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UK Finance provides a regular analysis of how the finance needs of small and medium-sized
enterprises (SMEs) are being supported through lending from mainstream lenders and
specialised finance providers and looks at their deposit holdings. This latest Business Finance
Review provides a round-up of lending developments across 2025, and activity in the final
quarter of the year.

2025 marked a second consecutive year of rising lending to SMEs by the main
high street banks, though the pace of growth moderated from 2024. Lending
growth was strongest for the smallest businesses, reflecting a sustained increase
in new loan approvals across the year. Taking 2024 and 2025 together, increased
lending was spread evenly across UK regions.

Year-on-year growth in gross lending continued into the final three months of 2025.
The pace of increase had been decelerating through the year, but in Q4 was
broadly unchanged from the previous quarter, at just over six per cent. There was,
however, a marked divergence in sector lending trends in the final quarter of the
year.

Growth in new finance approvals also remained firm in Q4 and continued to be
driven by approvals for new loans, in terms of both number and value. Demand for
overdrafts, which had risen sharply in response to increased cost pressures,
continue to moderate in the past three months. However, the surge in the oil price,
if sustained, could see renewed demand as businesses anticipate further pressure
on input costs.

There was little movement of note across the year in SMEs use of overdrafts.

2025 also saw a more modest decumulation of deposits compared with the previous
year. SMEs opting not to draw on deposits is perhaps also a reflection of budget-
related caution at end of last year. This does still leave a reasonable buffer (for some
sectors) against potential challenges or resources for investment in 2026.

There was a similarly stable picture on repayments across 2025, and the year
ended in a gradual improvement in net lending — notably for small businesses.
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Despite the backdrop of heightened geopolitical uncertainty throughout 2025, the
world economy put in a better performance than many forecasters were expecting.
Trade tensions, ongoing conflict in Europe, and tighter financial conditions were
expected to weigh more heavily on activity, but global GDP expanded by a fairly steady
3.3 per cent last year, according to IMF estimates.

The UK economy showed similar resilience, expanding by 1.3 per cent in 2025, up
slightly from 1.1 per cent in 2024 and better than the sub-one per cent consensus
forecast at the start of the year. Across the year household and government spending
as well as business investment all made positive contributions to growth, but net trade
continued to drag.

While the full-year performance of the economy was better than expected, there was
a clear loss of momentum in the latter quarters. Growth in the each of the third and
fourth quarters was a subdued 0.1 per cent.

Private sector activity towards the end of 2025 was impacted by a number of factors,
including additional caution ahead of the autumn Budget. A risk that further remedial
action would be needed on the public finances led to increased concerns that
additional tax raising would again fall on businesses. Trade policy uncertainty faded
somewhat, but risks continued to linger.

The SME Finance Monitor has been reporting a steady rise in the proportion of firms
citing political uncertainty as an obstacle to running their business over the past two
years and at the end of 2025, this overtook worries about the broader economic
climate. Consumer sentiment was similarly subdued at the end of last year with
households seeming more inclined towards precautionary saving than hitting the high
street.

Taken together, GDP growth in the final quarter of 2025 saw a very modest boost from
household spending and rising government investment, while business investment
contracted. Looking at sector contributions, manufacturing activity rebounded in the
final months of 2025 as automotive activity recovered following the Jaguar Land Rover
cyber-attack. While services output was flat in the final three months of the year.

Construction output, however, recorded a significant contraction in Q4, falling over two
per cent on the quarter. This was the steepest decline since the start of 2022 and
follows 18 months of steady expansion.

Looking to the start of 2026, there were tentative signs of sentiment picking up.
Surveys from a number of business representative groups point to signs of improving
confidence in firms’ own performance in the year ahead, even if concerns about
broader UK economic conditions remain. The question whether this is a reaction to
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the fairly benign budget for business at the end of last year or improving fundamentals
remains to be seen. The forthcoming employment rights legislation, ongoing cost
pressures and, at time of writing, increased tariffs imposed by the US and escalating
tensions in the Middle East present headwinds to business growth and investment
plans.

The first of these risks is likely already weighing on hiring intentions. Job vacancies
fell steadily during 2025, and together with more people moving from inactivity into
unemployment, the jobless rate has risen to 5.2 per cent. Notably the rise has been
sharpest for the youngest workers.

The pace of labour market easing over the past year has reduced some worries on
the Monetary Policy Committee (MPC) that firmer wage growth would keep inflation
above target. Bank Rate ended 2025 at 3.75 per cent, with the fourth 25 basis point
cut coming in December. CPl inflation is forecast to drop sharply from spring as energy
prices fall back.

Forecasters were predicting that another interest rate cut could come in the Spring.
The outlook for inflation and Bank Rate has, however, become more uncertain as the
conflict in Iran and the effective closure of key shipping routes has led to a sharp
increase in oil prices. If tensions persist, this will fuel global inflation and weigh on
global growth.

Lending to SMEs

Table 1. SME annual finance metrics

average 2024-25

Gross lending ms 24,032 14,298 16,157 17,545 9%
Net lending £ms -750 -11,075 -7,153 -4,520

Loan approvals No. 111,429 36,631 44,891 51,268 14%
Overdraft approvals No. 148,171 40,006 58,892 61,438 4%
Overdraft utilisation % 56% 48% 48% 47%

Total repayments £ms 24,782 25,373 23,310 22,065 -5%
Sight deposits £ms 108,463 133,480 124,117 120,174 -3%
Time deposits £ms 77,201 100,074 98,045 98,658 1%
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With full year data from the main high street lenders, we take a look at how the finances
of SMEs evolved across 2025. This time last year we were looking at the first year of
growth in gross lending to SMEs since the conclusion of the Covid lending schemes.
This increase was despite higher borrowing costs, ongoing worries about cost
pressures, and heightened policy uncertainty.

As noted above, some of these challenges began to subside in 2025 as the Bank of
England continued to cut interest rates and energy-related cost pressures eased. But
this was overtaken by higher employment costs and the ramping up of trade tensions.

Against this backdrop, SMEs continued to take a somewhat cautious approach to their
finances in 2025 (table 1). Gross lending posted another moderate rise in 2025, but
growth of nine per cent, while similar to the rate of expansion reported for the wider
market by the Bank of England, represented a slowdown on 2024 levels. In part, this
was due to the composition of demand, which in 2025 was driven to a greater degree
by the smallest SMEs (up to £2 million turnover). In 2025 gross lending to this cohort
of small firms was up a quarter compared with 2024, while lending to medium-sized
firms rose four per cent.

The relative strength of lending to smaller firms is consistent with the Bank of
England’s Credit Conditions survey, which reported slightly stronger responses on the
demand and supply of credit to small firms across most of last year —a notable change,
particularly on the demand side compared with 2024. Respondents to the survey
report market share objectives as contributing to increased supply, with some modest
improvement in the economic outlook and changing sector specific risks.

Chart 1 looks at the regional picture of lending in the past two years. While growth
Chart 1. Gross lending by region, percentage change hasn’t been consistent
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lending flows last year
by the main high street banks remains some way south of levels recorded before the
pandemic and should be seen in the context of the still-cautious appetite of SMEs to
borrow to grow (as reported in the SME Finance Monitor) and the on-going dominance
of challengers.
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Looking at the profile of approvals of new facilities for SMEs, the main development in
2025 was the slowdown in new overdraft approvals. Through 2022 and 2023 we saw
a strong relationship between firms’ price expectations and demand for new or
increased overdraft facilities to manage cashflow. With cost pressures moderating, so
has the requirement for overdrafts — this has been especially marked for medium-sized
businesses. It may, however, also be the case that these firms are turning to alternative
finance solutions to manage working capital.

Finally, the stock of SME deposits continued to trend down through 2025 ending the
year one per cent lower compared with the end of 2024. As noted in table 1 the fall
was driven by declines in current account deposits, with a modest increase in notice
accounts. For more than a year, however, we have highlighted that the stable picture
on deposits at the aggregate level conceals some larger sector differences. D;
divergent trends across industries continued throughout last year.

As SMEs overall drew less heavily on deposits in 2025 compared with previous year,
this is likely both a reflection of some moderation in cost pressures, but also a reticence
to use internal resources for investment purposes while the demand and policy outlook
remained uncertain.

Looking to developments in the most recent quarter, chart 2 shows the eighth
consecutive quarter
of year-on-year
growth in lending to

£4bn SMEs. At just under
£4.6 billion in Q4,

E3bn gross lending by the

c2bn main high street
banks has only been

£1bn higher in one other
quarter in the past
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three years.

Chart 2. Gross lending to SMEs, £billion
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Source: UK Finance

From mid-2025 the
pace of increase in lending started to come off the boil. Given the headwinds from
budget-related uncertainty reported by business surveys and the softening in loan
approvals, notably to medium companies, seen in Q3 we had expected this growth to
weaken further in the final months of 2025. However, the outturn was a little better
than predicted, with lending six per cent up on a year ago in Q4 — the same rate of
increase as the previous quarter.
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The somewhat stronger momentum in lending to the smallest companies noted in the
em  annual round-up above

£m Chart 3. Gross lending to SMEs by size, £ millions
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ago. Indicators of investment intentions have remained subdued (see, for example,
the ONS Business Insights survey); it is therefore unclear the extent to which small
firms are requiring finance for new business opportunities, or whether refinancing and
inventory finance are more important drivers.

Also consistent with new loan approvals tailing off to medium-sized companies, gross
lending to this cohort in Q4 was broadly flat, year-on-year.

Bucking the broadly steady trend in key lending metrics at the end of last year is the
divergent sector picture (chart 4). In the first three quarters of 2025 slowing growth of
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We do see some
seasonality in this sector, usually stronger lending growth in the third quarter each
year. While there was an increase in lending to this sector in the previous quarter,
growth surged in Q4. According to ONS, the sector has seen a strong run of output
growth with gross value added (GVA) expanding by over four per cent last year,
compared with growth of 1.5 per cent across all services, suggesting that firms were
both more likely to require finance to support growth and to secure it.
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At the other end of the spectrum, there were more substantial falls in lending, relative
to a year ago in the consumer-facing accommodation, and recreational sectors, and
manufacturing.

As we noted above, 2025 was a stronger year for new loan approvals compared with
overdraft facilities, a reversal of the trend in 2024, and the diverging trend between the
two products crystallised in Q4. Growth in both the number and value of loans
approved picked up
pace to 25 per cent
and 31 per cent year-
on-year respectively
(chart 5). And
continuing the theme
of 2025 much of this

10004’ Chart 5. Loan and overdraft approvals, percentage
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nearly two-fifths).

In addition, there was a recovery in approvals to medium-sized companies after a
couple of quarters of modest decline earlier in the year. Growth was stronger by value
of loans approved to this cohort (up 19 per cent) compared with the rise in the number
of facilities (up 2.5 per cent). This should signal a solid start to overall lending growth
at the start of 2026.

In contrast, falls in overdraft approvals were widespread across both size bands of
SMEs. In total, the value of overdraft facilities approved in Q4 was the lowest for over
a year. The year-on-year contraction does, however, reflect some base effects —
overdraft approvals did pick up sharply towards the end of 2024. And as we’ll see in
the next section, despite the rise in these facilities in recent years, usage has been
static.

However, at time of writing a more likely outturn is the risk of escalating Middle East
tensions pushing up oil prices and creating supply chain disruptions, which could lead
to more precautionary demand in 2026.

The overall buoyant picture on new finance approvals at the end of last year is
observed across most industry sectors (chart 6). Where we saw some weakness in
lending at the end of last year, namely in some consumer-facing sectors, the rise in
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approvals to hospitality and recreation SMEs indicate this may rebound at the start of
2026. In addition, approvals to wholesale and retail SMEs also gained some
momentum in the second half of 2025. Elsewhere, data points to normal seasonal
trends in approvals across sectors such as education and agriculture.
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Two areas where we have seen relatively little movement over the past year is in the
stock of SME deposits and utilisation of existing finance facilities. Starting with
deposits (chart 7), overall they were down one per cent at the end of the quarter
compared with the end of Q3. In a change from the past couple of quarters, the fall
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was mainly in notice

rather than current
accounts and seen
almost entirely

amongst medium-sized
firms. Business size
seemed to be a more
important determinant
of movements in time
deposits over the
quarter, with declines
broad-based by sector
for the larger SMEs.
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Lastly, looking at the
headroom available
within existing facilities,
there remained a very
flat picture on overdraft
utilisation at the end of
2025 (chart 8). Even
given the recent ups and
downs with new facilities
and cashflow pressures
SMEs have faced from
higher input and
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Chart 8. Overdraft utilisation, percentage by business
size
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employment costs, utilisation rates have barely budged since the end of the pandemic.

While we might see some fluctuations in demand for new facilities if input prices take
off again, it seems usage of overdrafts has settled at a lower level than recorded pre-
Covid. Chart 8 notes that this is the case for both small and medium firms, and
utilisation rates also show no material difference by industry.

The picture on both deposits and use of existing facilities reiterates the point made
through much of the post-Covid period that SMEs have shown resilience in the past
year, navigating uncertain demand and pressure on margins, while retaining a cushion

should it be needed.

A final, stable metric on SME finance is the trend in repayments (chart 9), which
continued to run at around £5.5 billion at the end of 2025. Many businesses will be
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closing in on the end of
their Covid-lending
obligations, and while
most will be comfortable
in meeting this, 2025 did
see more businesses
reporting that they are
struggling in the SME
Finance Monitor, and a
pickup in insolvencies.
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In its January 2026 Credit Report!, Experian noted that ‘delinquency rates have eased
compared with the peaks seen in early 2025 but have ticked up in recent months.’ As
lending outflows have increased over the past two years any deterioration in the
broader economic outlook or significant sector-specific shocks could see repayment
obligations come under strain for some firms.

Overall, it looks like the SME lending market in 2025 was resilient but cautious. Cost
pressures had faded and lumpy demand in certain sectors has inevitably impacted
sentiment and borrowing behaviour. There also appears to have been some evolution
in the lending market in recent years, with an increased risk appetite to support smaller
businesses and traditional lenders trying to regain some ground on challengers; lower
borrowing costs will also have played a role.

Where we go from here will largely be driven by how macroeconomic conditions unfold
in the year ahead. At the start of this year forecasters were expecting subdued GDP
growth at home and in key markets in 2026. However, the Iranian conflict potentially
brings significant new challenges for both global growth and inflation. Another energy
price spike could see some SMEs at breaking point, unable to absorb a further round
of surging input costs.

If a protracted war is avoided sentiment could improve more rapidly, supporting
demand in consumer-facing sectors. Continuing disinflation and further monetary
policy loosening would provide further support here.

SMEs could also look to accelerate adoption of technologies such as Al, investing in
capital to offset elevated employment costs, and potentially aiding new business
development opportunities, and a competitive landscape of lenders should be there to
enable it.

This report is intended to provide information only and is not intended to provide financial or other advice to any
person. Whilst all reasonable efforts have been made to ensure the information contained above was correct at
the time of publication, no representation or undertaking is made as to the accuracy, completeness or reliability of
this report or the information or views contained in this report. None of UK Finance or its employees or agents shall
have any liability to any person for decisions or actions taken based on the content of this document.

1 Monthly Credit Trends Report; January 2026 - Experian UK

1


https://www.experian.co.uk/blogs/latest-thinking/automated-credit-decisions/m-index/

UK Finance Business Finance Review 2025 Q4

12



