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Black Country Reinvestment Society demands change in lending culture 
PIC 4220 – Paul Kalinauckas, chief executive, Black Country Reinvestment Society

The chief executive of a Wolverhampton based business loan fund has warned of over a decade of SMEs being refused loans by banks unless there is a change in lending culture.

Paul Kalinauckas, chief executive of Black Country Reinvestment Society (BCRS), has predicted that it could take between ten to fifteen years before banks start lending to small businesses again. He also warned of the dangers to the economic recovery if enterprise and business growth continues to be stifled by a lack of flexibility and an ongoing refusal to lend by banks.
BCRS has developed a lending model for businesses which they believe could be rolled out across the UK. The model is already working successfully and both Sandwell and Staffordshire local authorities now have business loan funds that are being managed by BCRS.

“We will not get a change in our lending culture until we back both winners and losers”, says Paul Kalinauckas. “The banks simply do not want to lend to small businesses and would prefer to get out of the market altogether, but are reluctant to say so because of reputational risk. Some banks are already pricing them out  by offering interest rates of over 20 per cent or forcing them into unsuitable loan products such as invoice financing.

“Any coalition government talk of backing innovation and of entrepreneurs being the solution both to the present situation and to avoiding future recessions is irrelevant, because the banks are still refusing to lend where there is an element of risk. There is always a high degree of risk involved in running a small business, whether it’s a start up or an established venture. Despite recent reports of the major banks making huge profits, recent figures from the Bank of England show that lending to businesses continues to fall. We are not saying that banks should lend to all businesses regardless, but they enjoy a huge monopoly. The Institute of Directors has stated recently that we need more competition to banks.
 “The way out of the current situation is for the banks to lend money to organisations like BCRS to lend on to small business. However, we must have loan guarantee mechanisms in place to cover the risk, for example public sector support such as the EFG scheme for banks.”

The Enterprise Finance Guarantee (EFG) scheme is a £1.3 billion loan guarantee scheme launched in January 2009 which has recently been extended until March 2011. It is aimed at facilitating additional bank lending to SMEs with no or insufficient security and offers a government backed guarantee of 75 per cent of the loan value. However, many small businesses report difficulty in accessing the scheme.
“BCRS offers a flexible approach to lending”, says Paul Kalinauckas. “New business owners often don’t have secure assets and have taken huge personal risks for their businesses. Our lending criteria includes taking into consideration the character of the business owner and an exploration of the local context and bigger picture. BCRS already has a proven delivery vehicle in place that can offer loans to SMEs and has been doing so successfully since we started back in 2002.

“We have a proven solution to the problems that are now being recognised by the coalition government. Necessity is the mother of all invention and our model was formed out of necessity way before the credit crunch. We’ve been steadily getting on with it and since 2002 we’ve lent over £5m to local businesses. 
“We are here to meet market failure and want to scale up further, and we’re now in talks with other local authorities who want to use our model. There is a window of opportunity here to replicate our flexible financial instrument across the country. This model, developed in the Black Country, the birthplace of innovation, can be rolled out everywhere in the UK where business owners experience a problem in gaining access to finance. 

“It’s our mission to lend to businesses because, as a mutual, we don’t have to maximise profits for our shareholders and we care about making this area great again. The alternative is over a decade of continuing decline.”
ENDS

Notes to Editor

Quick Profile:

BCRS recently celebrated their small business loan fund reaching £5 million, and have plans to extend it to £10 million within the next two years. The company was founded in 2002 as a not for profit loan fund offering loans of between £10,000 and £50,000 to small businesses in the Black Country. Last year, BCRS created a £750k business loan fund with Sandwell Metropolitan Borough Council and are in discussion with other local authorities in the Black Country. They have created a £1m loan fund with Staffordshire County Council and are looking to expand into Stoke on Trent. The company was recently featured on the Channel 4 documentary Dispatches entitled “How the banks won”, shown on 14 June, on how the Sandwell Business Loan Fund, managed by BCRS, was helping local SMEs gain access to finance after being turned down by the banks. BCRS was also featured on Midlands Today on Friday 6 August.
BCRS is run on a non profit distributing basis. Established in 2002, it is committed to helping businesses in the Black Country and Staffordshire.

BCRS receives funding from Advantage West Midlands and the European Regional Development Fund

BCRS is a founder member of the Fair Finance Consortium of “not for profit” lenders in the West Midlands www.fair-finance.net , a Charter member of the National Trade Association the CDFA (Community Development Finance Association) www.cdfa.org.uk
BCRS employs a staff of eight at its HQ at Wolverhampton Science Park, WV10 9RU.
To interview Paul Kalinauckas please call 0845 313 8410 or enquiries@bcrs.org.uk 
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