o u r a bl e c h a r a ct e ri sti c s�f o r a c c e s s�t o b a n k�l o a n s t h a n�Fr e n c h�b u si n e s s e s.�O v e r all,�w e�c o n si d e r�
t h e s e�p e r c e nt a g e s�t o b e�r e a s o n a bl e.�

Fi g u r e�2 7:�B a n k�l e n di n g a s�a�p e r c e nt a g e�of�G�D P�

S o u r c e:�D e ut s c h e�B u n d e s b a n k,�E C B,�B o�E�

Fi g u r e�2 8�pl ot s�t h e t ot al a n n u al�l e n di n g f o r i n v e st�m e nt f r o�m 2 0 1 1�t o 2 0 1 9�u n d e r�t h e c u r r e nt�U K�
s y st e�m a n d�t h e�e sti�m at e d�a�m o u nt s�u n d e r�t h e c o u nt e rf a ct u al�s y st e�m s�u si n g�s ol el y�E q u ati o n�(1 3 ) 

a n d�b a s e d�o n�o u r�t hi r d�e sti�m at e�of�l e n di n g f o r i n v e st�m e nt, w hi c h�c o r r e s p o n d s�t o 2 2�% of�t ot al�
l e�n�di�n g.�

1 0�N ot e�t h at Fi g u r e�2 7�r ef e r s�t o�b a n k�l e n di n g, w h e r e a s�Fi g u r e�4 di s pl a y s�l e n�di n g f r o�m all�s e ct o r s�t o�b u si�n e s s e s.�

1 0 2�



           

            

                 

             

             

             

                  

              

               

                

                

     

              

              

                 

               

           

                 

              

             

                

             

                 

                   

 

Fi g u r e�2 8:�T ot al�e sti�m at e d�a n d�c o u nt e rf a ct u al�r e al�a n n u al�l e n di n g f o r i n v e st�m e nt�

T h e�diff e r e n c e�b et�w e e n�o u r�e sti�m at e s�of�t ot al l e n di n g g a p�a n d�l e n di n g-f o r-i n v e st�m e nt g a p�
mi g ht�h a v e�t w o�p ot e nti al�c a u s e s,�w hi c h�a r e�li k el y t o b e�li n k e d.�Fi r st,�ri s k�a v e r si o n�mi g ht�r e s ult i n�
b a n k s’�r el u ct a n c e�t o l e n d f o r m o r e�u n c e rt ai n�p u r p o s e s�s u c h�a s�i n v e st�m e nt.�S e c o n d,�U K�
b u si n e s s e s�p r e s e nt�a�hi st o ri c al�h a bit�of�i n v e sti n g o ut�of�a c c u�m ul at e d�i nt e r n al r e s o u r c e s�o r�
f a�mil y g r a nt s,�w hi c h�i s al s o�v e ri ti e d�b y�c u r r e nt�s u r v e y s.�C olli n s�(1 9 9 1 ) d o c u�m e nt s�t h at b et�w e e n�
t h e�l at e 1 9t h�c e nt u r y�a n d�W o rl d� W a r� I,�b u si n e s s e s�o p e r at e d�i n m u c h�t h e�s a�m e�w a y�a s�i n t h e�
p r e vi o u s�1 0 0�y e a r s:�p r o d u ci n g�at�a s�m all�s c al e�a n d�r e s o u r ci n g�t h ei r�i n v e st�m e nt f u n d s f r o�m�
i nt e r n al p r o fit s�o r�p e r s o n al�ti e s.�A s�r e p o rt e d b y�C olli n s�(1 9 9 1 ), s o�m e�a r g u e d�t h at t h e d e�m a n d�f o r�
b a n k�l e n di n g e xi st e d�b ut�b u si n e s s e s�e x p e ct e d�t o�b e�t u r n e d d o�w n�si n c e,�b y�t h e l at e 1 9t h�c e nt u r y,�
it w a s�w ell�e st a bli s h e d�t h at b a n k s�w e r e�a v e r s e�t o m a ki n g�l o n g-t e r�m l o a n s a n d�t h at t h e f o r�m al�
c a pit al�m a r k et�w a s�t o o e x p e n si v e.�

F u rt h e r�m o r e,�it i s i�m p o rt a nt t o hi g hli g ht�t h at o u r�a n al y si s�o nl y�a c c o u nt s�f o r t h e�p e ri o d�
p o st- G F C.�Aft e r�2 0 0 9,�m a n y�c e nt r al b a n k s,�i n cl u di n g t h e�B a n k�of�E n gl a n d�a n d�t h e F e d e r al�
R e s e r v e�m o v e d�t o�a s y st e�m of�pl e ntif ul�r e s e r v e s.�T hi s�i s w h e r e�t h e c e nt r al b a n k�p a y s�i nt e r e st o n�
d e p o sit s�h el d�at�t h e�p oli c y�r at e.�T hi s�r ef o r�m i n c o nj u n cti o n�wit h�t h e B a s el�III r e g ul at o r y�
f r a�m e�w o r k f u n d a�m e nt all y c h a n g e s�t h e i n c e nti v e s a n d�ri s k�p r o fil e�a s s o ci at e d�wit h�c o�m m e r ci al�
l e n di n g.�D u e�t o t h e m a g nit u d e�of�t h e fi�n a n ci al�a n d�e c o n o�mi c�di st r e s s�c r e at e d b y�t h e G F C�a n d�t h e�
G r e at�R e c e s si o n,�t h e s e�r e g ul at o r y�c h a n g e s�ai�m e d�t o r e d u c e�t h e f r a gilit y of�t h e fi n a n ci al�s y st e�m�
a n d�i n c r e a s e b uff e r s�t h r o u g h�st r e s s�t e st s.�T h e s e�r e g ul at o r y�c h a n g e s�h a v e�l a r g el y a c hi e v e d�t h e s e�
o bj e cti v e s�a n d�h a v e�c r e at e d�a s u p pl y�of�s af e�a s s et s�t o e n s u r e�s uf fi ci e nt�li q ui dit y a n d�t o p r e v e nt�
t h e�a m pli fi c ati o n�of�fi n a n ci al�s h o c k s.�H o�w e v e r,�o n e�of�t h e�c o n s e q u e n c e s�i s t h at c o�m m e r ci al�
b a n k s�m a y�h a v e�r e d u c e d i n c e nti v e s t o i n n o v at e, c o�m p et e�a n d�l e n d a s�t h e y h a v e�a c c e s s�t o a�s af e�
r et u r n�o n�d e p o sit s�i n t h e�f o r�m of�p a y�m e nt�of�r e s e r v e s�at�t h e p oli c y�r at e�at�a n y�p oi nt�i n ti�m e�
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(H o g a n�, 2 0 2 1 ). T h e s e�r e g ul at o r y�c h a n g e s,�a s�w ell�a s�wi d e r�e c o n o�mi c�c o n diti o n s�a n d�a n�a b s e n c e�
of�r el ati o n s hi p�b a n ki n g,�c o nt ri b ut e�t o�t h e o ut c o�m e s�o b s e r v e d�i n c o�m�m e r ci al l e n di n g si n c e�2 0 0 8.�

6.�4� M a c r o e c o�n o�mi c�A n al�y si s�
T o�f u rt h e r i nf o r�m o u r�a n al y si s,�w e�d e v el o p�a�m a c r o e c o n o�mi c�D S�G E�m o d el�i n o r d e r�t o�
u n d e r st a n d�t h e a g g r e g at e�i�m pli c ati o n s of�a n�alt e r n ati v e�c o�m�m e r ci al l e n di n g r e gi�m e�i n t h e U K.�
S p e ci ti c all y,�w e�d e v el o p�a�t�w o�fi r�m�v e r si o n�of�B e r n a n k e�a n d�G e rtl e r�(1 9 8 9 ) wit h�t r a n s a cti o n�
c o st s�a n d�a p pli c ati o n�c h oi c e�a n d�i n c o r p o r at e t h e p r o d u cti o n�st r u ct u r e�of�H e r r e n d o rf�et�al.�
(2 0 1 4 ). W e� a p pl y�a p e r�m a n e nt�s h o c k�t o t h e p a r a�m et e r s�w hi c h�g o v e r n�t h e t r a n s a cti o n�c o st�a n d�
a p pli c ati o n�c h oi c e�t o�si�m ul at e�a r ef o r�m t o t h e�e c o n o�m y�a n d�e x a�mi n e�t h e�o ut c o�m e s�o n�
m a c r o e c o n o�mi c�a g g r e g at e s.�

6.�4.�1� E ntr e pr e n e ur�S et u p�

At�t h e�st a rt�of�e a c h�p e ri o d�b ot h�t y p e s�e nt r e p r e n e u r s�f a c e a�c h oi c e�t o a p pl y�f o r a�b u si n e s s�l o a n.�
S�M E s�f a c e a�p r o b a bilit y�θ S�of�a p pli c ati o n�w hil e�L a r g e�e nt e r p ri s e s�f a c e a n�a p pli c ati o n�p r o b a bilit y�
θ L . A s�c o r r o b o r at e d b y�s u r v e y�d at a,�l a r g e e nt r e p r e n e u r s�c o n si st e ntl y�e x hi bit�hi g h e r�p r o b a bilit y�
of�a p pl yi n g�f o r b u si n e s s�l o a n s r el ati v e�t o�S M E s,�t h e r ef o r e�θ L > θ S . T h e r ef o r e,�1 −�θ S S M E s�d o�
n ot�a p pl y�f o r c o�m m e r ci al l o a n s a n d�p r o d u c e�at�a b a s eli n e�l e v el of�p r o d u cti vit y�A k s�a n d�1 −�θ L�

L a r g e�e nt e r p ri s e s�d o�n ot�a p pl y�f o r l o a n s a n d�f a c e a�b a s eli n e�l e v el of�p r o d u cti vit y�A�ki�. T h e�
r e�m ai ni n g�e nt r e p r e n e u r s�t h e n g o�o n�t o a p pl y�f o r a�l o a n a n d�f a c e t h e b o r r o�wi n g�p r o bl e�m.�
T h e r ef o r e,�a s�i s t h e θ�p r o b a bilit y�of�a c c e pt a n c e;�it s c al e s�u p�t h e p o rti o n�of�b u si n e s s�i n t h e�m o d el�
w hi c h�a r e�i m p a ct e d b y�t h e�c h a n g e�i n t h e v e ri fi c ati o n�c o st s�(i.�e.�m o v e�t o r el ati o n s hi p�b a n ki n g�
r e d u ci n g�c o st s�of�s c r e e ni n g�u si n g�s oft�i nf o r�m ati o n a n d�a l o�w e r d e a d�w ei g ht�l o s s).�

T h e�B orr o�wi n g�Pr o bl e�m:�W e� a s s u�m e�a ri s k- n e ut r al�c a pit al�m a r k et�m ut u al�f u n d (i.�e.�a c oll e cti o n�
of�di v e r si fi e d�c o�m m e r ci al b a n k s)�w h o�l e n d s t o θ�S p o rti o n�of�S M E s�a n d�θ L p o rti o n�of�l a r g e�
e nt r e p r e n e u r s.�B a n k s�p r o vi d e d�i nt r a- p e ri o d b u si n e s s�l o a n s, m e a ni n g�e nt r e p r e n e u r s�b o r r o�w�at�
t h e�st a rt�of�t h e�p e ri o d�a n d�p a y�b a c k�at�t h e�e n d�of�t h e�p e ri o d�( h e n c e w e�c a n�d r o p�ti�m e s u b s c ri pt s�
f o r t hi s s e cti o n).�W e� u s e�t h e s u b s c ri pt�k =�s,�l t o diff e r e nti at e�t h at e a c h�t y p e of�e nt r e p r e n e u r�
f a c e s a�diff e r e nt�c o n st r ai nt s�a n d�di st ri b uti o n s.�E a c h�e nt r e p r e n e u r s�of�b ot h�t y p e s t a k e s i u nit s�
w o rt h�of�i n v e st�m e nt f u n d s a n d�t r a n sf o r�m s t h e�m i nt o ω�k i u nit s�w o rt h�of�c a pit al.�E nt r e p r e n e u r s�
wi s h�t o b o r r o�w�a n�a�m o u nt�b , w hi c h�i s t h e�diff e r e n c e�b et�w e e n�t h ei r r e q ui r e d i n v e st�m e nt f u n d s i�
a n d�t h ei r�n et�w o rt h�n :�

b =�i −�n�

E v e r y�p e ri o d,�all�e nt r e p r e n e u r s�of�b ot h�t y p e s d r a�w�a�p r o d u cti vit y�l e v el ω�k�f r o�m a�r e s p e cti v e�
di st ri b uti o n�wit h�a p r o b a bilit y�d e n sit y�φ (ω�k ) a n d�c u�m ul ati v e�di st ri b uti o n�Φ (�ω k ) . W h e r e� ω k ( j ) i s�
a n�i di o s y n c r ati c p r o d u cti vit y�t e r�m s p e ci fi c�t o�t h e j k

t h�e nt r e p r e n e u r.�T hi s�ω k t e r�m c a n�b e�
i nt e r p r et e d of�a s�t h e�’ q u alit y’ of�a�e nt r e p r e n e u r’�s�p r o p o s e d�b u si n e s s�pl a n�i n t h ei r�l o a n�
a p pli c ati o n.�T h e�b o r r o�wi n g�c o n st r ai nt�of�t h e j k

t h�e nt r e p r e n e u r�i s a s�f oll o�w s:�
( )�

ω k ( j )i ≥�b� 1�+ r k� +�µ k�

1 0 4�



                 

                

               

             

            

                

             

             

     

                      

            

 
   

      
  

                    

                 

             

         

                
 

                    

               

 

            

   
                   

 

 
     

            
 

                    

          

               

   
               

         

  

                 
 

            

                  

              

 

W h e r e� t h e p a y- off�t o t h e j�k
t h�e nt r e p r e n e u r�i s r e p r e s e nt e d b y�t h e l eft h a n d�si d e�of�e q u ati o n�

a b o v e,�a n d�t h e�ri g ht h a n d�si d e�r e p r e s e nt s�t h e c o st�of�r e p a yi n g�t h e b u si n e s s�l o a n.�B a n k s�c a n�
o b s e r v e�e nt r e p r e n e u r s�ω k�v al u e�b y�p a yi n g�t h e�v e ri ti c ati o n�c o st�µ k . T hi s�c o st s�i s p a s s e d�o nt o�
e nt r e p r e n e u r s�a n d�r e p r e s e nt s�a t r a n s a cti o n�c o st�t o t h e e nt e r p ri s e.�A s�c o r r o b o r at e�b y�s u r v e y�
d at a,�l a r g e e nt r e p r e n e u r s�c o n si st e ntl y�e x hi bit�hi g h e r�p r o b a bilit y�of�l o a n a p p r o v al�r el ati v e�t o�
S�M E s,�a n d�w e�i nt e r p r et t hi s a s�S�M E s�f a ci n g a�hi g h e r�v e ri fi c ati o n�c o st�µ S�>�µ�L . T h e r ef o r e,�
c o�m m e r ci al b a n k s�k n o�w w h o s e�b u si n e s s�l o a n s a r e�fi n a n ci all y�vi a bl e,�a n d�w h o s e�a r e�n ot.�
C o�m�m e r ci al�b a n k s�t h e n p r o vi d e�i nt r a- p e ri o d b u si n e s s�l o a n s t o all�e nt r e p r e n e u r s�of�e a c h�t y p e�
w h o�t h e y k n o�w c a n�r e p a y.�

T hi s�m e a n s�t h e r e i s a�c ut- off�v al u e�ω¯k w h e r e�it i s n ot�fi n a n ci all y�vi a bl e�f o r a�b a n k�t o l e n d t o a�t y p e�
of�e nt r e p r e n e u r.�If w e�r e a r r a n g e�t h e a b o v e,�w e�o bt ai n�t hi s�c ut- off�v al u e:�

( )
kb 1 + r� µ k

ω k ( j )�<� +� =�ω¯k� ( 1 5)�
i i�

T h e r ef o r e,�if a n�e nt r e p r e n e u r�j k d r a�w s�ω k ( j )�< ω ¯k , t h e�b a n k�will�n ot�l e n d t o�t h e�m a n d�t h e y will�
n ot�i n v e st o r�p r o d u c e�d u ri n g�t hi s p e ri o d.�D u e�t o t h e diff e r e n c e�i n t h e v e ri fi c ati o n�c o st�µ k S M E s�
a n d�L a r g e�e nt e r p ri s e s�will�f a c e diff e r e nt�c ut- off�t h r e s h ol d s f o r r e c ei vi n g�l o a n s.�T h e�di st ri b uti o n�
of�b u si n e s s�l o a n s c a n�t h e r ef o r e�b e�vi s u ali s e d�a s�f oll o�w s.�

T h e�Φ (�ω¯k ) t e r�m r e p r e s e nt s�t h e p o rti o n�of�t h e�di st ri b uti o n�of�e a c h�t y p e�of�e nt r e p r e n e u r�t h at�
∫ + ∞

d o e s�n ot�r e c ei v e�l o a n s w h e n�t h e y a p pl y.�I n f a ct,�a s�w e�n o r�m ali s e� −�∞� φ (ω�k ) d ω�= 1�w e�c a n�
i nt e r p r et t h e t e r�m Φ (�̄ω )�a s�b ei n g�t h e�p e r c e nt a g e�of�e nt r e p r e n e u r s�w h o�m a k e�u n s u c c e s sf ul�l o a n�
a�p�pli c ati�o�n s.�

T h e r ef o r e,�t h e n et�p a y- off�t o e nt r e p r e n e u r s�g e n e r at e d�f r o�m i nt r a- p e ri o d b u si n e s s�l o a n s i s:�
[ ∫� ) ]∞ (�

i f (ω¯k )�= i� ω φ�(ω�k ) d ω�−�( 1 −�Φ (�ω¯k ) ) b� 1�+ r k� ( 1 6)�
ω̄�

∫ ∞
T h e�fi r st�t e r�m� ω k φ ( ω�k ) d ω�r e p r e s e nt s�t h e t ot al p a y- off�of�e a c h�t y p e�of�e nt r e p r e n e u r�w h o�ω¯k� ( )�
r e c ei v e s�l o a n s.�T h e�s e c o n d�t e r�m ( 1 −�Φ (�ω¯k ) ) b�1�+ r k� r e p r e s e nt s�t h e�t ot al c o st�of�b u si n e s s�
l o a n s t o e a c h�t y p e of�e nt r e p r e n e u r�w h o�r e c ei v e s�a�l o a n.�

T h e�n et�c a pit al i n c o�m e r e c ei v e d b y�b a n k s�t h r o u g h i s s ui n g b u si n e s s�l o a n s t o�e a c h�t y p e�of�
e�nt r e p r e�n e�u r:� [� ( ) ]�

i g (ω¯k )�= i�( 1 −�Φ (�ω¯k ) ) b� 1�+ r k� ( 1 7)�

If w e�a d d�(1 6 ) a n d�(1 7 ) t h e�a b o v e�w e�a r ri v e�at:�
∫�∞�

f (ω¯k )�+ g (ω¯k )�=� ω k φ ( ω�k ) d ω�= 1�−�Φ (�ω¯k )�
ω¯k�

O pti�m al�i s s ui n g of�i nt r a- p e ri o d b u si n e s s�l o a n s will�m a xi�mi s e�t h e�p a y- off�t o e nt r e p r e n e u r s.�
B a n k s�will�i s s u e l o a n s u p�u ntil�t h e t h e j�k

t h�e nt r e p r e n e u r�w h o�b r e a k s�e v e n�at�ω k ( j )�= ω¯k . A s�
l e n di n g c o n si st�of�a ri s k- n e ut r al�c a pit al�m a r k et�m ut u al�f u n d,�c o�m m e r ci al b a n k s�a r e�n ot�c r e dit�
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c o n st r ai n e d�a n d�h e n c e�i g (ω )¯� = b bi n d s�wit h�e q u alit y.�T h e�i nt r a- p e ri o d l e n di n g p r o bl e�m i s�
t�h e r ef�o r e:�

m a x�=�i f ( ω̄ k )� s.t.� i g (ω¯k )�= b� ( 1 8)�

T o�s ol v e,�w e�c a n�c o n s oli d at e�(1 7 ) i nt o t h e�c o n st r ai nt�of�(1 8 ) a n d�s u b stit ut e�it i nt o t h e o bj e cti v e�
f�u�n cti�o�n:�

i g (ω¯k )�= i −�n�

1
i =� n

1 −�g (ω¯k )�

T h e n�s u b stit uti n g�i n yi el d s:�
1

i =� n
Φ (�ω¯k )�+ f�(ω¯k )�

N o�w,�w e�s u b stit ut e�t h e a b o v e�i nt o t h e�o bj e cti v e�f u n cti o n of�(1 8 ): 

f�(ω¯k�)�
m a x�=� n

Φ (�ω¯k )�+ f�(ω¯k )�

N o�w�t h e o bj e cti v e�a n d�c o n st r ai nt�h a v e�b e e n�c o n s oli d at e d�w e�c a n�t a k e t h e�ti r st�o r d e r�c o n diti o n�
of�b y�u si n g�t h e�q u oti e nt�r ul e�( n i s m ulti pli c ati v e�a n d�d r o p s�o ut):�

[ ]� ( )�
′ ′� ′[ ]� f (ω¯k )�Φ ( ω¯k )�+ f�(ω¯k )�−�( Φ ( ω¯k )�+ f�(ω¯k ) )�f�(ω¯k )d� f�(ω¯k�)�

=� = 0
d ω̄ k� Φ (�ω¯k )�+ f�(ω¯k )� [ Φ (ω¯k )�+ f�(ω¯k )] 2�

R e a r r a n gi n g�t h e fi r st�o r d e r�c o n diti o n�a n d�gi v e n�t h at Φ�′
( ω̄ k )�= φ (ω¯k ) a n d,�a s s u�mi n g�n et�w o rt h�i s�

s uf fi ci e ntl y�s m all�t o m oti v at e�b o r r o�wi n g,�w e�a r ri v e�at�t h e f oll o�wi n g c o n diti o n:�

′� Φ (�ω¯k )
f (ω¯k )�= f�(ω¯k )� = 1�−�Φ (�ω¯k )� ( 1 9)�

φ�(ω¯k�)�

I n e q u ati o n�(1 9 ) ω¯k�i s d et e r�mi n e d�e x o g e n o u sl y�b y�t h e m o�m e nt s�of�t h e di st ri b uti o n�a n d�t h e�si z e�
of�t h e v e ri fi c ati o n�c o st�µ k . T h e�s ol uti o n�t o t hi s i nt r a- p e ri o d b a n ki n g�p r o bl e�m will�b e�e m b e d d e d�
i nt o t h e a g g r e g at e�m a c r o e c o n o�mi c�m o d el�n e xt�a s�f oll o�w s.�

6.�4.�2� A g gr e g at e�Fir�m s�S et u p�

T h e r e�a r e�t w o t y p e s of�e nt e r p ri s e s�w h o�e a c h�p r o d u c e�o ut p ut�f o r c o n s u�m pti o n�a n d�i n v e st�m e nt�
g o o d s.�All�p r o d u cti o n�f u n cti o n s e x hi bit�C o b b- D o u gl a s�p r o d u cti o n�wit h�s y�m m et ri c�c a pit al�
s�h a r e s.�

s� s ) α� s L�s ) 1 −�αY� = ( K� (A�t� t t t�
(� ) α (� ) 1 −�α�

Y l� l� A l L l= Kt� t t t�

S m all�a n d�m e di u�m�si z e�e nt e r p ri s e s�( d e n ot e d wit h�s s u p e r s c ri pt)�p r o d u c e�o ut p ut�all o c at e d�t o�
c o n s u�m pti o n�(c )�a n d�i n v e st�m e nt (i)�g o o d s�a c c o r di n g�t o�t h e f oll o�wi n g,�w h e r e�w ei g ht s�ψ a n d�ϑ�
r ef e r�t o�t h e r e s p e cti v e�s h a r e s�of�c o n s u�m pti o n�a n d�i n v e st�m e nt g o o d s�p r o d u c e d�i n t h e e c o n o�m y�
b y�S�M E s.� ( )

c�
s� P tC t = ψ� s� C t

P t�

1 0 6�



 
  

 
   

 

              

           

 
     

  

   
 

 
  

        
 

                     

                  

                

            

     

     

               

               

    
    

 
                           

 

            

      
                

     
 

 

 

              

 

   

     

   
     

 
  

 

  
 

          
 

 

      
 

 

               

 

 

       
  

   
 

    

                

        

 
  

 
  

 

 
 

 
  

             

          

    
 

  

                
 

 

( )
P i�

I s� t�
t = ϑ� I tsP t�

L a r g e�ti r�m s�( d e n ot e d wit h�a n�l s u p e r s c ri pt)�a n d�p r o d u c e�c o n s u�m pti o n�(c )�a n d�i n v e st�m e nt (i)�
g o o d s�a c c o r di n g�t o t h e�f oll o�wi n g,�w ei g ht e d�a c c o r di n g�t o t h ei r�r e s p e cti v e�s h a r e s:�

( )
cP tC t

l =�( 1 −�ψ )� C t
P�tl�

( )
P�ti�I t

l = ( 1 −�ϑ )�
P l� I t�

t�

W h e r e� P�c r ef e r s�t o t h e�p ri c e�of�c o n s u�m pti o n,�P�i r ef e r s�t o�t h e p ri c e�of�i n v e st�m e nt, P�s r ef e r s�t o�
t h e�p ri c e�of�S�M E�o ut p ut�a n d�P�l r ef e r s�t o t h e�p ri c e�of�L a r g e�E nt e r p ri s e�o ut p ut.�M o r e o v e r,�f a ct o r s�
c a n�f r e el y m o v e�b et�w e e n�t h e b ot h�s e ct o r s�a n d�b ot h�t y p e s�of�fi r�m s�s u c h�t h at m a r gi n al�p r o d u ct s�
e q u ali s e�i n e v e r y�p e ri o d.�T h e�a g g r e g at e�c o n st r ai nt s�o n�i n p ut s a r e�a s�f oll o�w s:�

K t =�K t
s + K t

l�

L t =�L s
t +�L l

t�

D u e�t o f r e e m o v e�m e nt�a n d�e q u al�c a pit al�s h a r e s,�fi r st�o r d e r�c o n diti o n s�c a n�b e�c o�m bi n e d�t o�
a c hi e v e�t h e f oll o�wi n g e x p r e s si o n�f o r p ri c e s.�T h e�fi r st�o r d e r�c o n diti o n s�wit h�r e s p e ct t o l a b o u r a r e:�

(� ) α� ( ) α
K s� ( ) 1 −�α� K l�

s s ) 1 −�α� t l� tW� = W� = P s ( A� ( 1 −�α )� = W� = P l A l� ( 1 −�α )� ( 2 0)�t� t� t t� t t tL s
t� L l

t�

T h e�fi r st�o r d e r�c o n diti o n s�of�t h e�fi r�m�wit h�r e s p e ct t o c a pit al�a r e:�

(�
s
) α −�1� (�

l
) α − 1 (K� K� ) 1 −�α�

s� s� t� s ) 1 −�α� R l P l� t� A lR t = R� = P� α� (A� =� =� ( 1 −�ψ ) α� ( 2 1)�t t L s t� t t� l t�
t� L t�

Ta ki n g t h e r ati o�of t h e r e s p e cti v e�fi r st�o r d e r�c o n diti o n s f r o�m ( 2 0 )�a n d (2 1 )�wit h r e s p e ct t o�c a pit al�
a n d�l a b o u r gi v e s:�

(� l
) α) 1 −�α�

(
K t� ( )� ( )

s� l� P l ( 1 −�ψ )�A t
l� ( 1 −�α )� l� sW t� W t� W t� t� L t

l� ( 1 −�α )� 1 −�α� K t� 1 − α� K t= = =� (� = ( = =�s� ) α −�1 (� ) − 1R t R� R l� K t
l� ) 1 −�α� K t

l� α L l� α L s�
t� t� P l ( 1 −�ψ ) α�

L l� A l� α
L l�

t� t�
t t�

t t�

D u e�t o s y�m m et ri c�c a pit al�s h a r e s,�t h e a b o v e�e x p r e s si o n�al s o�a p pli e s�t o l a r g e fi r�m s�t o o.�T h e r ef o r e,�
d u e�t o p e rf e ct�f a ct o r m o bilit y,�r e p e ati n g�t h e�a b o v e�f o r b ot h�t y p e s of�g o o d s�s h o�w s�t h at t h e�
c a pit al l a b o u r r ati o�e q u ali s e s�a c r o s s�s e ct o r s�a n d�fi r�m s.�

l sK K� Kt t� t
= =�

L l
t� L s

t� L t�

U si n g�t h e c a pit al-l a b o u r�r ati o s�e x p r e s si o n s�a b o v e�w e�c a n�s u b stit ut e�t h e�m i nt o t h e�m a r gi n al�
p r o d u ct�c o n diti o n s�t o o bt ai n�t h e�r el ati v e�p ri c e�of�diff e r e nt�g o o d s.�

(� ) α� ( ) α
K s� ( ) 1 −�α� K l�

s ) 1 −�α� t� tP s ( A� ( 1 −�α )� = P l� A l� ( 1 −�α )�t t� t tL s
t� L l

t�

1 0 7�



           

  
   
   
   

 

         

 
   
   
   
  

         

 
   
   
   
  

            

 
 

  
   
    

   
   

   
 
 

             

              

            

                   

              

            

 
             

               

              

         

    

                 

                

  
 

        
    

 

        
  

   
             

             

 
 

    
 

 

T h e�r el ati v e�p ri c e�of�g o o d s�b et�w e e n�S�M E s�a n d�l a r g e e nt e r p ri s e s�i s:�

(� ) 1 −�αsP t� A l
t=� sP t

l� A t�

T h e�r el ati v e�p ri c e�of�i n v e st�m e nt g o o d s�f o r S�M E s�i s:�

(� )�( 1 −�α ) ( ϑ −�1 )�
P t

i� A l
t=�s sP t� A t�

T h e�r el ati v e�p ri c e�of�c o n s u�m pti o n�g o o d s�f o r S�M E s�i s:�

(� )�( 1 −�α ) ( ψ�−�1 )�cP t� A l
t=�s� A sP t� t�

T h e�r el ati v e�p ri c e�of�i n v e st�m e nt t o c o n s u�m pti o n�g o o d s�f o r S�M E s�i s t h e r ef o r e:�

(�
A�l

) ( 1 −�α ) ( ϑ −�1 )�
t� (� )�( 1 −�α ) ( ϑ −�ψ )

P i s� A l�
t t= =�

P�c� (�
A

A�t

l
) ( 1 −�α ) ( ψ�−�1 )� A�s�t t� t�

sA t�

T h e r ef o r e,�t h e p ri c e s�e x p r e s s e d�a b o v e�a r e�a�f u n cti o n of�r el ati v e�p r o d u cti vit y�a n d�r el ati v e�
i nt e n sit y of�e a c h�t y p e of�g o o d�p r o d u c e d�b y�S�M E s�a n d�L a r g e�E nt e r p ri s e s.�Fr o�m�t h e�
e nt r e p r e n e u r’�s�b o r r o�wi n g�p r o bl e�m,�t h e r el ati v e�a p p r o v al�r at e�d e p e n d s�o n�p r o d u cti vit y�a n d�t h e�
ef ti ci e n c y�of�s c r e e ni n g�l o a n a p pli c ati o n s.�M o r e o v e r,�P t

i / P�tc i s a�f u n cti o n of�t h e�r el ati v e�p ri c e�of�
i n v e st�m e nt t o c o n s u�m pti o n�g o o d s�f o r S�M E s.�T h e r ef o r e,�w e�c a n�a s s u�m e�t h e r el ati v e�c h a n g e s�i n�
i n v e st�m e nt p r o d u cti vit y�will�b e�r e�fi e ct e d i n r el ati v e�l o a n a p p r o v al�r at e s�b et�w e e n�fi r�m s:�

(� )�( 1 −�α ) ( ϑ −�ψ )
A�l� 1 −�Φ (�ω̄�l)t� =�sA�t� 1 −�Φ (�ω¯s )�

T h e�a b o v e�c a n�b e�n o r�m ali s e d�t o u nit y�i n t h e�i niti al st e a d y�st at e,�t h e n�t h e c o u nt e rf a ct u al�
a p p r o v al�r at e s�e sti�m at e d�i n t h e p r e vi o u s�s e cti o n�c a n�b e�i�m p o s e d t o�si�m ul at e�t h e�p e r�m a n e nt�
s h o c k�of�a b a n ki n g�r ef o r�m t o�t h e U K�m a c r o e c o n o�m y.�

6.�4.�3� D y n a�mi c�C o n s u�m er�O p�fi�mi s a�fi o n�

T h e�o pti�mi s ati o n�p r o bl e�m f o r t h e�c o n s u�m e r�i s st a n d a r d�a s�a n d�i s a s�f oll o�w s,�w h e r e�β i s t h e�
di s c o u nt�f a ct o r,�η i s t h e Fri s c h�el a sti cit y�of�l a b o u r, δ i s d e p r e ci ati o n�a n d�κ i s i n v e st�m e nt�
a dj u st�m e nt�c o st s:� { }

L�η + 1�
m a x� L = β t� l n C�t − χ�

C�t , Lt ,�Kt + 1� η + 1�
�
 R t K t + W�t L t = P c C t + I tt (� )

s.t� ( ) 2�
 K t+ 1� = ( 1 −�δ ) K�t +� 1 −� − 1� I t� κ I t�

2� I t −�1�

T h e�h o u s e h ol d�m a xi�mi s e s�di s c o u nt e d�lif eti�m e utilit y�a n d�t h e fi r st�o r d e r�c o n diti o n s�a r e�a s�
f�oll�o�w s:�

1�
−�P t λ t = 0

C t�

1 0 8�



     

          

       
    

                 
      

                  

                 

   

   
 

 
        

 

       
     

                
       

 

− χ L�η +�W�t λ t = 0�

β λ�t+ 1�R�t+ 1�+�Ω�t −�β Ω�t+ 1�( 1 −�δ )�= 0�
( )(� ) 2 (� )� (� ) ( ) 2κ� I t� I t� I t� I t+ 1� I t+ 1�

− λ t + Ω t� 1 −� − 1� − κ� − 1� + β Ω�t+ 1�κ� − 1� = 0
2� I t−�1� I t−�1� I t−�1� I t� I t�

W h e r e� λ i s t h e m ulti pli e r�o n�t h e�ti r st�c o n st r ai nt�a n d�Ω�i s t h e m ulti pli e r�o n�t h e�s e c o n d�c o n st r ai nt.�
T h e�r ati o�of�t h e s e�t�w o�m ulti pli e r s�i s t h e T o bi n’�s�Q�Q�=�λ /�Ω . C o n s oli d ati n g�t h e�a b o v e�e q u ati o n s�
a n d�r e a r r a n gi n g�gi v e s:�

W�t =�χ P�t C�t L�η�t�
P�t+ 1�C�t+ 1�

Q�t =�β (R�t+ 1�+�( 1 −�δ ) Q�t+ 1�)
P t C�t�

( )(� ) 2 (� )� (� ) ( ) 2κ� I t� I t� I t� P t C t� I t+ 1� I t+ 1�
P t = Q t� 1 −� − 1� − κ� − 1� + β Q t+ 1� κ� − 1

2� I t−�1� I t−�1� I t−�1� P t+ 1�C t+ 1� I t� I t�

1 0 9�



   

      

  

   
        

 

   

    

   

  

   
 

           

    
 

                       
  

  
 

 

          
   

        
   

        
   

    

        
    

   

   

  

  

    

   

   

  

    
      
   

 
  

     
 

  
      

 

 
  

      
  

       
 

     
  
 

  
 

 
 

  
 

 

6.�4.�4� E�q�uili�bri�u�m�E�q�u�a�ti�o�n�s�

Ta�bl�e�2�2:�E�q�uili�b ri�u�m�E�q�u�ati�o�n�s�a�n�d�C�o�n�st r�ai�nt�s�

E�q�uili�bri�u�m�E�q�u�a�fi�o�n�s�

E�ul�e r�E�q�u�ati�o�n� P�t�+�1�C�t�+�1�
P�t�C�t� Q�t�=�β�(R�t+�1�+�(�1�−�δ�)�Q�t+�1�)�

L�a�b�o�u r�L�ei�s�u r�e�O�pti�m�alit�y�

C�a�pit�al�L�a�w�of�M�oti�o�n�

I�n�v�e�st�m�e�nt�A�dj�u�st�m�e�nt�C�o�st�

W�t�=�

K�t+�1�

cP� =�t�

ηχ�P�t�C�t�L�t� (�
κ=�(�1�−�δ�)�K�t�+� 1�−�2

(� (� )�2
κ� I�tQ�t� 1�−� −�12� I�t�−�1�

(�

−�

I�t�
I�t�−�1�

(�
κ�

))�2�
−�1� I�t�

))�
I�t� I�t−�1I�t�−�1� I�t�−�1�

+�β�Q�t+�1�
P�c�C�tt�

cP�t�+�1�C�t�+�1�κ�
(�

I�t�+�1�
I�t� −�

)�(�
1� I�t�+�1�

I�t�

)�2�

A�g�gr�e�g�at�e�C�o�n�str�ai�nt�s�

A�g�g r�e�g�at�e�R�e�s�o�u r�c�e�C�o�n�st r�ai�nt� Y�t�=�P�c�C�t�+t� P�i�
t�I�t�

A�g�g r�e�g�at�e�C�o�n�s�u�m�pti�o�n� C�t�=� cP�Ct�
s�
t�+�C�l�

t�

A�g�g r�e�g�at�e�I�n�v�e�st�m�e�nt� I�t�=�P�i�I�s�t� t�+�I�l�t�
E�nt�er�pri�s�e�T�y�p�e�R�e�s�o�ur�c�e�C�o�n�str�ai�nt�s�

S�M�E�O�ut�p�ut�

L�a r�g�e�E�nt�e r�p ri�s�e�O�ut�p�ut�

sY� =�t�

Y�l�=�t�

(K�
(�
K�

s�) α�
t
)�αl�

t�

) 1�−�α( A�s�L�s�t� t
(� )�1�−�α
A�l�L�l�t� t�

S�M�E�G�o�o�d�Pr�o�d�u�c�fi�o�n�

S�M�E�C�o�n�s�u�m�pti�o�n�

S�M�E�I�n�v�e�st�m�e�nt�

sC� =�t�

I�s�=�t�

(� )�
cP�tω� s� C�tP(� t�)�

P�i�
tϑ� s� I�tP�t�

L�ar�g�e�E�nt�er�pri�s�e�G�o�o�d�Pr�o�d�u�c�fi�o�n�

L�a r�g�e�E�nt�e r�p ri�s�e�C�o�n�s�u�m�pti�o�n�

L�a r�g�e�E�nt�e r�p ri�s�e�I�n�v�e�st�m�e�nt�

C�l�=�t�

I�l�=�t�

(� )�
cP�t(�1�−�ψ�)� C�tP�l

(� t)�
P�i�

t(�1�−�ϑ�)� I�tP�l�
t�

R�el�a�fi�v�e�Pri�c�e�s�

R�el�ati�v�e�C�o�n�s�u�m�pti�o�n�P ri�c�e�f�o r�S�M�E�s�
cP�t�
sP�t�

=�
(� )�(�1 −�α�)�( ψ�−�1 )�A�l�

t�
sA�t�

1
1
0�



 

 

 

        
   

 

 
      

 
 

  

        

 

     
 

    

 

 

    
 

 

 
     

  

        
  

        
  

 

R�el�ati�v�e�I�n�v�e�st�m�e�nt�P ri�c�e�f�o r�S�M�E�s�

R�el�ati�v�e�O�ut�p�ut�P ri�c�e�B�et�w�e�e�n�E�nt�e r�p ri�s�e�s�

M�ar�gi�n�al� Pr�o�d�u�ct�s�

iP�t�
sP�t�
sP�t�
lP�t�

=�

=�

(�

(�

l�)�(�1 −�α�)�( ϑ�−�1�)�A�t�
sA�t�
l�)�1�−�αA�t�
sA�t�

W�a�g�e� R�at�e�

I�nt�e r�e�st�R�at�e�

W�t�=�

R�t�=�

(�1�−�
Y�tα�K�t�

α�)�Y�t�L�t�

F�a�ct�or�R�a�ti�o�s�a�n�d�C�o�n�str�ai�nt�s�

S�M�E�C�a�pit�al- L�a�b�o�u r�R�ati�o�

L�a r�g�e�E�nt�e r�p ri�s�e�C�a�pit�al- L�a�b�o�u r�R�ati�o�

A�g�g r�e�g�at�e�C�a�pit�al�C�o�n�st r�ai�nt�

sK�t�
L�s�t�

lK�t�
lL�t�

K�t�

=�

=�

=�

K�t�
L�t�
K�t�
L�t�

sK�t�+�K�l�
t�

A�g�g r�e�g�at�e�L�a�b�o�u r�C�o�n�st r�ai�nt� L�t�=�L�s�t�+�L�l�t�

1
1
1�



  

                  

             

                

               

              

     

  

    

  

 

6.�4.�5� Si�m ul a�ti o n s�

W e� i m p o s e a�p e r�m a n e nt�s h o c k�t o�t h e m o d el�t o si�m ul at e�t h e i�m p a ct of�a b a n k�l e n di n g r ef o r�m t o�
t h e�m a c r o e c o n o�m y.�T hi s�s h o c k i n v ol v e s i�m p o si n g t h e�c o u nt e rf a ct u al fi n di n g s�f o r w h at�t h e�U K�
e c o n o�m y�w o ul d�e x p e ri e n c e�i n t e r�m s�of�a p pli c ati o n�r at e s�a n d�a p p r o v al�r at e s�if it w e r e�u n d e r�t h e�
b a n k�l e n di n g o ut c o�m e s�of�t h e G e r�m a n�e c o n o�m y�a n d�t h e Fr e n c h�e c o n o�m y.�B el o�w�a r e�t h e st yli s e d�
di st ri b uti o n�w hi c h�w e�c o�m p ut e�f r o�m t h e fi n di n g s�i n t h e p r e vi o u s�s e cti o n,�t h e s e i nf o r�m o u r�
p a r a�m et e r�v al u e s�i n Ta bl e�2 5�.�

8�

7�
U�K� =�0.�1�4�7�

D�E� =�0.�2�1�8�
D�E�
U�K�
F�R�

6� F�R� =�0.�3�2�7�

5�

Fr
�e�

q�u
�e�

nc
y�

4�

3�

2�

1�

0�
Pr o b a bilit y�of�A p pli c ati o n�

1 1 2�



     

  

  

  

                    

                    

                   

                

               

                

              

 

               

               

                 

            

       

               

             

              

 

Fr
�e�

q�u
�e�

nc
y�

=�0.�8 0 7�
D E� F R�

4� U K� =�0.�7 9 6�
F R� D E�

3.�5�

3�
=�0.�7 2 3�

U K�
2.�5�

2�

1.�5�

1�

0.�5�

0�
Pr o b a bilit y�of�S u c c e s s�C o n diti o n al�o n�A p pli c ati o n�

T hi s�i n v ol v e s a�p e r�m a n e nt�s h o c k t o t h e a p pli c ati o n�r at e�θ k , k�=�D E,�F R�(t h e r e i s a�s y�m m et ri c�s et�
of�e q u ati o n s�i n Ta bl e�2 5�w hi c h�a r e�w ei g ht e d�b y�t h e�s h a r e�1 −�θ k w hi c h�d o�n ot�a p pl y�f o r b u si n e s s�
l o a n s.�T h e�1 −�θ k p o rti o n�of�t h e�e c o n o�m y�i s n ot�i m p a ct e d b y�t h e�c h a n g e�i n t h e v e ri ti c ati o n�c o st�
µ�k�b e c a u s e�t h e y d o�n ot�a p pl y�f o r l o a n s a n d�p r o d u c e�at�a�b a s eli n e�l e v el of�p r o d u cti vit y.�

T h e r ef o r e,�t h e s h o c k�of�a b a n ki n g�r ef o r�m i s t h e�si�m ult a n e o u s�d e c r e a s e�i n v e ri fi c ati o n�c o st s�m u�
f o r S�M E s�a n d�L a r g e�E nt e r p ri s e s.�A n d�a si�m ult a n e o u s�i n c r e a s e i n t h e a p pli c ati o n�r at e s�θ k f o r S�M E�
a n d�l a r g e e nt e r p ri s e s.�Fr o�m�h e r e�w e�pl ot�t h e i�m p ul s e r e s p o n s e�f u n cti o n s t o t hi s�p e r�m a n e nt�
s�h�o c k.�

M o r e o v e r,�w e�u s e�t h e�p a r a�m et e r�v al u e s�d et ail e d�i n Ta bl e�2 3�w hi c h�a r e�c ali b r at e d f r o�m t h e�
p e ri o d�2 0 0 9- 2 0 1 9,�o r�t a k e n a s�b e n c h�m a r k�f r o�m t h e lit e r at u r e, a s�i n 2 4�. T h e�s h o c k e d�p a r a�m et e r s�
a r e�d et ail e d�i n Ta bl e�2 5�a n d�a r e�c o�m p ut e d f r o�m t h e�e c o n o�m et ri c�fi n di n g s�i n S e cti o n�6.�3.�5 f o r t h e�
G e r�m a n�c o u nt e rf a ct u al.�S p e ci fi c all y,�t h e µ�k�v al u e s�a r e�b a c k e d�o ut�f r o�m t h e�c o n diti o n al�
a c c e pt a n c e�r at e s�u si n g�t h e e nt r e p r e n e u r s�l e n di n g c o n st r ai nt�(1 5 ). 

T h e r ef o r e,�2 5�d et ail s�t h e p a r a�m et e r�v al u e s�f o r t h e e c o n o�m y�b ef o r e�a n d�aft e r�t h e r ef o r�m.�T h e�
si�m ul ati o n�st a rt s�wit h�t h e�U K�v al u e s�f o r a p pli c ati o n s�a n d�v e ri fi c ati o n�c o st s�( o bt ai n e d t h r o u g h�
c o n diti o n al�a p p r o v al s).�V e ri fi c ati o n�c o st s�f o r t h e U K�a r e�hi g h e r,�t h e i d e a b ei n g�t h at v e ri fi c ati o n�
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Ta bl e�2 3:�C ali b r at e d�P a r a�m et e r s�
Ta bl e�2 4:�S�m et s�a n d�W o ut e r s� ( 2 0 0 7)�

C ali br at e d�P ar a�m et er� V al u e�
B e n c h�m ar k�P ar a�m et er� V al u e�

C a pit al�s h a r e�α� 0.�4 0 7�
Di s c o u nt�f a ct o r β� 0.�9 6�

D e p r e ci ati o n�r at e�δ� 0.�0 7 8�
Fri s c h�el a sti cit y�η� 2

S�M E�c o n s u�m pti o n�s h a r e�ψ� 0.�5 3 6�
A dj u st�m e nt�c o st�κ� 4

S�M E�i n v e st�m e nt s h a r e�ϑ� 0.�4 0 1�

Ta bl e�2 5:�P e r�m a n e nt�S h o c k�P a r a�m et e r s�

S h�o c k e d�P ar a�m et er s� [U�K,�D�E,�F�R�]�
S�M E�a p pli c ati o n�s h a r e�θ s� [ 0.1 4 7�, 0�.2 1 7�, 0�.3 2 7]�
L a p pli c ati o n�s h a r e�θ l� [ 0.2 3 1�, 0�.3 5 1�, 0�.4 3 3]�
S�M E�v e ri ti c ati o n�c o st�µ s� [ 0.3 1 8�, 0�.2 4 5�, 0�.1 2 8]�
L v e ri fi c ati o n�c o st�µ l� [ 0.1 3 5�, 0�.0 9 9�, 0�.0 2 9]�

c o st s�a r e�l o�w e r wit h�r el ati o n s hi p�b a n ki n g�b e c a u s e�of�l o c al d e ci si o n�m a ki n g�a n d�t h e�k n o�wl e d g e�
al r e a d y�a c q ui r e d�a b o ut�t h e l o c al a r e a.�Si n c e�t h e U�K�d o e s�n ot�h a v e�r el ati o n s hi p�b a n ki n g,�t h e c o st�
t h at a�st a n d a r d U K�b a n k�w o ul d�h a v e�t o i n c u r i n o r d e r�t o c o n si d e r a bl y�r e d u c e�i nf o r�m ati o n�
a s y�m m et r y�w o ul d�b e�hi g h e r�t h a n t h e c o st�i n c u r r e d b y�a r el ati o n s hi p�b a n k.�

T h e�e c o n o�m y�i s t h e n�s u bj e ct�t o t h e�c o u nt e rf a ct u al�v al u e s�o bt ai n e d�u si n g�t h e G e r�m a n�b a n ki n g�
s y st e�m o ut c o�m e s.�T h e�i�m p ul s e r e s p o n s e s�f o r k e y�v a ri a bl e s�i n r e s p o n s e�t o�t hi s s h o c k�a r e�
di s pl a y e d�i n Fi g u r e�2 9�b el o�w.�

Fi g u r e�2 9:�I�m p ul s e r e s p o n s e�f u n cti o n s�- G e r�m a n r ef o r�m s h o c k�

0.�0�2�

O�ut�p�ut�
0.�0�2�

O�ut�p�ut�
S�M�E�

0.�0�3�
O�ut�p�ut�

L�ar�g�e�

0.�0�1�5� 0.�0�1�5�
0.�0�2�

0.�0�1� 0.�0�1�
0.�0�1�

0.�0�0�5� 0.�0�0�5�

0� 0� 0�
0� 1�0� 2�0� 3�0� 4�0� 0� 1�0� 2�0� 3�0� 4�0� 0� 1�0� 2�0� 3�0� 4�0�

0.�0�4�
I�n�v�e�st�m�e�nt�

0.�0�3�
I�n�v�e�st�m�e�nt

S�M�E�
0.�0�4�

I�n�v�e�st�m�e�nt
L�ar�g�e�

0.�0�3�
0.�0�2�

0.�0�3�

0.�0�2� 0.�0�2�

0.�0�1�
0.�0�1�

0.�0�1�

0� 0� 0�
0� 1�0� 2�0� 3�0� 4�0� 0� 1�0� 2�0� 3�0� 4�0� 0� 1�0� 2�0� 3�0� 4�0�

2�0� 1�0�- 4� L�a�b�o�ur�
0.�0�2�

C�o�n�s�u�m�pti�o�n�
0.�0�2�

W�a�g�e�R�at�e�

1�5� 0.�0�1�5� 0.�0�1�5�

1�0�
0.�0�1� 0.�0�1�

5�
0.�0�0�5� 0.�0�0�5�

0�
0� 0�

0� 1�0� 2�0� 3�0� 4�0� 0� 1�0� 2�0� 3�0� 4�0� 0� 1�0� 2�0� 3�0� 4�0�

A s�c a n�b e�s e e n�t h e r e i s a n�i n c r e a s e i n G�D P�b y�1 p e r�c e nt�a b o v e�b a s eli n e�wit hi n�fi r st�5 y e a r s�a n d�
ri si n g�f u rt h e r t o 1.�7 p e r�c e nt�i n l o n g r u n.�T h e r e�i s al s o�a n�i n c r e a s e i n a g g r e g at e�i n v e st�m e nt b y�1.�7�
p e r�c e nt�a b o v e�b a s eli n e�wit hi n�fi r st�5 y e a r s�a n d�ri si n g�f u rt h e r t o�2.�1 p e r�c e nt�i n l o n g r u n.�T h e�
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i m p a ct o n�h o u r s�w o r k e d�a n d�e m pl o y�m e nt�i s v e r y�s m all�a n d�e s s e nti all y�n e ut r al�wit h�n o�
si g ni ti c a nt�c h a n g e s�i n t h e l o n g r u n.�B ot h�t y p e s of�e nt r e p r e n e u r s�b e n e�fit,�b ut�l a r g e fi r�m s�g r o�w�
m o r e�r el ati v e�t o S�M E s�i n r e s p o n s e�t o t h e�r ef o r�m - t hi s i s d ri v e n�i n p a rt�b y�t h e r el ati v el y�l a r g e�
i n c r e a s e i n t h e s h a r e�of�l a r g e e nt e r p ri s e�a p pli c ati o n s�i n t h e b a n ki n g�r ef o r�m.�

W e� t h e n r e p e at t h e�s a�m e�e x e r ci s e�of�a p e r�m a n e nt�s h o c k�u si n g�t h e p a r a�m et e r�v al u e s�i m pli e d b y�
t h e�c o u nt e rf a ct u al�e x e r ci s e�of�t h e r e s ult f r o�m t h e Fr e n c h�e c o n o�m y�d et ail e d�i n Ta bl e�2 5�.�

Fi g u r e�3 0:�I�m p ul s e r e s p o n s e�f u n cti o n s�- Fr e n c h r ef o r�m s h o c k�

O�ut�p�ut� O�ut�p�ut�
S�M�E�

0.�0�6�
O�ut�p�ut�

L�ar�g�e�

0.�0�4� 0.�0�4�

0.�0�3� 0.�0�3� 0.�0�4�

0.�0�2� 0.�0�2�
0.�0�2�

0.�0�1� 0.�0�1�

0� 0� 0�
0� 1�0� 2�0� 3�0� 4�0� 0� 1�0� 2�0� 3�0� 4�0� 0� 1�0� 2�0� 3�0� 4�0�

0.�0�8�
I�n�v�e�st�m�e�nt�

0.�0�6�
I�n�v�e�st�m�e�nt

S�M�E�
0.�0�8�

I�n�v�e�st�m�e�nt
L�ar�g�e�

0.�0�6� 0.�0�6�
0.�0�4�

0.�0�4� 0.�0�4�

0.�0�2�
0.�0�2�

0.�0�2�

0� 0� 0�
0� 1�0� 2�0� 3�0� 4�0� 0� 1�0� 2�0� 3�0� 4�0� 0� 1�0� 2�0� 3�0� 4�0�

4�
1�0�- 3� L�a�b�o�ur�

0.�0�4�
C�o�n�s�u�m�pti�o�n�

0.�0�4�
W�a�g�e�R�at�e�

3�
0.�0�3� 0.�0�3�

2�
0.�0�2� 0.�0�2�

1�
0.�0�1� 0.�0�1�

0�
0� 0�

0� 1�0� 2�0� 3�0� 4�0� 0� 1�0� 2�0� 3�0� 4�0� 0� 1�0� 2�0� 3�0� 4�0�

A s�c a n�b e�s e e n,�d u e�t o m o r e�f a v o u r a bl e c o�m�m e r ci al l e n di n g o ut c o�m e s�i n t h e�Fr e n c h�e c o n o�m y,�
t h e�p e r�m a n e nt�s h o c k�g e n e r at e s�a 2.�1 p e r�c e nt�i n c r e a s e i n c u�m ul ati v e�G D P�b y�y e a r�fi v e�a n d�a 3.�5�
p e r�c e nt�i n c r e a s e i n l o n g r u n�G D P.�T h e r e�i s a n�i n c r e a s e i n a g g r e g at e�i n v e st�m e nt b y�3.�5 p e r�c e nt�
b y�y e a r�fi v e�a n d�4.�4 p e r�c e nt�i n t h e�l o n g r u n.�M o r e o v e r,�r e al�w a g e s�a r e�2.�9 p e r�c e nt�hi g h e r�i n t h e�
l o n g r u n�u n d e r�t hi s c o u nt e rf a ct u al.�

6.�4.�6� Di s c�u s si�o n�of�m a cr o e c o n�o�mi c�i�m p a ct s a n d�m a cr o pr u�d e n�fi al�r e g�ul a�fi o n�

H e r e�w e�s e e k t o o utli n e�s o�m e�of�t h e wi d e r�c o n s e q u e n c e s�of�t h e i nt r o d u cti o n of�n e�w r el ati o n s hi p�
b a n k s�(“�n e�w b a n k s”)�i n t h e U�K�e c o n o�m y�a n d�fi n a n ci al�s y st e�m.�W e� l a r g el y f o c u s o n�t h e st e a d y�
st at e�eff e ct s�b ut�al s o�n ot e�s o�m e�of�t h e�t r a n siti o n al�o n e s.�W e� f o c u s fi r st�o n�m a c r o e c o n o�mi c�
eff e ct s�b ef o r e�n oti n g�s o�m e�m o n et a r y�c o n s e q u e n c e s,�fi n a n ci al�st a bilit y�ri s k s�a n d�b a n k�
b e h a vi o u r/�m a c r o p r u d e nti al�p oli c y�c o n si d e r ati o n s.�

A s�c a n�b e�s e e n,�f o r t h e G e r�m a n�c o u nt e rf a ct u al,�t h e r e i s a n�i n c r e a s e i n G�D P�b y�1 p e r�c e nt�a b o v e�
b a s eli n e�wit hi n�fi r st�5 y e a r s�a n d�ri si n g�f u rt h e r t o�1.�7 p e r�c e nt�i n l o n g r u n.�T h e r e�i s al s o�a n�
i n c r e a s e i n a g g r e g at e�i n v e st�m e nt b y�1.�7 p e r�c e nt�a b o v e�b a s eli n e�wit hi n�fi r st�5 y e a r s�a n d�ri si n g�
f u rt h e r t o 2.�1 p e r�c e nt�i n l o n g r u n.�T h e�i m p a ct o n�h o u r s�w o r k e d�a n d�e m pl o y�m e nt�i s q uit e�s m all.�
T h e�Fr e n c h�c o u nt e rf a ct u al�p r e s e nt s�a n al o g o u s�b ut�a p p r o xi�m at el y�t wi c e a s�l a r g e r e s ult s.�B ot h�
t y p e s of�e nt r e p r e n e u r s�b e n e fit�b ut�l a r g e fi r�m s�g r o�w�m o r e�r el ati v e�t o S�M E s�i n r e s p o n s e�t o t h e�
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r ef o r�m - t hi s i s d ri v e n�i n p a rt�b y�t h e r el ati v el y�l a r g e i n c r e a s e i n t h e s h a r e�of�l a r g e e nt e r p ri s e�
a p pli c ati o n s�a n d�s u c c e s s�i n t h e�b a n ki n g�r ef o r�m.�
I n a d diti o n�t o�t h e m o d ell e d�eff e ct s,�ot h e r�i�m p a ct s a r e�p o s si bl e�w hi c h�w e�di s c u s s�i n t hi s s e cti o n.�

M a cr o e c o n�o�mi c� e ti e ct s�

F oll o�wi n g�t h e r ef o r�m,�t h e c u r r e nt�a c c o u nt�w o ul d�t e n d t o d et e ri o r at e,�at�l e a st i niti all y, a s�
a g g r e g at e�d e�m a n d�i n c r e a s e s a ri si n g�f r o�m g r e at e r�i n v e st�m e nt, st o c k b uil di n g�a n d�e�m pl o y�m e nt�
s u c k i n i�m p o rt s.�I n t h e l o n g e r r u n�t h e s u p pl y�eff e ct s,�e s p e ci all y�f r o�m l a r g e c o�m p a ni e s,�will�s oft e n�
a n y�ri s e�i n i�m p o rt s a n d�t h e r ef o r e�i�m p r o v e t h e c u r r e nt�a c c o u nt�b al a n c e.�

I n t h e�U K�N ati o n al�A c c o u nt s,�t h e�h o u s e h ol d�s e ct o r�i n cl u d e s u ni n c o r p o r at e d�b u si n e s s e s,�s u c h�a s�
p a rt n e r s hi p s,�t h at a r e�o w n e d�b y�h o u s e h ol d s.�T h e s e�b u si n e s s e s�a r e�c o n si d e r e d�t o b e�p a rt�of�t h e�
h o u s e h ol d�s e ct o r�b e c a u s e�t h ei r p r o d u cti o n�a n d�c o n s u�m pti o n�a r e�i n s e p a r a bl e.�H e n c e�a p a rt�of�
t h e�i n c r e a s e i n i n v e st�m e nt will�c o u nt�f o r t h e�h o u s e h ol d�a n d�n ot�t h e c o r p o r at e�s e ct o r.�I n t h e�c a s e�
t h at t h e�d e p o sit s�wit h�t h e n e�w�b a n k s�will�c o�m e�l a r g el y f r o�m h o u s e h ol d s,�t h e r e�c o ul d b e�hi g h e r�
n et�i nt e r e st i n c o�m e t o�h o u s e h ol d s�if t h e�i nt e r e st p ai d�b y�t h e�n e�w�b a n k s�t o d e p o sit o r s�w o ul d�b e�
hi g h e r�t h a n t h e�e xi sti n g�b a n k s�p a y.�

S o�m e�of�t h e�ri s e�i n i n v e st�m e nt, st o c k b uil di n g�a n d�e m pl o y�m e nt�will�b e�att ri b ut e d�t o t h e�
c o r p o r at e�s e ct o r.�A s�f o r u ni n c o r p o r at e d�b u si n e s s e s,�t h ei r�b al a n c e�s h e et s�will�h a v e�m o r e�d e bt�
a n d�fi x e d�a s s et s,�w hil e�t h ei r i n c o�m e a n d�e x p e n dit u r e�a c c o u nt�will�f e at u r e i nt e r e st c o st s�b ut�al s o�
h o p ef ull y�m o r e�p r o fit�f r o�m w hi c h�t h e i nt e r e st c a n�b e�p ai d.�

A s s u�mi n g�t h e n e�w b a n k s�will�b e�p e r�mitt e d�t o di v e r sif y�b y�l e n di n g t o h o u s e h ol d s,�s u c h�a s�vi a�
m o rt g a g e�l e n di n g, t hi s will�p e r�mit�p r o�fit s�f r o�m m o rt g a g e�l e n di n g t o c o nt ri b ut e�t o�c o v e ri n g�a n y�
l o s s e s i n S�M E�l e n di n g, a n al o g o u sl y�t o t h e�S p a r k a s s e n�i n G e r�m a n y.�W e� al s o�a s s u�m e�t h at t h e n e�w�
b a n k s�w o ul d�n ot�b e�p e r�mitt e d�t o u n d e r c ut�c o�m m e r ci al l e n d e r s a n d�b uil di n g�s o ci eti e s�o n�a n y�
fi n a n ci al�p r o d u ct,�s o�a s�t o a v oi d�m a r k et�di st o rti o n s.�T h at�i s, t h e�n e�w b a n k s�w o ul d�f o c u s o n�
p r o vi di n g�a n�alt e r n ati v e�w a y�of�l e n di n g�–�b a s e d�o n�r el ati o n s hi p�b a n ki n g,�wit h�t h e�p u r p o s e�t o�
s u p p o rt�l o c al/r e gi o n al e c o n o�mi e s�– b ut�wit h�p ri ci n g�(i nt e r e st r at e s�a n d�f e e s) f ull y d e p e n d e nt�o n�
t h ei r c o st s,�li k e a n y�ot h e r�l e n d e r.�
M o n et ar y� a n d�fi n a n ci al�e fi e ct s�

A s�t h e n e�w�b a n k s�w o ul d�b e�d e p o sit-t a ki n g�i n stit uti o n s, t h e y�c o ul d�c o�m p et e�di r e ctl y�wit h�
e xi sti n g�b a n k s�f o r d e p o sit�f u n di n g.�I n o r d e r�t o att r a ct�d e p o sit s,�a s�i s t h e c a s e�wit h�a n y�ot h e r�
n e�wl y�f o r�m e d b a n k,�t h ei r i nt e r e st r at e s�o n�d e p o sit s�m a y�n e e d�t o b e�s o�m e�w h at�hi g h e r�t h a n�t h o s e�
a v ail a bl e�f r o�m e xi sti n g�b a n k s.�H o�w e v e r,�i n t h ei r st at e d�p u r p o s e,�t h e n e�w b a n k s�w o ul d�n ot�b e�
p e r�mitt e d�t o t a k e a d v a nt a g e�of�t h ei r st at u s�b y�u n d e r�mi ni n g�t h e a bilit y�of�p u r el y�c o�m�m e r ci al�
l e�n�d e r s t�o�t a k e�d e�p�o sit s.�

It i s i�m p o rt a nt t h at t h e n e�w�b a n k s�w o ul d�r el y�m o stl y�o n�f u n di n g f r o�m h o u s e h ol d�a n d�c o r p o r at e�
d e p o sit s,�si n c e�w h ol e s al e�f u n di n g t e n d s�t o b e�m o r e�e x p e n si v e�f o r s�m all b a n k s,�j e o p a r di si n g t h ei r�
c a p a cit y�t o c o�m p et e�wit h�l a r g e b a n k s.�H o�w e v e r,�t h e p r o p o rti o n�of�w h ol e s al e�f u n di n g mi g ht�b e�
si g ni fi c a nt�i n t h e e a rli e st�st a g e s�w hil e�t h e n e�w b a n k s�a c c u�m ul at e�d e p o sit s.�
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It w o ul d�b e�u nli k el y�t h at t h e�o v e r all�h o u s e h ol d�s a vi n g�r ati o�w o ul d�i n c r e a s e o�wi n g�t o m o r e�
c o�m p etiti v e�d e p o sit�r at e s,�a s�it s s e n siti vit y�t o i nt e r e st r at e s�i s l o�w, a n d�h o u s e h ol d�
c o n s u�m pti o n/s a vi n g�d e ci si o n s�a r e�d ri v e n�b y�l o n g t e r�m lif e c y cl e/ p e r�m a n e nt�i n c o�m e�
c o n si d e r ati o n s�e x c e pt�i n t h e�s h o rt�r u n.�R at h e r,�t h e r e�w o ul d�b e�a r e all o c ati o n�of�h o u s e h ol d�
s e ct o r�w e alt h�t o�w a r d s d e p o sit s�i n t h e n e�w�b a n k s�i n li g ht of�hi g h e r�i nt e r e st r at e s.�

T hi s�i n t u r n�w o ul d�l e a d t h e e xi sti n g�b a n k s�i n t h e�s h o rt�t e r�m t o�r e d u c e�h ol di n g s�at�t h e�B a n k�of�
E n gl a n d�t o l e v el s m o r e�c o n si st e nt�wit h�li q ui dit y ri s k.�Si n c e�t h e Gl o b al�Fi n a n ci al�C ri si s,�t h e v al u e�
of�r e s e r v e s�h el d�b y�b a n k s�at�t h e�B a n k�of�E n gl a n d�h a s�i n c r e a s e d s u b st a nti all y.�T hi s�ri s e�i s l a r g el y�
d u e�t o t h e i nt r o d u cti o n of�i nt e r e st p a y�m e nt s�o n�r e s e r v e s�a n d�t h e i�m pl e�m e nt ati o n of�
q u a ntit ati v e�e a si n g�( Q E).�J o y c e�a n d�S p alt r o�(2 0 1 4 ) a n d�F at o u h�(2 0 2 1 ), f o r i n st a n c e, ti n d�a s�m all�
o r�n o�si g ni fi c a nt�i m p a ct o n�b a n k�l e n di n g f r o�m t h e�B o�E Q E�r o u n d s,�alt h o u g h�F at o u h�(2 0 2 1 ) d o e s�
fi n d�a l a r g e r a n d�si g ni fi c a nt�eff e ct�o n�l e n di n g f r o�m b y�hi g hl y�c a pit ali s e d b a n k s.�T hi s�ill u st r at e s�
t h at c a pit al l e v el s i n�fi u e n c e t h e t r a n s�mi s si o n�of�Q E�t o l e n di n g t o t h e r e al�e c o n o�m y.�Al s o,�w e�n ot e�
t h at q u a ntit ati v e�ti g ht e ni n g�i s l e a di n g t o l o�w e r r e s e r v e s.�

I n t h e�l o n g t e r�m,�e xi sti n g�b a n k s�mi g ht�b e c o�m e�m o r e�d e p e n d e nt�o n�w h ol e s al e�f u n di n g if t h e y�
wi s h�t o m ai nt ai n�t h ei r�l e n di n g, u nl e s s�t h e y�w e r e�willi n g�t o c o�m p et e�m o r e�a g g r e s si v el y�f o r�
d e p o sit s.�Alt e r n ati v el y,�t h e y�mi g ht�r e d u c e�l e n di n g i n r e s p o n s e�t o l o�w e r d e p o sit s�t o k e e p�t h ei r�
l o a n/ d e p o sit r ati o s�c o n st a nt.�A n ot h e r�p o s si bilit y�i s t h at e xi sti n g�b a n k s�m a y�p r o vi d e�w h ol e s al e�
l e n di n g t o n e�wl y�f o r�m e d b a n k s,�si�mil a rl y�t o w h at�h a s�st a rt e d�t o h a p p e n�i n t h e U K�wit h�Ll o y d s’�
i n v e st�m e nt i n C�D FI s�vi a�t h e CI E F�( C o�m m u nit y I n v e st�m e nt E nt e r p ri s e�F u n d).�

C o n c e r ni n g�t h e eff e ct�of�m o n et a r y�p oli c y�o n�t h e n e�w b a n k s�a n d�t h ei r S�M E�cli e nt s,�t h e�eff e ct�of�a�
ri s e�i n i nt e r e st r at e s�o n�e xi sti n g�b o r r o�w e r s�will�d e p e n d�o n�w h et h e r�t h e l o a n i s fi x e d�o r�v a ri a bl e�
r at e.�If t h e n e�w b a n k s�c a n�p r o vi d e�m o r e�fi x e d�r at e�l o a n s t o S�M E s�t h a n�e xi sti n g�b a n k s,�t h at w o ul d�
p r o vi d e�v al u a bl e�“i n s u r a n c e”�t h at�c o ul d�sti�m ul at e�i n v e st�m e nt.�O n�t h e�ot h e r�h a n d,�t o t h e e xt e nt�
m o n et a r y�ti g ht e ni n g�al s o�aff e ct s�l o n g e r t e r�m r at e s,�t h e r e w o ul d�r e�m ai n�a�di si n c e nti v e�t o n e�w�
b o r r o�wi n g.�

I nt e r e st r at e s�a r e�n ot�t h e�o nl y�p a rt�of�t h e st o r y,�h o�w e v e r.�T h e�ai�m i s t h at�n e�w b a n k s�w o ul d�
p r o vi d e�r eli a bl e�l e n di n g, w hi c h�i s n ot�wit h d r a�w n�w h e n�t h e b o r r o�w e r�r u n s�i nt o dif fi c ult y.�
R el ati o n s hi p�b a n ki n g�i s b a s e d�o n�a l o n g t e r�m r el ati o n s hi p�wit h�s oft�i nf o r�m ati o n e x c h a n g e�
b et�w e e n�b o r r o�w e r�a n d�l e n d e r, i n c e nti vi si n g t h e�b a n k�t o n ot�wit h d r a�w�t h ei r f u n di n g o r�w o r s e n�
it s c o n diti o n s�b e c a u s e�it e x p e ct s�t h at,�b y�s u p p o rti n g�t h e�b o r r o�w e r,�t h e b o r r o�w e r�will�r e c o v e r�
a n d�t h e�b a n k�will�b e�a bl e�t o�r e c o u p�it s l e n di n g.�T h e�s oft�i nf o r�m ati o n p r o vi d e s�t h e b a n k�wit h�
d e e p e r�k n o�wl e d g e�a b o ut�t h e�b o r r o�w e r,�all o�wi n g�it t o b ett e r�a s s e s s�t h e b o r r o�w e r’�s�c o n diti o n�a s�
t e�m p o r a r y�o r�p e r�m a n e nt.�

I n t h e�m o n et a r y�p oli c y�c o nt e xt,�it i�m pli e s t h at e v e n�if l o a n s a r e�fi o ati n g�r at e�o r�s h o rt�t e r�m a n d�
ti g ht e ni n g�c a u s e s�c a s h fi o�w dif fi c ulti e s,�t h e fi�o w of�l e n di n g w o ul d�b e�m ai nt ai n e d�a s s u�mi n g�t h at�
t h e�b a n k�a s s e s s e s�t h at t h e b u si n e s s�i s vi a bl e�i n t h e l o n g t e r�m.�T h e r ef o r e�t hi s b e h a vi o u r�al s o�
w o r k s�a s�“i n s u r a n c e”.�

T h e�a g ei n g�of�t h e�p o p ul ati o n�m a y�pl a y�a r ol e�i n t h e s u c c e s s�of�n e�w b a n k s,�si n c e�hi g h�i nt e r e st�
r at e s�wit h�a g o o d�l e v el of�li q ui dit y a n d�of�c o u r s e�d e p o sit�i n s u r a n c e w o ul d�b e�att r a cti v e�t o t h e�

1 1 7�



               

                 

      

            

               

               

               

              

               

              

   

                

                   

                

                 

              

              

                

                

                

               

                  

                   

            

               

                

                  

                

         

                

            

                  

               

              

              

                    
                  

               
                   

                   
                
                  

             

 

el d e rl y�w h o�p r ef e r�st a bl e�r et u r n s�r at h e r�t h a n t h e�v ol atilit y�of�e q uiti e s�( a n d b o n d s).�T h e r e�i s�
e xt e n si v e�e vi d e n c e�of�t h e p r ef e r e n c e�of�t h e el d e rl y�f o r l o�w e r ri s k�a s s et s,�s u c h�a s�F a g e r e n g�et�al.�
(2 0 1 7 ), Y o g o�(2 0 1 6 ) a n d�Y u a n�et�al.�(2 0 2 2 a�).1 1�

A n�i�m p o rt a nt a d diti o n al�c o n si d e r ati o n�i s w h et h e r�I S A a v ail a bilit y�c o nti n u e s�t o�c o v e r�d e p o sit s,�
c o nt r a r y�t o c u r r e nt�a r g u�m e nt s�t h at it s h o ul d b e�c o n�ti n e d�t o e q uiti e s.�A v ail a bilit y�of�I S A s w o ul d�
b o o st�s c o p e�f o r n e�w b a n k s�t o att r a ct�d e p o sit s,�w hil e�t h ei r�wit h d r a�w al�w o ul d�m a k e�it m o r e�
dif fi c ult.�It i s w o rt h�a d di n g�t h at t h e S p a r k a s s e n�a n d�t h ei r e q ui v al e nt s�a r e�hi g hl y�e st a bli s h e d�a n d�
w ell�k n o�w n�i n stit uti o n s i n E u r o p e a n�c o u nt ri e s,�w h e r e a s�t h e�n e�w b a n k s�w o ul d�n ot�h a v e�a n�
e st a bli s h e d�b r a n d�o r�r e p ut ati o n.�T hi s�w o ul d�m e a n�t h at g r o�wt h�m a y�b e�q uit e�sl o�w,�a n d�t h e r e�
w o ul d�b e�a ri s k t o t h e r e p ut ati o n�of�t h e s e ct o r�if a�f ail u r e o c c u r r e d.�
Fi n a n ci al�st a bilit y�c o n si d er a�fi o n s�

B ri n gi n g�i n c o n si d e r ati o n s�of�fi n a n ci al�st a bilit y�i s r el e v a nt�n ot�j u st t o t h e di r e ct�fi n a n ci n g�of�t h e�
S M E�s e ct o r�b ut�al s o�t o t h e�wi d e r�e c o n o�m y.�A s�i s w ell�k n o�w n,�a b a n ki n g�c ri si s�t y pi c all y l e a d s t o a�
m a r k e d�d e cli n e�i n G�D P.�T h e r e�w o ul d�b e�s e v e r al�a s p e ct s�of�a c h a n g e�i n b a n ki n g�m a r k et�st r u ct u r e�
( s u c h a s�t h e i nt r o d u cti o n of�n e�w b a n k s�t h at i s b ei n g�c o n si d e r e d)�t h at w o ul d�at�l e a st gi v e�g r o u n d s�
f o r c a uti o n�a n d�e n h a n c e d�o v e r si g ht�b y�p r u d e nti al�r e g ul at o r s,�a s�w ell�a s�r el ati v el y�hi g h�c a pit al�
r e q ui r e�m e nt s�o n�t h e n e�w b a n k s,�u ntil�t h e�sit u ati o n�s ettl e s�d o�w n.�O n e�i s t h e a b o v e- m e nti o n e d�
s hift�of�r et ail d e p o sit s�li k el y t o�o c c u r�b et�w e e n�e xi sti n g�b a n k s�a n d�t h e n e�w b a n k s.�L e a vi n g�t h e�
f o r�m e r m o r e�d e p e n d e nt�o n�w h ol e s al e�f u n d s i n t h e l o n g r u n�c o ul d�m a k e�t h e�m m o r e�f r a gil e a n d�
v ul n e r a bl e�t o�r u n s�t h a n w o ul d�ot h e r�wi s e�b e�t h e c a s e,�a s�w a s�s h o�w n�b y�e x p e ri e n c e�i n 2 0 0 7- 8.�

M e a n�w hil e�a c h a n g e�i n m a r k et�st r u ct u r e�m a y�l e a d n ot�o nl y�t o�hi g h e r�a p pli c ati o n�s u c c e s s�r at e�
b ut�al s o�a s wit c h�of�s o�m e�b o r r o�w e r s�f r o�m e xi sti n g�b a n k s�t o t h e�n e�w b a n k s.�N e�w�b a n k s�m a y�al s o�
att r a ct�hi g h e r�ri s k b o r r o�w e r s�i n t h e fi r st�i n st a n c e�– a f o r�m of�a d v e r s e�s el e cti o n�- a s w a s�t h e c a s e�
wit h�fi n a n ci al�li b e r ali s ati o n i n c o u nt ri e s�li k e J a p a n,�Fi nl a n d�a n d�S w e d e n�(D a vi s�, 1 9 9 5 ). T hi s�
w o ul d�b e�m o r e�li k el y, t h e�hi g h e r�t h e i nt e r e st r at e�c h a r g e d,�a s�g o o d�q u alit y�b o r r o�w e r s�w o ul d�
t e n d t o b o r r o�w�el s e�w h e r e.�S o,�it i s vit al�t h at t h e n e�w�r e gi o n al/l o c al b a n k s�h a v e�b a n ki n g�li c e n s e s,�
s o�a s�t o�e n s u r e�t h e y�c a n�c o�m p et e�o n�a l e v el pl a yi n g�fi el d�f o r g o o d�q u alit y�b o r r o�w e r s.�I n a d diti o n,�
a s�i n c u�m b e nt b a n k s�d o,�t h e n e�w�b a n k s�w o ul d�al s o�h a v e�a c c e s s�t o p ot e nti al�b o r r o�w e r s’�d at a,�s u c h�
a s�c r e dit�s c o r e s,�all o�wi n g�t h e�m t o e v al u at e�a p pli c a nt s’�q u alit y.�

Wit h� m o r e�ti�m e�n e�w b a n k s�w o ul d�al s o�a c q ui r e�a m o r e�di v e r s e�s el e cti o n�of�b u si n e s s e s�c r e ati n g�a�
di v e r si fi e d�l o a n p o rtf oli o�of�r e a s o n a bl e�l e v el s of�ri s k,�h a vi n g�d e v el o p e d�b a n ki n g�r el ati o n s hi p s�
a n d�a r e p ut ati o n�i n t h e m a r k et.�It i s li k el y t h at l a r g e r ri s k y�b u si n e s s e s�w o ul d�c o nti n u e�t o�g o�t o�
t h e�bi g�c o�m m e r ci al b a n k s�f o r l o�w e r i nt e r e st r at e s�w hil st�s m all e r�b u si n e s s e s�w o ul d�g o�t o�t h e�
l o c al r el ati o n s hi p�b a n k s�f o r t h e a d vi c e,�b ett e r�t e r�m s�a n d�c o n diti o n s�a n d�hi g h e r�l o a n s u c c e s s�
r at e s�( d e s pit e p a yi n g�hi g h e r�i nt e r e st r at e s).�T hi s�r e s e a r c h�p a p e r�a s s u�m e s�t h at t h e n e�w l e n d e r s�

1 1�I n li n e wit h�M e rt o n�(1 9 7 1 ), o n e�e x pl a n ati o n�f o r t h e�d e si r e�f o r l�o�w e r ri s k�wit h�ol d�a g e�i s t h e�i�m p o rt a�n c e of�h u�m a n�
c a pit al (t h e di s c o u nt e d�st r e a�m of�f ut u r e w a g e�i n c o�m e) r el ati v e�t o�a c c u�m ul at e d�w e alt h.�If s h o c k s�t o�w a g e�i n c o�m e a r e�
u n c o r r el at e d�wit h�st o c k�m a r k et�r et u r n s,�t h e�d et e r�mi ni sti c�c o�m p o n e nt�of�w a g e�i n c o�m e (i.�e.�a b st r a cti n g�f r o�m p e ri o�d s�
of�u n e�m pl o y�m e nt�et c.)�mi�mi c s�t h e�p a y off�of�a ri s k-f r e e�a s s et.�F o r�a gi v e�n l e v el of�h u�m a n�w e alt h,�y o u n g e r�h o u s e h ol d s�
wit h�l o�w l e v el s of�fi n a n ci al�w e alt h�h a v e�a�r el ati v el y�l a r g e a�m o u nt�of�f ut u r e�i n c o�m e f r o�m ri s k-f r e e�a s s et s�( r el ati v e t o�
t h ei r�fi n a n ci al�w e alt h)�a n�d�a r e�t h u s�i n c e nti vi s e d t o�i n v e st m o r e�a g g r e s si v el y�i n e q uiti e s�t h a n�w e alt hi e r�h o u s e h ol d s.�
W h e n� a g e nt s�g r o�w�ol d e r,�t h e�c a pit ali s e�d�v al u e�of�l a b o u r i n c o�m e d r o p s�wit h�a g e,�a n d�h o u s e h ol d s�c o�m p e n s at e�f o r t hi s�
d r�o p�i n b o n�d-li k e�w e alt h�b y�r e d u ci n g�t h ei r�r el ati v e�h ol di n g s�of�ri s k y�fi n a n ci al�a s s et s.�

1 1 8�



               

          

     

                   

            

              

              

               

               

         

             

               

             

             

               

                  

                

               

   

              

                

               

               

               

               

             

                 

             

                

            

                

              

             

            

                

             

 

          

 

 

t a k e t h ei r�m a n d at e�t o ti n a n c e�b u si n e s s e s�i n t h ei r l o c al/ r e gi o n al�a r e a�r e s p o n si bl y�b y�l e n di n g t o�
b u si n e s s e s�t h at�s e e k fi n a n c e�w hil st�p ri ci n g�c r e dit�a c c o r di n g�t o ri s k.�

B a n k�b e h a vi�o ur�a n d�m a cr o pr u d e n�fi al�p oli ci e s�

T h e r e�i s a�q u e sti o n�a s�p a rt�of�t h e�r ef o r�m a s�t o w h at�e xt e nt�t h e�n e�w�b a n k s’�l e n di n g t o S�M E s�
w o ul d�b e�s u bj e ct�t o�m a c r o p r u d e nti al�p oli ci e s.�A s s u�mi n g�t h e y a r e�d e p o sit o r y�i n stit uti o n s, t h e y�
w o ul d�c e rt ai nl y�b e�s u bj e ct�t o�t h e c o u nt e r c y cli c al b uff e r,�w hi c h�t h e a ut h o riti e s�w o ul d�r ai s e�w h e n�
o v e r all�l e n di n g i s g r o�wi n g�r a pi dl y,�a n d�e a s e�at�ti�m e s of�r e c e s si o n/ c r e dit�c r u n c h.�L e v e r a g e�r ati o�
c h a n g e s�w o ul d�al s o�i�m pi n g e.�Hi g h e r�c a pit al�r e q ui r e�m e nt s�w o ul d�t e n d t o l e a d t o l e s s l e n di n g t o�
S M E s�a s�w ell�a s�ot h e r�b o r r o�w e r s.�T o�m a n a g e�ri s k,�b a n k s�m a y�al s o�i m pl e�m e nt st ri ct e r�l e n di n g�
c rit e ri a�w h e n�m a c r o p r u d e nti al�p oli ci e s�a r e�ti g ht,�f u rt h e r i�m p a cti n g S�M E s.�

Ć e h aji ć�a n d�K o š a k�(2 0 2 2 ) s h o�w wit h�a fi r�m-l e v el�s u r v e y�c o v e ri n g�E U c o u nt ri e s�b et�w e e n�2 0 0 9�
a n d�2 0 1 7,�t h at�m a c r o p r u d e nti al�p oli ci e s�h a v e�a�m aj o r�eff e ct�o n�S�M E�l e n di n g.�T h e y�n ot e�t h at�
alt h o u g h�m a c r o p r u d e nti al�p oli c y�c a n�m a k e�b a n k s�m o r e�r e sili e nt,�t h e y oft e n�l e a d t o r e st ri ct e d�
l e n di n g t o fi r�m s,�e s p e ci all y�s m all e r�fi r�m s�wit h�f e�w e r fi�n a n ci n g�o pti o n s�a n d�c o n si d e r a bl e�r eli a n c e�
o n�b a n k�c r e dit.�T hi s�eff e ct�i s l a r g el y d u e�t o c a pit al- b a s e d�m e a s u r e s�s u c h�a s�t h e c o u nt e r c y cli c al�
b uff e r�a n d�l e v e r a g e r ati o�u s e d�i n t h e U�K.�It w o ul d,�h o�w e v e r,�a p pl y�m ai nl y�if t h e�n e�w�b a n k s�h ol d�
c a pit al�cl o s e�t o�r e g ul at o r y�li�mit s�– a p oli c y�of�e n s u ri n g�m u c h�hi g h e r�c a pit al�r ati o s�w o ul d�l e a v e�
t h e�m m u c h�l e s s v ul n e r a bl e�t o s u c h�m a c r o p r u d e nti al�p oli c y�eff e ct s�a n d�c o ul d�al s o�i m pl y a�l o�w�
c o st�of�c a pit al.�

T h e�eff e cti v e n e s s�of�a n y�b a n ki n g�r ef o r�m w o ul d�al s o�d e p e n d�o n�t h e r ol e�of�m a c r o p r u d e nti al�
r e g ul ati o n�a n d�w h et h e r�it diff e r e nti at e s�i n it s i�m p a ct o n�s m all e r�o r�l a r g e r b a n k s.�It i s n ot a bl e�
t h at r e s e a r c h�o n�b a n k�p r o�fit a bilit y�u si n g�a gl o b al�s a�m pl e�s h o�w s�t h at s�m all b a n k s�a r e�m o r e�
aff e ct e d�b y�m a c r o p r u d e nti al�p oli c y�t h a n l a r g e r o n e s�(D a vi s�et�al.�, 2 0 2 2 ) w h e r e�t h e l att e r m a y�b e�
m o r e�a bl e�t o b o o st�n o ni nt e r e st�i n c o�m e i n r e s p o n s e�t o p oli ci e s�aff e cti n g�l e n di n g.�St u di e s�of�b a n k�
ri s k�s u c h�a s�Alt u n b a s�et�al.�(2 0 1 8 ) al s o�s h o�w t h at ri s k t a ki n g i s m o r e�s e n siti v e�t o�
m a c r o p r u d e nti al�p oli c y�(ti g ht e ni n g r e d u c e s�ri s k) i n s�m all�t h a n�l a r g e b a n k s.�B ot h�t h e s e�eff e ct s�
c o ul d i�m pi n g e o n�S M E�l e n di n g b y�n e�w b a n k s,�t h at w o ul d�c e rt ai nl y�st a rt�s m all.�It r e�m ai n s�t o b e�
s e e n�w h et h e r�s u c h�eff e ct s�w o ul d�i m p a ct o n�t h e eff e cti v e n e s s�of�t h e b a n ki n g�r ef o r�m.�

I n t hi s�c o nt e xt,�w e�n ot e�t h at t h e S p a r k a s s e n�b a n k s�i n G e r�m a n y�ri s k�p o ol,�w h e r e�e a c h�b a n k�
c o nt ri b ut e s�t o t h e�I n stit uti o n al P r ot e cti o n�S c h e�m e�(I P S),�w hi c h�s af e g u a r d s�n ot�o nl y�c u st o�m e r�
d e p o sit s�i n f ull,�b ut�al s o�t h e s ol v e n c y�a n d�li q ui dit y of�it s m e�m b e r�i n stit uti o n s.�H o�w e v e r,�s u c h�a n�
a r r a n g e�m e nt�w o ul d�o nl y�w o r k�o n c e�e n o u g h�b a n k s�a r e�c r e at e d,�a n d�t h e�U K�a ut h o riti e s�w o ul d�
li k el y still i nt e g r at e t h e�n e�w b a n k s�i nt o t h e�fi n a n ci al�s e r vi c e s�c o�m p e n s ati o n�s c h e�m e�( F S C S)�
w hi c h�c o�m p e n s at e s�d e p o sit s�u p�t o £ 8 5,�0 0 0�p e r�eli gi bl e�p e r s o n/ b u si n e s s,�p e r�b a n k,�b uil di n g�
s o ci et y�o r�c r e dit�u ni o n.�T o�t h e e xt e nt�t h at t h e y�l e n d t o r e si d e nti al�p r o p e rt y,�n e�w b a n k s�w o ul d�
al s o�b e�s u bj e ct�t o di r e ct�eff e ct s�of�l o a n-t o- v al u e a n d�d e bt- s e r vi c e�t o i n c o�m e li�mit s.�

C o�n cl�u si o�n�
T h e�r e s e a r c h�c o n d u ct e d i n t hi s r e p o rt�a n s�w e r e d�t h e f oll o�wi n g q u e sti o n s:�
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•�Ar e�t h er e a n y�m ar k et�f ail ur es t h at ar e�o c c urri n g�i n t h e b usi n ess�l e n di n g m ar k et�t h at t h e�
c o�m m er ci al b a n ki n g�s yst e�m a n d�c urr e nt�p u bli c�i nt er v e nti o ns ar e�n ot�a d dr essi n g?�W h at�g a ps�i n�
t h e m ar k et�ar e�t h er e? W h at�g a ps�ar e�n ot�b ei n g�eff e cti v el y�a d dr ess e d?�Ar e�t h er e a n y�ris ks t h at ar e�
n ot�b ei n g�a d dr ess e d?�

E x a�mi n e d�e vi d e n c e�s u g g e st s�t h at t h e�U K�m a r k et�w a s�c o n c e nt r at e d�at�l e a st u ntil�2 0 1 5,�b ut�
wit h�d e cli ni n g�l e v el s a n d�n o�m o r e�t h a n ot h e r�c o u nt ri e s,�a s�w ell�a s�i n c o�m pl et e.�
C o n c e nt r ati o n�i s c a u s e d b y�m a r k et�e nt r y�b a r ri e r s�i n cl u di n g i n c r e a si n g r et u r n s�t o s c al e,�
r e g ul at o r y�o b st a cl e s�s u c h�a s�c a pit al�r e q ui r e�m e nt s,�d e�m a n d�p r ef e r e n c e s�a n d�r el ati v e�
u n a�w a r e n e s s�of�all�e xi sti n g�ti n a n ci al�p r o d u ct s�a n d�l e n d e r s, a n d�l o�w e r i nf o r�m ati o n l e v el s o n�
b o r r o�w e r s�b y�n e�w�l e n d e r s t h a n�e st a bli s h e d�i n c u�m b e nt s.�V a ri o u s�m e a s u r e s�h a v e�b e e n�
i m pl e�m e nt e d b y�t h e C�M A�a n d�t h e B B B�i n o r d e r�t o i n c e nti vi s e c o�m p etiti o n,�w hi c h�s e e�m t o�
b e�h a vi n g�g r a d u al�p o siti v e�eff e ct s�b y�i n c r e a si n g t h e�m a r k et�s h a r e�of�c h all e n g e r�b a n k s�a n d�
n�o�n- b a�n k s.�

C o�m p etiti o n�i n l e n di n g m a r k et s�h o�w e v e r�i s a�d o u bl e- e d g e d�s w o r d,�si n c e�it al s o�t e n d s t o�
l e a d t o�hi g h e r�i nf o r�m ati o n a s y�m�m et r y�b et�w e e n�l e n d e r s a n d�b o r r o�w e r s,�r ai si n g�p e r c ei v e d�
ri s k,�a n d�t h u s i n c r e a si n g c h a r g e s�a n d�r e d u ci n g�s u p pl y�of�c r e dit.�D et ail e d�i nf o r�m ati o n�
s h a ri n g�of�b o r r o�w e r s�w o ul d�c o nt ri b ut e�t o�r e d u ci n g�t hi s a s y�m m et r y.�I niti ati v e s s u c h�a s�
O p e n�B a n ki n g�, C o�m�m e r ci al�C r e dit�D at a�S h a ri n g�(2 0 1 5 ) a n d,�e s p e ci all y,�O p e n�Fi n a n c e�
w o r k�i n t hi s di r e cti o n.�N o n et h el e s s,�m o r e�d at a�c a n�p r o vi d e�m o r e�p o siti v e�o r�m o r e�
n e g ati v e�i nf o r�m ati o n a b o ut�a fi n a n c e�a p pli c a nt,�s u c h�t h at it d o e s�n ot�n e c e s s a ril y�i�m p r o v e�
S�M E s’�a c c e s s�t o fi�n a n c e,�i n p a rti c ul a r�f o r y o u n g e r�S�M E s�w hi c h�h a v e�n ot�p r o d u c e d�
e xt e n si v e�d at a�d u e�t o t h ei r�a g e.�

Gi v e n�t h at c o�m p etiti o n�c o n c e r n s�h a v e�al r e a d y�st a rt e d�t o b e�a d d r e s s e d,�w e�c o n si d e r�t h e�
d e�m a n d�g a p�f o r fi n a n c e�c a u s e d b y�ot h e r�f a ct o r s t o b e�m o r e�p r e s si n g.�T h o s e�f a ct o r s a r e�
hi g h�ri s k- a v e r si o n�of�fi n a n ci al�i n stit uti o n s, i nf o r�m ati o n a s y�m�m et r y�b et�w e e n�l e n d e r s a n d�
S�M E s,�i�m p e rf e ct i nf o r�m ati o n b y�S�M E s�of�e xi sti n g�l e n d e r s a n d�fi n a n ci al�p r o d u ct s,�S�M E s�
ri s k- a v e r si o n�( d u e t o�i nt e r e st c o st,�p e r s o n al�g u a r a nt e e s�a n d�d et e ri o r ati o n�of�t e r�m s a n d�
c o n diti o n s�d u ri n g�c ri si s),�a n d�b a n k s’�c o�m p e n s ati o n�s c h e�m e s�a n d�i n c e nti v e s.�

R e g a r di n g�m a r k et�c o�m pl et e n e s s,�w e�fi n d�e vi d e n c e�of�i nf o r�m ati o n a s y�m m et r y�a n d�
i�m p e rf e ct i nf o r�m ati o n.�I nf o r�m ati o n a s y�m�m et r y�i s t h e m o st�cit e d i s s u e i n t h e c o nt e xt�of�
l e n di n g m a r k et s�a n d�it i s m o r e�s e v e r e�b et�w e e n�fi n a n ci al�i n stit uti o n s a n d�S�M E s�t h a n�
b et�w e e n�fi n a n ci al�i n stit uti o n s a n d�l a r g e r b u si n e s s e s.�T hi s�c a u s e s�fi n a n ci al�i n stit uti o n s t o�
b e�m o r e�r el u ct a nt t o�l e n d t o�S�M E s,�d u e�t o t h e�p e r c ei v e d�hi g h e r�ri s k,�a n d�t o c h a r g e�hi g h e r�
p ri c e s�f o r t h ei r p r o d u ct s.�F u rt h e r�m o r e,�t hi s r e p o rt�al s o�f o u n d e vi d e n c e�s u g g e sti n g�
i�m p e rf e ct i nf o r�m ati o n a�m o n g st�S�M E s�a b o ut�a v ail a bl e�fi n a n ci al�p r o d u ct s�a n d�l e n d e r s, a n d�
a b o ut�fi n a n c e�a p pli c ati o n�r e q ui r e�m e nt s.�B u si n e s s e s’�i�m p e rf e ct k n o�wl e d g e�of�a v ail a bl e�
fi n a n c e�s u p pli e r s�n ot�o nl y�c o nt ri b ut e s�t o l o�w e r c o�m p etiti o n�b et�w e e n�l e n d e r s b ut�al s o�
p r e v e nt s�S�M E s�t o�p o s si bl y�fi n d�b ett e r�fi n a n c e�c o n diti o n s.�M o r e o v e r,�b e c a u s e�S�M E s�mi g ht�
b e�m o r e�u n p r e p a r e d�t o�s u p p o rt�t h ei r fi�n a n c e�a p pli c ati o n s�t h a n l a r g e r b u si n e s s e s,�a n d�s o�
t h e y f a c e hi g h e r�r ej e cti o n�r at e s.�

L e n di n g�m a r k et s�a r e�al s o�c h a r a ct e ri s e d b y�h o�m o g e n e o u s�c o st s�a s s o ci at e d�wit h�p r o c e s si n g�
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diff e r e nt�ti n a n c e�a p pli c ati o n s�a n d�m ai nt ai ni n g�r e s ulti n g�l e n di n g, i n d e p e n d e ntl y of�t h e�
a�m o u nt�d e�m a n d e d.�T hi s�m e a n s�t h at hi g h e r�b o r r o�wi n g�a�m o u nt s�a r e�m o r e�p r o fit a bl e.�Si n c e�
t h o s e�a r e�u s u all y�a s s o ci at e d�wit h�l a r g e r b u si n e s s e s,�w h o�a r e�al s o�c a p a bl e�of�p r o vi di n g�
m o r e�i nf o r�m ati o n a b o ut�t h ei r fi n a n ci al�h e alt h,�p r o�fit- m a xi�mi si n g�l e n d e r s n at u r all y�h a v e�a�
p r ef e r e n c e�f o r t h e�m.�L o�w c o�m p etiti o n�all o�w s�t h e l a r g e st fi n a n ci al�i n stit uti o n s t o�t h e n�
r e ali s e�t�h�o s e�p r ef e r e�n c e s.�

•�B a s e d�o n�i nt e r n ati o n al c o�m p a ri s o n s,�a r e�t h e r e alt e r n ati v e,�c o�m m e r ci al�a n d�
n o n- c o�m m e r ci al�a p p r o a c h e s�t h at�c o ul d b ett e r�a d d r e s s�m a r k et�g a p s�a n d�m a r k et�f ail u r e s i n�
S�M E s�s e e ki n g�fi n a n c e�i n t h e�U K ?�

T h e�U K�b a n ki n g�s y st e�m i s c h a r a ct e ri s e d b y�p ri v at e�c e nt r ali s e d fi n a n ci al�i n stit uti o n s.�
H o�w e v e r,�o u r�lit e r at u r e r e vi e�w i n di c at e s t h at d e c e nt r ali s e d�b a n ki n g�s y st e�m s�p e rf o r�m�a s�
w ell�o r�b ett e r�t h a n t h ei r�c e nt r ali s e d�c o u nt e r p a rt s,�i n cl u di n g i n t e r�m s of�ef fi ci e n c y�a n d�
d u ri n g�m a c r o e c o n o�mi c�d o�w nt u r n s.�T hi s�i s f o u n d f o r t h e�S p a r k a s s e n�i n G e r�m a n y,�
H a n d el s b a n k e n�i n S�w e d e n�( a n d i n t h e U K)�a n d�c o- o p e r ati v e�s y st e�m s�i n g e n e r al.�I n t h e c a s e�
of�Fr a n c e,�w h e r e�c o- o p e r ati v e�b a n k s�h a v e�a m a r k et�s h a r e�of�5 0.�3 p e r�c e nt�i n t h e S�M E�
l e n di n g m a r k et,�w e�fi n d�v e r y�p o siti v e�r e s ult s�f r o�m t h e S A F E�a g g r e g at e�a n al y si s,�i n�
p a rti c ul a r,�f o r b a n k�l o a n a p pli c ati o n�s u c c e s s�r at e s.�

T h e�c o nti n u o u s�fi n a n ci al�s u p p o rt�d u ri n g�d o�w nt u r n s�g e n e r all y�off e r e d�b y�d e c e nt r ali s e d�
b a n k s�i s p a rti c ul a rl y�i�m p o rt a nt a n d�e x p e ct e d�t o r e d u c e�S�M E s’�d e bt�a v e r si o n�b y�l o�w e ri n g�
t h ei r p e r c ei v e d�b o r r o�wi n g�ri s k,�m ai nl y�i n t h e c o nt e xt�of�r e q ui r e d�p e r s o n al�g u a r a nt e e s.�T h e�
i n c r e a s e d c o�m p etiti o n,�wit h�t h e�e nt r a n c e�of�n o n- b a n k�l e n d e r s, mi g ht�n ot�s ol v e�t hi s�i s s u e�
a s�e xi sti n g�( b ut li�mit e d) e vi d e n c e�s u g g e st s�t h at n o n- b a n k�l e n d e r s a r e�e v e n�m o r e�li k el y t o�
r e d u c e�l e n di n g i n ti�m e s of�e c o n o�mi c�di st r e s s.�

S�w e d e n�al s o�c o u nt s�o n�st at e- o�w n e d fi n a n ci al�i n stit uti o n s t h at�p r o vi d e�fi n a n c e�f o r s p e ci fi c�
p u r p o s e s�a n d�b u si n e s s e s,�w h e n�fi n a n c e�f r o�m p ri v at e�b a n k s�i s n ot�a v ail a bl e.�W e� f o c u s e d o n�
t h e e x a�m pl e�of�Al�mi,�w hi c h�p r o vi d e s�n ot�o nl y�fi n a n c e,�b ut�al s o�a d vi s o r y�s e r vi c e s.�I n�
a d diti o n,�Al�mi�w o r k s�wit h�b u si n e s s e s�a n d�t h ei r p ri v at e�l e n d e r s t o a r ri v e�at�t h e b e st�fi n a n c e�
s�ol�uti�o�n.�

I n t e r�m s�of�c o�m p etiti o n,�t h e e vi d e n c e�s e e�m s�t o s u g g e st�t h at t h e c u r r e nt�l e v el s of�
c o n c e nt r ati o n�i n t h e U K�a r e�n ot�si g ni fi c a ntl y�diff e r e nt�f r o�m t h o s e i n G e r�m a n y�o r�S w e d e n.�
Fr a n c e�h o�w e v e r�p r e s e nt s�a hi g h e r�c o n c e nt r ati o n�l e v el wit h�it s t o p 6�b a n ki n g�g r o u p s�
r e p r e s e nti n g�8 2�p e r�c e nt�of�t h e�t ot al a s s et s�of�t h e s e ct o r.�

G e r�m a n�s a vi n g s�b a n k s,�b y�l a�w, m u st�n ot�p ri o riti s e�p r o fit�m a xi�mi z ati o n,�alt h o u g h�t h e y�
s h o ul d b e�m ai nt ai n e d�e c o n o�mi c all y�h e alt h y.�T hi s�t h e r ef o r e�s h o ul d�p r e v e nt�S M E s’�u n�m et�
fi n a n c e�d e�m a n d�d u e�t o b a n k s’�p r o�fit�i n c e nti v e s.�

R e g a r di n g�m a r k et�c o�m pl et e n e s s,�t h e r e gi o n al f o c u s a n d�r el ati o n s hi p�b a n ki n g,�cl a s si c�
c h a r a ct e ri sti c s�of�c o- o p e r ati v e s�a n d�s a vi n g s�b a n k s,�b ut�al s o�f e at u r e s of�t h e�c o�m�m e r ci al�
H a n d el s b a n k e n,�c a n�h el p�r e d u c e�t h e�i nf o r�m ati o n a s y�m m et r y�b et�w e e n�b o r r o�w e r s�a n d�
l e n d e r s, vi a�cl o s e�i nt e r a cti o n b et�w e e n�b o r r o�w e r s�a n d�l e n d e r s, a n d�r e d u c e�b o r r o�w e r s’�
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i�m p e rf e ct i nf o r�m ati o n a b o ut�t h e m a r k et.�T h e�a p p r o a c h�b y�t h e�S�w e di s h�b a n k�Al�mi�c o ul d�
al s o�p ot e nti all y�a d d r e s s�t h o s e�i s s u e s.�

T h e�f a ct t h at t h e�S p a r k a s s e n�d o e s�n ot�s e e k�t o�m a xi�mi s e�p r o�tit s�s h o ul d�p r e v e nt�S M E s’�
u n�m et�fi n a n c e�d e�m a n d�d u e�t o b a n k s’�p r o fit�i n c e nti v e s a n d�l a c k of�c o�m p etiti v e�p r e s s u r e.�
S w e d e n�fill s�t hi s g a p�wit h�it s st at e- o w n e d b a n k s.�

T h e s e�c o u nt ri e s’�e x a�m pl e s�s u g g e st�t w o p ot e nti al�p oli ci e s:�

–�a�n et�w o r k�of�r el ati o n s hi p- b a s e d b a n k s�a c r o s s�t h e U�K�i�m pl e�m e nt e d vi a�a�n e�w�
S p a r k a s s e n-t y p e�n et�w o r k�o r�vi a�m ut u al s�o r�C�D FI s;�

–�st at e- o�w n e d fi n a n ci al�i n stit uti o n s f o c u s e d o n�l e n di n g t o�s p e ci fi c�b u si n e s s e s�w h o�
c a n n ot�a c c e s s�fi n a n c e�f r o�m p ri v at e�m a r k et s.�

Of�c o u r s e,�t h e s e�r e p r e s e nt t h e l a r g e st m e a s u r e s�w hi c h�c o ul d b e�i�m pl e�m e nt e d.�H o�w e v e r,�
a s�w e�m e nti o n�i n t h e�r e p o rt,�alt e r n ati v e s�c o ul d i n cl u d e t a c kli n g�S�M E�k n o�wl e d g e�a b o ut�
a v ail a bl e�fi n a n ci al�p r o d u ct s�a n d�l e n d e r s.�F u rt h e r�m o r e,�c o nti n ui n g�t h e i n c e nti v e p r o vi d e d�
b y�t h e�B B B,�vi a�t h e C o�m m u nit y�E N A B L E�F u n di n g�p r o g r a�m m e,�t o�c o o p e r ati o n�b et�w e e n�
b a n k s�a n d�ot h e r�l e n d e r s i s a n�o pti o n�t h at�u s e s�U K�al r e a d y�e xi sti n g�i n stit uti o n s.�B a n k s�h ol d�
t h e n e c e s s a r y�l e n di n g c a pit al,�b ut�C D FI s�h ol d�t h e r el ati o n s hi p�k n o�wl e d g e�t o m a k e�
i nf o r�m e d l e n di n g d e ci si o n s.�

•�W h at�ar e�t h e c h ar a ct eristi cs�of�t h os e a p pr o a c h es�t h at m a k e�t h e�m disti n ct�fr o�m t h e c urr e nt�U�K�
m o d el�( e. g.�tr a ns a cti o n al v ers us�r el ati o ns hi p- b as e d a p pr o a c h es�t o l e n di n g d e cisi o ns)?�

B ot h�G e r�m a n y�a n d�Fr a n c e�o p e r at e�b a n ki n g�s y st e�m s�f o r w hi c h�r el ati o n s hi p�a n d�r e gi o n al�
f o c u s a r e�c h a r a ct e ri si n g�f e at u r e s,�i n c o nt r a st�t o�t h e U K,�w h e r e�a c e nt r ali s e d�a p p r o a c h,�
b a s e d�o n�h a r d�i nf o r�m ati o n i s t h e n o r�m.�O n�t h e ot h e r�h a n d,�S w e d e n,�vi a�it s st at e�b a n k�Al�mi,�
r e p r e s e nt s�a m o r e�t a r g et e d�s ol uti o n�t o t h e i d e nti fi e d f ail u r e s,�si n c e�Al�mi�o nl y�s e e k s�t o�
s u p p o rt�b u si n e s s e s�w h e n�t h e y c a n n ot�b o r r o�w�f r o�m p ri v at e�fi n a n ci al�i n stit uti o n s.�
Diff e r e ntl y�f r o�m t h e�U K,�Al�mi�h a s�a m o r e�di r e ct�a p p r o a c h�i n h el pi n g�b u si n e s s e s�a c c e s s�
fi n a n c e�t h a n t h e B B B,�w hi c h�t e n d s t o a ct�vi a�i n c e nti v e s t o fi n a n ci al�i n stit uti o n s r at h e r�t h a n�
di r e ctl y�i nt e r a cti n g wit h�b u si n e s s e s.�

•�W h at�c h a n g es�w o ul d�b e�n e e d e d�i n t h e U K�S�M E l e n di n g l a n ds c a p e f or s u c h�alt er n ati v e�
a p pr o a c h es�t o b e�eff e cti v e?�

T h e�i m pl e�m e nt ati o n of�s u c h�a n et�w o r k�of�r el ati o n s hi p�l e n di n g i n t h e U K�c o ul d�t a k e t h e�
f o r�m eit h e r�of�a n o n- r e g ul at e d�o r�a r e g ul at e d fi n a n ci al�i n stit uti o n.�T h e�f o r�m e r c o ul d b e�a�
n o n- d e p o sit o r y�l e n d e r o r�a d e p o sit-t a ki n g�l e n d e r wit h�s o v e r ei g nt y�i m m u nit y.�T h e�l att e r, i n�
p a rti c ul a r,�w o ul d�e n c o u nt e r�a f e�w c h all e n g e s�t o i�m pl e�m e nt ati o n a n d�o p e r ati o n.�Fi r stl y,�t o�
st a rt�o p e r ati n g,�t h e�n e�w�f ull y r e g ul at e d b a n k s�w o ul d�n e e d�t o m e et�i niti al c a pit al�
r e q ui r e�m e nt s�a s�w ell�a s�h a v e�a�b a n ki n g�pl atf o r�m.�S e c o n dl y,�m ai nt ai ni n g�t h ei r d a y-t o- d a y�
a n d�e�m e r g e n c y�li q ui dit y w o ul d�r e q ui r e�s o�m e�c e nt r al i n stit uti o n.�L a stl y,�t h e s e�r e gi o n al�
b a n k s�w o ul d�h a v e�t o g e n e r at e�e n o u g h�i n c o�m e a b o v e�c o st s�a n d�d ef a ult s�i n o r d e r�t o b uil d�
u p�t h ei r e q uit y�a n d�m e et�c a pit al�r e q ui r e�m e nt s.�
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•�W h at�a n al yti c al�fr a�m e�w or k c a n�b e�est a blis h e d�t o ass ess�a d diti o n alit y�of�t h e alt er n ati v e�
a p pr o a c h es�i n t h e U�K�c o�m p ar e d�t o t h e c o u nt erf a ct u al�of�t h e c urr e nt�c o�m�m er ci al�b a n ki n g�s yst e�m�
c�o�nti�n�ui�n g?�

W e� h a v e�e sti�m at e d�t h e�i m p a ct of�a st r o n g�r el ati o n s hi p�wit h�t h e�m ai n�b a n k�i n t h e�
p r o b a bilit y�of�S�M E�p a rti ci p ati o n�i n a p pl yi n g�f o r ti n a n c e�a n d�b ei n g�s u c c e s sf ul�a s�w ell�a s�
e v al u at e d�t h e�e x p e ct e d�eff e ct�of�r el ati o n s hi p�b a n ki n g�i n t h e�U K�o n�t h e�p r o b a bilit y�of�b a n k�
l e n di n g t o b u si n e s s e s,�o n�t h e�r e s ulti n g�o v e r all�a�m o u nt�l e nt t o b u si n e s s e s,�a n d�o n�
m a c r o e c o n o�mi c�a g g r e g at e s�s u c h�a s�i n v e st�m e nt a n d�o ut p ut.�

R e g a r di n g�di s c o u r a g e�m e nt,�w e�u s e�t h e�S�M E F�M�t o e sti�m at e�a�p r o b a bilit y�m o d el�of�
p a rti ci p ati n g�i n t h e m a r k et�of�b a n k�fi n a n c e�a n d�of�b ei n g�s u c c e s sf ul.�O u r�e sti�m at e s�
d e�m o n st r at e�t h e i�m p o rt a n c e of�a�g o o d�r el ati o n�wit h�b u si n e s s e s’�m ai n�b a n k.�A�st r o n g�
r el ati o n�wit h�t h e m ai n�b a n k�h a s�a n�e sti�m at e d�i�m p a ct o n�r e d u ci n g�n o n- p a rti ci p ati o n�hi g h e r�
t h a n�t h e i�m p a ct of�h a vi n g�l o�w e r ri s k�r ati n g,�r e d u ci n g�t h e p r o b a bilit y�of�n o n- p a rti ci p ati o n�
b y�1 0�p e r c e nt a g e�p oi nt s.�A n al o g o u sl y,�a st r o n g�r el ati o n�wit h�t h e m ai n�b a n k�i n c r e a s e s t h e�
p r o b a bilit y�of�a p pli c ati o n�s u c c e s s.�

M o r e o v e r,�w e�s h o�w t h e hi g h�i n ef fi ci e n c y of�n o n- p a rti ci p ati o n,�w h e r e�m o st�n o n- p a rti ci p a nt�
b u si n e s s e s�h a v e�a p r o b a bilit y�of�a p pli c ati o n�s u c c e s s�hi g h e r�t h a n�5 0�p e r�c e nt.�T hi s�
e x e�m pli fi e s�t h e e xi sti n g�p ot e nti al�f o r i n c r e a s e d l e n di n g j u st f r o�m t a c kli n g�
n�o�n- p a rti ci�p ati�o�n.�

I n o r d e r�t o e sti�m at e�t h e�eff e ct�of�i m pl e�m e nti n g r el ati o n s hi p�b a n ki n g�i n t h e U K,�w e�u s e�a�
p r o b a bilit y�m o d el�f o r t h e e sti�m ati o n�of�t h e fi n a n c e�g a p�i n t h e c u r r e nt�U K�s y st e�m r el ati v el y�
t o t h e�U�K�u n d e r�t h e G e r�m a n�o r�t h e Fr e n c h�s y st e�m s.�F o r�t hi s,�w e�u s e�t h e�S u r v e y�o n�t h e�
A c c e s s�t o Fi n a n c e�of�E nt e r p ri s e s�( S�A F E).�T hi s�a p p r o a c h�p r o vi d e s�a n�i n di c ati o n of�t h e�
p ot e nti al�eff e ct�o n�l e n di n g of�t h e�r ef o r�m.�T o�e sti�m at e�t h e fi n al�eff e ct�o n�m a c r o e c o n o�mi c�
v a ri a bl e s�( e.�g.�o ut p ut,�c o n s u�m pti o n,�i n v e st�m e nt), w e�c o n st r u ct�a b e s p o k e�m a c r o�st r u ct u r al�
m�o�d el.�

O u r�r e s ult s�s h o�w t h at,�b et�w e e n�2 0 1 1�a n d�2 0 1 9,�l e n di n g w o ul d�h a v e�b e e n�s u b st a nti all y�
hi g h e r�i n t h e�U K�u n d e r�t h e G e r�m a n�o r�Fr e n c h�s y st e�m s�d u e�t o i n c r e a s e s i n d e�m a n d�a n d�
s u p pl y�of�l o a n s.�O u r�e sti�m at e s�i n di c at e t h at,�o n�a v e r a g e,�t h e�f o r�m e r w o ul d�h a v e�r e s ult e d�
i n 1.�5 t h e a n n u al�l e n di n g i n t hi s p e ri o d.�T h e�l att e r w o ul d�h a v e�c a u s e d�a b o ut�2 ti�m e s t h e�
a ct u al�l e v el s.�T h e s e�a r e�d ri v e n�b y�st ati sti c all y�si g ni fi c a nt i n c r e a s e s i n t h e j oi nt p r o b a biliti e s�
of�b u si n e s s e s�a p pl yi n g�f o r fi n a n c e�a n d�b ei n g�a c c e pt e d,�f o r b ot h�S�M E s�a n d�l a r g e b u si n e s s e s.�
F o r�S M E s,�t h e�a v e r a g e�j oi nt p r o b a bilit y�of�a p pli c ati o n�a n d�s u c c e s s�m o v e s�f r o�m 1 1�p e r�c e nt�
t o 1 8/ 2 7�p e r�c e nt�u n d e r�t h e G e r�m a n/ Fr e n c h�c o u nt e rf a ct u al s.�F o r�l a r g e e nt e r p ri s e s,�it�
ri s e s�f r o�m 2 1�p e r�c e nt�t o 3 3/ 3 8�p e r�c e nt�u n d e r�t h e G e r�m a n/ Fr e n c h�c o u nt e rf a ct u al s.�

T h e�p r e di ct e d�p r o b a biliti e s�a r e�u s e d�t o c ali b r at e�o u r�m a c r o e c o n o�mi c�m o d el.�W e� e sti�m at e�
t h at,�u n d e r�t h e�i�m pl e�m e nt ati o n of�t h e�G e r�m a n�( Fr e n c h) s y st e�m i n t h e U K,�

–�I n c r e a s e i n G�D P�b y�1 ( 2.�1) p e r�c e nt�a b o v e�b a s eli n e�wit hi n�fi r st�5 y e a r s�a n d�ri si n g�
f u rt h e r t o 1.�7�( 3.�5) p e r�c e nt�i n l o n g r u n.�
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–�I n c r e a s e i n a g g r e g at e�i n v e st�m e nt b y�1.�7 ( 3.�5) p e r�c e nt�a b o v e�b a s eli n e�wit hi n�ti r st�5�
y e a r s�a n d�ri si n g�f u rt h e r t o 2.�1�( 4.�4) p e r�c e nt�i n l o n g r u n.�

–�I m p a ct o n�h o u r s�w o r k e d�a n d�e m pl o y�m e nt�n e ut r al�wit h�n o�si g ni fi c a nt�c h a n g e s�i n t h e�
l o n g r u n�u n d e r�t h e G e r�m a n�c o u nt e rf a ct u al,�b ut�w a g e s�ri s e�b y�2.�9 p e r�c e nt�u n d e r�t h e�
Fr e n c h�c o u nt e rf a ct u al.�

–�B ot h�t y p e s of�fi r�m s�b e n e fit,�b ut�l a r g e fi r�m s�g r o�w�m o r e�r el ati v e�t o S�M E s�i n r e s p o n s e�t o�
t h e r ef o r�m.�

A� A p�p e�n di x�- M a r k et E�n g�a g e�m e�nt�
A. 1� M et h o�d ol o g�y�

A.�2� I nt e r vi e�w s�
O u r�q u alit ati v e�r e s e a r c h�c o n si st s�of�1 3�i n- d e pt h, s e�mi- st r u ct u r e d i nt e r vi e�w s wit h�m a r k et�
p a rti ci p a nt s.�O u r�s a�m pl e�of�m a r k et�p a rti ci p a nt s�i s s plit�i nt o t�w o�g r o u p s,�S M E s�a n d�fi n a n ci al�
i n stit uti o n s, wit h�9 i nt e r vi e�w s b ei n g�c o n d u ct e d�wit h�S�M E s�a n d�4 wit h�fi n a n ci al�i n stit uti o n s.�
P ri o r�t o t h e�i nt e r vi e�w s b ei n g�c o n d u ct e d,�p a rti ci p a nt s�w e r e�p r o vi d e d�wit h�a d e s c ri pti o n�of�t h e�
r e s e a r c h�p r oj e ct�w hi c h�al s o�d et ail e d�t h ei r c o nt ri b uti o n�t o�t h e r e s e a r c h.�A�p ri v a c y�n oti c e�w a s�
att a c h e d�t o t hi s�d e s c ri pti o n,�w hi c h�g u a r a nt e e d�t h at p a rti ci p a nt s�w o ul d�b e�a n o n y�mi s e d�wit hi n�
a n y�r e s e a r c h�p u bli c ati o n s.�T hi s�w a s�al s o�c o n�fi r�m e d�at�t h e�b e gi n ni n g�of�t h e i nt e r vi e�w s.�T h e�
i nt e r vi e�w s l a st e d a p p r o xi�m at el y�4 5�mi n ut e s�a n d�w e r e�c o n d u ct e d�o nli n e,�wit h�c o n s e nt�t o�r e c o r d�
t h e�i nt e r vi e�w s att ai n e d�p ri o r�t o t h e�m c o�m�m e n ci n g.�P a rti ci p a nt s�w e r e�n ot�off e r e d�a n y�fi n a n ci al�
r e�w a r d f o r p a rti ci p ati n g�i n t h e r e s e a r c h.�A�t o pi c g ui d e,�o utli ni n g�t h e q u e sti o n s�a n d�i nt e r vi e�w e r�
g ui d a n c e,�w a s�u s e d�d u ri n g�t h e i nt e r vi e�w s t o t r y t o e n s u r e�i�m p o rt a nt t h e�m e s�a n d�q u e sti o n s�w e r e�
c o v e r e d;�w hil st�p r o vi di n g�t h e fi e xi bilit y�t o di v e rt�t h e�c o n v e r s ati o n�i nt o alt e r n ati v e�a r e a s�w h e n�
r el e v a nt.�I nt e r vi e�w e e s f r o�m S�M E s�w e r e�a s k e d�a b o ut�w h at�t h e y b o r r o�w e d�f o r,�t h ei r e x p e ri e n c e�
wit h�fi n a n c e�a p pli c ati o n s,�t h ei r p r ef e r e n c e s�a b o ut�fi n a n c e�p r o vi d e r s,�i s s u e s t h e y�mi g ht�h a v e�
e n c o u nt e r e d�w h e n�l o o ki n g f o r e xt e r n al�fi n a n c e�a n d�p ot e nti al�s ol uti o n s�t h e y�h a v e�c o n si d e r e d.�
I nt e r vi e�w e e s f r o�m fi n a n ci al�i n stit uti o n s w e r e�a s k e d�a b o ut�t h ei r r ol e�i n t h e b u si n e s s,�t h e�g e n e r al�
s c o p e�of�t h ei r b u si n e s s�i n t e r�m s�of�c u st o�m e r s�a n d�p r o d u ct s,�h o�w t h e y e v al u at e�b o r r o�wi n g�
a p pli c ati o n s,�c h all e n g e s�t h ei r�b u si n e s s�f a c e s a n d�a n y�s ol uti o n s�t h e y t hi n k�w o ul d�h el p.�

A.�3� St a k e�h ol d e r�W o r k s�h o�p�
W e� h el d�a w o r k s h o p�wit h�8 r el e v a nt�st a k e h ol d e r s,�w h o�h a d�a n�u n d e r st a n di n g�of�a n d�h a d�
c o n d u ct e d�r e s e a r c h i nt o t h e p r o bl e�m s�i n t h e S�M E�fi n a n ci al�m a r k et.�St a k e h ol d e r s�i n cl u d e d�
a c a d e�mi c s,�p a rti ci p a nt s�f r o�m t h e p u bli c�s e ct o r,�a n d�b u si n e s s e s’�a n d�b a n k s’�r e p r e s e nt ati v e�
b o di e s.�T hi s�w o r k s h o p�w a s�h el d�p ri o r�t o�o u r�i nt e r vi e�w s, w hi c h�e n a bl e d�u s�t o�‘ s e n s e- c h e c k’�
w h et h e r�o u r�r e s e a r c h t h e�m e s a n d�q u e sti o n s�r e�fi e ct e d t h o s e�of�ot h e r�r e s e a r c h e r s�i n t hi s a r e a.�
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A.�3.�1� S a�m pli n g�

A p u r p o si v e�s a�m pli n g�a p p r o a c h�w a s�u s e d�t o i d e ntif y a n d�s el e ct�o u r�m a r k et�p a rti ci p a nt s�f o r�
i nt e r vi e�w s.�T hi s�a p p r o a c h�w a s�n ot�u s e d�t o a c hi e v e�a r e p r e s e nt ati v e�s a�m pl e,�b ut�t o t r y�t o i n cl u d e�
p a rti ci p a nt s�m o st�r el e v a nt f o r t h e r e s e a r c h�p r oj e ct,�w hil st�al s o�t r yi n g�t o�e n s u r e�t h e y�a r e�a s�
di v e r s e�a s�p o s si bl e.�

O u r�s a�m pl e�of�S M E s�w a s�f o c u s e d o n�e n s u ri n g�a s plit�b et�w e e n�t h e diff e r e nt�si z e s�a n d�r el e v a nt�
s e ct o r s.�W e� d e ti n e�t h e�s plit�of�S M E s�b y�si z e�vi a�t h e n u�m b e r�of�e m pl o y e e s,�mi c r o:�0- 9 e m pl o y e e s�
( 3 i nt e r vi e�w e e s); s�m all:�1 0- 4 9�e�m pl o y e e s�( 4 i nt e r vi e�w e e s); a n d�m e di u�m:�5 0- 2 4 9�e�m pl o y e e s�( 2�
i nt e r vi e�w e e s) ( s e e Fi g u r e�3 2 ). W e� al s o�s plit�o u r�S M E s�b y�r el e v a nt�s e ct o r s�w hi c h�w e r e�c o�m pil e d�
i nt o g r o u pi n g s�( A,�B,�a n d�C) b a s e d�o n�t h ei r�si�mil a r�c h a r a ct e ri sti c s�( s e e Fi g u r e�3 1 ). W e� f o c u s e d�
o u r�s a�m pl e�of�S M E s�t o�w a r d s�s m all�a n d�m e di u�m- si z e d�b u si n e s s e s�a s�C M A/ F C A�(2 0 1 4 ) a n d�t h e�
S A F E�d at a�s u g g e st�t h at t h e s e t�w o g r o u p s�h a v e�l a r g e r s h a r e s�of�a p pli c ati o n s�f o r fi n a n c e.�I n�
a d diti o n,�w e�t ri e d t o�i n cl u d e a s�m u c h�r e gi o n al�v a ri ati o n�a s�f e a si bl e,�r e s ulti n g�i n a�fi n al�s a�m pl e�
w hi c h�i n cl u d e s b u si n e s s e s�f r o�m n o rt h�t o s o ut h�of�E n gl a n d�a s�w ell�a s�W al e s.� O u r�i nt e r vi e�w e e s�
w e r e�all�m al e s,�mi d dl e�a g e d�( 4 5- 6 5 y e a r s�ol d),�a n d�i n cl u d e d S�M E s’�h e a d�of�fi n a n c e s,�o�w n e r s,�
di r e ct o r s.�O u r�s a�m pl e�of�FI s�w a s�e q u all y�s plit�a m o n g�i n stit uti o n s’�si z e s,�i n o r d e r�t o g a u g e�t h e�
p e r s p e cti v e s�of�a di v e r s e�g r o u p�of�i n stit uti o n s.�O u r�fi n al�s a�m pl e�c o nt ai n s�t w o hi g h�st r e et�b a n k s�
(l a r g e fi n a n ci al�i n stit uti o n s), a�C�D FI�a n d�a�n o n- b a n k�l e n d e r ( s�m all fi n a n ci al�i n stit uti o n s) ( s e e�
Fi g u r e�3 3 ). 

Fi g u r e�3 1:�S e ct o r s�of�s a�m pl e d S�M E s�

Fi g u r e�3 2:�S plit�B et�w e e n�S�M E�Si z e�a n d�S e ct o r�

F u rt h e r�m o r e,�o u r�s a�m pl e�of�fi n a n ci al�i n stit uti o n s w a s�e q u all y�s plit�i n stit uti o n s’�si z e s,�i n o r d e r�t o�
g a u g e�t h e p e r s p e cti v e s�of�a�di v e r s e�g r o u p�of�i n stit uti o n s ( s e e Fi g u r e�3 3 ). 
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Fi g u r e�3 3:�S plit�of�Fi n a n ci al�I n stit uti o n I nt e r vi e�w s�

A.�3.�2� R e cr uit�m e nt�

S�M E s�w e r e�i d e nti ti e d a s�p r ef e r r e d�p a rti ci p a nt s�f oll o�wi n g o u r�r e vi e�w of�t h ei r�r e s p o n s e s�t o�t h e�
D e p a rt�m e nt�f o r B u si n e s s�a n d�Tr a d e�a n d�B a n k�of�E n gl a n d,�‘ Fi n a n c e a n d�I n v e st�m e nt D e ci si o n s�
S u r v e y�2 0 2 3’. Fi r stl y,�w e�filt e r e d�t h e�s u r v e y�r e s p o n d e nt s�b a s e d�o n�t h e s a�m pli n g�c rit e ri a�a b o v e,�
a n d�t h e n r e fi n e d t hi s s a�m pl e�b y�e x a�mi ni n g�t h ei r�r e s p o n s e s�t o r el e v a nt�s u r v e y�q u e sti o n s.�O u r�
p r ef e r r e d�s a�m pl e�w a s�t h e n�s e nt�t o D J S,�t h e r e c r uit�m e nt�c o�m p a n y�w hi c h�h a d�a c c e s s�t o t h e�
c o nt a ct�d et ail s�of�all�t h e r e s p o n d e nt s.�D J S�c o n d u ct e d�t el e p h o n e�c all s�wit h�t h e c h o s e n�S�M E s�t o�
a s k�f o r p e r�mi s si o n�f o r t h e r e s e a r c h t e a�m t o�c o nt a ct�t h e�m a n d�if t h e y w o ul d�b e�willi n g�t o�
p�a rti ci�p�at�e.�

W e� h a d�fi v e�S�M E s�a c c e pt�o u r�r e q u e st t o p a rti ci p at e�a n d�c o n d u ct e d�t h e s e i nt e r vi e�w s.�T h e�
r e c r uit�m e nt f o r t h e fi n al�f o u r S�M E�i nt e r vi e�w s w a s�f a cilit at e d b y�t h e�F e d e r ati o n�of�S�m all�
B u si n e s s e s.�W e� al s o�u s e d�o u r�c o n n e cti o n s�a s�a r e s e a r c h i n stit ut e t o c o nt a ct�r el e v a nt FI s.�I n�
a d diti o n,�w e�r e c ei v e d h el p�f r o�m t h e�f u n d e r s t o�fi n ali s e�t hi s r e c r uit�m e nt.�

A.�3.�3� D at a�A n al y si s�

Aft e r�r e c ei vi n g�t h e�r e c o r di n g s�of�t h e i nt e r vi e�w s, t h e y�w e r e�s h a r e d�wit h�a n�e xt e r n al�c o�m p a n y�t o�
c o n d u ct�t r a n s c ri pti o n.�I nt e r vi e�w t r a n s c ri pt s�w e r e�t h e n a n al y s e d�u si n g�a q u alit ati v e�f r a�m e�w o r k�
a p p r o a c h,�a s y st e�m ati c�m et h o d�f o r c at e g o ri si n g�q u alit ati v e�d at a,�w hi c h�i s h el pf ul�f o r c o n d u cti n g�
t h e�m ati c�a n al y si s�(G al e�et�al.�, 2 0 1 3 ). Fr a�m e�w o r k�a n al y si s�h a s�fi v e�k e y�a n al yti c al�st e p s.�Fi r stl y,�
f a�mili a ri s ati o n wit h�t h e d at a s et�t h r o u g h r e a di n g�of�t h e�t r a n s c ri pt s;�s e c o n dl y,�i d e ntif yi n g a�
s uit a bl e�t h e�m ati c f r a�m e�w o r k aft e r�c o n si d e ri n g�fi n di n g s�wit hi n�t h e t r a n s c ri pt s; t hi r dl y,�i n d e xi n g,�
i d e ntif yi n g t h e d at a�w hi c h�c o�m e s�u n d e r�r el e v a nt t h e�m e s; f o u rt hl y,�c h a rti n g�t h e d at a�i nt o t h ei r�
r el e v a nt t h e�m e; a n d�fi n all y,�a n al y si n g�a n d�i nt e r p r eti n g t h e d at a�(G al e�et�al.�, 2 0 1 3 ). 

A.�3.�4� Li�mit a�fi o n s�of�R e s e ar c h�

T hi s�r e p o rt�a n al y s e s�t h e�fi n di n g s�of�9�i nt e r vi e�w s wit h�S�M E s�a n d�4�wit h�FI s.�D e s pit e�t h e s e�
i nt e r vi e�w s b ei n g�i n- d e pt h, a n d�o u r�s a�m pl e�n ot�i nt e n di n g t o b e�r e p r e s e nt ati v e,�w e�h a d�h o p e d�t o�
a c hi e v e�o u r�d e si r e d�s a�m pl e�si z e�of�2 0�i nt e r vi e�w e e s.�R e c r uit�m e nt�f o r t hi s�p r oj e ct�w a s�
p a rti c ul a rl y�c h all e n gi n g,�i n p a rt�d u e�t o a�l a c k of�e n g a g e�m e nt�f r o�m c o nt a ct e d�s u r v e y�
r e s p o n d e nt s.�T o�o v e r c o�m e�t hi s,�w e�u n d e rt o o k�r e c r uit�m e nt t a s k s,�t el e p h o ni n g�n u�m e r o u s�s u r v e y�
r e s p o n d e nt s,�all o�wi n g�u s�t o r e a c h�a s a�m pl e�of�9 i nt e r vi e�w s wit h�S M E s.�T h e�r e c r uit�m e nt�of�FI s�
w a s�si�mil a rl y�c h all e n gi n g,�p a rti c ul a rl y�t h at�of�s�m all e r�i n stit uti o n s.�O nl y�FI s�wit h�w h o�m�w e�o r�t h e�
f u n d e r s al r e a d y�h a d�a�r el ati o n s hi p�wit h�a c c e pt e d�t o�b e�i nt e r vi e�w e d.�
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L a stl y,�it m u st�b e�n ot e d�t h at,�li k e m u c h�q u alit ati v e�r e s e a r c h,�o u r�p r oj e ct�m a y�i n cl u d e s o�m e�
s elf- s el e cti o n�bi a s�a s�a r e s ult�of�S�M E s�h a vi n g�t o�o pt-i n�t o p a rti ci p at e�i n o u r�r e s e a r c h�p r oj e ct.�
A c c o r di n gl y,�it m a y�b e�t h at S�M E s�w hi c h�a c c e pt e d�t h e i n vit ati o n t o p a rti ci p at e�i n o u r�r e s e a r c h di d�
s o�b e c a u s e�t h e y�h a d�st r o n g�vi e�w s�o n�t hi s s u bj e ct�m att e r,�s k e�wi n g�o u r�s a�m pl e.�T o�a c c o u nt�f o r�
t hi s,�w e�i n cl u d e d s u r v e y�r e s p o n d e nt s�i n o u r�s a�m pl e�w h o�di d�n ot�e n g a g e�m u c h�wit h�t h e�s u r v e y�
q u e sti o n s,�a n d�t h e r ef o r e�m a y�n ot�h a v e�t h e�st r o n g�vi e�w s�w hi c h�ot h e r s�i n t h e s a�m pl e�m a y�h a v e.�
H e n c e,�w e�h a v e�t ri e d t o a c c o u nt�f o r li�mit ati o n s i n o u r�m et h o d s�a s�m u c h�a s�p o s si bl e.�

T h e�r e c r uit�m e nt�of�FI s�w o ul d�al s o�s uff e r�f r o�m a�s el e cti o n�bi a s�si n c e�t h o s e�w h o�h a v e�a c c e pt e d�
t h e�i nt e r vi e�w w e r e�r e c r uit e d�vi a�h a vi n g�a n�e xi sti n g�r el ati o n s hi p�wit h�eit h e r�NI E S R�o r�t h e D B T.�
T h e r ef o r e,�o n e�c o ul d�e x p e ct�t h at t h e s e�FI s�a r e�i n cl o s e�c o nt a ct�wit h�r e s e a r c h�a n d�p oli c y�o n�a�
c o nti n u o u s�b a si s.�T hi s�mi g ht�m e a n,�f o r i n st a n c e, t h at t h e y h a v e�m o r e�r e s o u r c e s�t h a n ot h e r�FI s�
w hi c h�all o�w�t h e�m t o�d e di c at e�ti�m e�t o t h e i nt e r vi e�w.�T h e r ef o r e,�t h e y�mi g ht�al s o�h a v e�a�diff e r e nt�
e x p e ri e n c e�i n t h e m a r k et�t h a n ot h e r�FI s.�

A.�4� Fi�n di�n g s�

A.�4.�1� C o n si d er a�ti o n s�o n�a n d�pr o bl e�m s�wit h�t h e�c urr e nt�S M E�fi n a n ci al�m ar k et�

T h e�c o st�of�fi n a n ci al�pr o d u ct s�

O u r�S�M E�i nt e r vi e�w e e s r e p o rt e d�a c c e s si n g�o r�h a vi n g�t ri e d t o a c c e s s�v a ri o u s�fi n a n ci al�p r o d u ct s,�
t h e�m o st�c o�m m o n�b ei n g�o v e r d r aft�f a ciliti e s a n d�l o a n s f r o�m hi g h�st r e et�b a n k s.�A mi n o rit y�of�
i nt e r vi e�w e e s al s o�a p pli e d�f o r fi n a n c e s�f r o�m alt e r n ati v e�i n stit uti o n s, i n cl u di n g v e nt u r e�
c a pit ali st s.�S o�m e�al s o�a p pli e d�f o r g o v e r n�m e nt�f u n di n g s u c h�a s�C o r o n a vi r u s�B u si n e s s�
I nt e r r u pti o n L o a n�S c h e�m e�( C BI L S) o r�t h e�R e c o v e r y�L o a n�S c h e�m e�( R L S).�M o st�S M E s�c o n si d e r e d�
a p pl yi n g�o r�a p pli e d�f o r fi�n a n ci al�p r o d u ct s�i n o r d e r�t o e x p a n d�li q ui dit y o r�i n v e st i n t h ei r b u si n e s s�
( e.�g.,�b u yi n g�v e hi cl e s�a n d�ot h e r�a s s et s�n e e d e d�t o e x p a n d�t h ei r�b u si n e s s).�W h e n� a s k e d�a b o ut�t h e�
k e y�f a ct o r s i n�fi u e n ci n g S�M E s’�c h oi c e�t o a p pl y�f o r fi�n a n c e,�t h e�m ai n�c o n si d e r ati o n�w a s�t h e�c o st�of�
fi n a n ci al�p r o d u ct s.�All�o u r�i nt e r vi e�w e e s n ot e d�h o�w�t h e c o st s�of�fi n a n ci al�p r o d u ct s�h a v e�
i n c r e a s e d a c r o s s�FI s.�I nt e r vi e�w e e s cit e d�r e c e nt i n c r e a s e s i n i nt e r e st r at e s,�w hi c h�c a n�b e�
e x pl ai n e d�a s�t h e�r e s ult�of�t h e U�K’�s�o n g oi n g�i n�fi ati o n a r y p r e s s u r e s.�
“W h e n�i nt er est r at es w er e�1�or�2�p er�c e nt,�a n d�w e’r e�p a yi n g�1�or�2�p er�c e nt�o v er�b as e,�y o u’r e�t hi n ki n g�
t h at’s fi n e.�W h e n�i nt er est r at es w e nt�u p�t o 6- 5.�5 p er�c e nt,�or�w h at e v er,�y o u�t hi n k it’s e x p e nsi v e.�”�

M e di u�m-si z e d�b usi n ess,�W h ol es al e�a n d�R et ail,�S o ut h�E ast�
“Ri g ht�n o�w,�I w o ul d n’t�a p pl y�f or a n yt hi n g�b e c a us e�g e n er all y�s p e a ki n g,�t h e y ar e�7 t o 1 0�p er�c e nt�a b o v e�
b a n k�b as e�r at es.�S o�at�t h e m o�m e nt,�w e�w o ul d�b e�l o o ki n g at�1 2�t o 1 4�p er�c e nt.�Yes,�I w o ul d n’t�e v e n�
e nt ert ai n�t h at.�S o�t h at’s w h y�w e’ v e�g ot�c a pit al-, it’s o n e�of�t h e r e as o ns w e’ v e�g ot�c a pit al�e x p e n dit ur e�o n�
h ol d�at�t h e m o�m e nt.�”�

Mi cr o-si z e d�b usi n ess,�M a n uf a ct uri n g,�S o ut h�W est�
F o r�n e a rl y�all�S�M E s�i nt e r vi e�w e d, t h e c o st�of�fi n a n ci al�p r o d u ct s�h a d�b e c o�m e�a b a r ri e r�t o�e nt r y�
i nt o t h e fi n a n ci al�m a r k et,�e v e n�t o t h e�p oi nt�of�u n aff o r d a bilit y.�O n e�i nt e r vi e�w e e f r o�m a�
mi c r o- si z e d�S�M E�d e s c ri b e d�t h e�c u r r e nt�c o st�of�fi n a n ci al�p r o d u ct s�a s�“ p r o hi biti v e”. T hi s�sit u ati o n�
i m p a ct e d t h e S�M E s�i n o u r�s a�m pl e�diff e r e ntl y.�A�c o�m p a n y�di r e ct o r�of�a s m all- si z e d b u si n e s s�i n�
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t h e�w h ol e s al e�s e ct o r�e x pl ai n e d�h o�w t h e ti r�m c a n�r el y�o n�a l o n g st a n di n g o v e r d r aft�f a cilit y f o r�
li q ui dit y a n d�d ail y�o p e r ati o n s,�w hi c h�r e�m ai n s�c o n si d e r a bl y�l e s s e x p e n si v e�t h a n�a n y�ot h e r�
fi n a n ci al�p r o d u ct s�t h e y�h a v e�c o�m e�a c r o s s.�
“W e�h a v e�l o o k e d els e�w h er e�[�…] W e�f o u n d it w as�g oi n g�t o b e�e x p e nsi v e�i n c o�m p aris o n�t o w h at�w e�w er e,�
c o�m p ar e d�t o t h e o v er dr aft�w e�h a v e�[�…] It [t h e o v er dr aft]�w or k e d�f or t h e w a y�w e�o p er at e d,�b asi c all y.�W e�
c o ul d,�if w e�w a nt e d�t o,�c h a n g e�n o�w�b e c a us e�w e�h a v e�a�l ot of�c a pit al,�c a pit al�g o o ds,�w e�h a v e�m a c hi n es,�
tr u c ks a n d�all�t h e r est of�it w hi c h�w e�c o ul d�p ut�u p�as�s e c urit y�a g ai nst�all�of�t h at.�W e�d o n’t�o w n�t h e sit e,�
w e�d o�h a v e�a n�of fi c e�w hi c h�w e�d o�o w n�a n d�w e�c o ul d�g et�s o�m e�b orr o�wi n gs�a g ai nst�t h at if w e�w a nt e d�t o,�
w e�c o ul d�m ort g a g e�it, w e�o�w n�it o utri g ht,�t h er e’s n o�m ort g a g e�o n�t h e pl a c e.�S o,�at�t h e m o�m e nt,�y es,�
t h er e’s pr o b a bl y�a h u n dr e d�or�m or e�alt er n ati v es�w e�c o ul d�g o�d o�w n�b ut�t h e y all�s e e�m t o b e�m or e�
e x p e nsi v e�t h a n o ur�o v er dr aft�”�

S�m all-si z e d�b usi n ess,�W h ol es al e�a n d�R et ail,�N ort h�E ast�
H o�w e v e r,�f o r ot h e r�S�M E s,�p a rti c ul a rl y�t h e y o u n g e r�o n e s�a n d�t h e�mi c r o- si z e d�b u si n e s s e s,�t h e�
u n aff o r d a bilit y�of�fi n a n ci al�p r o d u ct s�w a s�h ol di n g�t h e�m b a c k�f r o�m g r o�wi n g�t h ei r�b u si n e s s.�F o r�
e x a�m pl e,�t h e m a n a gi n g�di r e ct o r�of�a�w h ol e s al e�t r a d e of�p ot at o e s�a n d�o ni o n�fi r�m�e x pl ai n e d�h o�w�
t h e�c o st�of�b o r r o�wi n g�m e a nt�t h at t h e fi r�m i s u n a bl e�t o u p g r a d e�it s v e hi cl e s�a n d�d o�ot h e r�
i n v e st�m e nt s n e c e s s a r y�f o r g r o�wt h,�si n c e�t h e ri s k s�i n v ol v e d i n b o r r o�wi n g�f a r o ut�w ei g h�t h e�
r e�w a r d s.�
“W e�h a v e n’t�u p gr a d e d�o ur�v e hi cl es.�S o�y es,�it h as�aff e ct e d�t h e b usi n ess�i n n ot�b ei n g�a bl e�t o,�o n e,�
e x p a n d,�b ut,�t a k e c h a n c es.�T a k e�o p p ort u niti es,�if t h e y’�v e aris e n.�W e’ v e�d o n e�a s c e n ari o�a n al ysis�t o s a y,�if�
w e�w er e�t o e x p a n d,�w h at�w o ul d�o ur�c osts�b e?�W h at�w o ul d�o ur�r e�w ar ds b e?�A n d,�d o�t h e r e�w ar ds j ustif y�
t h e ris ks? A n d,�wit h�t h e i nt er est r at es b ei n g�w h at�t h e y ar e,�n o,�t h e y d o n’t�j ustif y t h e ris ks”�

Mi cr o-si z e d�b usi n ess,�W h ol es al e�a n d�R et ail,�E ast�Mi dl a n ds�

W e� c a v e at�t h at t h e s e�i nt e r vi e�w s w e r e�c o n d u ct e d i n e a rl y�2 0 2 4,�w h e n�i nt e r e st r at e s�w e r e�still�
s u b st a nti all y�hi g h e r�r el ati v el y�t o�t h e p r e- C o vi d�p e ri o d.�T h e r ef o r e,�S M E s�vi e�w s�w e r e�p r o b a bl y�
t e�m p o r a r y.�

I�m p o rt a ntl y,�f o r s o�m e�i nt e r vi e�w e e s it w a s�n ot�j u st t h e�hi g h�i nt e r e st r at e s�i�m p a cti n g t h ei r�
d e ci si o n s�t o a p pl y�f o r fi�n a n ci al�p r o d u ct s,�b ut�al s o�t h e�l a c k of�c o�m p a n y�o r�p e r s o n al�a s s et s�t o�
p r o vi d e�a s�c oll at e r al s�a n d�at�ti�m e s�t h e u n�willi n g n e s s�t o d o�s o�w h e n�b o r r o�wi n g�f r o�m b a n k s.�O n e�
of�o u r�i nt e r vi e�w e e s f r o�m a�mi c r o- si z e d�b u si n e s s�e x pl ai n e d�h o�w h e�c o ul d�p r o vi d e�p e r s o n al�
p r o p e rti e s�a s�c oll at e r al s�w h e n�b o r r o�wi n g�f r o�m b a n k s,�all o�wi n g�hi�m t o�b o r r o�w m o n e y�a n d�
e x p a n d�hi s�b u si n e s s.�
“I m e a n,�if I h a d n’t�h a d�t h e ass ets�t o p ut�a�s e c urit y�f or o ur�b orr o�wi n gs,�w e�w o ul d�n e v er�b e�i n t h e p ositi o n�
w h er e�w e�ar e�n o�w,�w h er e�w e�o�w n�o ur�b uil di n gs,�o�w n�o ur�v e hi cl es�[�…] S o,�w h e n�it c o�m es�t o b a n k�
b orr o�wi n g,�or�b orr o�wi n g,�I’�m al�w a ys�h esit a nt�b e c a us e�of�w h at,�i n t h e p ast,�I’�v e h a d�t o p ut�as�c oll at er al�
t o g et�t o w h er e�w e�ar e�[�…] W h e n�w e�w er e�l o o ki n g at�b u yi n g�t h e w ar e h o us e�f or t his b usi n ess,�t h e y�
w a nt e d�a p ers o n al�g u ar a nt e e,�t h e y w a nt e d�m y�pr o p ert y,�m y�r esi d e nti al pr o p ert y,�m y�b u y-t o-l et,�
e v er yt hi n g�as�c oll at er al�”�

Mi cr o-si z e d�b usi n ess,�W h ol es al e�a n d�R et ail,�E ast�Mi dl a n ds�
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H o�w e v e r,�n ot�all�S M E s�m a y�b e�i n a�si�mil a r�p o siti o n.�O n e�i nt e r vi e�w f r o�m a�s m all�si z e d b u si n e s s�i n�
t h e�c o n st r u cti o n�s e ct o r�e x pl ai n e d�h o�w h e�w a s�n ot�willi n g�t o p r o vi d e�hi s�p e r s o n al�p r o p e rti e s�a s�
c oll at e r al s,�a s�h e�d e e�m e d�it t o o ri s k f o r hi s�o w n�f a�mil y.�

T h e r ef o r e,�alt h o u g h�w e�k n o�w�t h at p r o bl e�m s�i n t h e S�M E�ti n a n c e�m a r k et�w e r e�i n pl a c e�b ef o r e�t h e�
r e c e nt i nt e r e st r at e�ri s e s�i n t h e U K,�it i s cl e a r�t h at t h e s e h a v e�e x a c e r b at e d�t h e d e�m a n d- si d e�
d e fi ci e n ci e s�t h at w e r e�p r e s e nt�p ri o r�t o t h ei r�i nt r o d u cti o n.�

O n e�s m all fi n a n ci al�i n stit uti o n n ot e d�t h at t h e�E N A B L E�F u n di n g�p r o g r a�m m e,�ai�m e d�at�r e d u ci n g�
f u n di n g c o st s�of�alt e r n ati v e�l e n d e r s w hi c h�c o ul d�t h e n l o�w e r t h e c o st�of�fi n a n c e�f o r S�M E s,�h a s�
s p a c e�f o r i�m p r o v e�m e nt:�

“B ut,�still,�t h e y’r e wr a p pi n g�t h at g u ar a nt e e�ar o u n d�t h e s e ni or�b a n k�f u n di n g li n e (...).�S o,�r at h er t h a n�
d oi n g�t h at s c h e�m e�i n t h at w a y,�B B B�s h o ul d h a v e�a c c ess�t o w h ol es al e�fi n a n c e�m ar k et�or�B a n k�of�
E n gl a n d,�t h at w o ul d�b e�a�m or e�ef fi ci e nt�w a y�t o g et�t his m o n e y�w or ki n g.�”�

S�m all�fi n a n ci al�i nstit uti o n�
D e bt�a v er si�o n�a�m o n g�S�M E s�

W e� al s o�f o u n d e vi d e n c e�of�d e bt�a v e r si o n�wit hi n�t h e g r o u p�of�S�M E s�w e�i nt e r vi e�w e d.�T h e�m o st�
n ot a bl e�e x a�m pl e�of�t hi s�w a s�f r o�m o n e�S�M E�w hi c h�m e nti o n e d�t h ei r�r e si st a n c e�t o a p pl y�f o r a�l o a n�
b e c a u s e�t h e y h a d�n ot�y et�r el e a s e d t h ei r p r o d u ct�t o t h e�m a r k et�a n d�s o�w e r e�u n c e rt ai n�a b o ut�
t h ei r a bilit y�t o r e p a y.�A c c o r di n gl y,�t h e s e�s e nti�m e nt s�g ui d e d�t hi s p a rti ci p a nt�t o a c c e s s�
g o v e r n�m e nt�g r a nt s�i n st e a d of�l o a n s f r o�m p ri v at e�FI s.�

“Y o u�h a v e�t o r et ur n all�t h e m o n e y�t h at y o u�b orr o�w s o�y o u�h a v e�t o g o�o ut�a n d�s ell�s o�m et hi n g�w hi c h�I’�m�
n ot�a bl e�t o s ell it at�t h e m o�m e nt�b e c a us e�t h e pr o d u ct�is n ot�at�t h at st a g e�[�…] I’�m a�first�ti�m e�
b usi n ess p ers o n�w h o�p er h a ps�is s c ar e d t o t a k e t h e di p�i n t o t h e c ol d�w at er�or�h ot�w at er�w h at e v er�t h e�
c as e�m a y�b e.�”�

Mi cr o-si z e d�b usi n ess,�Pr of essi o n al,�S ci e nti fi c�a n d�Te c h ni c al�A cti viti es,�L o n d o n�
T hi s�h e sit a n c y�m a y�b e�p a rti c ul a rl y�p r e v al e nt�n ot�o nl y�a�m o n g�mi c r o- si z e d�b u si n e s s e s,�a s�
e x e�m pli fi e d�b y�t h e c a s e�p r e s e nt e d�a b o v e,�b ut�al s o�a m o n g�m e di u�m�S M E s.�T hi s�w a s�t h e�c a s e�f o r a�
m e di u�m- si z e d�fi r�m�i n t h e m a n uf a ct u ri n g�s e ct o r�s p e ci ali s e d i n t e xtil e s,�w hi c h�t h e�fi r�m’�s�h e a d�of�
fi n a n c e�d e s c ri b e d�a s�a�“ d yi n g b u si n e s s”.�
“I m e a n,�I w o ul d n’t�s a y�t h e y w er e�a p pr e h e nsi v e,�I j ust t hi n k t h e y [t h e b usi n ess�o�w n ers]�ar e�c o ns er v ati v e�
i n t h eir a p p etit e�f or ris k,�a n d,�y o u�k n o�w,�t h e b usi n ess�h as�n e v er�h a d�d e bt�a n d�t h e y d o n’t�s e e�w h y�
i ntr o d u ci n g it w o ul d�p arti c ul arl y�h el p�t h e�m.�It’s n ot�a�f ast- p a c e d i n d ustr y t h at w e’r e�i n.�It’s n ot�a�
f ast- p a c e d b usi n ess�c o�m p ar e d�t o s o�m e,�a n d�t h er ef or e t h e i d e a of�s u d d e nl y�l e v er a gi n g t h e b usi n ess�a n d�
m assi v el y�e x p a n di n g�is n’t r e all y cr e di bl e�i n o ur�i n d ustr y, if t h at m a k es�s e ns e.�[�…] Als o,�I t hi n k,�b e c a us e�
m ost�of�t h e s h ar e h ol d ers�ar e�r e as o n a bl y r e�m o v e d fr o�m t h e b usi n ess,�s o�t h e y mi g ht�h a v e�h a d�s h ar es�
h a n d e d�d o�w n�fr o�m t h eir p ar e nts�a n d�t h e y g et�a�littl e di vi d e n d�o n c e�a�y e ar,�a n d�t h e y’r e q uit e�h a p p y�wit h�
t h at,�t h at a ct u all y�d o n’t�r e all y w a nt�a n yt hi n g�t o c h a n g e,�if t h at m a k es�s e ns e.”�

M e di u�m-si z e d�b usi n ess,�M a n uf a ct uri n g,�Y or ks hir e�a n d�T h e�H u�m b er�
D e bt�a v e r si o n�s e e�m s�t o b e�a c o�m m o n�f e at u r e of�U K�S M E s�a s�s u g g e st e d b y�t h e�‘ Fi n a n c e a n d�
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I n v e st�m e nt D e ci si o n s�S u r v e y�2 0 2 3’.�T hi s�i s r e�ti e ct e d h e r e�alt h o u g h�t o a�li�mit e d e xt e nt.�T hi s�i s�
li k el y t o b e�d u e�t o t h e�f o c u s o n�r e c r uiti n g�b u si n e s s e s�w h o�h a v e�at�l e a st att e�m pt e d�t o a p pl y�f o r�
fi�n a�n c e.�
Ri s k�a v er si�o n�a�m o n g�fi n a n ci al�i n s�fit u�fi o n s�

N e a rl y�all�i nt e r vi e�w e e s f r o�m S�M E s�n ot e d�a n�i n c r e a s e i n ri s k�a v e r si o n�b y�FI s�i n r e c e nt�y e a r s,�
p a rti c ul a rl y�a�m o n g�hi g h- st r e et�b a n k s,�a s�a r e a s o n�t h e y c o ul d�n ot�a c c e s s�fi n a n c e.�
“T h e y’r e�v er y�ris k a v ers e,�t h e tr a diti o n al b a n ks�ar e�m u c h�m or e�ris k a v ers e�t h a n t h e y us e d�t o b e.�A n d�it’s�
n ot�t h at w e�d o n’t�h a v e�t h e f a ciliti es a n d�t h e st o c k�or�t h e ass ets,�it’s j ust, a ct u all y,�o p e ni n g�u p�t h e d o or.�”�

M e di u�m-si z e d�b usi n ess,�W h ol es al e�a n d�R et ail,�N ort h�E ast�
P a rti ci p a nt s�w h o�m e nti o n e d�t hi s�p r o bl e�m�r ef e r r e d t o t h e dif fi c ulti e s�t h e y h a d�i n a c c e s si n g�
fi n a n c e,�d e s pit e�d e�m o n st r ati n g�a p r o v e n�t r a c k r e c o r d�of�s e r vi ci n g�t h ei r p r e vi o u s�fi n a n ci al�
a g r e e�m e nt s.�
“W e�h a d�a l o a n wit h�[ hi g h str e et b a n k]�pr o b a bl y�2 0 1 5,�s o�m a n y�y e ars�a g o�n o�w,�b ut�h a v e�f o u n d it a�l ot�
h ar d er�t o g et�l o a n or�f u n di n g fr o�m t h e hi g h�str e et b a n ks�i n r e c e nt y e ars.�[ Alt er n ati v e L e n d er],�w e�f o u n d�
t o b e�a l ot m or e�fi e xi bl e,�a n d�as�I s ai d,�t h e y f u n d e d t h e l a u n c h of�o ur�n e�w e d u c ati o n�pr o d u cts,�a n d�t h at�
l o a n, as�I s a y,�is n o�w f ull y r e p ai d,�a n d�t h e pr o d u cts�ar e�d oi n g�w ell.�B ut�w h e n�w e’ v e�g o n e�b a c k�t o t h e�m�
m or e�r e c e ntl y,�t h e y’�v e n ot�b e e n�a bl e�t o f u n d us.�S o,�t h e n t h at m e a ns�it’s q uit e�dif fi c ult�f or us�b e c a us e�
t h e n w e’r e�o n�t o l e n d ers w h o�h a v e�si g ni fi c a ntl y�hi g h er�r at es.”�

S�m all-si z e d�b usi n ess,�A d�mi nistr ati v e�a n d�S u p p ort�S er vi c es,�W al es�
O n e�p a rti ci p a nt�f elt t h at t h e l e v el of�ri s k�a v e r si o n�a m o n g�hi g h�st r e et�b a n k s�c h a n g e s�d e p e n di n g�
o n�s e ct o r s�a n d�t y p e s of�i n d u st r y, a s�h e�f elt t h at�s o�m e�s e ct o r s�a r e�p e r c ei v e d�m o r e�p r o�fit a bl e�a n d�
“ gl a�m o r o u s”�c o�m p a r e d�t o ot h e r s.�T h e s e�p e r c e pti o n s�i n t u r n�s h a p e�FI s’�d e ci si o n s�t o l e n d m o n e y.�
“W e’r e�i n t h e w h ol es al e�fr uit a n d�v e g�i n d ustr y.�W e�h a v e�f o u n d it v er y�dif fi c ult�f or t his b usi n ess�s e ct or,�
p ur el y�b e c a us e�it’s n ot�s e e n�as�gl a�m or o us�or�[ as g e n er ati n g] h u g e�a m o u nt�of�r et ur ns [..] W ell,�t h e y [t h e�
b a n ks]�d o n’t�pr o b a bl y�s e e�y o u�as�a ris k y i n v est�m e nt, b ut�t h e y d o�s e e�y o u�as�a n o n- gl a�m or o us�i n d ustr y t o�
l e n d m o n e y�i nt o, a n d�t h er ef or e att a c h�a ris k t o it, t h er ef or e m a ki n g�it dif fi c ult�t o b orr o�w [ …] If y o u’r e�a�
gl a�m or o us�b usi n ess,�p e o pl e�ar e�cl a�m o uri n g�t o l e n d y o u�m o n e y.�If y o u�ar e�a n�ol d-f as hi o n e d,�bri c ks�a n d�
m ort ar,�u n e d u c at e d�ki n d�of�b usi n ess,�p e o pl e�ar e�l ess li k el y t o list e n t o y o u�or�e v e n�l e n d y o u�m o n e y,�e v e n�
t h o u g h y o u�mi g ht�b e�pr o fit a bl e.�”�

Mi cr o-si z e d�b usi n ess,�W h ol es al e�a n d�R et ail,�E ast�Mi dl a n ds�

O n e�s�m all fi n a n ci al�i n stit uti o n m e nti o n e d�t h at l a r g e b a n k s�wit h d r e�w�f u n di n g f r o�m s�m all�
b u si n e s s e s�d u ri n g�t h e G F�C:�

“It w as�t h e b a n ks’�d e cisi o n�t o wit h dr a�w�f u n di n g fr o�m t h e s�m all b usi n ess es,�l ar g el y b e c a us e�of�t h eir�
u n d er- c a pit alis ati o n�at�t h e ti�m e.”�

S�m all�fi n a n ci al�i nstit uti o n�
T h e�ri s k�a v e r si o n�of�FI s�n ot�o nl y�m a k e s�it h a r d�t o a c c e s s�fi n a n c e�b ut�al s o�m a y�m e a n�t h at FI s�
i m p o s e t e r�m s�a n d�c o n diti o n s�pl a ci n g�s e v e r e�b u r d e n�o n�S M E s�a s�a m e a n s�t o miti g at e�ri s k s.�T hi s�
w a s�t h e e x p e ri e n c e�of�o n e�S M E�i n t h e�c o n st r u cti o n�s e ct o r�w h o�o pt e d�f o r d e v el o p�m e nt�fi n a n c e,�
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a s�p r e s e nt e d�b el o�w:�
“It’s c all e d�d e v el o p�m e nt�ti n a n c e,�m a n y�m a n y�pr o vi d ers�…�w e�g et�e�m ails�all�t h e ti�m e p ur p orti n g�t o,�y o u�
k n o�w,�t h e y d o�it at�1 p er�c e nt�a m o nt h,�t h er e’s a n�e ntr y�a n d�e xit�f e e.�T h e�l ast o n e�w e�di d�w as�wit h�[ L ar g e�
B a n k],�t h e y b asi c all y�s ai d,�’ Yes w e�will�d o�it,’ b ut�t h e y w o ul d n’t�r el e as e t h e m o n e y�u pfr o nt.�W e�h a d�t o�
s p e n d £ 0.�2 5�milli o n�of�o ur�o w n�f u n ds,�w hi c h�w e�h a v e n’t�g ot,�b ef or e�t h e y w o ul d�r el e as e t h e first�tr a n c h e�
of�m o n e y,�e v e n�t h o u g h w e�w er e�gi vi n g�t h e�m first�c h ar g e�o n�£ 8 0 0,�0 0 0�w ort h�of�ass ets.�W ell,�t h at’s j ust�
cr a z y,�y o u�k n o�w,�if w e’r e�gi vi n g�y o u�£ 8 0 0,�0 0 0�w ort h�of�ass ets,�t h e y s h o ul d�at�l e ast r el e as e 2 0�p er�c e nt�
of�t h at £ 8 0 0,�0 0 0�s o�t h at w e�c a n�a ct u all y�st art t h e r olli n g c y cl e�of�t h e d e v el o p�m e nt�of�t h e b uil di n gs.�”�

S�m all-si z e�b usi n ess,�C o nstr u cti o n,�N ort h�W est�
Si n c e�l a r g e r FI s�h a v e�b e e n�l e s s willi n g�t o fi n a n c e�S�M E s�i n r e c e nt�y e a r s,�S�M E s�h a v e�b e e n�p u s h e d�
t o s e e k�o ut�a n d�a c c e s s�fi n a n c e�f r o�m s�m all e r,�alt e r n ati v e�FI s,�i n cl u di n g c h all e n g e r�b a n k s�li k e�
M et r o�B a n k�a s�w ell�a s�n o n- b a n k s�li k e F u n di n g�Ci r cl e�. W hil e� t h e�c o st s�of�alt e r n ati v e�FI s�m a y�
r e�m ai n�hi g h,�o u r�i nt e r vi e�w e e s f o u n d t h at s�m all e r�FI s�w e r e�t y pi c all y m o r e�fi e xi bl e,�a n d�d o�n ot�
al�w a y s�m a k e�t h e�s a�m e�r e q u e st s�f o r s e c u rit y,�m a ki n g�t h e fi�n a n ci al�p r o d u ct�m o r e�a c c e s si bl e.�
“W e�h a d�a l o a n wit h�[ hi g h str e et b a n k]�pr o b a bl y�2 0 1 5,�s o�m a n y�y e ars�a g o�n o�w,�b ut�h a v e�f o u n d it a�l ot�
h ar d er�t o g et�l o a n or�f u n di n g fr o�m t h e hi g h�str e et b a n ks�i n r e c e nt y e ars.�[ Alt er n ati v e L e n d er]�, w e�f o u n d�
t o b e�a�l ot m or e�fi e xi bl e,�a n d�as�I s ai d,�t h e y f u n d e d t h e l a u n c h of�o ur�n e�w�(...) pr o d u cts,�a n d�t h at l o a n, as�
I s a y,�is n o�w�f ull y r e p ai d,�a n d�t h e pr o d u cts�ar e�d oi n g�w ell.�”�

S�m all-si z e d�b usi n ess,�M a n uf a ct uri n g,�W al es�
“Wit h�t h e hi g h�str e et b a n k,�t h e y t e n d t o w a nt�f ar m or e�s e c urit y�t h a n t h e n o n- hi g h�str e et b a n ks.�”�

Mi cr o-si z e d�b usi n ess,�M a n uf a ct uri n g,�S o ut h�W est�
O v e r all,�o u r�r e s e a r c h d e�m o n st r at e s�t h at t h e�r e c e nt l a c k of�willi n g n e s s�o n�t h e p a rt�of�t h e l a r g e r�
FI s�t o p r o vi d e�fi n a n c e�f o r S�M E s�h a s�p u s h e d�S�M E s�t o a c c e s s�fi n a n c e�f r o�m alt e r n ati v e�FI s,�w h o�
t e n d t o off e r�fi n a n ci al�p r o d u ct s�wit h�hi g h e r�i nt e r e st r at e s�w hi c h�mi g ht�b e�u n aff o r d a bl e�f o r s o�m e�
S�M�E s.�
T h e�i�m p�ort a n c e of�r el a�fi o n s hi p s�

S M E s�w h o�s u c c e s sf ull y�a p pli e d�f o r fi n a n c e s�w o ul d�t y pi c all y�hi g hli g ht�t h e�i m p o rt a n c e of�h a vi n g�
m e a ni n gf ul,�s u p p o rti v e,�a n d�c oll a b o r ati v e�r el ati o n s hi p s�wit h�FI s�i n h el pi n g�t h e�m a c c e s s�fi n a n ci al�
p r o d u ct s.�T hi s�w a s�t h e c a s e�f o r a�s m all- si z e d b u si n e s s�i n t h e c o n st r u cti o n�s e ct o r�w h o�b o r r o�w�
m o n e y�f r o�m hi g h�st r e et�b a n k s�m ulti pl e�ti�m e s:�
“W e�h a d�a p ers o n�I c o ul d�ri n g r at h er t h a n a�c o�m p ut er�a n d�s p e a k t o t h e�m.�W e’ v e�h a d�m e eti n gs�h er e�i n�
o ur�of fi c es�wit h�t h e r el ati o ns hi p m a n a g er,�s o�t h e y k n o�w�o ur�b usi n ess,�w h at�w e�d o,�a n d�t o b e�f air t o�
t h e�m t h e y’�v e s u p p ort e d�us.�”�

S�m all�si z e�b usi n ess,�C o nstr u cti o n,�N ort h�W est�
Y et,�m o st�S�M E s�n ot e d�h o�w�p e r s o n al�r el ati o n s hi p s�wit h�FI s�h a d�r e d u c e d�o v e r�r e c e nt�y e a r s.�

“I us e d�t o h a v e�s o�m e b o d y�i n C ar diff�w h o�w as�m a n a gi n g�o ur�b usi n ess.�I’�m n o�w�o n e�of�3 0 0�b usi n ess es�
o n e�p ers o n�m a n a g es�fr o�m a�c all�c e ntr e�i n Bir�mi n g h a�m,�s o�y o u�d o n’t�h a v e�t h at p ers o n al�r el ati o ns hi p,�
a n d�it j ust f e els li k e w e’r e�n ot�bi g�e n o u g h�t o r e all y b e�o n�t h eir r a d ar.”�
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S�m all-si z e d�b usi n ess,�A d�mi nistr ati v e�a n d�S u p p ort�S er vi c es,�W al es�
“O v er�t h e 4 0�y e ars�I’�v e b e e n�i n v ol v e d wit h�t his b usi n ess,�w e’ v e�g o n e�fr o�m h a vi n g�a b a n k�m a n a g er,�a�
pr o p er�b a n k�m a n a g er,�w h er e�y o u�w o ul d�m e et�f a c e t o f a c e a n d�h a v e�pr o p er�dis c ussi o ns�a n d�y o ur�b a n k�
m a n a g er�w o ul d�m a k e�virt u all y�a n�i�m�m e di at e d e cisi o n�if y o u�h a d�a�d e cisi o n�t o b e�m a d e.�N o�w,�y o u’�v e�
g o n e�fr o�m t h at ki n d�of�s c e n ari o�t o a�b a n k�m a n a g er�or�a r el ati o ns hi p m a n a g er�[ …] t o s o�m e b o d y�w h o�
r e all y y o u�d o n’t�h a v e�a n y�r e al c o n n e cti o n�wit h�a n d�if y o u�w a nt�a d e cisi o n,�it t a k es f or e v er.”�

S�m all-si z e d�b usi n ess,�W h ol es al e,�N ort h�E ast�

“S o,�it is as�dif ti c ult�n o�w�t o g et�m o n e y�fr o�m a�b a n k�as�it e v er�w as�a n d�p ossi bl y�e v e n�h ar d er�b e c a us e�t h e y�
d o n’t�h a v e�br a n c h es�a n y�m or e�a n d�t h e y d o n’t�h a v e�r el ati o ns hi p m a n a g ers.�S o,�it’s all�d o n e�t hr o u g h t h e�
c o�m p ut er�or�t hr o u g h a�c all�c e ntr e.�S o,�t h e y w o ul d�ar g u e�t h at’s e asi er�b ut,�i n tr ut h,�it’s a n�e asi er�w a y�f or�
t h e�m t o b e�d e cli n e d.�”�

S�m all�fi n a n ci al�i nstit uti o n�

I�m p o rt a ntl y,�o n e�i nt e r vi e�w e e f r o�m a�mi c r o- si z e d�b u si n e s s�p e r c ei v e d�a�diff e r e nti al�t r e at�m e nt�
a n d�l e v el of�att e nti o n�a n d�c a r e�f r o�m FI s,�p a rti c ul a rl y�hi g h- st r e et�b a n k s,�b a s e d�o n�t h e�fi r�m s’�si z e,�
r e v e n u e,�a n d�t u r n a r o u n d.�
“Hist ori c all y,�y o u�c o ul d�g o�t o y o ur�b a n k�m a n a g er�a n d�b orr o�w.�N o�w,�y o u�h a v e�t o g o�t hr o u g h a�b usi n ess�
b a n k er.�Li k e�I s ai d,�w e’r e�i n t h at littl e bit�of�ti�m e g a p.�W e’r e�n ot�a £ 5�milli o n�b usi n ess,�s o�w e�d o n’t�g et�
i nt o t h eir c or p or at e�r e gi�m e,�w e’r e�still�a s m all b usi n ess,�s o�w e�d o n’t�g et�a n y�c or p or at e�b a n ki n g�a cti viti es.�
Y o u�k n o�w,�w e�d o n’t�g et�wi n e d�a n d�di n e d�b y�t h eir c or p or at e�dir e ct or.�”�

Mi cr o-si z e d�b usi n ess,�W h ol es al e,�E ast�Mi dl a n ds�
O u r�i nt e r vi e�w s wit h�r e p r e s e nt ati v e s�f r o�m FI s�c o n�fi r�m e d�t hi s�t r e n d�of�r e d u ci n g�p e r s o n al�
r el ati o n s hi p s�a n d�c o nt a ct�b et�w e e n�FI s�a n d�S�M E s.�T h e y�e x pl ai n e d�t hi s�t r e n d�r e s ult s�i n l o�w e r�
c o st s�f o r FI s�a n d�m o r e�c o n v e ni e n c e�a n d�a l a r g e r l e n d e r b a s e�f o r c u st o�m e r s.�F u rt h e r�m o r e,�o n e�of�
o u r�i nt e r vi e�w e e s hi g hli g ht e d�t h at�w hil e�r el ati o n s hi p�b a n ki n g�mi g ht�b ri n g�m o r e�S�M E s�t o�
b r a n c h e s,�S�M E s�w o ul d�b e�r el u ct a nt t o�p a y�f o r it.�
“B a c k�t w e nt y,�t w e nt y- 2 5 y e ars�a g o�a n�S M E�w o ul d�h a v e�a r el ati o ns hi p dir e ct or�at�t h eir b a n k,�w h o�t h e y�
k n e�w.�A n d�t h at p ers o n�k n e�w�t h eir b usi n ess�i nsi d e o ut,�b ut�t h e y di d n’t�g o�o ut�t o t h e m ar k et,�t h e y’�d g o�
a n d�as k�t h eir b a n k�m a n a g er�w h o�w o ul d�b asi c all y,�pr o b a bl y,�b e�a bl e�t o gi v e�t h e�m w h at�t h e y w a nt e d,�or�
c ert ai nl y�b e�a bl e�t o p us h�t h e b a n k�t o s u p p ort.�W h er e as�n o�w,�y o u�k n o�w,�t h er e’s l ess of�t h at,�b ut�t h e y will�
h a v e�a c c ess�t o a�m u c h�wi d er�l e n d er b as e,�a n d�c o n v e ni e n c e�a n d�ti�m e t o m o n e y�h as�b e c o�m e�a�k e y�
f e�at�ur e.”�

Hi g h�str e et b a n k�
M o st�S�M E s�o b s e r v e d�h o�w�t h e r e d u cti o n�i n p e r s o n al�r el ati o n s hi p s�wit h�FI s�a n d�t h e�l a c k of�
r el ati o n s hi p�m a n a g e�m e nt�w a s�d ri v e n�a n d�e x a c e r b at e d�b y�t h e cl o s u r e�of�p h y si c al�b r a n c h e s.�
S e v e r al�S�M E s�r e p o rt e d h a vi n g�t h ei r�b a n k’�s l o c al b r a n c h�cl o s e d,�m a ki n g�it h a r d�t o a c c e s s�b a n k�
m a n a g e r s�a n d�ot h e r�b a n k�e m pl o y e e s�t h at c o ul d�p r o vi d e�s u p p o rt�wit h�fi n a n ci al�p r o d u ct s.�
“W ell,�w e’ v e�j ust r e c e ntl y h a d�o ur�l o c al br a n c h�cl os e d�a n d�it’s j ust t h e h assl e�f a ct or.�If, y o u�k n o�w,�w e’ v e�
h a d�ti�m es w h e n�y o u�j ust n e e d�t o g o�u p�a n d�t al k t o s o�m e b o d y�a b o ut�f airl y b asi c�st uff,�t h er e’s n o b o d y�
t h er e.�T h e n�y o u’�v e�g ot�t o g o�t hr o u g h a�p h o n e�li n e a n d,�y o u�k n o�w,�hit�1,�hit�4,�hit�7,�hit�3�a n d�t h e n y o u�

1 3 2�



                      

  

     

             

             

               

               

    

                    

                

             

                 

                  

                   

        

   

             

                 

          

                  

                

                     

                 

    

   

                  

                   

         

   

               

              

               

  

                 

                  

         

     

                 

               

              

 

w ait�i n a�q u e u e�f or 4 5�mi n ut es.�T h at’s�j ust n ot�h el pf ul,�I h a v e n’t�g ot�ti�m e t o b e�sitti n g�o n�t h e p h o n e�f or�
4 5�mi n ut es.�

S�m all�b usi n ess,�w h ol es al e,�N ort h�E ast�
T h e�p e r c e pti o n�a m o n g�S�M E s�t h at cl o s u r e�of�p h y si c al�b r a n c h e s�i s f u rt h e r j e o p a r di si n g t h ei r�
a bilit y�t o�b uil d�r el ati o n s hi p s�wit h�l e n d e r s w a s�c o n ti r�m e d b y�o u r�i nt e r vi e�w wit h�r e p r e s e nt ati v e s�
f r o�m FI s.�H o�w e v e r,�o n e�i nt e r vi e�w e e f r o�m a�hi g h�st r e et�b a n k�o b s e r v e d�h o�w t h e e x p e ct ati o n�of�
p r o vi di n g�hi g h�q u alit y�r el ati o n s hi p�m a n a g e�m e nt�i s oft e n�pl a c e d�o n�hi g h�st r e et�b a n k s�b ut�l e s s s o�
o n�n e o- b a n k s�o r�FI s.�
“A n d,�I t hi n k t h at’s b e e n�a�bit�of�a�c h a n g e�b e c a us e,�a g ai n,�a�littl e bit�li k e t h e dis c ussi o ns�m or e�wi d el y�
a b o ut�t h e br a n c h�n et�w or ks,�w hi c h�is t e c h n ol o g y a n d�t h e us e�b y�c ust o�m ers�h as�p us h e d�b a n ks�a n d�
b uil di n g�s o ci eti es�t o r e d u c e a d v a n c e d�n et�w or k,�a n d�li k e�wis e t o r e d u c e t h eir r el ati o ns hi p m a n a g e�m e nt�
n et�w or k.�B ut�at�t h e s a�m e�ti�m e,�e xt er n al�p arti es�still,�s ort�of,�s e e�br a n c h es�a n d�r el ati o ns hi p m a n a g ers�as�
w h at�b a n ks�d o�a n d�w h at�b a n ks�o u g ht�t o pr o vi d e.�Alt h o u g h,�I w o ul d�s a y�t h e y d o n’t�pl a c e�t h e s a�m e�
e x p e ct ati o ns�o n�n e�w�pr o vi d ers.�N o�o n e,�as�f ar as�I c a n�t ell,�is d e�m a n di n g�t h at [ n e o- b a n k] o p e n�a�br a n c h.�
It’�d b e�a�bit�o d d�if t h e y di d.�”�

Hi g h�str e et b a n k�
A n ot h e r�i nt e r vi e�w e e hi g hli g ht e d�t h e c o nt r a di cti o n�b et�w e e n�S�M E s�wi s hi n g�t o�b e�a bl e�t o a c c e s s�
p h y si c al�b r a n c h e s�a n d�t h e f a ct t h at w h e n�t h e s e a r e�p r e s e nt,�t h e y a r e�oft e n�“ e�m pt y”�d u e�t o S�M E s’�
t e n d e n c y�t o�u s e�t e c h n ol o g y�t o�a c c e s s�l e n d e r s i n di v e r s e�l o c ati o n s.�
“S o�I t hi n k t h er e’s a�tr e n d a�w a y�fr o�m l o c al S�M E�ori e nt at e d�r es o ur c es,�a n d�t h at is a�c ost�i n c o�m e�
i�m p er ati v e d e cisi o n�b y�t h e b a n ks�i n t ot al.�P e o pl e�ar e n’t�g oi n g�i nt o t h e br a n c h es�a n y�m or e,�s o�t h e�
d e cisi o ns�ar e�m a d e�t h er e.�I t hi n k it’s, at�t h e s a�m e�ti�m e,�a ris e of�a l o�w c ost�t o s e ar c h,�t hr o u g h usi n g�
t e c h n ol o g y t h at e n a bl es�p e o pl e�t o g o�t o diff er e nt�l e n d ers i n t h e m ar k et,�a n d�t h e y’r e cl e arl y�d oi n g�t h at�
fr o�m a�c o n v e ni e n c e�p ers p e cti v e.�”�

Hi g h�str e et b a n k�
“Yes,�I t hi n k t h at’s w h at�y o u�s e e�i n t h e n e�ws p a p ers.�T h at�w h e n e v er�a br a n c h�cl os es,�t h e b a n k,�w h o e v er�
it is, [ cit es b a n k�e x a�m pl es],�will�s a y,�’ T h e f o otf all w as�n ot�t h er e.�S o,�w e’ v e�g ot�p e o pl e�st a n di n g�i n a�
br a n c h,�a n d�n o�o n e�g o es�i n,’ a n d�t h e y d o n’t.�”�

Hi g h�str e et b a n k�
H o�w e v e r,�S M E s�c o�m m e nt e d�t h at t hi s�l a c k of�c o nt a ct�w a s�p r o bl e�m ati c�f o r a�n u�m b e r�of�r e a s o n s.�
S o�m e�i nt e r vi e�w e e s o b s e r v e d�h o�w t h e l a c k of�r el ati o n s hi p�c a u s e d dif fi c ult y�i n b ei n g�a bl e�t o�
n e g oti at e�wit h�FI s�r e g a r di n g�t h e�c o st�of�fi n a n ci al�p r o d u ct s�a n d�t h e�t e r�m s a n d�c o n diti o n s�of�
fi n a n ci al�a g r e e�m e nt s.�
“W ell,�t h er e is n’t a n y�n e g oti ati o n.�T h e y�will�q u ot e�y o u�w h at�t h e y’r e pr e p ar e d�t o l e n d.�Y o u�k n o�w,�t h e�
cir c u�mst a n c es�a n d�w h at�t h e y’r e pr e p ar e d�t o l e n d u n d er.�Y o u�eit h er�t a k e it or�l e a v e it.�S o,�t h er e’s j ust�
bl a c k�a n d�w hit e,�t h er e’s n o�n e g oti ati o ns,�t h er e’s n o�dis c ussi o n.�”�

Mi cr o-si z e d�b usi n ess,�M a n uf a ct uri n g,�S o ut h�W est�
O n e�of�o u r�i nt e r vi e�w e e s f r o�m a�hi g h�st r e et�b a n k�a d�mitt e d�t h at t h e r e�i s a�v al u e�r e gi o n�w h e r e�
a ut o�m ati o n�i s n ot�p o s si bl e.�T hi s�m e a n s�t h at it b e c o�m e s�m o r e�c o stl y�f o r b a n k s�t o�p r o c e s s�
a p pli c ati o n s�i n t h o s e�v al u e s,�r e s ulti n g�i n a�fi n a n c e�g a p,�wit h o ut�q u alit y�r el ati o n s hi p s�wit h�S�M E s.�
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“B ut�t h er e is a�bit�of�a�g a p�w hi c h�is t h er e,�a n d�I t hi n k it will�b e�till e d.�W hi c h�is t h e l o a n a�m o u nt�l e n di n g,�
a c c ess�t o fi n a n c e,�s o�u p�t o 2 5,�0 0 0.�B a n ks�s e e�m t o b e�v er y�c o�mf ort a bl e�w or ki n g�wit h�d at a�a n d�t e c h,�t o�
s a y,�’ Yes, t h at’s a�g o o d b et,�w e�c a n�g o�wit h�t h at.’ If y o u�g o�fr o�m s a y�5 0,�0 0 0,�t o 5 0 0,�0 0 0,�I t hi n k t h at’s�
t h e g a p�w h er e�t h e c ost-t o-s er v e�is m ost�dif fi c ult.�S o,�t h e c o�m p ut er,�t h e d at a�is n ot�t h er e y et�t o gi v e�t h e�
b a n ks�t h e c o n fi d e n c e�t o l e n d, wit h o ut�s e ei n g�t h e b usi n ess,�a n d�t esti n g t h e b usi n ess�i n t h at z o n e,�a n d�if�
y o u�st art l osi n g m o n e y�i n t h os e a�m o u nts�it h urts�t h e b a n k,�it’s a�v al u e�d estr o y er.�”�

Hi g h�str e et b a n k�
A n ot h e r�i m pli c ati o n of�t h e d e cli n e�i n p h y si c al�b r a n c h e s,�c o n c e r n e d�t h e�f a ct t h at s o�m e�S�M E s�di d�
n ot�k n o�w w h o�t o�c o nt a ct�i n o r d e r�t o a c c e s s�fi n a n c e.�O n e�p a rti ci p a nt�n ot e d�t hi s b ei n g�t h e c a s e�
wit h�a�l a r g e r fi n a n ci al�i n stit uti o n, e v e n�t h o u g h t h e y h a d�a n�e xi sti n g�r el ati o n s hi p�t h r o u g h�
b u si n e s s�c u r r e nt�a c c o u nt�p r o vi si o n.�T hi s�w a s�i n s pit e�of�t hi s p a rti ci p a nt�c o�m m e nti n g�o n�p a st�
p o siti v e�e x p e ri e n c e s�wit h�t hi s�fi n a n ci al�i n stit uti o n, d e s c ri bi n g�t h e�e x p e ri e n c e�of�r e c ei vi n g�a�
g o v e r n�m e nt�C O VI�D l o a n f r o�m t hi s i n stit uti o n a s�“ s u p e r b”. Ot h e r s�n ot e d�t h at t h e y�h a d�st r u g gl e d�
t o k n o�w w h o�t o c o nt a ct�t o�b e�a bl e�t o r e c ei v e�g o v e r n�m e nt�g r a nt s,�s u g g e sti n g�t h at t hi s p r o bl e�m�
m a y�n ot�b e�e x cl u si v e�t o p ri v at e,�l a r g e r FI s.�It i s w o rt h�n oti n g�t h at t h e l a c k of�a�w a r e n e s s�of�w h o�t o�
c o nt a ct�wit hi n�FI s�w a s�a p a rti c ul a rl y�r e c u r r e nt i s s u e a�m o n g�mi c r o- si z e d�b u si n e s s e s�wit h�l o�w e r�
r e v e�n�u e s.�

T h e�r e d u cti o n�of�p e r s o n al�r el ati o n s hi p s�a n d�i nt e r a cti o n s n e g ati v el y�aff e ct e d�t h e�t r u st S�M E s�h a d�
i n fi n a n ci al�p r o vi d e r s,�a s�t h e y f elt FI s�h a d�n o�i nt e r e st i n h el pi n g�t h e�m a c c e s s�fi n a n c e s�t o g r o�w�
a n d�e x p a n d�t h ei r b u si n e s s.�A s�a r e s ult,�s o�m e�i nt e r vi e�w e e s f elt�“ al o n e”�a n d�c o�m p ell e d�t o s e e k�
a d vi c e�f r o�m a�b r o k e r�t o�h el p�t h e�m n a vi g at e�a n d�u n d e r st a n d�t h e fi n a n ci al�m a r k et.�
“I will�g et�it d o n e�b ut�d e fi nit el y�if I h a d�t h e f u n di n g w hi c h�I k n e�w�w as�m e a nt�f or t h at p ur p os e,�it’s n ot�f or�
m y�p ers o n al�us e�it’s f or b usi n ess�p ur p os es,�a n d�s o�m e b o d y�is s u p p orti n g�m e�t o d e v el o p�m y�i d e a f urt h er,�
t h at w o ul d�gi v e�m e�a�l ot of�c o n fi d e n c e.�At�t h e m o�m e nt,�I f e el v er y�al o n e.�”�

Mi cr o-si z e d�b usi n ess,�Pr of essi o n al,�S ci e nti fi c�a n d�Te c h ni c al�A cti viti es,�L o n d o n�
Cl e a rl y,�f o r S�M E s�t h e r e d u cti o n�i n p e r s o n al�r el ati o n s hi p s�wit h�FI s�n e g ati v el y�aff e ct e d�t h ei r�
c h a n c e�t o a c c e s s�fi n a n c e s.�Y et,�t hi s�f e eli n g w a s�n ot�n e c e s s a ril y�al�w a y s�s h a r e d b y�o u r�
i nt e r vi e�w e e s f r o�m FI s.�F o r�e x a�m pl e,�t h e�S e ni o r�E xt e r n al�E n g a g e�m e nt�M a n a g e r�f r o�m a�hi g h�
st r e et�b a n k�f elt t h at a�m o r e�a ut o�m at e d�p r o c e s s�t o�l e n di n g all o�w e d�t h e b a n k�t o e x p a n d�a c c e s s�t o�
fi n a n c e s�a�m o n g�S�M E s.�
“A n d,�I t hi n k,�t h e ris k s c or es�as�a t est,�ris k ass ess�m e nt�a n d�ris k s c ori n g�ar e�i n g e n er al h a v e�all o�w e d�
gr e at er�l e n di n g t h a n w o ul d�ot h er�wis e�h a v e�b e e n�t h e c as e�i n tr a diti o n al s yst e�ms.”�

Hi g h�str e et b a n k�
Cl e a rl y,�o u r�fi n di n g s�s u g g e st�t h at t h e cl o s u r e�of�b r a n c h e s�a n d�t h e�d e cli n e�i n t h e r el ati o n s hi p�a n d�
s u p p o rt�p r o vi d e d�b y�FI s�h a s�b e e n�a n�i m p o rt a nt b a r ri e r�t o S�M E s’�a c c e s s�t o fi n a n c e,�i n cl u di n g f o r�
t h o s e�w h o�u s e d�t o h a v e�a�g o o d�r el ati o n s hi p�wit h�t h ei r�fi n a n c e�p r o vi d e r s.�N o n et h el e s s,�t h e�
i nt e r vi e�w e d hi g h�st r e et�b a n k s�p oi nt e d�o ut�t h at b r a n c h�cl o s u r e s�h a v e�b e e n�t ri g g e r e d b y�
i n s uf fi ci e nt c u st o�m e r�vi sit s.�I n a d diti o n,�t h e y�hi g hli g ht�t h at t h e r e pl a c e�m e nt�of�r el ati o n s hi p�
b a n ki n g�wit h�t h e u s e�of�“ h a r d’’�i nf o r�m ati o n a n d�a ut o�m ati o n�h a v e�r e s ult e d i n t h e�e x p a n si o n�of�
c r�e�dit.�
Fri c�fi o n s�r e s ul fi�n g�fr o�m a p�pli c a�fi o n�pr o c e s s e s�
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M o st�i nt e r vi e�w e e s, i r r e s p e cti v e of�t h e�si z e�of�t h ei r�ti r�m s,�h a d�c h all e n g e s�wit h�t h e�a p pli c ati o n�
p r o c e s s.�C o�m�m o n�i s s u e s r e p o rt e d i n cl u d e d e x c e s si v e�p a p e r�w o r k�a n d�l e n gt h y p r o c e s s e s�a s�k e y�
f a ct o r s di s c o u r a gi n g�S�M E s�f r o�m a p pl yi n g�f o r fi n a n c e�o r�m a ki n g�it h a r d�t o�d o�s o.�
“T h e�r e as o n is b e c a us e�I f e el t h at t h er e w o ul d�b e�a�l ot of�p a p er�w or k�i n v ol v e d.”�

Mi cr o-si z e d�b usi n ess,�Pr of essi o n al,�S ci e nti fi c�a n d�Te c h ni c al�A cti viti es,�L o n d o n�
A si�mil a r�p oi nt�w a s�al s o�m a d e�b y�a n�S M E�i n r ef e r e n c e�t o t h e p r o c e s s�of�a p pl yi n g�f o r g o v e r n�m e nt�
d e p a rt�m e nt�f u n di n g:�
“T h er e’s�j ust q uit e�a�bit�of�p a p er�w or k.�T h er e’s�q uit e�a�l ot of�a d�mi nistr ati o n�t o b e�c o�m pl et e d�b ut�a p art�
fr o�m t h at it’s n ot�b e e n�t o o b a d.�”�

S�m all-si z e d�b usi n ess,�Tr a ns p ort ati o n�a n d�St or a g e,�W est�Mi dl a n ds�
T h e�s a�m e�i nt e r vi e�w e e al s o�d e s c ri b e d�t h e p r o c e s s�of�a p pl yi n g�a n d�d e ali n g�wit h�t h e p a p e r�w o r k�a s�
“ p ai nf ul”, e v e n�if w o rt h�w hil e.�
“T o�b e�f air,�y o u�k n o�w,�w h e n�I l o o k b a c k,�y es,�it w as�a�bit�p ai nf ul�g etti n g�t h er e b ut�it w as�w ort h�it f or t h e�
f u n di n g t h at w e�g ot.�”�

S�m all-si z e d�b usi n ess,�Tr a ns p ort ati o n�a n d�St or a g e,�W est�Mi dl a n ds�
I n a d diti o n�t o b ei n g�hi g hl y�b u r e a u c r ati c,�t h e a p pli c ati o n�p r o c e s s�c a n�b e�“t o o ri gi d”. S�M E�
p a rti ci p a nt s�oft e n�m e nti o n e d�t h e ri gi d�a n d�l e s s i n di vi d u ali z e d a p pli c ati o n�p r o c e s s e s�f oll o�w e d b y�
l a r g e r FI s�s u c h�a s�hi g h- st r e et�b a n k s.�T hi s�m e a n s�t h at u nl e s s�S M E s�a r e�a bl e�t o�“ti c k all�t h e b o x e s”�
a n d�w e r e�a p e rf e ct�fit�wit h�t h e c rit e ri a�f o r b o r r o�wi n g,�t h e�a p pli c ati o n�p r o c e s s�w a s�u n s u c c e s sf ul.�
“I t hi n k it’s t o o ri gi d.�I t hi n k y o u�h a v e�t o fill�i n a�f or�m,�y o u�h a v e�t o ti c k all�t h e ri g ht b o x es�a n d�t h at’s�
w h er e,�y o u�k n o�w,�w h e n�I w as�s a yi n g�p e o pl e�ar e n’t�willi n g�t o n e g oti at e.�”�

S�m all-si z e d�b usi n ess,�W h ol es al e,�N ort h�E ast�
“N ot�p ers o n a bl e�pr o c ess.�J ust�a�m att er�of�ti c ki n g list.�It’s a�hi d d e n�b ot�m e c h a nis�m.�T h er e’s�n o�
s u bj e cti vit y�l eft i n it a n y�m or e,�it f e els li k e a�ti c k list.�”�

S�m all-si z e d�b usi n ess,�W h ol es al e,�N ort h�E ast�
Hi g h�st r e et�b a n k s’�a s s e s s�m e nt�of�g r o�wi n g�b u si n e s s e s�w a s�al s o�p oi nt e d�o ut�b y�o n e�s m all fi n a n ci al�
i�n stit�uti�o�n:�
“Yes,�s o�t h e y’r e bi g�b ur e a u cr ati c�or g a nis ati o ns�a n d�t h e br a n c h�m a n a g er�i n t h e 1 9 8 0s�c o ul d�m a k e�a�
d e cisi o n�t o l e n d £ 5�milli o n.�It d o es n’t�e xist�a n y�m or e,�it g o es�t o a�c e ntr al�t el e p h o n e t hi n g or�a�
r el ati o ns hi p m a n a g er�w h o’s�g ot�v er y�li�mit e d p o�w er,�h e’s�g ot�t o li v e wit hi n�a v er y�si�m pl e�b o x.�B e c a us e�it’s�
a v er y�l ar g e or g a nis ati o n�a n d�t h e y h a v e�t o c o ntr ol�ris k i n c ert ai n�w a ys,�ri g ht? A n d�w h at�h a p p e ns�is t h at�
all�of�t h os e p e o pl e�i n t h e b a n ks,�t h e y g et�d u�m b e d�d o�w n,�ri g ht?�[...] t h e n it b e c o�m es�s elf-f ul filli n g�
b e c a us e�y o u’�v e�n ot�d o n e�t h at s ort�of�l e n di n g, s o�y o u�d o n’t�k n o�w h o�w t o d o�it, a n d�s o�y o u�b e c o�m e�t his�
vi ci o us�cir cl e.�S o,�y o u�e n d�u p�wit h�t h es e p e o pl e�w h o�o nl y�k n o�w�h o�w�t o d o�a�c ert ai n�w a y�of�l e n di n g,�
w hi c h�m e a ns�gr o�wt h,�i n p arti c ul ar,�g ets�l ost, b e c a us e�gr o�wt h d o es�r e q uir e s o�m e�t hi n ki n g,�d o es�r e q uir e�
s o�m e�a n al ysis,�ri g ht? A n d�t h at’s t h e c h all e n g e�f or a�l ot of�t h e cl e ar ers,�b e c a us e�t h e y w a nt�t o k e e p�all�t h e�
ot h er�i n c o�m e b ut�t h e y w o n’t�l e n d t h e m o n e y�t o e n a bl e�t h at gr o�wt h.�”�

S�m all�fi n a n ci al�i nstit uti o n�
Fi n all y,�o n e�i nt e r vi e�w e e w h o�h a d�s e v e r al�a p pli c ati o n s�t u r n e d d o�w n�f r o�m b ot h�hi g h- st r e et�b a n k s�
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a s�w ell�a s�g o v e r n�m e nt�f u n di n g e x pl ai n e d�h o�w�h e�w a s�n e v e r�p r o vi d e d�wit h�f e e d b a c k o r�a n�
e x pl a n ati o n�a s�t o�w h y�t h e a p pli c ati o n s�w e r e�u n s u c c e s sf ul.�T hi s�w a s�p a rti all y�att ri b ut e d�t o t h e�
l a c k of�m e a ni n gf ul�a d vi c e�a n d�r el ati o n s hi p s�wit h�ti n a n ci al�p r o vi d e r s.�T h e�l a c k of�f e e d b a c k w a s�
p e r c ei v e d�a s�p a rti c ul a rl y�p r o bl e�m ati c,�a s�it p r e v e nt s�S�M E s�f r o�m b ei n g�a bl e�t o i�m p r o v e t h ei r�
a p p r o a c h e s�t o a p pl yi n g�f o r fi n a n c e s.�
“T h er e’s�a�dis c o n n e ct�of�i nf or�m ati o n fi o�w.�If t h e f u n d ers h a v e�g ot�a�pr o bl e�m�wit h�us�as�a�c o�m p a n y,�I’�d�
li k e t o k n o�w w h at�it is s o�t h at I c a n�fi x�it.�B ut,�t h e y’r e t elli n g t h e br o k er�[ hir e d b y�t h e s�m all b usi n ess�t o�
h el p�t h e�m n a vi g at e�t h e m ar k et�of�fi n a n ci al�pr o d u cts]�‘ n o, w e’r e�n ot�g oi n g�t o f u n d t h at pr oj e ct,�a n d�n o�
w e�c a n’t�t ell y o u�w h y�w e’r e�n ot.’�T h at’s�w h at�t h e y’r e s a yi n g.�”�

S�m all-si z e d�b usi n ess,�C o nstr u cti o n,�N ort h�W est�
T h e s e�fi n di n g s�cl e a rl y�i n di c at e t h at b u r e a u c r a c y,�ri gi dit y�a n d�l a c k of�c o�m�m u ni c ati o n�f r o�m FI s�a r e�
all�f a ct o r s hi n d e ri n g�S�M E s’�a c c e s s�t o�fi n a n c e.�T h e�i nt e r vi e�w e d hi g h�st r e et�b a n k s�n ot e d�t h at p a rt�
of�t h e b u r e a u c r a c y�a n d�ti�m e�t o�p r o c e s s�fi n a n c e�a p pli c ati o n s�i s d u e�t o n e c e s s a r y�m e a s u r e s�f o r�
fi n a n ci al�c ri�m e�p r e v e nti o n.�
“I m e a n,�t h e a c c o u nt�o p e ni n g�a n d�t h e fi n a n ci al�cri�m e�r es p o nsi biliti es t h at w e�h a v e�t o c arr y�n o�w,�ar e�a�
hi g h er�b ar�t h a n w e’ v e�e v er y�s e e n,�t h e y d o n’t�s e e�m t o mirr or�ot h er�E ur o p e a n�j uris di cti o ns.�S o,�it’s n ot�a�
b arri er�t o l e n di n g, b ut�w h at�it d o es�m e a n�is it’s h ar d�w or k�f or b a n ks�a n d�S�M Es�t o c h a n g e�b a n k,�g et�a�
n e�w�b a n k�a c c o u nt,�a n d�t h e n pr o vi d e�all�t h e K Y C�t h at t h e y n e e d�t o d o�a�d e al.�”�

Hi g h�str e et b a n k�

S�m all�fi n a n ci al�i n stit uti o n s al s o�i d e nti fi e d i s s u e s wit h�t h e B a n k�R ef e r r al�S c h e�m e,�t h r o u g h�w hi c h�
b a n k s�a r e�e x p e ct e d�t o r ef e r�b u si n e s s e s’�w h o s e�fi n a n c e�a p pli c ati o n�i s d e ni e d�t o�alt e r n ati v e�
fi n a n c e�p r o vi d e r s.�

“T h er e�w as�t his t hi n g ar o u n d�t h e b a n k�r ef err al s c h e�m e,�w hi c h�I’�m s ur e�y o u’r e�f a�mili ar wit h,�w hi c h�h as�
g o n e�n o�w h er e,�ri g ht? B e c a us e�if t h e or eti c all y t h e b a n ks�r ej e ct s o�m et hi n g,�it’s g oi n g�t o s a y,�’ O h, p ut�it�
i nt o r ef err al s c h e�m e�s o�it c a n�r ef er t o ot h er�p e o pl e,’ b ut�t h e y e n d�u p�i n a�p ositi o n�w h er e�t h e y d o n’t�
r e c or d it as�a�r ej e ct,�s o�t h e y d o n’t�h a v e�t o p ut�it i nt o t h at p ort al.�S o,�t his b a n k�r ef err al s c h e�m e�j ust�
d o es n’t�w or k,�ri g ht?”�

S�m all�fi n a n ci al�i nstit uti o n�
“T h e�ot h er�t hi n g is r ef err als fr o�m t h e b a n ks.�T h e�b a n ks�t ur n d o�w n�milli o ns�of�b usi n ess es�(...) T h e y’�v e�
t ur n e d off�milli o ns�of�b usi n ess es�i n t h e U K�b ut�t h e b a n ks�d o n’t�r ef er (...) s o�w h y�d o n’t�t h e y? It’s a�d e a d�
e as y�t hi n g t o d o.�J ust�g et�t h e�m t o d o�it.”�

S�m all�fi n a n ci al�i nstit uti o n�

A.�4.�2� S ol�u fi o n s�i d e n�fi fi e d b y�S�M E s�a n d�FI s�

A s�s ol uti o n s�t o t h ei r cit e d�p r o bl e�m s�i n d e bt-l e n di n g�m a r k et s,�S M E s�p r o vi d e�s e v e r al�s u g g e sti o n s,�
i n cl u di n g: r e d u cti o n�of�t h e�c o st�of�fi n a n ci al�p r o d u ct s,�si�m pli fi c ati o n�of�fi n a n ci al�p r o d u ct s�a n d�
a p pli c ati o n�p r o c e s s e s,�r e c o n st r u cti o n�of�a�r el ati o n s hi p- b a s e d�a p p r o a c h�t o fi�n a n ci n g,�p r o vi si o n�
of�b e s p o k e�b u si n e s s�a d vi c e�a n d�s u p p o rt,�a n d�i n c r e a s e of�p u bli c�fl n a n ci al�p r o vi si o n�a n d�s u p p o rt.�
L o�w er�t h e�c o st�of�fl n a n ci al�pr o d u ct s�
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N e a rl y�all�i nt e r vi e�w e e s f r o�m S�M E s�c o�m m e nt e d�t h at l o�w e ri n g t h e c o st�of�ti n a n ci al�p r o d u ct s�
w o ul d�i m p r o v e t h ei r a c c e s s�t o�t h e�m.�Fi xi n g�i nt e r e st r at e s�i n p r o p o rti o n�t o t h e b a n k�r at e�a n d�
ti e ri n g i nt e r e st r at e s�i n r el ati o n�t o t h e�si z e�of�t h e b u si n e s s�w e r e�b ot h�s u g g e st e d�a s�w a y s�t o�
i�m pl e�m e nt t hi s c h a n g e.�Ot h e r s�i n di c at e d t h e�n e e d�t o al s o�r e d u c e�e nt r y�a n d�e xit�f e e s�, b r o k e r s’�
f e e s,�a s�w ell�a s�t h e l e v el of�p e r s o n al�g u a r a nt e e s�r e q u e st e d b y�l a r g e r FI s,�i n a d diti o n�t o m a ki n g�
t h e�t e r�m s a n d�c o n diti o n s�l e s s o n e r o u s�o n�S�M E s.�
“W e�n e e d�t o b e�r e d u ci n g t h e l e v el of�dir e ct or�p ers o n al�g u ar a nt e es.�W e�n e e d�t o b e�m or e�c o�m p etiti v e�
wit h�t h e c osts,�s o�m e�of�t h e i nt er est r at es ar e�h orr e n d o us,�t h e e ntr y�a n d�e xit�f e es,�t h e br o k ers�t a k e t h eir�
f e e fr o�m t h e f u n d ers b ut�t h er e’s us u all y�a�s et- u p�c h ar g e.�”�

S�m all-si z e d�b usi n ess,�C o nstr u cti o n,�N ort h�W est�
Alt h o u g h�l o�w e ri n g c o st s�i s n ot�a s ol uti o n,�w e�r e�fi e ct it h e r e�si n c e�it i s cl e a rl y�a n�i m p o rt a nt�
c o n si d e r ati o n�of�S�M E s�w h e n�d e ci di n g�w h et h e r�t o�s e e k�e xt e r n al�fi n a n c e.�

R e d u c e�t h e�c o�m pl e xit y�of�fi n a n ci al�pr o�d u ct s�
Off e ri n g�fi n a n ci al�p r o d u ct s�t h at�a r e�l e s s c o�m pl e x�m a y�e n c o u r a g e�a p pli c ati o n s�f r o�m S�M E s�w h o�
a r e�d e bt�a v e r s e�a n d�f e a rf ul of�g etti n g�i n v ol v e d wit h�fi n a n ci al�s e r vi c e s�d u e�t o�n ot�h a vi n g�a f ull�
u n d e r st a n di n g�of�t h e s e fi�n a n ci al�p r o d u ct s..�T h e�i�m p o rt a n c e of�si�m pli cit y�i n fi�n a n ci al�p r o d u ct s�
w a s�e�m p h a si s e d�b y�t h e h e a d�of�fi n a n c e�of�a�m e di u�m- si z e d�b u si n e s s�i n t h e m a n uf a ct u ri n g�s e ct o r�
wit h�a t r a c k r e c o r d�of�s u c c e s sf ull y�a p pl yi n g�f o r fi n a n c e.�
“C ost�w as�a�f a ct or,�pr o b a bl y�t h e m ai n�o n e,�b ut�si�m pli cit y�as�w ell.�W e�di d n’t�w a nt�t o t a k e a n y�pr o d u cts�
o ut�t h at w er e�u n n e c ess aril y�c o�m pli c at e d.�B e c a us e�w e’r e�n ot�a�p arti c ul arl y�c o�m pli c at e d�b usi n ess�fr o�m�
t h at p oi nt�of�vi e�w,�a n d�it w o ul d�h a v e�a d d e d�i n ris k t h at w as�u n n e c ess ar y.�Yes,�s o�c ost,�a n d�I t hi n k�
a p pr o pri at e n ess,�as�I m e nti o n e d�b ef or e.�”�

M e di u�m-si z e d�b usi n ess,�M a n uf a ct uri n g�s e ct or,�Y or ks hir e�a n d�T h e�H u�m b er�
Str e a�mli n e�a p pli c a�fi o n�pr o c e s s�

A n ot h e r�d e si r a bl e�c h a n g e�o u r�i nt e r vi e�w e e s f r o�m S�M E s�wi s h e d�t o s e e�w a s�t h e�st r e a�mli ni n g�of�
a p pli c ati o n�p r o c e s s e s�f o r fi n a n ci al�p r o d u ct s�s.�O u r�i nt e r vi e�w e e s e�m p h a si s e d�t h e n e e d�t o m a k e�
a p pli c ati o n s�s h o rt e r,�e a si e r�t o fill�o ut�o nli n e,�wit h�q ui c k e r�r e s p o n s e s�a n d�d e ci si o n s�a n d�t h e�
o p p o rt u nit y�t o h a v e�o n e�p oi nt�of�c o nt a ct�if q u e sti o n s�r el at e d t o t h e�a p pli c ati o n�e�m e r g e d.�
“W ell,�I s u p p os e�it w as�pr o c ess�si�m pli cit y,�i n t er�ms of�w e�w a nt e d�t o h a v e�t h e o nli n e�a c c ess,�a n d�e as y�t o�
a p pl y�f or l o a ns, e as y�t o r e p a y t h e�m,�e as y�t o e xt e n d�t h e�m if w e�w a nt.�”�

M e di u�m-si z e d�b usi n ess,�M a n uf a ct uri n g,�Y or ks hir e�a n d�T h e�H u�m b er�
“As�I s a y,�t h e k e y�t o m e�is pri ci n g�a n d�s p e e d�of�r es p o ns e [�…] I w o ul d�li k e t o h a v e�a f airl y c o n c e ntr at e d�
p oi nt�of�c o nt a ct,�s o�1�or�2�p e o pl e,�t h at I c o ul d�g o�t o f or e v er yt hi n g,�r at h er t h a n h a vi n g�t o g o�t o,�y o u�
k n o�w,�a c all�c e ntr e�f or t his a n d�t h at p ers o n�f or t h at a n d�s o�m e b o d y�els e�f or s o�m et hi n g�els e.�A n d�I w o ul d�
w a nt�t h e�m t o pr o vi d e�a�r e as o n a bl y q ui c k�t ur n ar o u n d r es p o ns e i n t er�ms of�s er vi c e�a n d�c o�m p etiti v e�
pri ci n g,�a n d�I w o ul d n’t�e x p e ct�t h e�m t o pri c e�m u c h�b el o�w�t h e pri v at e�b a n ks,�b ut�c ert ai nl y�t o b e�
c o�m p etiti v e.�”�

M e di u�m-si z e d�b usi n ess,�M a n uf a ct uri n g,�Y or ks hir e�a n d�T h e�H u�m b er�
O u r�i nt e r vi e�w s wit h�st a k e h ol d e r s�f r o�m FI s�i n di c at e t h at t h e r e h a v e�b e e n�p o siti v e�d e v el o p�m e nt s�
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al r e a d y�t o�w a r d s�t h e�st r e a�mli ni n g�of�a p pli c ati o n�p r o c e s s e s.�F o r�e x a�m pl e,�a hi g h�st r e et�b a n k�h a s�
p ut�i n pl a c e�m e a s u r e s�t o i nf o r�m b u si n e s s e s�i n a d v a n c e�of�a n�a p pli c ati o n�w h at�t h e y c o ul d b o r r o�w�
b a s e d�o n�t h ei r d at a.�
“W h at’s�h a p p e n e d�i n r e c e nt y e ars,�a n d�t his is tr u e of�l ots of�ot h er�b a n ks,�i n t h at w e�will�s a y�t o s o�m e�of�
t h os e c ust o�m ers,�a l ar g e mi n orit y�t h at’s n o�w c o�m e�b a c k�o n�aft er�t h e C�O VI D�p eri o d�of�ti�m e,�t h e y l o g o n,�
t h e y’ll s a y,�y o u�k n o�w,�’�W e will�l e n d y o u�u p�t o a�c ert ai n�ti g ur e,’ £ 1 5,�0 0 0,�£ 2 0,�0 0 0,�£ 2 5,�0 0 0.�It mi g ht�b e�
hi g h er�t h a n t h at f or c ert ai n�c ust o�m ers�as�w ell.�S o,�’ B as e d o n�y o ur�ris k s c or e�a n d�t h e si z e�of�y o ur�
b usi n ess�a n d�y o ur�b e h a vi o ur al�p att er ns,�w e�c a n�t ell y o u�n o�w�t h at if y o u�a p pl y,�w e�will�a c c e pt.�Y o u�
k n o�w,�w e�will�a ut o- a c c e pt,�if y o u�li k e, b orr o�wi n g�or�u p�t o a�p arti c ul ar�n u�m b er.�”�

Hi g h�str e et b a n k�
T h e�s a�m e�hi g h�st r e et�b a n k�i s al s o�t r yi n g�t o�e x p a n d�t hi s p r e- a s s e s s�m e nt�t o l e n di n g of�l a r g e r�
a�m o u nt s�al o n g si d e�e x pl o ri n g�h o�w t o e x p a n d�t h e u s e�of�c u st o�m e r�d at a�( vi a o p e n�b a n ki n g�a n d�
o p e n�fi n a n c e)�t o s p e e d�u p�t h ei r�p r o c e s s e s.�

“I t hi n k t h at’s w h er e�y o u�h a v e�t h os e c h oi c es�b ut�t h e ai�m�h as�b e e n,�o v er�t h e y e ars,�t o gi v e�c ust o�m ers�
m or e�i nf or�m ati o n w h er e�w e�c a n�a b o ut�w h at’s�a v ail a bl e�t o t h e�m,�o b vi o usl y�tr y a n d�r e d u c e o ur�c osts,�
w hi c h�is w e�t h e n d o n’t�n e e d�t o e n g a g e�l e n d ers a n d�o ur�l e n di n g e x p erts�t o g et�t h e l e n di n g t h e y w o ul d�li k e�
t o h a v e.�It o b vi o usl y�all o�ws�q ui c k er�a c c ess�t o fi n a n c e�f or a�l ot of�c ust o�m ers,�a n d�t h e i nt e nti o n h as�b e e n,�
w h er e�p ossi bl e,�t o l o o k t o p us h�t h e u p p er�li�mit of�t h at,�s ort�of,�pr e- ass ess e d�l e n di n g u p�fr o�m £ 2 5,�0 0 0�t o�
£ 5 0,�0 0 0�t o m a y b e�£ 1 0 0,�0 0 0�i n s o�m e�c as es.�W ell,�it will�v ar y,�n ot�e v er y�c ust o�m er�will�h a v e�a c c ess�t o�
t h at b ut�t h e n,�d e p e n di n g�o n�o ur�j u d g e�m e nt, u p�t o as�hi g h�as�w e�r e as o n a bl y c a n,�t h e n t h er e b y all o�wi n g�
o ur�e x p ert�l e n d ers t o f o c us o n,�m or e�eff e cti v el y,�o n�a s m all er�p o ol�of�a p pli c ati o ns.�”�

Hi g h�str e et b a n k�
“I’�m s ur e,�a b o ut�i�m pr o vi n g o ur�pr o c ess es,�s p e e d,�h o�w q ui c kl y�c a n�pr o p ert y�v al u ati o n�b e�d o n e,�h o�w�
q ui c kl y�c a n�w e�j u d g e t h e v al u e�of�s e c urit y.�H o�w�q ui c kl y�c a n�w e�g et�l e g al pr o c ess es�d o n e.�I t hi n k t h er e�
ar e�o p p ort u niti es�t h er e t o b e�q ui c k er,�t o g et�t h e t ur n ar o u n d ti�m e d o�w n.�It will�n e v er�c o�m e�d o�w n�t o 1�
d a y,�b ut�I d o�t hi n k t h er e ar e�o p p ort u niti es�t h er e.�I t hi n k t h er e ar e�o p p ort u niti es�m or e�br o a dl y�t o�
i nt e gr at e o p e n�fi n a n c e,�o p e n�b a n ki n g,�b ett er�i nt o o ur�s yst e�ms.”�

Hi g h�str e et b a n k�
It i s w o rt h�a g ai n�n oti n g,�h o�w e v e r,�t h at at�ti�m e s a p pli c ati o n�p r o c e s s e s�m a y�b e�sl o�w e r�d u e�t o FI s’�
r e s p o n si biliti e s�t o c a r r y�o ut�t h e a d e q u at e�c h e c k s�t o p r e v e nt�fi n a n ci al�c ri�m e.�

O n e�hi g h�st r e et�b a n k�al s o�m e nti o n e d�t h e�p ot e nti al�of�g r e at e r�a c c e s s�t o c u st o�m e r�d at a�f o r�
e n h a n ci n g�k n o�wl e d g e�a b o ut�t h e cli e nt,�b ut�c a uti o n e d it will�n ot�n e c e s s a ril y�i n c r e a s e a p pli c ati o n�
a c c e pt a n c e�p r o b a bilit y:�

“T h er e’s�n o�g u ar a nt e e�t h at k n o�wi n g�m or e�a b o ut�y o u�will�m e a n�I’�m m or e�li k el y t o l e n d t o y o u.�I mi g ht�g et�
a�b ett er�ass ess�m e nt�of�y o u,�b ut�t h at ass ess�m e nt�c o ul d�b e�g o o d�or�it c o ul d�b e�b a d.�S o,�I t hi n k t h e i d e a�
t h at h a vi n g�m or e�k n o�wl e d g e�a b o ut�or�m or e�i nf or�m ati o n a b o ut�a�b usi n ess�or�a�c ust o�m er�or�a n�
i n di vi d u al is a�g o o d�t hi n g.�It m a y�w ell�b e�a g o o d�t hi n g i n t er�ms of�t h e l e n di n g pr o c ess,�o v er all,�b ut�t h e�
i d e a t h at w h at�w e’ll�g et�o ut�of�it is n e c ess aril y�m or e�l e n di n g or�o n�b ett er�t er�ms or�wit h�l o�w er pri c es,�I�
t hi n k,�is n ot�tr u e,�t o b e�h o n est,�fr o�m t h at p oi nt�of�vi e�w.�”�

1 3 8�



   

      

              

             

            

  

             

                       

                     

                

                  

                  

                  

       

            

              

              

           

              

              

               

                

               

        

                     

                 

               

             

       

              

             

     

                

                   

                    

                  

                 

                

     

              

                

 

Hi g h�str e et b a n k�
Pr o�m ot e�a cl�o s er�r el a�ti o n s hi p�wit h�l e n d er s�

F o st e ri n g�q u alit y�r el ati o n s hi p s�wit h�FI s�e m e r g e d�a s�o n e�of�t h e�m o st�cit e d d e si r a bl e�c h a n g e s�
a�m o n g�o u r�i nt e r vi e�w e e s f r o�m S�M E s.�S�M E s�d e fi�n e d�q u alit y�r el ati o n s hi p s�wit h�FI s�a s�t h o s e�
c h a r a ct e ri s e d b y�r e g ul a r�c o nt a ct,�r e s p o n si v e n e s s,�a n d�i nt e r e st i n u n d e r st a n di n g�t h e�n at u r e�of�
t�h ei r�b�u si�n e s s.�
“R e g ul ar�c o nt a ct,�r es p o nsi v e n ess a n d�s e nsi bl e�a ns�w ers�r e all y,�b ut�I a ct u all y�t hi n k r es p o nsi v e n ess w as�
t h e k e y�f or m e.�T h e y�h a v e,�I’�d s a y,�b e e n�f ar l ess r es p o nsi v e of�l at e, a n d�if t h er e w as�g oi n g�t o b e�a r e as o n�
w h y�I w o ul d�l o o k t o c h a n g e�s er vi c es�it w o ul d�b e�b e c a us e�I c a n’t�g et�t h e a ns�w ers�as�q ui c kl y�as�I n e e d�
t h e�m.�B ut�a ct u all y,�as�I s a y,�r e g ul ar c o nt a ct,�b ut�n ot hi n g�p arti c ul arl y�i ntr usi v e, b e c a us e�w e�di d n’t�n e e d�
t h at,�ki n d�of,�l e v el of�i nt e nsit y.�S o,�it w as�a p pr o pri at e�t o h a v e�t h e�m i n t h e b a c k gr o u n d�a n d�w ell�
i nf or�m e d, a n d�h a v e�a�c at c h u p�e v er y�n o�w�a n d�a g ai n,�b ut�n ot�h a v e�a n y,�ki n d�of,�i nt e nsi v e r e vi e�ws or�
a n yt hi n g�li k e t h at,�w hi c h�t h e b a n k�w er e�fi n e�wit h�b e c a us e�t h e y di d n’t�h a v e�a�m assi v e�e x p os ur e�t o us.�”�

M e di u�m-si z e d�b usi n ess,�M a n uf a ct uri n g,�Y or ks hir e�a n d�T h e�H u�m b er�
A c c o r di n g�t o o u r�i nt e r vi e�w e e s, p r o�m oti n g�q u alit y�r el ati o n s hi p s�b et�w e e n�FI s�a n d�S�M E s�w o ul d�
b e n e fit�S�M E s�i n s e v e r al�w a y s.�Q u alit y�r el ati o n s hi p s�c a n�b e n e�fit�S�M E s�d u ri n g�at�t h e�a p pli c ati o n�
st a g e�si n c e�r e g ul a r�c o nt a ct�wit h�a n�a p p oi nt e d�b a n k�m a n a g e r�mi g ht�all o�w S�M E s�t o�b ett e r�
u n d e r st a n d�t h e r at e s�a n d�r e q ui r e�m e nt s�f o r diff e r e nt�fi n a n ci al�p r o d u ct s.�F u rt h e r�m o r e,�q u alit y�
r el ati o n s hi p s�w o ul d�h el p�r e d u c e�ri s k�a v e r si o n�a�m o n g�FI s�a s�t h e y�w o ul d�g ai n�a�d e e p e r�
u n d e r st a n di n g�of�S M E s’�b u si n e s s,�w hi c h�m a y�miti g at e�s o�m e�of�t h ei r�c o n c e r n s�i n l e n di n g m o n e y.�
T hi s�i s e x e�m pli fi e d�b y�t h e�h e a d�of�fi n a n c e�of�a�m e di u�m- si z e d�b u si n e s s�i n t h e�m a n uf a ct u ri n g�
i n d u st r y, w h o�e x pl ai n e d�h o�w�t h e�r e a s o n�t h e y oft e n�g et�f u n di n g f r o�m t h e�b a n k�i s b e c a u s e�t h e y�
w e r e�a bl e�t o e st a bli s h�a r el ati o n s hi p�wit h�t h e�b a n k�a n d�d e ci si o n- m a k e r s�t h e r e�h a v e�c o�m e�t o�
u n d e r st a n d�t h e b u si n e s s,�p r o vi di n g�r e a s s u r a n c e�f o r b ot h�p a rti e s.�
“O n e�of�t h e r e as o ns w e�w er e�a bl e�t o a c c ess�t h e C BI L S�fi n a n ci n g�i n t h e s h ort ti�m e fr a�m e t h at w e�h a d�w as�
b e c a us e�t h e b a n k�alr e a d y�k n e�w�us,�t h e y k n e�w�w h at�o ur�ris k pr o fil e�w as�a n d�t h e y u n d erst o o d�o ur�
r e q uir e�m e nts,�if t h at m a k es�s e ns e.�A n d�wit h o ut�t h at r el ati o ns hi p a n d�t h at u n d erst a n di n g,�I t hi n k w e’ d�
h a v e�h a d�t o w or k�a�l ot h ar d er�t o g et�t h at o v er�t h e li n e.”�

M e di u�m-si z e d�b usi n ess,�M a n uf a ct uri n g,�Y or ks hir e�a n d�T h e�H u�m b er�
O n e�i nt e r vi e�w e e hi g hli g ht e d�h o�w�q u alit y�r el ati o n s hi p s�wit h�FI s�m a y�al s o�m e a n�t h at S�M E s�a r e�
s u p p o rt e d�w h e n�t h e y a r e�f a ci n g fi�n a n ci al�c h all e n g e s,�r at h e r�t h a n b ei n g�“ a b a n d o n e d”�b y�t h e�
wit h d r a�w al�of�t h ei r fi�n a n ci al�p r o d u ct s.�
“W ell,�I j ust t hi n k t h e b a n k�m a n a g ers�or�b a n k�r el ati o ns hi p m a n a g ers�s h o ul d�u n d erst a n d,�ki n d�of,�w h at�
y o u’r e�d oi n g�wit h�t h eir m o n e y�[ …] I d o n’t�t hi n k t h e y s h o ul d�r el y o n�j ust t h e fi g ur es�o nl y.�T h e y�s h o ul d�
k n o�w m or e�a b o ut�t h e b usi n ess,�r at h er t h a n j ust, y o u�k n o�w,�y o u�fill�a f or�m i n a n d,�if t h e n u�m b ers�d o n’t�
a d d�u p,�t h e n t h er e s h o ul d b e�a n�alt er n ati v e�… a w a y�o ut�of�t h at n e g ati v e�si d e�t hr o u g h e x pl a n ati o n�or�
w h at e v er�els e.�C o�m p a ni es�h a v e�g o o d�ti�m es a n d�b a d�ti�m es a n d,�y o u�k n o�w,�t h er e’s al�w a ys�t h e t hr e at,�if�
y o u�h a v e�a�b a d�ti�m e,�t h e b a n k�c o ul d�c all�t h e o v er dr aft�i n or�wit h dr a�w�t h eir s er vi c es.”�

S�m all-si z e d�b usi n ess,�W h ol es al e,�N ort h�E ast�
T h e�C�D FI�w e�i nt e r vi e�w e d al s o�m e nti o n e d�b a n k s’�a n d�ot h e r�l e n d e r s’�t e n d e n c y�t o�wit h d r a�w�t h ei r�
s e r vi c e s�d u ri n g�p e ri o d s�of�d o�w nt u r n s�eit h e r�f o r a n�S M E�o r�t h e�w h ol e�e c o n o�m y,�a n d�h o�w t h e�
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C D FI s�att e�m pt�t o i n st e a d p r o vi d e�t h e�n e c e s s a r y�s u p p o rt�d u ri n g�t h o s e p e ri o d s.�
“T h e�a d diti o n alit y�w e�bri n g�is t h at w h e n�w e’ v e�gi v e n�a�cli e nt�a�l o a n w e�m ai nt ai n�a�r el ati o ns hi p wit h�
t h e�m,�t h at d uri n g�t h e c o urs e�of�t h at r el ati o ns hi p if t h e cli e nt ti n ds�t h at t hi n gs ar e�a bit�m or e�tri c k y w e�
will�ess e nti all y�off er�a w a y�t o c h a n g e�t h e p a y�m e nts�t o m a k e�it e asi er�f or t h e�m.�T h e�bi g�diff er e n c e�
b et�w e e n�C�D FIs�a n d�m ai nstr e a�m�l e n d ers or�alt er n ati v e�fi n a n c e�pr o vi d ers�is t h at w e�will�b e n d�wit h�t h e�
b usi n ess.�S o,�as�a n y b o d y�will�t ell y o u,�t h at t h e b usi n ess�c y cl e�g o es�u p�a n d�d o�w n.�Yes?�It’s n ot�a�fi at�li n e�
or�a st e a d y�gr o�wt h.�It v ari es�a n d�w e�f oll o�w t h e s a�m e�pri n ci pl e,�t h e s u p p ort�a n d�t h e h el p�t h at w e�gi v e�
m ust�f oll o�w t h e lif e of�y o ur�b usi n ess.�S o,�if y o u�n e e d�m or e�c as h,�w e�gi v e�y o u�m or e�c as h.�If y o u�n e e d�a�
p eri o d�of�ti�m e w h er e�y o u�c a n’t�m a k e�a r e p a y�m e nt,�t h e n w e�will�a dj ust�t h at.�T h at�is w h y�w e�w er e�m or e�
s u c c essf ul d uri n g�C�O VI�D.�”�

S�m all�fi n a n ci al�i nstit uti o n�
Fi n all y,�t h e�a bilit y�t o�e st a bli s h�q u alit y�r el ati o n s hi p s�w o ul d�all o�w�S�M E s�t o f e el s u p p o rt e d,�
o v e r c o�m e�t h e mi st r u st�t o�w a r d s FI s,�a n d�f e el r e a s s u r e d t h at t h e y will�b e�s u p p o rt e d b ot h�w h e n�
w a nti n g�t o e x p a n d�t h ei r b u si n e s s,�b ut�al s o�d u ri n g�ti�m e s of�h a r d s hi p.�
“E v e n�if t h er e w as n’t�a n y�fi n a n ci al�b e n e fit,�t h er e w as�r e ass ur a n c e,�w hi c h�m e a ns�a�l ot t o s o�m e o n e�t h at�
a ct u all y�d o es n’t�s e e�b a n ki n g�as�j ust a�tr a ns a cti o n.�I s e e�it as�a�r el ati o ns hi p.�T h e�b a n ks�d o�n ot,�at�t his�
l e v el, s e e�it a n y�m or e�as�a r el ati o ns hi p.�T h e y�s e e�it as�a tr a ns a cti o n.�S o,�if t h at tr a ns a cti o n is n’t m a ki n g�
t h e�m m o n e y,�[t h e y] d o n’t�p ut�a n y�ass ets�t o�w ar ds it.”�

Mi cr o-si z e d�b usi n ess,�W h ol es al e,�E ast�Mi dl a n ds�
B uil di n g�q u alit y�r el ati o n s hi p s�w o ul d�al s o�b e n e�fit�FI s�i n t�w o�m ai n�w a y s,�r e s ulti n g�i n a�“�wi n- wi n”�a s�
d e s c ri b e d�b y�o n e�i nt e r vi e�w e e f r o�m a�s�m all- si z e d b u si n e s s�i n t h e t r a n s p o rt ati o n�a n d�st o r a g e�
i n d u st r y.�Fi r st,�f o st e ri n g q u alit y�r el ati o n s hi p s�w o ul d�att r a ct�m o r e�S�M E s�t o�w a r d s FI s,�p a rti c ul a rl y�
t h o s e�w h o�a r e�c u r r e ntl y�n ot�a p pl yi n g�f o r fi n a n ci al�p r o d u ct s�d u e�t o mi st r u st.�S e c o n dl y,�q u alit y�
r el ati o n s hi p s�w o ul d�all o�w�FI s�t o r et ai n�S�M E s,�w h o�w o ul d�t h e n�b e�l e s s li k el y t o�l o o k f o r fi n a n ci al�
s e r vi c e s�f r o�m ot h e r�i n stit uti o n s.�
“I t hi n k t h e y’�d pr o b a bl y�g et�m or e�b usi n ess,�t o b e�h o n est�wit h�y o u.�B e c a us e,�I t hi n k,�w e�w o ul d�b e�
pr o b a bl y�m or e�willi n g�t o e n g a g e�a n d�h a v e�t h os e s orts�of�c o n v ers ati o ns.�”�

S�m all-si z e d�b usi n ess,�Tr a ns p ort ati o n�a n d�St or a g e,�W est�Mi dl a n ds�
“W ell,�I alr e a d y�h a d�a g o o d�r el ati o ns hi p wit h�o ur�r el ati o ns hi p m a n a g er�dir e ct or�p ers o n,�s o,�I t hi n k t h at�
w as�a�k e y�f a ct or,�a n d�c ert ai nl y�I di d n’t�h a v e�a n y�fr ustr ati o ns w hi c h�w o ul d’�v e�p us h e d�m e�i n a�sli g htl y�
diff er e nt�dir e cti o n�I t hi n k,�at�t h e ti�m e.”�

M e di u�m-si z e d�b usi n ess,�M a n uf a ct uri n g,�Y or ks hir e�a n d�T h e�H u�m b er�
A c c o r di n gl y,�t hi s s u g g e st s�t h at a�s hift�t o�w a r d s�a n�a p p r o a c h�t o fi n a n ci n g�w hi c h�i s m o r e�
r el ati o n s hi p- b a s e d�a n d�h a s�a�g r e at e r,�m o r e�d et ail e d�a n d�l o n g e r-t e r�m, u n d e r st a n di n g�of�t h e�
i n di vi d u al b u si n e s s�a n d�s e ct o r�w o ul d�b e�d e si r a bl e�f o r S�M E s.�O n e�hi g h�st r e et�b a n k�cit e d�t h e�
p a rt n e r s hi p�b et�w e e n�b a n k s,�t h e g o v e r n�m e nt�a n d�C�D FI s,�r el ati o n s hi p- b a s e d i n stit uti o n s w hi c h�
c o ul d h el p�r e d u c e�t h e p r e vi o u sl y�m e nti o n e d�l e n di n g g a p�w h e r e�a p pli c ati o n�a s s e s s�m e nt�i s m o r e�
c o stl y�f o r b a n k s.�
“Yes.�I m e a n,�t h er e’s a n�arti cl e�i n t h e F T�t his m or ni n g,�is n’t t h er e,�a b o ut�Ll o y ds�p utti n g�6 2�milli o n�i nt o a�
n ot-f or- pr o fit�f u n d.�W hi c h�is r u n b y,�is it C B FI,�or�s o�m et hi n g�li k e t h at? W hi c h�is a�n ot-f or- pr o fit,�l o c al�
S�M E f u n d.�W hi c h,�y o u�k n o�w,�r e a d q uit e�w ell.�S o,�m a y b e�t h at’s t h e s p a c e�t h at y o u’r e�g oi n g�i nt o, t h e�
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i nt er est r at es t h at t h os e b usi n ess es�h a v e�t o c h ar g e,�b e c a us e�t h eir l oss r at es d o�t e n d t o b e�hi g h er.�
Alt h o u g h�t h e y d o�l e n d u p�t o 1 0 0,�I t hi n k I r e a d t his m or ni n g�[t h at] is t h eir,�s ort�of,�s w e et�s p ot.�I m e a n,�
t h at mi g ht�b e�a�c o�m�m u nit y- b as e d,�g o v er n�m e nt- wr a p p e d,�b a n k-s u p p ort e d�f u n d mi g ht�m e et�t h e n e e ds�
of,�y o u�k n o�w,�s o�m e�S M Es,�b ut�it d e p e n ds�w hi c h�s e g�m e nt�y o u’r e�l o o ki n g f or.”�

Hi g h�str e et b a n k�
Si�mil a r�c o n c e rt e d�eff o rt�w a s�al s o�m e nti o n e d�b y�o n e�s m all ti n a n ci al�i n stit uti o n:�
“I t hi n k t h er e n e e ds�t o b e�a c o n c ert e d�g o v er n�m e nt�p oli c y�a b o ut�t h e s u p p ort�of�alt er n ati v e,�
c o ns ci e nti o us�fi n a n c e�pr o vi d ers�[�…] . A n d,�c urr e ntl y,�t h er e ar e�t a x i n c e nti v es a v ail a bl e�t o C�D FIs�t o�
e n c o ur a g e�i n v est�m e nt fr o�m i n v est ors, b a n ks,�pri v at e�i n v est ors, a n d�c or p or at e�i n v est ors, w hi c h�t h e�
g o v er n�m e nt�h as,�i n f air n ess t o t h e�m,�e n c o ur a g e d�t h e�m r e c e ntl y a n d�h as�m a d e�s o�m e�a m e n d�m e nts�t o,�
a n d�it’s b e e n�gr e at�b ut�t h er e n e e ds�t o b e�als o�a�c o�m p ulsi o n�o n�t h e b a n ks.�”�

S�m all�fi n a n ci al�i nstit uti o n�
B e s p�o k e�b u si n e s s�a d vi c e�a n�d�s u p p�ort�

M o st�S�M E s,�p a rti c ul a rl y�l e s s e x p e ri e n c e d�S�M E s�a n d�mi c r o- si z e d�b u si n e s s e s,�e x p r e s s e d�a�
p r ef e r e n c e�f o r i n c r e a s e d b u si n e s s�a d vi c e�c o n c e r ni n g�m a n a g e�m e nt,�c o a c hi n g,�a n d�s u p p ort�a s�w ell�
a s�i nf o r�m ati o n a b o ut�w h at�t h e b a n k s�o r�FI s�l o o k f o r i n b u si n e s s e s�t h e y w a nt�t o s u p p o rt�o r�l e n d�
m o n e y�t o.�
“If y o u�h a d�o p e n�i nf or�m ati o n, y o u�w o ul d�t h e n u n d erst a n d�w h at�t h e b a n ks�ar e�r e all y l o o ki n g f or i n y o ur�
a p pli c ati o n�t o a p pl y�f or m or e�c a pit al�t o gr o�w,�a n d�it w o ul d�gi v e�y o u�a�wi d er�c h oi c e.�If diff er e nt�b a n ks�
w er e�l o o ki n g at�it i n diff er e nt�w a ys,�y o u�w o ul d�k n o�w�w h o�t o a p pr o a c h,�a n d�y o u’�d�w ast e�l ess ti�m e.”�

Mi cr o-si z e d�b usi n ess,�W h ol es al e,�E ast�Mi dl a n ds�
“t h e W els h�D e v el o p�m e nt�B a n k,�I’�m c o n n e ct e d�i n wit h�t h e�m,�t h e y’�v e g ot�a n�a c c el er at e d�gr o�wt h�
pr o gr a�m m e�w hi c h�pr o vi d es,�s ort�of,�m a n a g e�m e nt,�c o a c hi n g,�a n d�s u p p ort,�a n d�t h at,�I’�v e f o u n d h el pf ul.�”�

S�m all-si z e d�b usi n ess,�A d�mi nistr ati v e�a n d�S u p p ort�S er vi c es�
H o�w e v e r,�o u r�i nt e r vi e�w e e s f r o�m S�M E s�e m p h a si s e d�t h at f o r t hi s a d vi c e�t o�b e�u s ef ul,�it s h o ul d b e�
b e s p o k e�t o t h ei r b u si n e s s e s�n e e d s�a n d�ai�m s.�
“It w o ul d�h a v e�t o b e�s p e ci fi c�t o t h e si z e�of�or g a nis ati o n�t h at w e�ar e.�Yes,�I t hi n k I’�v e h a d�s o�m e�w hi c h�
b e e n�v er y�h el pf ul,�a n d�ot h ers�w hi c h�h a v e�j ust b e e n,�y o u�k n o�w,�y o u’r e�t al ki n g t o m u c h�bi g g er�
or g a nis ati o ns�t h a n a�f a�mil y-r u n b usi n ess�li k e o urs,�a n d�t h e i nf or�m ati o n h as n’t�b e e n�as�r el e v a nt.”�

S�m all-si z e d�b usi n ess,�A d�mi nistr ati v e�a n d�S u p p ort�S er vi c es,�W al es�

I n t hi s r e s p e ct,�o n e�S M E�c o�m m e nt e d�o n�b ei n g�f r u st r at e d wit h�b u si n e s s�a d vi c e�w hi c h�w a s�t o o�
g e n e r ali s e d�a n d�n ot�i n di vi d u al o r�i n- d e pt h e n o u g h,�d e s pit e�r e�m a r ki n g�t h at b u si n e s s�a d vi c e�
w o ul d�b e�d e si r a bl e.�
“I’�m si c k t o t h e hi g h�t e et h of�c o ns ult a nts.�C ert ai nl y,�c o ns ult a nts�t h at g et�gr a nt�f u n di n g fr o�m�
g o v er n�m e nt�s o ur c es.�T h at�will�c o�m e�i nt o y o ur�b usi n ess,�t ell y o u�t h e bl e e di n g�o b vi o us�a n d�t h e n�
dis a p p e ar.�S o,�I’�v e g ot�n o�ti�m e f or p e o pl e�li k e t h at.”�

Mi cr o-si z e d�b usi n ess,�M a n uf a ct uri n g,�S o ut h�W est�
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“I m e a n,�it w o ul d�h a v e�b e e n�ni c e�if I h a d�1,�p ossi bl y�2,�p e o pl e�w h o�a ct u all y�o v erl o o k e d�m y�pr oj e ct�a n d�
s ai d,�’ T his is w h at�y o u�n e e d�t o d o�n o�w,�t his is w h at�y o u�n e e d�t o d o�n o�w.�”�

Mi cr o-si z e d�b usi n ess,�Pr of essi o n al,�S ci e nti ti c�a n d�Te c h ni c al�A cti viti es�
Ot h e r�S�M E s�n ot e d�t h at t h o s e wit h�s p e ci fi c�b u si n e s s�e x p e rti s e�i n t h ei r�s e ct o r�w o ul d�b e�h el pf ul,�
wit h�o n e�s u g g e sti n g�t h at t h e y s h o ul d�p r o vi d e�o n e-t o- o n e�h el p�w h e n�r e q ui r e d.�
“If t h e b a n ks�h a v e�a�m a n uf a ct uri n g�e x p ert�w h os e�e v er y�d a y�is l o o ki n g at�w h at’s�h a p p e ni n g�i n�
m a n uf a ct uri n g,�t h e y c o ul d�c h all e n g e�us.�”�

M e di u�m-si z e d�b usi n ess,�W h ol es al e,�S o ut h�E ast�
“I m e a n,�it w o ul d�h a v e�b e e n�ni c e�if I h a d�1,�p ossi bl y�2,�p e o pl e�w h o�a ct u all y�o v erl o o k e d�m y�pr oj e ct�a n d�
s ai d,�‘ T his is w h at�y o u�n e e d�t o d o�n o�w’. ”�

Mi cr o-si z e d�b usi n ess,�Pr of essi o n al,�S ci e nti fi c�a n d�Te c h ni c al�A cti viti es,�L o n d o n�
O u r�FI s’�i nt e r vi e�w e e s al s o�f elt t h at b u si n e s s�a d vi c e�w a s�n e e d e d�a�m o n g�S�M E s,�p a rti c ul a rl y�t h e�
y o u n g e r�o n e s�a n d�t h e�o n e s�m a n a g e d�b y�t h ei r�o�w n e r s,�a s�t hi s�w o ul d�h el p�t h e�m p ut�t o g et h e r�
st r o n g�fi n a n ci al�p r o p o s al s.�
“Yes,�I’ll j ust a d d�t o t h at,�a n d�it’s i n e vit a bl e b ut�t h e r el ati v e s o p histi c ati o n�of�t h e b orr o�w er,�or�t h e�
pr os p e cti v e�b orr o�w er.�B e c a us e�s o�m e�p e o pl e�j ust c o�m e�wit h�v er y�littl e i nf or�m ati o n a n d�e x p e ct�us�t o�
b uil d�t h e c as e�f or t h e�m.�A n d�a l ot of�t h e b usi n ess es,�S M Es�w o n’t�h a v e�a n�F D,�a str at e g y�t e a�m,�y o u�k n o�w,�
it’s oft e n�o�w n er- m a n a g e d.�A n d�s o�t h at l e v el of�u n d erst a n di n g�t h at t h at o�w n er- m a n a g er�mi g ht�h a v e�
a b o ut�a�b usi n ess�a n d�h o�w�t o c o nstr u ct�a�l e n di n g pr o p os al�a n d�pr es e nt�it t o a�b a n k,�it v ari es�wil dl y.�Fr o�m�
p e o pl e�w h o�lit er all y c o�m e�wit h�it all�i n t h eir h e a d,�t o p e o pl e�w h o�m a y�h a v e�e�m pl o y e d�a n�a c c o u nt a nt�
a n d�c o�m e�wit h�a p a c k�a n d�a b usi n ess�pl a n�a n d�t h eir st or y,�m a p p e d�o ut.�S o,�if e v er y b o d y�c a�m e�wit h�a�
p a c k�a n d�t h eir st or y�m a p p e d�o ut,�writt e n�b y�s o�m e b o d y�w h o�is fi n a n ci all y�a d e pt,�t h at w o ul d�m a k e�lif e a�
l ot e asi er�f or b a n ks.�B ut�w e�r e alis e t h at i n t h e S�M E�m ar k et,�t h at’s n ot�al�w a ys�g oi n g�t o b e�t h e c as e. ”�

Hi g h�str e et b a n k�
W hil e� e m p at hi si n g�wit h�t h e n e e d�f o r b u si n e s s�a d vi c e�a n d�g ui d a n c e,�hi g h�st r e et�b a n k s�di d�n ot�
al�w a y s�f e el t h at�p r o vi di n g�t ail o r e d g ui d a n c e�a n d�b u si n e s s�a d vi c e�t o S�M E s�w a s�p a rt�of�t h ei r�
r e p e rt oi r e�of�r e s p o n si biliti e s.�
“A n d�t h e n,�I t hi n k,�all�of�t h os e t hi n gs t h at y o u�c a n�all�d o�o n c e,�w h at�w e�c a n�tr y a n d�b e�is as�cl e ar�as�w e�
c a n�r e as o n a bl y b e�a b o ut�t h e pr o c ess�a n d�w h at�t h at will�i n v ol v e a n d�w h at�w e�n e e d�t o h a v e.�A n d�t h e n�
w or k�t hr o u g h ot h er�b o di es�t o m a k e�s ur e�t h at b usi n ess es�u n d erst a n d�w h at�t h eir r e q uir e�m e nts or�
o bli g ati o ns�ar e.�”�

Hi g h�str e et b a n k�
F u rt h e r�m o r e,�o n e�s�m all FI�hi g hli g ht e d�t h e i�m p o rt a n c e of�fi n a n c e�a d vi s o r s:�
“S o,�t h e p oi nt�is t h e a d vis ors�ar e�h el pi n g�t h e�m pr e p ar e�t h e�ms el v es i n t er�ms of�t h eir a p pli c ati o n,�b ut�als o�
d et er�mi ni n g�w hi c h�s ort�of�l e n d er is ri g ht f or t h e�m,�b e c a us e,�y o u�k n o�w,�t h e y m a d e�n e e d�a diff er e nt�s ort�
of�fi n a n c e�t o us.�”�

S�m all�fi n a n ci al�i nstit uti o n�
C o n s e q u e ntl y,�o u r�r e s e a r c h�s u g g e st s�t h at S�M E s�w o ul d�li k e t o s e e�m o r e�b e s p o k e�b u si n e s s�a d vi c e�
b ei n g�p r o vi d e d,�b ut�FI s,�i n p a rti c ul a r�hi g h�st r e et�b a n k s,�d o�n ot�t hi n k t hi s i s a�n e e d�t h e y s h o ul d b e�
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t h e�o n e s�t o f ul til.�
I n cr e a s e d p u�bli c�fi n a n ci al�pr o vi si�o n�w el c o�m e d,�if t h e y�i�m pr o v e m ar k et�c o n di fi�o n s�

S o�m e�S�M E s�n ot e d�t h at t h e y h a d�p o siti v e�e x p e ri e n c e s�wit h�p u bli cl y�o�w n e d�fi n a n ci al�p r o vi d e r s.�
N ot a bl y,�t w o S�M E s�c o�m m e nt e d�o n�t h ei r�p o siti v e�e x p e ri e n c e s�wit h�t h e [ P u bli c b a n k],�wit h�o n e�
S M E�c o�m m e nti n g�t h at t h e y w o ul d�“ al�w a y s b e�s u p p o rti v e”�of�t h e�b a n k�a s�a r e s ult�of�t h e a c c e s s�t o�
fi n a n c e�t h e y�p r o vi d e d.�
“T his�p arti c ul ar�b a n k�w o ul d n’t�s u p p ort�us�o n�a gr e e n�l o a n f or t h e al u�mi ni u�m,�s o�t his g ets�a littl e bit�
i nt er esti n g is t o g et�t o a�gr e e n er�al u�mi ni u�m,�w e’r e�t h e o nl y�p e o pl e�w h o�w a nt e d�it at�t h e m o�m e nt,�s o�w e�
h a d�t o b u y�t h e mi ni�m u�m�q u a ntit y�w hi c h�w as�1 0�t o n n es,�s o�w e�n o�w�o�w n�s o�m e�al u�mi ni u�m,�b ut�t h a n ks�
f or t h e [ P u bli c b a n k],�w h o�I’ll al�w a ys�b e�s u p p orti v e�of,�t h e y g a v e�us�a gr e e n�l o a n.”�

M e di u�m-si z e d�b usi n ess,�W h ol es al e,�Y or ks hir e�a n d�T h e�H u�m b er�
A d diti o n all y,�a n ot h e r�S�M E�n ot e d�t h e i�m p o rt a nt r ol e�t h at p u bli c�b a n k s�c a n�pl a y�i n a s si sti n g�wit h�
r e gi o n al d e v el o p�m e nt.�D e s pit e�t hi s,�t h e y�di d�al s o�n ot e�t h e dif fi c ulti e s�t h e y�a r e�c u r r e ntl y�h a vi n g�
i n a c c e s si n g�fi n a n c e�f r o�m t h e s a�m e�p u bli c�b a n k.�
“S o,�w e’ v e�h a d�h el p�wit h�t hi n gs li k e t h e [ P u bli c b a n k]�…�a n d�t h at h as�b e e n�p arti c ul arl y�h el pf ul�t o us�i n�
t h e p ast.�I s a y,�at�t h e m o�m e nt,�w e’r e�n ot�q uit e�hitti n g�t h eir crit eri a,�w hi c h�is a�bit�fr ustr ati n g,�b ut,�y es,�I�
t hi n k t h at w o ul d�b e�q uit e�h el pf ul,�a n d�p arti c ul arl y�i n t er�ms of�t ar g eti n g r e gi o ns.”�

S�m all-si z e d�b usi n ess,�A d�mi nistr ati v e�a n d�S u p p ort�S er vi c es,�W al es�
T hi s�s a�m e�p a rti ci p a nt�c o�m�m e nt e d�t h at t h e c h a n g e�t o t h e m a r k et�t h e y w o ul d�m o st�li k e t o s e e�
w o ul d�b e�G o v e r n�m e nt�g u a r a nt e e�s c h e�m e s,�f a v o u ri n g a n�i n c r e a s e i n t h e�s u p p o rt�p r o vi d e d�b y�
p u bli cl y�o�w n e d�fi n a n ci al�p r o vi d e r s,�a s�it w o ul d�eff e ct u at e�a n�i n c r e a s e i n t h e a v ail a bilit y�of�
fi n a n ci al�p r o d u ct s.�
“I t hi n k it pr o b a bl y�is t h e g o v er n�m e nt- b a c k e d f u n di n g b e c a us e�c o�m�m er ci all y,�it d o es n’t�s e e�m t o b e�
w or ki n g.�It’s q uit e�h ar d�t o g et�f u n di n g.”�

S�m all-si z e d�b usi n ess,�A d�mi nistr ati v e�a n d�S u p p ort�S er vi c es,�W al es�
D e s pit e�t hi s,�a n ot h e r�p a rti ci p a nt�n ot e d�t h at t hi s�a p p r o a c h,�i n t h e c o nt e xt�of�e x p o rt�fi n a n c e,�h a d�
n ot�i n c r e a s e d a c c e s s�t o fi n a n c e�f o r t h ei r�S�M E.�
“T h e�f a ct t h at it’s u n d er�writt e n�b y�t h e U�K�Tr e as ur y,�or�w hi c h e v er�w a y�y o u�w a nt�t o l o o k at�it, U�K�
g o v er n�m e nt,�it s o u n ds�li k e t h e p erf e ct�s ol uti o n.�B ut�it all�sits�wit h�h o�w t h e or g a nis ati o n�w h o’s�t h e fr o nt�
t o us�d e ci d e�t o d o�it.�A n d�w h at�w e’ v e�str u g gl e d�wit h�is, if t h e y’�v e g ot�8 0�p er�c e nt b a c k e d�b y�t h e Tr e as ur y,�
w h y�ar e�t h e y n ot�b ei n g�m or e�s u p p orti v e�of�us?�T h e y’�v e�g ot�2 0�p er�c e nt�at�ris k.”�

M e di u�m-si z e d�b usi n ess,�W h ol es al e,�S o ut h�E ast�
Hi g h�st r e et�b a n k s�t h e�m s el v e s�n ot e d�a f e�w i s s u e s wit h�g o v e r n�m e nt�l o a n s c h e�m e s:�
“T h e�s m all fir�m l o a ns g u ar a nt e e,�t h er e w er e�s o�m a n y�c a v e ats,�a n d�ulti�m at el y�t h e first�ti�m e t h e b a n k�
e v er�c alls�u p o n�a�g u ar a nt e e�t h er e’s,�’�O h, y o u�di d n’t�d o�t his pr o p erl y,’�a n d�t h e n it j ust, s ort�of,�d o es n’t�
r e�all y�l�a�n�d.”�

Hi g h�str e et b a n k�
“Y o u�k n o�w,�w e’ v e�h a d�t e c h ni c al c h all e n g es.�[...] t h e B o u n c e�B a c k�L o a n�S c h e�m e�w as�a�l ar g e c h all e n g e�t o�
all�of�t h e b a n ks�t h at t o o k p art,�j ust b e c a us e�of�t h e v er y�c o�m pr ess e d�ti�m es c al es t h at it t o o k.�I w as�n ot�
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cl os e�t o t his,�b ut�m y�u n d erst a n di n g�is t h at [ hi g h str e et b a n k]�g a v e�v er y�s eri o us�c o nsi d er ati o n�t o n ot�
p arti ci p ati n g�i n t h e B o u n c e�B a c k�L o a n�S c h e�m e�at�t h e p oi nt�it w as�d o n e,�b e c a us e�w e�f elt t h at it w as�
i ns uf ti ci e nt ti�m e t o d o�e v er yt hi n g�t h at n e e d e d�t o b e�d o n e.�”�

Hi g h�str e et b a n k�
N o n et h el e s s,�o n e�of�t h e�s�m all l e n d e r s i nt e r vi e�w e d m e nti o n e d�h o�w�t h e�B u si n e s s�B o u n c e�B a n k�
L o a n s�i n di r e ctl y h el p e d�t h e�m d u ri n g�C o vi d,�si n c e�it all o�w e d�b u si n e s s e s�t o r e p a y�t h e�m a n d,�i n�
t u r n,�t h e y w e r e�a bl e�t o l e n d t o�ot h e r�b u si n e s s e s:�
“As�it t ur n e d o ut,�y es,�w e�h a d�a n�ast o nis hi n gl y�b us y�ti�m e a n d�w e�s u p p ort e d l ots of�b usi n ess es�b ut�w e�
di d n’t�s e e�t h e a d v ers e�eff e cts�at�all.�I m e a n,�t h at’s g ot�t o b e�d o�w n�t o t h e g o v er n�m e nt�g u ar a nt e es�b ut�t h e�
ot h er�t hi n g is t h e B usi n ess�B o u n c e�B a n k�l o a ns.�L o a ds�of�b usi n ess es�t o o k t h e�m o ut�a n d�us e d�t h os e t o�
r e p a y us,�s o�w e�s a�w o ur�c a pit alis ati o n�or�o ur�li q ui dit y i�m pr o v e si g ni fi c a ntl y�d uri n g�t h at p eri o d�of�ti�m e,�
w hi c h�t h e n e n a bl e d�us�t o s u p p ort�ot h er�b usi n ess es.�S o,�it w or k e d�q uit e�w ell.�”�

S�m all�fi n a n ci al�i nstit uti o n�
F u rt h e r�m o r e,�o n e�S�M E�i�m pli e d t h at t r a n s p a r e n c y�m a y�b e�hi g h e r�f r o�m a�p u bli cl y�o�w n e d�fi n a n ci al�
i n stit uti o n, w hi c h�w o ul d�b e�p o siti v e.�
“Yes,�if t h er e w as�s o�m e�tr a ns p ar e n c y t h at y o u�j ust k n o�w t h at y o u’r e�g etti n g�a f air d e al�t h e n y es,�t h at�
w o ul d�b e�ni c e,�b ut�I m e a n,�a g ai n,�if t h at f a cilit y w er e�g oi n g�t o b e�c h ar gi n g�y o u�5�t o 7�p er�c e nt�f or b a n k�
b as e,�t h at’s t h e p oi nt,�it n e e ds�t o b e�t h er e f or a�r e as o n.�T h e�r e as o n m ust�b e�t o m a k e�t hi n gs aff or d a bl e�
f or f ut ur e i n v esti n g i n pr o d u ct�i�m pr o v e�m e nts or�pr o d u cti vit y�i�m pr o v e�m e nts.”�

Mi cr o-si z e d�b usi n ess,�M a n uf a ct uri n g,�S o ut h�W est�
H o�w e v e r,�w h at�t hi s c o�m m e nt�al s o�hi g hli g ht s�w a s�a s e nti�m e nt�s h a r e d b y�a n u�m b e r�of�p a rti ci p a nt s�
t h at p u bli cl y�o�w n e d�fi n a n ci al�p r o vi d e r s�a r e�v al u a bl e�i n s of a r a s�t h e y f a cilit at e i�m p r o v e d�
c o n diti o n s�i n t h e�S�M E�fi n a n ci n g�m a r k et,�m o st�n ot a bl y�f o r t h e c o st�of�fi n a n ci al�p r o d u ct s.�

“It’s all�a b o ut�w h at�t h e y w er e�c h ar gi n g�….�S o�if t h er e w as�a�fi n a n ci al�i nstit uti o ns t h at w as�p u bli c�f u n d e d�
a n d�w o ul d�gi v e�us�si�mil arl y�g o o d�r at es,�a n d�off er�us�s o�m e�of�t h e ot h er�fi n a n ci al�s ol uti o ns,�I w o ul d�l o v e�
it.”�

M e di u�m-si z e d�b usi n ess,�W h ol es al e,�S o ut h�E ast�
T h e r ef o r e,�o u r�r e s e a r c h�s u g g e st s�t h at p u bli c�r e s o u r c e s�s e e�m h el pf ul�w h e n�S M E s�a r e�a bl e�t o�
a c c e s s�t h e�m,�b ut�it s t r a n s�mi s si o n�vi a�p ri v at e�fi n a n ci al�i n stit uti o n s h a s�b e e n�s o�m eti�m e s�dif fi c ult.�
F u rt h e r�m o r e,�S�M E s�n ot e d�t h at t h e v al u e�of�di r e ct�p u bli c�i nt e r v e nti o n t h r o u g h�a�p u bli c�fi n a n ci al�
i n stit uti o n w o ul d�b e�gi v e n�b y�t h e e xt e nt�t o�w hi c h�it i�m p r o v e s m a r k et�c o n diti o n s,�i n p a rti c ul a r�
off e ri n g�c h e a p e r�r at e s.�

A.�5� M a r k et�E n g�a g e�m e�nt�K e�y�Fi�n di�n g s�
C o st�w a s�a k e y�c o n si d er a�fi o n�a n d�h a�d b e c o�m e�a pr o bl e�m i n r e c e nt�y e ar s�

O u r�r e s e a r c h�s u g g e st s�t h at�c o st�i s a�c e nt r al�c o n si d e r ati o n�t o�S�M E s�w h e n�d e ci di n g�w h et h e r�t o�
a c c e s s�fi n a n c e,�a n d�t h e�r e c e nt i n c r e a s e s i n i nt e r e st r at e s�h a v e�m a d e�a c c e s si n g�fi n a n c e�l e s s�
aff o r d a bl e.�T hi s�i s i n s pit e�of�p a rti ci p a nt s�w a nti n g�t o u s e�fi n a n c e�t o h el p�g r o�w t h ei r�b u si n e s s e s.�
Wit h� s m all e r�fi n a n ci al�i n stit uti o n s t e n di n g�t o off e r�hi g h e r�i nt e r e st r at e s,�alt e r n ati v e s�t o l a r g e r�
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ti n a n ci al�i n stit uti o n s a r e�li�mit e d.�
Ri s k�a v er si�o n�fr o�m fi n a n ci al�i n s�fit u�fi o n s h a s�hi n d er e d�a c c e s s�t o�fi n a n ci al�pr o d u ct s�f or�S�M E s�

S o�m e�S�M E s�n ot e d�t h at l a r g e r fi n a n ci al�i n stit uti o n s h a d�b e c o�m e�m o r e�ri s k�a v e r s e�i n r e c e nt�y e a r s.�
A s�a r e s ult,�t hi s h a s�i m p a ct e d t h ei r c a p a cit y�t o�a c c e s s�fi n a n c e,�p u s hi n g�t h e�m t o�w a r d s�m o r e�
e x p e n si v e,�s m all e r�fi n a n ci al�i n stit uti o n alt e r n ati v e s.�A s�a r e s ult,�t hi s h a s�al s o�m a d e�fi n a n c e�l e s s�
aff o r d a bl e.�C o n s e q u e ntl y,�s ol uti o n s�w hi c h�c o ul d�t r y t o a ct�c o u nt e r- c y cli c all y�a n d�p r o vi d e�
fi n a n c e�w h e n�S�M E s�r e q ui r e�it a n d�w h e n�l a r g e r fi n a n ci al�i n stit uti o n s a r e�n ot�willi n g�t o off e r�it,�
w o ul d�b e�w el c o�m e d.�
S�M E s�w o ul d�li k e str o n g er�r el a�fi o n s hi p s�wit h�fi n a n ci al�i n s�fit u�fi o n s b ut�b a n k s�d o n ot�fi n d�it�
n�e c�e s s�ar�y�

O u r�r e s e a r c h�s u g g e st s�t h at S�M E s�w o ul d�li k e st r o n g e r�r el ati o n s hi p s�wit h�fi n a n ci al�i n stit uti o n s�
g oi n g�f o r�w a r d.�T hi s�c o ul d h el p�p r o vi d e�cl a rit y�o n�h o�w t o g o�a b o ut�a c c e s si n g�fi n a n c e�f o r S�M E s�
w h o�a r e�n ot�f a�mili a r wit h�t hi s,�a n d�h el p�t h e�m n e g oti at e�t h e�t e r�m s�of�t h ei r�fi n a n ci al�a g r e e�m e nt s.�
T hi s�c o ul d�t a k e�s h a p e�t h r o u g h t h e i n c r e a s e d p r e s e n c e�of�r e gi o n al�r el ati o n s hi p�m a n a g e r s�a n d�a�
m o r e�r el ati o n s hi p- b a s e d�a p p r o a c h�t o�fi n a n ci n g�d e ci si o n�m a ki n g�b y�fi n a n ci al�i n stit uti o n s.�
H o�w e v e r,�wit h�l a r g e r fi n a n ci al�i n stit uti o n s s e e�mi n gl y�n ot�s h o�wi n g�a n�a p p etit e�t o i n c r e a s e t h ei r�
r el ati o n s hi p�m a n a g e�m e nt�i n t h e�w a y s�s u g g e st e d b y�S M E s,�a n d�s m all e r�fi n a n ci al�i n stit uti o n s n ot�
off e ri n g�t hi s�t o�a�n oti c e a bl e�d e g r e e�t o p a rti ci p a nt s,�p u bli c�i nt e r v e nti o n f o r p r o�m oti n g�it m a y�
b e n e flt�S�M E s.�
F u rt h e r�m o r e,�i nt e r vi e�w e d b a n k s�p oi nt e d�o ut�t h at b r a n c h�cl o s u r e s�h a v e�b e e n�m oti v at e d�b y�
d e cli ni n g�f o otf all,�w h e r e a s�S�M E s�i d e ntif y t h e s e cl o s u r e s�a s�o n e�b a r ri e r�t o S�M E s’�a c c e s s�t o�
fl n a n c e.�H o�w e v e r,�b a n k s�hi g hli g ht�t h at t h e s u b stit uti o n�of�r el ati o n s hi p�b a n ki n g�wit h�t h e u s e�of�
“ h a r d’’�i nf o r�m ati o n a n d�a ut o�m ati o n�h a v e�r e s ult e d i n t h e e x p a n si o n�of�c r e dit�r el ati v e�t o�
r el ati�o�n s�hi�p�a�p�p r�o a c�h e s.�

S�M E s�w o ul d�li k e m�or e�b e s p�o k e�b u si n e s s�a d vi c e�a n d�s u p p�ort�b ut�b a n k s�t hi n k t hi s�i s a n�ar e a�f or�
ot h er�b o di e s�i nt er v e n�fl o n�

M o st�S M E s�d e�m o n st r at e d�a p r ef e r e n c e�f o r i n c r e a s e d b u si n e s s�a d vi c e�c o n c e r ni n g�m a n a g e�m e nt,�
c o a c hi n g,�a n d�s u p p o rt�a s�w ell�a s�i nf o r�m ati o n a b o ut�w h at�t h e�b a n k s�o r�FI s�l o o k f o r i n b u si n e s s e s�
t h e y w a nt�t o�s u p p o rt�o r�l e n d m o n e y�t o.�FI s�al s o�n ot e d�t h e�i m p o rt a n c e of�p r o vi di n g�S M E s�wit h�
t h e�n e c e s s a r y�k n o�wl e d g e�a b o ut�t h e m a r k et,�b ut�r e�m a r k e d t h at t hi s i s a�g a p�n ot�f o r t h e�m t o�flll.�

Fi n a n ci al�i n s�fit u�fi o n s n�ot e d�t h e�i�m p�ort a n c e of�b e�fi er�c u st�o�m er�d at a�a n d�e v al u a�fi o n�pr o c e s s e s�
f or�q ui c k er�a p pli c a�fl o n�o ut c o�m e s�

Fi n a n ci al�i n stit uti o n s p oi nt e d�o ut�t h e p ot e nti al�of�g r e at e r�c u st o�m e r�d at a�a c c e s s�( O p e n B a n ki n g�
a n d�O p e n�Fi n a n c e)�a n d�b ett e r�e v al u ati o n�p r o c e s s e s�t o�s p e e d�u p�a p pli c ati o n�r e s p o n s e s,�b ut�al s o�
st at e d�t h at alt e r n ati v e�l e n d e r s s u c h�a s�C D FI s�c o ul d fill�a p ot e nti al�e xi sti n g�g a p�i n l o a n v al u e s,�
p o s si bl y�i n c o o p e r ati o n�wit h�l a r g e b a n k s.�

B� A p�p e�n di x�- R o b�u st�n e s s�
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B. 1� N o�n- a p�pli c�ati o�n�
Ta bl e�2 6�a n d�2 7�, r e s p e cti v el y,�p r e s e nt�t h e�e sti�m at e d�m a r gi n al�eff e ct�of�h a vi n g�a�st r o n g�
r el ati o n s hi p�wit h�t h e m ai n�b a n k�o n�t h e li k eli h o o d of�n ot�p a rti ci p ati n g�i n t h e e xt e r n al�ti n a n c e�
m a r k et,�gi v e n�t h e n e e d�f o r e xt e r n al�fi n a n c e,�a n d�o n�t h e li k eli h o o d of�b ei n g�c r e dit�c o n st r ai nt�u p o n�
a�p�pli c ati�o�n.�

T h e�e sti�m at e s�a r e�d e ri v e d�f r o�m a�p r o bit�m o d el�a p pli e d�t o�a m at c h e d�s a�m pl e�o bt ai n e d�t h r o u g h�
p r o p e n sit y�s c o r e�m at c hi n g.�I n e sti�m ati n g�t h e�p r o p e n sit y�s c o r e�f o r h a vi n g�a st r o n g�r el ati o n s hi p�
wit h�t h e m ai n�b a n k,�w e�f oll o�w t h e r e c o�m�m e n d ati o n s�of�D u�G off�et�al.�(2 0 1 4 ). W e� u s e�s u r v e y�
w ei g ht s�al o n g�wit h�t h e f oll o�wi n g c o v a ri at e s:�t h e�y e a r�t h e s u r v e y�w a s�c o n d u ct e d,�t h e D u n�a n d�
B r a d st r e et�Ri s k�R ati n g�( a b o v e a v e r a g e�o r�n ot),�d u�m�m y�v a ri a bl e s�f o r st a n d a r d�e c o n o�mi c�r e gi o n s,�
i n d u st r y cl a s si fi c ati o n,�l e g al f o r�m s,�w h et h e r�t h e S�M E�h a s�e x p e ri e n c e d�p r e vi o u s�r ej e cti o n,�t h e�
S M E’�s t u r n o v e r�i n t h e l a st y e a r,�t h e�S M E’�s a g e,�w h et h e r�t h e S�M E�h a s�si g ni fi c a ntl y�i m p r o v e d it s�
b u si n e s s�i n t h e�p a st�t h r e e�y e a r s,�t h e d e g r e e�of�n o n- r eli a n c e�o n�e xt e r n al�fi n a n c e�f o r g r o�wt h,�a n d�
w h et h e r�t h e�o�w n e r�h a s�ot h e r�b u si n e s s e s.�

T h e�c ali p e r�i s s et�t o o n e- q u a rt e r�of�t h e�st a n d a r d d e vi ati o n�of�t h e p r o p e n sit y�s c o r e,�a s�
r e c o�m�m e n d e d b y�St u a rt�a n d�R u bi n�(2 0 0 8 ). M at c hi n g�i s p e rf o r�m e d�u si n g�1-t o- 1�n e a r e st�
n ei g h b o u r�m at c hi n g�wit hi n�t h e c ali p e r�r a n g e.�T h e�c al c ul at e d�p r o p e n sit y�s c o r e�w ei g ht�i s t h e n�
m ulti pli e d�b y�t h e�e xi sti n g�s u r v e y�w ei g ht�f o r e a c h�i n di vi d u al t o c r e at e�a n e�w “ c o�m bi n e d w ei g ht”,�
w hi c h�i s u s e d�a s�t h e w ei g ht�v a ri a bl e�i n t h e p r o bit�m o d el�of�n o n- p a rti ci p ati o n�o n�t h e m at c h e d�
s a�m pl e,�f oll o�wi n g t h e m et h o d ol o g y�of�D u�G off�et�al.�.�

Fi g u r e�3 4�s h o�w s�t h e o v e rl a p�of�t h e�p r o p e n sit y�s c o r e s�f o r h a vi n g�a st r o n g�r el ati o n s hi p�wit h�t h e�
m ai n�b a n k�(t r e at e d) a n d�n ot�h a vi n g�a st r o n g�r el ati o n s hi p�wit h�t h e�m ai n�b a n k�( c o nt r ol).�

Ta bl e�2 6:�T h e�i�m p a ct of�r el ati o n�wit h�m ai n�b a n k�o n�n o n- p a rti ci p ati o n:�E sti�m at e d�Eff e ct s�f r o�m a�
P r o bit�M o d el�U si n g�P r o p e n sit y�S c o r e�M at c hi n g�

D e p e n d e nt�V ari a bl e:�n o n‐ p ar�fi ci p a�fi o n�
St r o n g�R el ati o n� - 0.�0 9 6 * * *�

[- 4.�0�9]�
O b s e r v ati o n s� 8 4 6 1�
p- v al u e�of�g o o d n e s s- of- fit�t e st� 0.�9 9 6�

N ot e:�M a r gi n al�eff e ct�r e p o rt e d.�Fi g u r e s�i n b r a c k et s�a r e�t- st ati sti c s.�* i n di c at e s p�<�. 1 0, * *�i n di c at e s p�<�. 0 5, * * *�i n di c at e s p�<�. 0 1.�

1 4 6�



               
         

      

   

 

  

     

                        

           

   

   

                  

         

 
      

 
 

               

                      

                

                

                     

                 

                   

 

Ta bl e�2 7:�T h e�I�m p a ct�of�t h e�R el ati o n s hi p�wit h�t h e�M ai n� B a n k�o n�C r e dit�C o n st r ai nt:�E sti�m at e d�
Eff e ct s�f r o�m a�P r o bit�M o d el�U si n g�P r o p e n sit y�S c o r e�M at c hi n g�

D�e�p�e�n�d�e�nt�V�ari�a�bl�e:�Cr�e�dit�C�o�n�str�ai�nt�U�p�o�n�A�p�pli�c�a�ti�o�n�
St r�o�n�g�R�el�ati�o�n� - 0.�1�3�8 * * *�

[- 3.�4�7]�
O�b�s�e r�v�ati�o�n�s� 3�1�4�6�
p- v�al�u�e�of�g�o�o�d�n�e�s�s- of- fit�t�e�st� 0.�9�9�6�

N ot e:�M a r gi n al�eff e ct�r e p o rt e d.�Fi g u r e s�i n b r a c k et s�a r e�t- st ati sti c s.�* i n di c at e s p�< . 1 0, * *�i n di c at e s p�< . 0 5, * * *�i n di c at e s p�< . 0 1.�

Fi g u r e�3 4:�O v e rl a p�of�t h e p r o p e n sit y�s c o r e�of�t r e at�m e nt�a n d�c o nt r ol�

B.�2� Fi�n a n c e�G a p�

B.�2.�1� Pr e di c�fi v e�P o�w er�

T o�a s s e s s�t h e�a bilit y�of�p r e di cti o n�of�o u r�m ai n�c o u nt r y�m o d el s,�w e�u s e�t h e�B ri e r�s c o r e,�w hi c h�i s�
t h e�m e a n�s q u a r e d�e r r o r�of�t h e�f o r e c a st a n d�c o�m p ut e s�

∑N
1

B�=� ( P̂ ( A�A ) −�1 { A�A } ) 2 ,� ( 2 2)�
N�

n�= 1�

w h e r e�P̂ ( ·) i s t h e f o r e c a st e d p r o b a bilit y�of�t h e�j oi nt e v e nt�of�a p pli c ati o n�a n d�s u c c e s s,�a n d�
1�{ A�A�}�i s t h e a ct u al�o b s e r v e d�o ut c o�m e�of�t h e e v e nt�(0�if it d o e s�n ot�h a p p e n�a n d�1�if it d o e s).�N�i s�
t h e�s a�m pl e�si z e.�W e� p r o d u c e�t h e f o r e c a st s vi a�c r o s s- v ali d ati o n,�l e a vi n g 1 0�% of�t h e�s a�m pl e�o ut�of�
e sti�m ati o n�e a c h�ti�m e.�O u r�r e s ult s�p r o d u c e�0.�1 0 5�f o r t h e U K�m o d el,�0.�1 5 6�f o r t h e G e r�m a n�m o d el�
a n d�0.�1 9 3�f o r t h e�Fr e n c h�m o d el.�T h e�cl o s e r�t h e B ri e r�s c o r e�i s t o 0�t h e�b ett e r�a n d�t h e cl o s e r�it i s�
t o 1�t h e�w o r s e.�T h e r ef o r e,�t h e U K�m o d el�s h o�w s�t h e b e st�p r e di cti o n�a n d�t h e Fr e n c h�m o d el�s h o�w s�
t h e�w o r st.�Al s o,�it i s i�m p o rt a nt t o�n ot e�t h at�a B ri e r�s c o r e�cl o s e�t o 0.�2 5�i n di c at e s t h at,�o n�a v e r a g e,�
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t h e�m o d el�a s si g n s�a�p r o b a bilit y�of�0 .5�t o b ot h�e v e nt s�(0�a n d�1 ). 

B.�2.�2� Alt er n a�ti v e�M o d el s�

W h e n� u si n g�c at e g o ri c al�v a ri a bl e s,�it i s p o s si bl e�t h at t h e�n u�m b e r�of�o b s e r v ati o n s�f o r o n e�o r�s o�m e�
of�t h e c at e g o ri e s�i s v e r y�s�m all.�If t h e o ut c o�m e�v a ri a bl e�v al u e�i s diff e r e nt�f o r t h e s e c at e g o ri e s,�t h e�
c o r r e s p o n di n g�c o ef fi ci e nt s’�e sti�m at e s�c o ul d b e�v e r y�l a r g e, d et e r�mi ni n g�t h e o ut c o�m e.�H e n c e,�o u r�
m ai n�r e s ult s�c o�m bi n e d�t h e c at e g o ri e s�of�v a ri a bl e s�t o r e d u c e�t hi s ri s k.�N o n et h el e s s,�t hi s�m e a n s�
w e�l o s e t h e�p ot e nti al�h et e r o g e n eit y�of�eff e ct s�of�m o r e�c o�m p r e h e n si v e�c at e g o ri e s.�W e� t h u s�
p r e s e nt�s o�m e�alt e r n ati v e�e sti�m ati o n s�c o nt ai ni n g�all�a v ail a bl e�c at e g o ri e s�of�b u si n e s s�a g e�( Ta bl e�
2 8 ) a n d�e m pl o y�m e nt�( Ta bl e 2 9 ). A s�a r o b u st n e s s�c h e c k f o r p ot e nti al�p ri c e�eff e ct s�w hi c h�c o ul d�
e x pl ai n�o u r�m ai n�r e s ult s,�w e�u s e�t h e a v e r a g e�of�b u si n e s s�l o a n s i nt e r e st r at e s�a�m o n g�o u r�c o nt r ol�
v a ri a bl e s�( Ta bl e 3 0 ). All�t a bl e s a r e�f oll o�w e d b y�t h e di st ri b uti o n s�of�fitt e d�p r o b a biliti e s,�f o r w hi c h�
t h e�m e a n s�a r e�v e r y�si�mil a r�t o t h o s e�i n o u r�m ai n�r e s ult s.�

1 4 8�



               

  

      

       

      

        

      

          

      

         

      

         

      

           

      

         

      

        

      

         

      

      

    

T a bl e�2 8:�L o a n�a p pli c ati o n�s u c c e s s�p r o b a bilit y�( H e c k�m a n s el e cti o n�m o d el)�wit h�a g e�c at e g o ri e s�- C o ef ti ci e nt e sti�m at e s�

(I�nt e r c e pt)�

Mi c r o/s�m all�(�M S)�

T u r n o v e r�u p�t o 2�m�

A g e:�5- 9�y e a r s�

A g e:�2- 4�y e a r s�

A g e:�l e s s t h a n�2�y e a r s�

C r e dit�hi st o r y�i�m p r o v e d�

F a�mil y/i n di vi d u al�o�w n e r s hi p�

O�w n�c a pit al i�m p r o v e d�

O�w n�f u n d s e x p e ct ati o n�

U K�

−�0 .8 3�∗ ∗ ∗�

(�0.0�3)�

−�0 .3 3�∗ ∗ ∗�

(�0.0�5)�

−�0 .1 3�∗ ∗ ∗�

(�0.0�5)�

0 .1 3�∗ ∗ ∗�

(�0.0�3)�

0 .2 5�∗ ∗ ∗�

(�0.0�5)�

0 .3 8�∗ ∗ ∗�

(�0.0�8)�

0 .0 9�∗ ∗ ∗�

(�0.0�2)�

−�0 .0 9�∗ ∗ ∗�

(�0.0�2)�

−�0 .0 3�

(�0.0�2)�

0 .1 1�∗ ∗ ∗�

(�0.0�2)�

S el e cti�o�n�

G e r�m a n y�

−�0 .6 0�∗ ∗ ∗�

(�0.0�2)�

−�0 .1 5�∗ ∗ ∗�

(�0.0�3)�

−�0 .2 2�∗ ∗ ∗�

(�0.0�2)�

−�0 .1 1�∗ ∗ ∗�

(�0.0�3)�

−�0 .1 2�∗ ∗ ∗�

(�0.0�4)�

0�.0�7�

(�0.0�7)�

0�.0�1�

(�0.0�1)�

−�0 .0 8�∗ ∗ ∗�

(�0.0�2)�

0 .0 7�∗ ∗ ∗�

(�0.0�1)�

0 .1 1�∗ ∗ ∗�

(�0.0�2)�

Fr a�n c e�

−�0 .3 0�∗ ∗ ∗�

(�0.0�4)�

−�0 .1 7�∗ ∗ ∗�

(�0.0�4)�

−�0 .3 1�∗ ∗ ∗�

(�0.0�4)�

0�.0�1�

(�0.0�3)�

−�0 .1 9�∗ ∗ ∗�

(�0.0�5)�

0 .1 8�∗ ∗�

(�0.0�8)�

0 .1 4�∗ ∗ ∗�

(�0.0�2)�

−�0 .1 1�∗ ∗ ∗�

(�0.0�2)�

0 .1 5�∗ ∗ ∗�

(�0.0�2)�

−�0 .2 2�∗ ∗ ∗�

(�0.0�3)�

U K�

−�0 .2 3�

(�0.2�9)�

−�0 .3 0�∗ ∗ ∗�

(�0.0�7)�

−�0 .2 8�∗ ∗ ∗�

(�0.0�7)�

0 .1 4�∗ ∗ ∗�

(�0.0�5)�

−�0 .0 6�

(�0.0�7)�

0 .2 7�∗�

(�0.1�4)�

0 .1 9�∗ ∗ ∗�

(�0.0�4)�

−�0 .2 1�∗ ∗ ∗�

(�0.0�4)�

−�0 .0 1�

(�0.0�4)�

O ut c o�m e�

G e r�m a n y� Fr a n c e�

0 .5 9�∗� 2 .1 4�∗ ∗ ∗�

(�0.3�4)� (�0.3�4)�

−�0 .2 2�∗ ∗ ∗� 0 .2 4�∗ ∗ ∗�

(�0.0�5)� (�0.0�9)�

−�0 .4 1�∗ ∗ ∗� −�0 .4 6�∗ ∗ ∗�

(�0.0�5)� (�0.1�2)�

−�0 .1 4�∗ ∗� −�0 .2 4�∗ ∗ ∗�

(�0.0�6)� (�0.0�6)�

−�0 .1 5�∗� −�0 .3 5�∗ ∗ ∗�

(�0.0�8)� (�0.1�0)�

−�0 .5 1�∗ ∗ ∗� −�0 .4 1�∗ ∗ ∗�

(�0.1�3)� (�0.1�5)�

0 .2 0�∗ ∗ ∗� 0 .0 6�

(�0.0�3)� (�0.0�5)�

−�0 .1 7�∗ ∗ ∗� −�0 .0 8�

(�0.0�4)� (�0.0�5)�

0 .0 0� 0 .1 6�∗ ∗ ∗�

(�0.0�3)� (�0.0�6)�
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G r o�wt h�e x p e ct ati o n�

L e a si n g/�H P�a v ail a bilit y�

M a�n�uf a ct�u ri�n g/ c�o�n st r�u cti�o�n�

U n k n o�w n�i n d u st r y�

2 0 1 3�y e a r�d u�m�m y�

G�D P�g r o�wt h�p e r�c a pit a�

ρ�

M e di a n�C�D S�p ri c e�

G o v e r n�m e nt�b o n d�yi el d�

L o g�Li k eli h o o d�

N u�m.�o b s.�

C e�n s�o r e�d�

U K�

0 .1 3�∗ ∗ ∗�

(�0.0�3)�

−�0 .2 0�∗ ∗ ∗�

(�0.0�4)�

−�0 .0 4�

(�0.0�5)�

0 .0 6�∗ ∗�

(�0.0�3)�

0 .0 4�∗ ∗�

(�0.0�2)�

−�0 .0 2�∗ ∗ ∗�

(�0.0�0)�

0 .9 4�∗ ∗ ∗�

(�0.0�3)�

−�4 6 4 1�.3 7�

4 9 7 8�

4 1 9 8�

S el e cti�o�n�

G e r�m a n y�

0 .1 0�∗ ∗ ∗�

(�0.0�3)�

−�0 .2 0�∗ ∗ ∗�

(�0.0�3)�

0�.0�4�

(�0.0�3)�

0 .1 9�∗ ∗ ∗�

(�0.0�2)�

0 .2 5�∗ ∗ ∗�

(�0.0�2)�

−�0 .0 2�∗ ∗ ∗�

(�0.0�0)�

0 .8 0�∗ ∗ ∗�

(�0.0�9)�

−�9 9 3 0�.6 5�

7 0 8 1�

5 3 9 4�

Fr a�n c e�

0 .2 3�∗ ∗ ∗�

(�0.0�4)�

−�0 .1 1�∗ ∗ ∗�

(�0.0�4)�

0 .0 7�∗�

(�0.0�4)�

0 .0 5�∗�

(�0.0�3)�

0 .0 7�∗ ∗�

(�0.0�3)�

0 .0 7�∗ ∗ ∗�

(�0.0�1)�

−�0 .4 1�∗�

(�0.2�4)�

−�8 0 3 1�.4 7�

8 5 8 1�

5 6 7 1�

U K�

−�0 .0 5�

(�0.0�7)�

0 .2 6�∗ ∗ ∗�

(�0.0�5)�

0�.0�1�

(�0.0�4)�

0�.0�1�

(�0.0�1)�

0 .9 4�∗ ∗ ∗�

(�0.0�3)�

−�0 .0 9�

(�0.0�6)�

−�0 .0 8�∗ ∗ ∗�

(�0.0�3)�

−�4 6 4 1�.3 7�

4 9 7 8�

4 1 9 8�

O ut c o�m e�

G e r�m a n y�

0�.0�0�

(�0.0�5)�

0 .3 8�∗ ∗ ∗�

(�0.0�4)�

0 .6 0�∗ ∗ ∗�

(�0.0�7)�

0�.0�1�

(�0.0�1)�

0 .8 0�∗ ∗ ∗�

(�0.0�9)�

−�0 .1 4�∗ ∗ ∗�

(�0.0�4)�

−�0 .0 1�

(�0.0�1)�

−�9 9 3 0�.6 5�

7 0 8 1�

5 3 9 4�

Fr a�n c e�

−�0 .1 5�∗ ∗�

(�0.0�7)�

−�0 .0 9�

(�0.0�7)�

−�0 .1 0�∗�

(�0.0�6)�

0�.0�1�

(�0.0�2)�

−�0 .4 1�∗�

(�0.2�4)�

−�0 .1 2�∗�

(�0.0�7)�

−�0 .0 5�∗ ∗�

(�0.0�2)�

−�8 0 3 1�.4 7�

8 5 8 1�

5 6 7 1�

1
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S�el�e�cti�o�n� O�ut�c�o�m�e�

U�K� G�e r�m�a�n�y� Fr�a�n�c�e� U�K� G�e r�m�a�n�y� Fr�a�n�c�e�

O�b�s�e r�v�e�d� 7�8�0� 1�6�8�7� 2�9�1�0� 7�8�0� 1�6�8�7� 2�9�1�0�

∗�∗�∗�p�<�0�.0�1�;�∗�∗�p�<�0�.0�5�;�∗�p�<�0�.1�0�

1
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Fi g u r e�3 5:�J oi nt�p r o b a biliti e s�of�a p pl yi n g�f o r ti n a n c e�a n d b ei n g�s u c c e s sf ul P�( 1, 1 |x,�z ) a d di n g�m o r e�
a g e�c at e g o ri e s�t o m o d el�
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T a bl e�2 9:�L o a n�a p pli c ati o n�s u c c e s s�p r o b a bilit y�( H e c k�m a n s el e cti o n�m o d el)�wit h�si z e�c at e g o ri e s�- C o ef ti ci e nt e sti�m at e s�

(I�nt e r c e pt)�

1 0�– 4 9�e�m pl o y e e s�

5 0�– 2 4 9�e�m pl o y e e s�

2 5 0 +�e�m pl o y e e s�

T u r n o v e r�u p�t o 2�m�

Fi v e�o r�m o r e�y e a r s�a g e�

C r e dit�hi st o r y�i�m p r o v e d�

F a�mil y/i n di vi d u al�o�w n e r s hi p�

O�w n�c a pit al i�m p r o v e d�

O�w n�f u n d s e x p e ct ati o n�

U K�

−�1 .0 1�∗ ∗ ∗�

(�0.0�8)�

0 .1 4�∗ ∗�

(�0.0�6)�

0 .4 4�∗ ∗ ∗�

(�0.0�7)�

0 .3 8�∗ ∗ ∗�

(�0.1�2)�

−�0 .0 7�

(�0.0�5)�

−�0 .2 5�∗ ∗ ∗�

(�0.0�4)�

0 .0 9�∗ ∗ ∗�

(�0.0�2)�

−�0 .0 9�∗ ∗ ∗�

(�0.0�2)�

−�0 .0 3�

(�0.0�2)�

0 .1 1�∗ ∗ ∗�

(�0.0�2)�

S el e cti�o�n�

G e r�m a n y�

−�0 .8 3�∗ ∗ ∗�

(�0.0�5)�

0�.0�1�

(�0.0�3)�

0 .1 6�∗ ∗ ∗�

(�0.0�4)�

0 .2 9�∗ ∗ ∗�

(�0.0�6)�

−�0 .2 2�∗ ∗ ∗�

(�0.0�3)�

0 .0 5�∗�

(�0.0�3)�

0�.0�1�

(�0.0�1)�

−�0 .0 8�∗ ∗ ∗�

(�0.0�2)�

0 .0 7�∗ ∗ ∗�

(�0.0�1)�

0 .1 1�∗ ∗ ∗�

(�0.0�2)�

Fr a�n c e�

−�0 .7 1�∗ ∗ ∗�

(�0.0�6)�

0 .1 9�∗ ∗ ∗�

(�0.0�4)�

0 .3 5�∗ ∗ ∗�

(�0.0�6)�

0 .2 8�∗ ∗�

(�0.1�3)�

−�0 .1 9�∗ ∗ ∗�

(�0.0�4)�

0 .0 7�∗�

(�0.0�4)�

0 .1 4�∗ ∗ ∗�

(�0.0�2)�

−�0 .1 1�∗ ∗ ∗�

(�0.0�2)�

0 .1 5�∗ ∗ ∗�

(�0.0�2)�

−�0 .2 2�∗ ∗ ∗�

(�0.0�3)�

U K�

−�0 .5 2�∗�

(�0.3�1)�

0�.0�9�

(�0.0�8)�

0 .3 5�∗ ∗ ∗�

(�0.0�9)�

0 .4 1�∗ ∗�

(�0.1�7)�

−�0 .2 5�∗ ∗ ∗�

(�0.0�8)�

0�.0�3�

(�0.0�7)�

0 .2 1�∗ ∗ ∗�

(�0.0�4)�

−�0 .2 2�∗ ∗ ∗�

(�0.0�4)�

−�0 .0 2�

(�0.0�4)�

O ut c o�m e�

G e r�m a n y� Fr a n c e�

−�0 .0 7� 1 .9 8�∗ ∗ ∗�

(�0.3�1)� (�0.4�1)�

0 .1 1�∗� 0 .0 7�

(�0.0�6)� (�0.0�9)�

0 .2 9�∗ ∗ ∗� −�0 .1 6�

(�0.0�7)� (�0.1�3)�

0 .6 4�∗ ∗ ∗� −�0 .1 8�

(�0.1�2)� (�0.2�6)�

−�0 .3 7�∗ ∗ ∗� −�0 .4 7�∗ ∗ ∗�

(�0.0�5)� (�0.1�0)�

0 .2 6�∗ ∗ ∗� 0 .3 1�∗ ∗ ∗�

(�0.0�7)� (�0.0�8)�

0 .2 1�∗ ∗ ∗� 0 .0 6�

(�0.0�3)� (�0.0�5)�

−�0 .1 6�∗ ∗ ∗� −�0 .0 8�

(�0.0�4)� (�0.0�5)�

−�0 .0 1� 0 .1 5�∗ ∗ ∗�

(�0.0�3)� (�0.0�5)�
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G r o�wt h�e x p e ct ati o n�

L e a si n g/�H P�a v ail a bilit y�

M a�n�uf a ct�u ri�n g/ c�o�n st r�u cti�o�n�

U n k n o�w n�i n d u st r y�

2 0 1 3�y e a r�d u�m�m y�

G�D P�g r o�wt h�p e r�c a pit a�

ρ�

M e di a n�C�D S�p ri c e�

G o v e r n�m e nt�b o n d�yi el d�

L o g�Li k eli h o o d�

N u�m.�o b s.�

C e�n s�o r e�d�

U K�

0 .1 3�∗ ∗ ∗�

(�0.0�3)�

−�0 .2 1�∗ ∗ ∗�

(�0.0�4)�

−�0 .0 5�

(�0.0�5)�

0�.1�2�

(�0.1�0)�

0 .0 4�∗ ∗�

(�0.0�2)�

−�0 .0 2�∗ ∗ ∗�

(�0.0�0)�

0 .9 3�∗ ∗ ∗�

(�0.0�4)�

−�4 6 4 3�.4 2�

4 9 7 8�

4 1 9 8�

S el e cti�o�n�

G e r�m a n y�

0 .0 9�∗ ∗ ∗�

(�0.0�3)�

−�0 .2 0�∗ ∗ ∗�

(�0.0�3)�

0�.0�4�

(�0.0�3)�

0�.0�7�

(�0.0�5)�

0 .2 4�∗ ∗ ∗�

(�0.0�2)�

−�0 .0 2�∗ ∗ ∗�

(�0.0�0)�

0 .7 9�∗ ∗ ∗�

(�0.0�9)�

−�9 9 3 5�.1 1�

7 0 8 1�

5 3 9 4�

Fr a�n c e�

0 .2 3�∗ ∗ ∗�

(�0.0�4)�

−�0 .1 1�∗ ∗ ∗�

(�0.0�4)�

0�.0�5�

(�0.0�4)�

0�.1�0�

(�0.1�2)�

0 .0 6�∗ ∗�

(�0.0�3)�

0 .0 7�∗ ∗ ∗�

(�0.0�1)�

−�0 .3 6�

(�0.2�5)�

−�8 0 3 2�.1 6�

8 5 8 1�

5 6 7 1�

U K�

−�0 .0 5�

(�0.0�8)�

0�.2�2�

(�0.1�5)�

0�.0�2�

(�0.0�4)�

0�.0�1�

(�0.0�1)�

0 .9 3�∗ ∗ ∗�

(�0.0�4)�

−�0 .0 9�

(�0.0�6)�

−�0 .0 8�∗ ∗ ∗�

(�0.0�3)�

−�4 6 4 3�.4 2�

4 9 7 8�

4 1 9 8�

O ut c o�m e�

G e r�m a n y�

0�.0�1�

(�0.0�5)�

0�.0�9�

(�0.1�1)�

0 .6 0�∗ ∗ ∗�

(�0.0�7)�

0�.0�1�

(�0.0�1)�

0 .7 9�∗ ∗ ∗�

(�0.0�9)�

−�0 .1 3�∗ ∗ ∗�

(�0.0�4)�

−�0 .0 2�∗ ∗�

(�0.0�1)�

−�9 9 3 5�.1 1�

7 0 8 1�

5 3 9 4�

Fr a�n c e�

−�0 .1 4�∗ ∗�

(�0.0�7)�

−�0 .0 7�

(�0.2�4)�

−�0 .1 0�∗�

(�0.0�6)�

0�.0�2�

(�0.0�3)�

−�0 .3 6�

(�0.2�5)�

−�0 .1 2�∗�

(�0.0�7)�

−�0 .0 5�∗ ∗�

(�0.0�2)�

−�8 0 3 2�.1 6�

8 5 8 1�

5 6 7 1�
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S�el�e�cti�o�n� O�ut�c�o�m�e�

U�K� G�e r�m�a�n�y� Fr�a�n�c�e� U�K� G�e r�m�a�n�y� Fr�a�n�c�e�

O�b�s�e r�v�e�d� 7�8�0� 1�6�8�7� 2�9�1�0� 7�8�0� 1�6�8�7� 2�9�1�0�

∗�∗�∗�p�<�0�.0�1�;�∗�∗�p�<�0�.0�5�;�∗�p�<�0�.1�0�
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Fi g u r e�3 6:�J oi nt�p r o b a biliti e s�of�a p pl yi n g�f o r ti n a n c e�a n d b ei n g�s u c c e s sf ul P�( 1, 1 |x,�z ) a d di n g�m o r e�
si z e�c at e g o ri e s�t o m o d el�

1 5 6�



                  

  

      

       

      

        

      

           

      

           

      

         

      

        

      

         

      

      

   

     

   

     

 

T a bl e�3 0:�L o a n�a p pli c ati o n�s u c c e s s�p r o b a bilit y�( H e c k�m a n s el e cti o n�m o d el)�wit h�c o u nt r y�i nt e r e st r at e s�o n�l o a n s�- C o ef ti ci e nt e sti�m at e s�

(I�nt e r c e�pt)�

Mi c r o/s�m all�(�M S)�

T u r n o v e r�u p�t o 2�m�

Fi v e�o r�m o r e�y e a r s�a g e�

C r e dit�hi st o r y�i�m p r o v e d�

F a�mil y/i n di vi d u al�o�w n e r s hi p�

O�w n�c a pit al i�m p r o v e d�

O�w n�f u n d s e x p e ct ati o n�

G r o�wt h�e x p e ct ati o n�

L e a si n g/�H P�a v ail a bilit y�

U K�

−�0 .3 8�∗ ∗ ∗�

(�0.0�5)�

−�0 .3 2�∗ ∗ ∗�

(�0.0�2)�

−�0 .1 2�∗ ∗ ∗�

(�0.0�2)�

−�0 .2 7�∗ ∗ ∗�

(�0.0�2)�

0 .0 9�∗ ∗ ∗�

(�0.0�1)�

−�0 .1 0�∗ ∗ ∗�

(�0.0�1)�

−�0 .0 2�∗ ∗�

(�0.0�1)�

0 .0 6�∗ ∗ ∗�

(�0.0�1)�

0 .0 7�∗ ∗ ∗�

(�0.0�1)�

−�0 .0 4�∗ ∗ ∗�

S el e cti�o�n�

G e r�m a n y�

−�0 .8 9�∗ ∗ ∗�

(�0.0�2)�

−�0 .1 6�∗ ∗ ∗�

(�0.0�1)�

−�0 .2 3�∗ ∗ ∗�

(�0.0�1)�

0 .0 7�∗ ∗ ∗�

(�0.0�1)�

0�.0�1�

(�0.0�1)�

−�0 .0 8�∗ ∗ ∗�

(�0.0�1)�

0 .0 8�∗ ∗ ∗�

(�0.0�0)�

0 .0 7�∗ ∗ ∗�

(�0.0�1)�

0 .0 8�∗ ∗ ∗�

(�0.0�1)�

−�0 .0 7�∗ ∗ ∗�

Fr a�n c e�

−�0 .1 8�∗ ∗ ∗�

(�0.0�3)�

−�0 .1 6�∗ ∗ ∗�

(�0.0�2)�

−�0 .3 1�∗ ∗ ∗�

(�0.0�1)�

0 .0 7�∗ ∗ ∗�

(�0.0�2)�

0 .1 4�∗ ∗ ∗�

(�0.0�1)�

−�0 .1 2�∗ ∗ ∗�

(�0.0�1)�

0 .1 5�∗ ∗ ∗�

(�0.0�1)�

−�0 .2 0�∗ ∗ ∗�

(�0.0�1)�

0 .2 4�∗ ∗ ∗�

(�0.0�2)�

−�0 .1 4�∗ ∗ ∗�

U K�

−�1 .2 3�∗ ∗ ∗�

(�0.0�7)�

−�0 .3 2�∗ ∗ ∗�

(�0.0�2)�

−�0 .2 1�∗ ∗ ∗�

(�0.0�2)�

−�0 .1 2�∗ ∗ ∗�

(�0.0�2)�

0 .1 5�∗ ∗ ∗�

(�0.0�1)�

−�0 .1 3�∗ ∗ ∗�

(�0.0�1)�

−�0 .0 1�

(�0.0�1)�

O ut c o�m e�

G e r�m a n y�

−�0 .6 5�∗ ∗ ∗�

(�0.0�6)�

−�0 .2 0�∗ ∗ ∗�

(�0.0�1)�

−�0 .3 4�∗ ∗ ∗�

(�0.0�1)�

0 .1 7�∗ ∗ ∗�

(�0.0�2)�

0 .1 1�∗ ∗ ∗�

(�0.0�1)�

−�0 .1 3�∗ ∗ ∗�

(�0.0�1)�

0 .0 4�∗ ∗ ∗�

(�0.0�1)�

Fr a�n c e�

1 .7 8�∗ ∗ ∗�

(�0.1�5)�

0 .2 2�∗ ∗ ∗�

(�0.0�4)�

−�0 .5 1�∗ ∗ ∗�

(�0.0�5)�

0 .3 4�∗ ∗ ∗�

(�0.0�3)�

0 .0 6�∗ ∗ ∗�

(�0.0�2)�

−�0 .0 9�∗ ∗ ∗�

(�0.0�2)�

0 .1 5�∗ ∗ ∗�

(�0.0�2)�
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M a�n�uf a ct�u ri�n g/ c�o�n st r�u cti�o�n�

U n k n o�w n�i n d u st r y�

2 0 1 3�y e a r�d u�m�m y�

L o a n s�i nt e r e st r at e�

G�D P�g r o�wt h�p e r�c a pit a�

ρ�

M e di a n�C�D S�p ri c e�

G o v e r n�m e nt�b o n d�yi el d�

L o g�Li k eli h o o d�

N u�m.�o b s.�

C e�n s�o r e�d�

O�b s e r v e�d�

U K�

(�0.0�1)�

−�0 .0 5�∗ ∗�

(�0.0�2)�

0 .0 5�∗ ∗ ∗�

(�0.0�1)�

0 .0 7�∗ ∗ ∗�

(�0.0�1)�

−�0 .0 5�∗ ∗�

(�0.0�2)�

−�0 .0 2�∗ ∗ ∗�

(�0.0�0)�

1�.0�0�

(�4.1�0)�

−�2 7 8 1 6�.0 8�

2 9 8 6 8�

2 5 1 8 8�

4 6 8 0�

S el e cti�o�n�

G e r�m a n y�

(�0.0�1)�

0 .0 4�∗ ∗ ∗�

(�0.0�1)�

0 .1 9�∗ ∗ ∗�

(�0.0�1)�

0 .2 3�∗ ∗ ∗�

(�0.0�1)�

0 .0 9�∗ ∗ ∗�

(�0.0�0)�

−�0 .0 1�∗ ∗ ∗�

(�0.0�0)�

0 .9 8�∗ ∗ ∗�

(�0.0�1)�

−�5 9 5 4 1�.0 0�

4 2 4 8 6�

3 2 3 6 4�

1 0 1 2 2�

Fr a�n c e�

(�0.0�2)�

0 .0 7�∗ ∗ ∗�

(�0.0�2)�

0 .0 5�∗ ∗ ∗�

(�0.0�1)�

0 .0 6�∗ ∗ ∗�

(�0.0�1)�

−�0 .0 9�∗ ∗ ∗�

(�0.0�1)�

0 .0 4�∗ ∗ ∗�

(�0.0�0)�

−�0 .3 2�∗ ∗ ∗�

(�0.1�0)�

−�4 8 2 0 8�.0 5�

5 1 4 8 6�

3 4 0 2 6�

1 7 4 6 0�

U K�

−�0 .0 5�∗ ∗�

(�0.0�2)�

0 .1 5�∗ ∗ ∗�

(�0.0�1)�

0 .0 4�∗ ∗ ∗�

(�0.0�1)�

0 .1 2�∗ ∗ ∗�

(�0.0�2)�

0 .0 2�∗ ∗ ∗�

(�0.0�0)�

1�.0�0�

(�4.1�0)�

0 .0 2�∗ ∗�

(�0.0�1)�

−�0 .0 3�∗ ∗ ∗�

(�0.0�0)�

−�2 7 8 1 6�.0 8�

2 9 8 6 8�

2 5 1 8 8�

4 6 8 0�

O ut c o�m e�

G e r�m a n y� Fr a n c e�

0 .0 2�∗ ∗� −�0 .1 3�∗ ∗ ∗�

(�0.0�1)� (�0.0�3)�

0 .2 9�∗ ∗ ∗� −�0 .0 8�∗ ∗ ∗�

(�0.0�1)� (�0.0�3)�

0 .4 1�∗ ∗ ∗� −�0 .1 6�∗ ∗ ∗�

(�0.0�2)� (�0.0�3)�

0 .0 5�∗ ∗ ∗� −�0 .1 5�∗ ∗ ∗�

(�0.0�1)� (�0.0�5)�

−�0 .0 0�∗ ∗ ∗� 0 .0 2�∗ ∗�

(�0.0�0)� (�0.0�1)�

0 .9 8�∗ ∗ ∗� −�0 .3 2�∗ ∗ ∗�

(�0.0�1)� (�0.1�0)�

−�0 .0 6�∗ ∗ ∗� −�0 .0 9�∗ ∗ ∗�

(�0.0�1)� (�0.0�3)�

0 .0 1� 0 .0 3�

(�0.0�1)� (�0.0�3)�

−�5 9 5 4 1�.0 0� −�4 8 2 0 8�.0 5�

4 2 4 8 6� 5 1 4 8 6�

3 2 3 6 4� 3 4 0 2 6�

1 0 1 2 2� 1 7 4 6 0�

1
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8�



  

      

            

 

S�el�e�cti�o�n� O�ut�c�o�m�e�

U�K� G�e r�m�a�n�y� Fr�a�n�c�e� U�K� G�e r�m�a�n�y� Fr�a�n�c�e�

∗�∗�∗�p�<�0�.0�1�;�∗�∗�p�<�0�.0�5�;�∗�p�<�0�.1�0�

1
5
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https://www.british-business-bank.co.uk/news-and-events/news/challenger-and-specialist-bank-lending-hits-record-high-overall-proportion-of-smaller-businesses
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https://www.british-business-bank.co.uk/sites/g/files/sovrnj166/files/2025-10/nations-and-regions-tracker-report-2025.pdf
https://www.british-business-bank.co.uk/sites/g/files/sovrnj166/files/2025-10/nations-and-regions-tracker-report-2025.pdf
https://www.british-business-bank.co.uk/about/research-and-publications/small-business-equity-tracker-2025/infographic
https://www.british-business-bank.co.uk/about/research-and-publications/small-business-equity-tracker-2025/infographic
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https://assets.publishing.service.gov.uk/media/53eb6b73ed915d188800000c/SME-report_final.pdf
https://www.legislation.gov.uk/ukdsi/2015/9780111138861
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https://www.cdfifund.gov/sites/cdfi/files/2023-01/CDFI_Fund_FY22_AFR_FINAL508.pdf
https://www.cdfifund.gov/sites/cdfi/files/2023-01/CDFI_Fund_FY22_AFR_FINAL508.pdf
https://bpi.com/five-important-facts-about-the-competitiveness-of-the-u-s-banking-industry/
https://bpi.com/five-important-facts-about-the-competitiveness-of-the-u-s-banking-industry/
https://crsreports.congress.gov/product/pdf/R/R47217
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https://books.google.co.uk/books?id=O4olDwAAQBAJ
https://www.british-business-bank.co.uk/wp-content/uploads/2019/10/20191025-ENABLE-Funding-RFP.pdf
https://www.british-business-bank.co.uk/wp-content/uploads/2019/10/20191025-ENABLE-Funding-RFP.pdf
https://www.epsi-rating.com/studies/bank/
https://ec.europa.eu/commission/presscorner/detail/en/IP_04_1261
https://www.eif.org/what_we_do/guarantees/news/2021/egf-almi-gets-european-backing-to-support-swedish-smes%20.htm#:~:text=The%20European%20Investment%20Fund%20(EIF,SMEs)%20with%20sustainable%20growth%20potential.
https://www.eif.org/what_we_do/guarantees/news/2021/egf-almi-gets-european-backing-to-support-swedish-smes%20.htm#:~:text=The%20European%20Investment%20Fund%20(EIF,SMEs)%20with%20sustainable%20growth%20potential.
https://www.eif.org/what_we_do/guarantees/news/2021/egf-almi-gets-european-backing-to-support-swedish-smes%20.htm#:~:text=The%20European%20Investment%20Fund%20(EIF,SMEs)%20with%20sustainable%20growth%20potential.
https://bankunderground.co.uk/2021/11/30/impact-of-the-uk-qe-on-banks-balance-sheets/
https://bankunderground.co.uk/2021/11/30/impact-of-the-uk-qe-on-banks-balance-sheets/
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F e r r a n d o,�A.,�P o p o v,�A.,�U d ell,�G.�F.,�2 0 1 9.�D o�s�m e s�b e n e�tit�f r o�m u n c o n v e nti o n al�m o n et a r y�p oli c y�

a n d�h o�w ?�mi c r o e vi d e n c e�f r o�m t h e e u r o z o n e.�J o u r n al�of�M o n e y,�C r e dit�a n d�B a n ki n g�5 1,�

8�9�5�–�9�2�8.�

Fi n a n ci al�C o n d u ct�A ut h o rit y,�2 0 1 9.�C all�f o r i n p ut: O p e n�fi n a n c e.�U R L:�

h t t p s : / / w w w�. f c a�. o r g�. u k / p u b l i c a t i o n s / c a l l s�- i n p u t / c a l l�- i n p u t�- o p e n�- f i n a n c e�.�

Fi n a n ci al�C o n d u ct�A ut h o rit y,�2 0 2 1.�F S 2 1/ 7:�O p e n�fi n a n c e�—�f e e d b a c k st at e�m e nt.�T e c h ni c al�

R e p o rt.�U R L:�h t t p s : / / w w w�. f c a�. o r g�. u k / p u b l i c a t i o n s / f e e d b a c k�- s t a t e m e n t s / f s 2 1�- 7 -

o p e n�- f i n a n c e�- f e e d b a c k�- s t a t e m e n t�.�

Fi n a n ci al�S e r vi c e s�A ut h o rit y,�2 0 1 3.�B a r ri e r s�t o e nt r y:�A�r e vi e�w of�r e q ui r e�m e nt s�f o r fi r�m s�

e nt e ri n g�i nt o o r�e x p a n di n g�i n t h e�b a n ki n g�s e ct o r.�T e c h ni c al�R e p o rt.�U R L:�

h t t p s : / / w w w�. f c a�. o r g�. u k / p u b l i c a t i o n / a r c h i v e / b a r r i e r s�- t o�- e n t r y�. p d f�. t a�bl e�1:�

A n al y si s�of�b a n k�a ut h o ri s ati o n s�si n c e�2 0 0 6�(t ot al 3 9;�b r e a k d o�w n�b y�e nt r a nt�t y p e).�

Fl ö g el,�F.,�2 0 1 7.�Di st a n c e�a n d�M o d e r n�B a n k s’�L e n di n g�t o�S�M E s:�Et h n o g r a p hi c�I n si g ht s f r o�m a�

C o�m p a ri s o n�of�R e gi o n al�a n d�L a r g e�B a n k s�i n G e r�m a n y.�J o u r n al�of�E c o n o�mi c�G e o g r a p h y�1 8,�

3�5�–�5�7.�

Fl ö g el,�F.,�S c h e p el�m a n n,�P.,�Z a d e�m a c h,�H.,�Z ö r n e r,�M.,�2 0 2 3.�I nj e cti n g cli�m at e�fi n a n c e�i nt o s�m e�

l e n di n g i n g e r�m a n y:�O p p o rt u niti e s�f o r a n d�li�mit ati o n s of�r e gi o n al�s a vi n g s�a n d�c o o p e r ati v e�

b a n k s.�Z F�W�–�A d v a n c e s�i n E c o n o�mi c�G e o g r a p h y�6 8,�1 1 1�– 1 2 3.�

Fr a s e r,�S.,�2 0 1 4.�B a c k�t o�B o r r o�wi n g ?�P e r s p e cti v e s�o n�t h e�’ A r c of�Di s c o u r a g e�m e nt’.�E R C�W hit e�
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https://www.fca.org.uk/publications/calls-input/call-input-open-finance
https://www.fca.org.uk/publications/feedback-statements/fs21-7-open-finance-feedback-statement
https://www.fca.org.uk/publications/feedback-statements/fs21-7-open-finance-feedback-statement
https://www.fca.org.uk/publication/archive/barriers-to-entry.pdf


            

       

                

       

            

 

               

            

    

             

    

           

          

                

            

    

             

        

                 

        

            

    

            

          

                

        

           

  

 

 

Fr a s e r,�S.,�2 0 1 9.�E nt r e p r e n e u ri al�b o r r o�wi n g:�d o�e nt r e p r e n e u r s�s e e k�a n d�r e c ei v e�e n o u g h�c r e dit ?�

F o u n d ati o n s�a n d�t r e n d s�® i n e nt r e p r e n e u r s hi p�1 5,�4 3 1�– 6 6 3.�
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F u n di n g�Ci r cl e�H ol di n g s�pl c,�2 0 2 5.�F ull�Y e a r�2 0 2 4�R e s ult s.�T e c h ni c al�R e p o rt.�U R L:�
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G al e,�N.�K.,�H e at h,�G.,�C a�m e r o n,�E.,�R a s hi d,�S.,�R e d�w o o d,�S.,�2 0 1 3.�U si n g�t h e�f r a�m e�w o r k m et h o d�
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r e s e a r c h�m et h o d ol o g y�1 3,�1 – 8.�

G a�m b a c o rt a,�L.,�Mi st r ulli,�P. E.,�2 0 0 4.�D o e s�b a n k�c a pit al�aff e ct�l e n di n g b e h a vi o r ?�J o u r n al�of�

Fi n a n ci al�i nt e r�m e di ati o n 1 3,�4 3 6�– 4 5 7.�

G a r cí a- T e r u el,�P. J.,�M a rtí n e z- S ol a n o,�P.,�2 0 1 0.�D et e r�mi n a nt s�of�t r a d e c r e dit:�A�c o�m p a r ati v e�

st u d y�of�e u r o p e a n�s�m e s.�I nt e r n ati o n al S�m all�B u si n e s s�J o u r n al 2 8,�2 1 5�– 2 3 3.�

G ä rt n e r,�S.,�Fl ö g el,�F.,�2 0 1 4.�C all�f o r a�s p ati al�cl a s si ti c ati o n�of�b a n ki n g�s y st e�m s�t h r o u g h t h e l e n s�

of�s�m e�fi n a n c e�– d e c e nt r ali z e d�v e r s u s�c e nt r ali z e d b a n ki n g�i n g e r�m a n y�a s�a n�e x a�m pl e.�A v ail a bl e�

at�S S R�N 2 4 4 6 8 2 2�.�

G a z a ni ol,�A.,�H o�m b e rt,�J.,�Vi n a s,�F.,�2 0 2 2.�E v al u ati o n�of�B pif r a n c e�L o a n�G u a r a nt e e�P r o g r a�m:�

e vi d e n c e�f r o�m a�n at u r al�e x p e ri�m e nt.�T e c h ni c al�R e p o rt.�B pif r a n c e.�

G a z a ni ol,�A.,�L ê,�M.,�2 0 2 1.�T h e�i�m p a ct of�p u bli c�l o a n g u a r a nt e e s�o n�b a n k s’�ri s k t a ki n g a n d�fi r�m s’�

g r o�wt h:�E vi d e n c e�f r o�m f r a n c e.�E c o n o�mi e�p r e vi si o n�2 1 8,�6 7�– 1 0 4.�

G h o s h,�S.,�2 0 2 3.�G e n d e r�a n d�di s c o u r a g e d�b o r r o�w e r s:�E vi d e n c e�f r o�m i n di a.�J o u r n al�of�

I nt e r n ati o n al D e v el o p�m e nt�3 5,�1 7 3 1�– 1 7 5 2.�

Gi r a r d o n e,�C.,�N a n k e r vi s,�J.�C.,�V el e nt z a,�E.�F.,�2 0 0 9.�Ef fi ci e n c y,�o w n e r s hi p�a n d�fi n a n ci al�st r u ct u r e�

i n e u r o p e a n�b a n ki n g:�A c r o s s- c o u nt r y�c o�m p a ri s o n.�M a n a g e ri al�Fi n a n c e�3 5,�2 2 7�– 2 4 5.�

G o p al,�M.,�S c h n a bl,�P.,�2 0 2 2.�T h e�ri s e�of�fi n a n c e�c o�m p a ni e s�a n d�fi nt e c h�l e n d e r s i n s�m all b u si n e s s�

l e n di n g.�T h e�R e vi e�w�of�Fi n a n ci al�St u di e s�3 5,�4 8 5 9�– 4 9 0 1.�

G o v.�u k,�2 0 2 4.�G o v e r n�m e nt�l a u n c h e s n e�w�f r e e b u si n e s s�m a n a g e�m e nt�c o u r s e�f o r s�m all�

b u si n e s s e s�U R L:�h t t p s : / / w w w�. g o v�. u k / g o v e r n m e n t / n e w s / g o v e r n m e n t�- l a u n c h e s�- n e w�-

f r e e�- b u s i n e s s�- m a n a g e m e n t�- c o u r s e�- f o r�- s m a l l�- b u s i n e s s e s # :�~ :�
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https://corporate.fundingcircle.com/download_file/487/220/
https://www.gov.uk/government/news/government-launches-new-free-business-management-course-for-small-businesses#:~:text=Government%20has%20launched%20Help%20to,course%20for%20small%20business%20leaders.&text=Government%20has%20today%20launched%20Help,resources%20for%20small%20business%20leaders.
https://www.gov.uk/government/news/government-launches-new-free-business-management-course-for-small-businesses#:~:text=Government%20has%20launched%20Help%20to,course%20for%20small%20business%20leaders.&text=Government%20has%20today%20launched%20Help,resources%20for%20small%20business%20leaders.
https://www.gov.uk/government/news/government-launches-new-free-business-management-course-for-small-businesses#:~:text=Government%20has%20launched%20Help%20to,course%20for%20small%20business%20leaders.&text=Government%20has%20today%20launched%20Help,resources%20for%20small%20business%20leaders.


 

 

 

          

          

      

 

             

            

             

  

           

             

          

        

             

      

 

 

                  

    

             

             

          

          

     

              

        

 

 

t e x t�= G o v e r n m e n t % 2 0 h a s % 2 0 l a u n c h e d % 2 0 H e l p % 2 0 t o�, c o u r s e % 2 0 f o r % 2 0 s m a l l %�
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G r e e n e,�W.�H.,� 1 9 9 2.�A�st ati sti c al�m o d el�f o r c r e dit�s c o ri n g�.�
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https://www.gov.uk/government/news/government-launches-new-free-business-management-course-for-small-businesses#:~:text=Government%20has%20launched%20Help%20to,course%20for%20small%20business%20leaders.&text=Government%20has%20today%20launched%20Help,resources%20for%20small%20business%20leaders.
https://www.gov.uk/government/news/government-launches-new-free-business-management-course-for-small-businesses#:~:text=Government%20has%20launched%20Help%20to,course%20for%20small%20business%20leaders.&text=Government%20has%20today%20launched%20Help,resources%20for%20small%20business%20leaders.
https://www.gov.uk/government/news/government-launches-new-free-business-management-course-for-small-businesses#:~:text=Government%20has%20launched%20Help%20to,course%20for%20small%20business%20leaders.&text=Government%20has%20today%20launched%20Help,resources%20for%20small%20business%20leaders.
https://assets.publishing.service.gov.uk/media/57613377e5274a0da9000044/handelsbanken-response-to-pdr.pdf
https://assets.publishing.service.gov.uk/media/57613377e5274a0da9000044/handelsbanken-response-to-pdr.pdf
https://www.sciencedirect.com/science/article/pii/S0164070421000380
http://dx.doi.org/https://doi.org/10.1016/j.jmacro.2021.103333
https://www.bankofengland.co.uk/-/media/boe/files/working-paper/2014/quantitative-easing-and-bank-lending-a-panel-data-approach.pdf
https://www.bankofengland.co.uk/-/media/boe/files/working-paper/2014/quantitative-easing-and-bank-lending-a-panel-data-approach.pdf
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