file_0.jpg


file_1.jpg




file_2.jpg



M B D
 © MBD Limited. 



 
Commercial Borrowing - UK - December 2019
Overview
 
What you need to know 
While the ‘big five’ banks still provide the vast majority of lending to SMEs, new disruptive players are entering the market and starting to change the lending landscape.

There has been a general trend of positive levels of net lending since 2015 - although some industrial sectors in the UK are still experiencing poor credit availability.

From Q3 2017 to Q3 2019, gross loans to all businesses totalled £596.8 billion, with a review high of £72.5 billion recorded in Q2 2018. Over the review period, large businesses accounted for 78% of gross loans obtained.

Loan repayments made by SMEs remained at a fairly consistent rate over the review period, ranging between £12.3 billion and £14.9 billion per quarter; while loan repayments made by large businesses varied between £43 billion and £61.3 billion. In total, businesses have repaid £576 billion of loans over the last nine quarters.

Covered in this Report
Commercial borrowing is a term used to describe a funding arrangement that a business can set up with a financial institution, which enables them to fund capital expenditures or other operations they otherwise would be unable to afford.

Commercial lending includes commercial property (real estate) mortgages, loans used to purchase buildings, equipment lending, loans secured by accounts receivable, and loans intended for expansion and other corporate purposes.

The following three sectors best highlight the development of the commercial borrowing industry and are also quantified in this report:

Commercial property (real estate) finance
SME finance
Alternative finance

Lending is defined by the Bank of England as “loans and advances (including overdrafts and claims made under sale and repurchase agreements) and finance leases granted to non-financial businesses, in all currencies”.

Data on gross flows of lending - meaning flows of new lending to and repayments of lending by businesses - are defined with respect to loans excluding overdrafts. Overdrafts are excluded from the definition of gross lending flows because the concept is difficult to define sensibly for credit products with short-term revolving characteristics.

Gross flows of lending and repayments, and thus net lending, exclude the effects of write-offs, revaluation effects and loan transfers.

For non-financial businesses, amounts outstanding of loans (excluding overdrafts) and overdrafts are measured exclusive of accruing interest payable. 

Gross lending and repayment flows are measured after the application of any interest charges to loan accounts. This means, for example, that gross lending data includes the application of any ‘capitalised interest’ and repayments data is measured after the deduction of any interest charged to the account.

Other terms used in this report include:

Accounts receivable - money owed by customers to another entity, which has not yet been paid for. Receivables tend to come in the form of operating lines of credit and are usually due within a short time period.

Asset-based finance - a method of providing structured working capital and term loans that are secured by accounts receivable, inventory, machinery, equipment and/or property.

Bad debt - a debt that is not collectible and is effectively worthless to the creditor. This tends to occur after all attempts have been made to collect on the debt, and is usually a product of the debtor going into bankruptcy or where the additional cost of pursuing the debt outweighs the amount the creditor would collect.

Commercial credit - a pre-approved amount of money issued by a bank, or other lender, to a company that can be accessed by the borrowing company at any time to help meet various financial obligations.

Crowdfunding - a way of raising finance by asking a large number of people or business owners for a small amount of money. Debt crowdfunding involves investors receiving their money back with interest (also known as peer-to-peer lending). Equity crowdfunding involves investing in an opportunity in exchange for shares or a small stake in the business, project or venture.

Effective interest rate - the weighted average of all interest rates across each type of deposit or loan account held by all clients in an economic sector.

Hire purchase - a system in which a company pays for an item or service in regular instalments, while having the use of the specified item or service.

Insolvency - when a business can no longer meet its financial obligations with a lender or lenders as debts become due.

Invoice trading - the process in which companies, particularly SMEs, auction their invoices online as a way to gain quick access to money that would otherwise be tied up.

Liquidation - when a business or firm is terminated or made bankrupt, its assets are sold and the proceeds pay creditors.

Loan write-offs - after a period of time, as dictated by regulations, has passed for banks or other lending institutions to collect ‘bad debt’, the institution must ‘write-off’ the loan and expect the debt to remain unpaid.

M4 lending - sterling lending by MFIs to the M4 private sector, including advances, acceptances, reverse repos, investments and holdings of short-term paper.

Monetary financial institutions (MFIs) loans to non-financial businesses (NFBs) - lending in all currencies to all UK non-financial businesses classified to non-financial industry sectors.

(Net) Rate of return - the gain or loss on a loan over a specified period, expressed as a percentage increase over the initial loan amount.

Non-financial corporations (NFCs) - corporations that produce goods and services for the market and do not deal in financial assets and liabilities as a primary activity.

Peer-to-peer business lending - a method of debt financing that enables companies to borrow and lend money without the use of an official financial institution as an intermediary.

Syndicated loan - a loan offered by a syndicate of lenders, who work together to provide finance for a borrower. The loan may involve fixed amounts, a credit line or a combination of the two. Interest rates can be fixed for the term of the loan or floating - based on a benchmark rate, such as the London Interbank Offered Rate (LIBOR).



