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INDEPENDENT LIQUIDITY FUNDING SCHEME 

Supporting independent lenders during a crisis  

 

Introduction 

1. The Finance & Leasing Association (FLA) is the leading trade association for the UK 

consumer credit, motor finance and asset finance sectors. FLA member companies 

include banks, the finance subsidiaries of major manufacturers and independent 

finance firms. They offer a wide range of leasing and hire purchase services to 

businesses of all sizes. 

 
2. In 2020, FLA members provided £113 billion of new finance to UK businesses and 

households, £37 billion of which helped consumers and businesses buy new and 

used cars, including over 91% of private new car registrations. £86 billion was in the 

form of consumer credit, accounting for over a third of all new consumer credit 

written in the UK. £27 billion of finance was provided to businesses and the public 

sector to support investment in new equipment, representing over a third of UK 

investment in machinery, equipment and purchased software in the UK last year. 

 
Executive Summary 

3. Independent (non-bank) lenders play an essential role in the consumer, motor 
and small business finance landscape and are a crucial part of the funding mix. 
Independent lenders support small business across the UK and enable underserved 
consumer groups to access credit. 

 
4. The success of independent lenders is important from a systemic point of 

view. The failure of an independent lender could affect the stability of the market, the 
competitiveness for financial services and the choice available to customers of 
appropriate finance products.  
 

5. Independent lenders help to support the delivery of key Government policy 
aims including funding assets to support the aim to achieve “net zero”, such as 
electric vehicles. They also support productivity and ‘levelling up’ by allowing 
businesses to acquire new equipment to scale up more easily. 
 

6. Independent lenders have limited access to liquidity support, as compared to 
banks that have access to Term Funding with additional incentives for lending to 
SMEs (TFSME). An Independent Liquidity Funding Scheme would support these 
lenders in times of crisis and allow them to maintain help to SMEs and individuals. 

 
7. We also propose creating an entity to purchase distressed or non-performing 

assets or asset finance agreements, akin to National Asset Management Agency 
used in Ireland or the UK’s own UK Asset Resolution scheme. 
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The Case for an Independent Liquidity Funding Scheme 

Asset finance, levelling up and productive investment 

8. Asset finance helps businesses acquire plant and equipment (which helps 
businesses achieve scale rapidly) and new technologies (for example, green 
technology). It can also be used to support the delivery of infrastructure and research 
and development activity. It therefore has a key role to play as part of the productive 
finance landscape, helping the Government achieve its aims of improving economic 
productivity and encouraging innovation. 
 

9. FLA markets support more than 330,000 jobs. Our members are based around the 
UK and are in a unique position to understand their local customers’ needs. They 
help regional businesses to grow in sectors as diverse as construction, agriculture 
and transport and communications. The North West, for example, is the biggest 
region in terms of the UK’s manufacturing output, worth £28.5billion (Make UK, 
2020), and asset finance plays a major part in enabling this. 

 
10. Businesses use asset finance for several reasons. It provides rapid access to 

expensive new plant and machinery at a predictable and lower upfront cost than 
outright purchase, maintaining access to working capital and helping businesses 
manage cashflow. Asset finance also carries less risk for the business as the lending 
is typically secured against the asset. It is often a more appropriate tool than the 
more commonly used overdraft facilities for businesses seeking to expand quickly. 

 
Supporting innovation and delivering “net zero” 
 

11. Independent lenders are also well placed to invest in innovative businesses and 
support investment in ‘green’ high risk assets. FLA members have supported the 
funding of new technologies including battery storage for businesses, district heat 
networks for housing projects and combined heat and power generation. The FLA’s 
motor finance lenders have a major role to play in supporting the roll out of electric 
vehicles.  
 
Maintaining a diverse credit market 

 
12. Asset finance, hire purchase, leasing and second charge mortgages are a key part 

of the funding “mix” available to businesses. Small independent non-bank providers 
play a particularly important role in the lending market. In the USA, such entities are 
deemed “systemically important” by regulators and during the last credit crunch, the 
OECD identified that “SMEs have long been heavily reliant on traditional bank 
finance, but especially the crisis has shown that it is therefore necessary to broaden 
the range of financing instruments available to SMEs and entrepreneurs to improve 
their financing”1 The UK should build on this to support this sector more directly.  
 

13. Independent lenders support a market demand that is otherwise not met and are 
often better able to support consumers and small businesses, for example by having 

 
1 OECD / Wehinger, G. (2014) SMEs and the credit crunch: Current financing difficulties, policy measures and a 
review of literature. 
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an increased appetite to lend to underserved groups that struggle to access 
traditional forms of credit, or by offering specialisation in particular business sectors. 
Specialised non-bank lenders understand the needs of a business with respect to 
the technology it is looking to acquire for example.   
 

14. By being part of a competitive, diverse market smaller lenders ensure that there is 
continued innovation and competition in the market, driving up standards for 
customers.   

 
15. Businesses are also unwilling to take on unsecured debt or use equity financing, 

both of which can expose firms to greater risk, asset finance in comparison offers a 
solution to this with lesser risk for both the funder and the business.  
 
Covid-19 and Government intervention 

16. The Government took urgent and welcome steps to support lending to businesses 
during the Coronavirus pandemic, including by introducing lending schemes such as 
the Coronavirus Business Interruption Loan Scheme (CBILS) and the Bounce Back 
Loan Scheme (BBLs). CBILS was made available for asset finance. 
 

17. However, whilst the CBILS scheme played a positive role, it also largely replaced 
traditional asset finance lending and damaged the asset cycle for businesses. This 
will impact on future asset finance lending volumes. Businesses have brought 
forward, reduced, or sought to end or consolidate asset finance deals rather than 
embark on the acquisition of new equipment.  
 

Liquidity Squeeze 
 

18. To maintain productive finance in businesses it is important that there is sufficient 
liquidity within the market. Whilst schemes such as CBILS and BBLs have 
contributed to supporting lending volumes, they did not assist independent lenders to 
access the liquidity they needed to quickly deliver lending to business. Many were 
accredited but had no funds to push down the CBILS pipeline. This in turn limited 
their ability to provide support for SMEs and show forbearance when it was needed 
most. 

 
19. The “Term Funding for SMEs” (TFSME) transmission mechanism did little to assist 

this liquidity squeeze on independents because recipients deployed funds to the 
benefit of their existing customers rather than injecting them into the market via 
independents. 

 
20. The Bank of England Financial Policy Committee (FPC) acknowledged the issue in 

the record of its September 2020 meeting by stating: “The non-bank financial system 
will always have some need for additional liquidity in stress. It is important to ensure 
that this need can be met in ways that avoid forced sales of assets and disruption to 
market functioning. Prudent management by non-bank intermediaries of their own 
liquidity positions is essential for their resilience to stress. Seeking to increase the 
supply of liquidity from banks to non-bank funders in stress by compromising on the 
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resilience of banks would not be acceptable or effective. In addition, the FPC 
considers it important to examine whether central banks should have facilities to 
provide liquidity to the wider financial system in stress, in order to support market 
functioning. Any such backstop of liquidity would need to be provided in a way that is 
not just effective and efficient but that also, through appropriate pricing and 
accompanying regulatory requirements, reduces incentives for excessive risk taking 
in the future.” 

 
21. In the event of a future credit crisis, lenders will need rapid access to liquidity beyond 

support schemes such as CBILS and the Enterprise Finance Guarantee (EFG) 
schemes. These schemes play an important role in helping business get access to 
finance but must be supported by a liquidity solution which can support small 
lenders. During the recent crisis, the guarantee schemes were not available to 
consumer lenders, leaving them facing a tighter liquidity squeeze.  

 
22. Independent lenders will often seek funding from PRA-regulated entities in wholesale 

arrangements yet support to these entities is not guaranteed to flow down to 
independent lenders.  

 
23. Independent lenders are critically important to the banking system as a whole and a 

vital source of funds for small businesses and consumers. Liquidity support for these 
lenders supports a stronger credit market and creates a more resilient financial 
services landscape which is not solely reliant upon a handful of larger institutions.  
 
Independent Liquidity Funding Scheme 

24. To ensure we avoid a liquidity squeeze in the future, we propose the creation of an 
Independent Liquidity Funding Scheme to support small independent funders. Banks 
have access to TFSME but smaller, independent lenders do not have access to 
similar support. During a liquidity squeeze such as that encountered during the 
ongoing Covid-19 pandemic, this means the productive finance offered by asset 
finance firms will be limited. 
 

25. We propose that such a scheme is funded and administered by the Bank of England 
(BoE). Those looking to access it would meet criteria set out by a joint “independent 
liquidity committee” made up of representative from the Bank, Financial Conduct 
Authority (FCA) and British Business Bank (BBB).  

 
26. Lenders who met existing rigorous requirements, such as those accredited by the 

BBB or regulated by the FCA would be pre-authorised for the scheme. The scheme 
would be modelled on Term Funding. It would provide rapidly accessible funding at a 
competitive rate, backed by a Government guarantee with conditions and a rate set 
an appropriate level for independent funders. This would provide an alternative to 
wholesale (block) funding and would be charged at a similar rate, subject to the 
lender meeting conditions.   

 
27. We recommend that the administration of the scheme sits with a unit within the Bank 

of England’s Prudential Regulatory Authority (PRA). This unit would accredit lenders 
with an agreed process that would deliver rapid decision-making.  
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28. Our proposed scheme would include assignment of any Government guarantee, 
similar to the CBILS scheme, meaning that if something goes wrong the wholesale 
funder can step in, so long as the wholesale funder is either prudentially regulated or 
accredited by the BBB. 
 
Distressed and non-performing asset scheme 

 
29. We also recommend that the Government considers establishing a financial entity to 

buy distressed assets such as coaches (or non-performing agreements for such 
assets) and hold them until they can be sold at a commercial price and the 
investment returned to the lender. Alternatively, these assets could be supported by 
a specific Government guarantee. 
 

30. Such a scheme has been used in the UK in the form of the UK Asset Resolution 
(UKAR) and in Ireland as the National Asset Management Agency (NAMA) to take 
over non-performing property loans and mortgages.  The USA also had a similar 
Troubled Asset Relief Program (TARP). 

 
31. We propose that a similar scheme be used for asset finance arrangements in the 

UK. Many asset finance agreements are in place for assets which cannot currently 
be used such as coaches. An asset-based version of UKAR can help to protect the 
value of such assets. 
 
George Anastasi 
Senior Policy Adviser 
Finance & Leasing Association  
0207 420 9668 
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