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Time for some education in the 
small business finance world?
Dr Steve Walker believes that 
small business managers need 
more knowledge and 
understanding of the various 
types of finance available

It seems to me that never in the world 
of small business finance has so 
much been said by so many with so 
little result.

Each group of ‘interested parties’ 
apparently attempting to improve the 
country’s economy is seeing the world 
from its own perspective and doesn’t ap-
pear to fully understand any of the oth-
ers. Many do seem to agree that growth 
will be achieved through small busi-
nesses.

The politicians and a myriad of com-
mentators say they want the banks to 
lend more to small businesses. Yet the 
evidence suggests that they have not 
only misunderstood how banks work, 
they have misunderstood what is catego-
rised as a ‘small’ business. 

The banks say they are lending to 
small businesses, but they have gradu-
ally been withdrawing from lending to 
them for some time – even prior to the 
credit crunch.The concentration for the 
banks has been upon lending to medium 
and large businesses.  

Small business owners say they can’t 
access the finance they need. Yet many 
appear to be unaware of all the options 
open to them and are turning to per-
sonal finance rather than specialist al-
ternative business lenders if their banks 
say “no”, or possibly postponing their  
investment and growth plan and not 
even applying to the banks as they an-
ticipate a refusal. 

All of which leads me to the conclusion 
that what is needed as much as any-
thing else to boost the economy is a little 
education.

One major lesson for the politicians, 
commentators and small business own-
ers is that the banks will never return to 
the wider risk taking and insufficient 
returns that loans to many small busi-
nesses provide. Not only are they being 
asked to keep more cash in reserve to 
avoid the tax payer having to bail them 
out again as they did during the credit 
crunch of 2008, but, put simply, they 
have shareholders to satisfy and will 
always need to put profit first. 

The banks must begin to admit this 
freely and seek a partnership solution 
with alternative providers for the wider 
good of the economy. This is now in some 
areas starting to happen with the banks 
committing to signpost businesses to 
other sources of finance if they cannot 

help. Also non bank lending schemes 
have received recognition and promotion 
through the recently published Breedon 
report and the Government’s response 
to it. A step forward, but sadly, much of 
the initial report has once more concen-
trated on medium sized businesses, 
whilst purporting to address small busi-
ness lending. Progress is therefore slow. 

The next lesson is that ‘small busi-
nesses’ range in size from micros with 
less than 10 employees to small busi-
nesses with up to 50 employees. Turno-
ver can be still up to £5 million. Quite a 
spread, with the largest needing differ-
ent solutions to the smallest. Everyone 

needs to be clear about which busi-
nesses which schemes are designed to 
support and what impact that might be 
expected to have on the economy. 

Take the latest Government scheme, 
which has been trumpeted as providing 
£20 billion to help small businesses. It’s 
called the National Loan Guarantee 
Scheme but it actually provides cash to 
the banks at a lower rate than the whole-
sale market as it is secured by the Gov-
ernment. This in turn enables the banks 
to offer loans at a discount of one per 
cent. It doesn’t guarantee that busi-
nesses with viable propositions in need 
of a loan, but which the banks consider 

‘risky’, can get one. The benefit to small 
businesses we are told is that, for exam-
ple, they could save £50,000 on a 
£500,000 loan with the one per cent 
discount. Now, if you can find many 
small businesses in the UK able to bor-
row £500,000 from a bank, I will be 
surprised. That’s the size of loan medi-
um to large businesses might expect to 
borrow. Micro and small businesses are 
typically looking for much smaller 
loans. 

If the pace of change and the introduc-
tion of alternative finance solutions for 
small businesses has been slow in 
emerging from the banks, it has been 

rocket fuelled in comparison to many 
public sector led schemes targeted to the 
small business sector. 

The classic example is the Regional 
Growth Fund. This programme has, 
with a substantially reduced budget, 
tried to fill some of the gaps left after the 
withdrawal of Regional Development 
Agencies – in our region’s case Advan-
tage West Midlands. The process began 
(in a recession) in November 2010, with 
applications moved on in many cases to 
approval for projects due to start in April 
2011 (when the economy was just emerg-
ing from recession). One year on and still 
no funding is available to start many 
projects (with some reports suggesting 
we are now going back in to recession). 
How well meaning and well informed 
politicians are unable to speed up this 
process from Round 1, beggars’ belief. 
The educational lesson? Small busi-
nesses work on a different time frame to 
Government. Whatever is agreed to help 
small businesses needs to happen before 
it’s too late – speed up the process and 
bureaucracy. 

What of the small businesses them-
selves? The vast majority of those who 
want to invest in growth will need to 
seek funding. Yet their confidence is still 
being undermined.

Is it really likely that the small busi-
ness owners and entrepreneurs of today 
will be keen to invest in the future by 
borrowing money, when all they hear 
from the politicians and media leads 
them to be wary of debt and concentrate 
on the need to reduce it? 

For micro and small businesses, there 
is currently less money available at all 
levels – from the public sector, banks 
and private funding. Yet if the small 
business sector is to grow successfully 
and create more jobs, access to finance 
and business support are crucial.

Educating small businesses as to the 
various types of finance available to 
them has to be high on the agenda, fol-
lowed closely by educating them in how 
to present a business case that is com-
pelling to potential funders. 

Some progress on this latter front is 
emerging with the launch of the account-
ancy profession’s own Business Advice 
Service providing initial free consulta-
tions. At ART, we have started to provide 
some useful resources on how to success-
fully access finance on our website. I am 
aware of other initiatives in the pipeline. 
So politicians, commentators, banks, 
business advisors and small business 
owners should watch this space!
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Businesses in Worcestershire are being 
urged to take advantage of government 
grants that may be available to them.

Worcestershire Local Enterprise Part-
nership is highlighting two schemes - 
phase three of the £1.4 billion Regional 
Growth Fund and the £125 million Ad-
vanced Manufacturing Supply Chain 
Initiative.

LEP chairman Peter Pawsey said: 
“These are terrific opportunities for com-
panies looking to expand and grow. 
Worcestershire has a good record of win-

ning RGF bids. I want to see that ex-
tended, and we need a similar response 
on the supply chain side.”

The first round of RGF grants saw 
£17.5 million allocated to Worcester 
Technology Park, where it is hoped the 
scheme for land east of the M5 at J6 will 
result in the creation of up to 1,700 
jobs.

The second phase resulted in Black-
pole-based Aeromet International land-
ing £1.7 million towards an £11.4 million 
project to help market a new cast alu-

minium alloy, A20X, which has applica-
tions in the aerospace, automotive, de-
fence, nuclear, marine and specialist 
engineering markets.

The funding will enable Aeromet to 
bring the alloy to market quicker.

Mr Pawsey added: “Now companies 
have another chance to benefit. We have 
been working with businesses to iden-
tify appropriate schemes. Others who 
may be interested need to come forward 
– we can provide information and sup-
port.”

The closing date for both the Regional 
Growth Fund and Advanced Manufac-
turing Supply Chain Initiative applica-
tions is June 13.

The latter is being delivered by Bir-
mingham City Council and the Technol-
ogy Strategy Board.

With up to £125 million from the RGF 
and Department for Business, Innova-
tion and Skills, it offers a flexible pack-
age of grants and loans to help improve 
global competitiveness. 

It will back the purchase of capital 

equipment, research and development 
which improves manufacturing equip-
ment, systems or processes, and spe-
cific training and skills development to 
support the project.

Mr Pawsey said: “Applications have to 
be of a sufficient size to make a signifi-
cant impact on supply chains. Compa-
nies with good ideas and technological 
aspirations, but who perhaps have not 
had the resources to develop these ambi-
tions, now have the chance. They should 
take it.”
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