Dear ######,

Finance for small businesses

I am writing to you following the Chancellors response to the recommendations of the Independent Commission on Banking (ICB).

I welcome the proposal to provide up to £40 billion of guarantees through a National Loan Guarantee Scheme, but believe Government should follow the principles set out by the Federation of Small Businesses in how this can be used to particularly target small businesses. 90 per cent of FSB Members turn over £1 million or less, while the average amount borrowed by FSB members over 12 months is around £25,000. According to the most recent FSB Voice of Small Business Index, 33 per cent of those who requested a loan were turned down, and 21 per cent of those who did get a loan had to pay interest rates of 10 per cent or higher. 

Firstly, in line with the recommendations of the ICB report, the National Loan Guarantee Scheme should be run in a way that encourages competition outside the major players who dominate the market.

It should also increase access to the smallest companies, specifically improving the supply and price of credit for those at the lower end of the market, i.e. below loan values of £25,000, where the majority of demand lies and where firms have had particular problems raising finance.

Finally the scheme must increase credit flow to ‘hard to reach’ sectors, such as rural areas, start-up businesses and areas that have experienced industrial decline.

I would be grateful if you could write to the Chancellor along these lines to urge him to set out what specific measures are being taking to ensure that the scheme meets these important objectives, and reaches those small businesses, which are most in need of access to affordable credit.

