> UK Finance

Business Finance
Review 2026 Q1

Quarterly commentary on
business finance for small and
medium-sized enterprises.




UK Finance Business Finance Review 2026 Q1

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 at the start of 2026 and against the
backdrop of heightened geopolitical tensions bringing renewed risks to global growth and
inflation.

e Growth in lending to SMEs picked up pace at the start of 2026. Gross lending by
the main high street lenders was 16 per cent up on the same quarter a year ago.
At £5.3bn gross lending was the highest since the end of the pandemic. The rise
also chimed with the strength of new finance approvals reported in previous
quarters.

e Our data show another surge in lending to the smallest businesses; and by sector
there were large increases in lending to agriculture, real estate, wholesale & retail,
and recreation & personal.

e Finance approvals also continued to show solid growth in the first three months of
2026, particuarly for loans with gains broad based across sectors. Growth in
approvals to small firms was sustained and there was a pickup in approvals growth
to medium businesses.

e There were, however, some possible early signs of the impact of the Iran conflict.
Loan applications dipped in March after a strong start to the year, while overdraft
applications took off again after the usual seasonal movements at the start of the
year. We saw a similar picture in 2022 with the onset of the war in Ukraine.
However, it is too early to say to what extent this is driven by the conflict as other
upcoming costs increases could also be impacting behaviour.

e Q1 also saw a modest increase in overdraft utilisation — notably manufacturing,
real estate and recreation. While deposits continued to trend down, though at a
more moderate pace than previously. This quarter saw declines in both sight and
time deposits, with falls in the latter the first recorded since the end of 2024.
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The UK economy looks to have picked up at the start of 2026, with business surveys
gaining ground from the pre-budget wobble at the end of last year. Official GDP data
also pointed to an acceleration in growth in the first three months of this year, with
output increasing by 0.6 per cent, up from an upwardly revised 0.2 per cent in each of
the previous two quarters.

The data point to a solid quarter for manufacturing and services — both of which
expanded by 0.8 per cent in Q1. Across services, there was a solid expansion in both
consumer, and non-consumer facing sectors (0.7 and 0.8 per cent respectively).
Construction, which had a particularly weak end to 2025, also saw a recovery in output
at the turn of the year, expanding by 0.4 per cent. Also positive, was a rebound in
business investment, which rose by 0.7 per cent, up from a fall of nearly three per cent
in the previous quarter.

At the start of this year a number of factors were pulling in a more positive direction in
support of a better demand outlook. Inflationary pressures had eased and were
expected to ease further as we moved into the second quarter, underpinning growth
in real earnings, the global economy looked to be faring better than expected,
monetary policy had become less restrictive with more reductions in Bank Rate
expected, and the drag from uncertainty around fiscal policy was also reduced with a
move to one budget a year. Together these developments will have contributed to the
strong SME lending picture we will discuss in this Review.

However, the outbreak of hostilities between the US and Iran at the end of February
essentially brought about another wave of uncertainty for businesses and consumers.
The immediate impact of the conflict was a surge in oil and gas prices due to the
effective closure of the Strait of Hormuz, a key shipping route. This has fed through to
a significant uptick in inflation expectations amongst consumers and businesses.

Against early expectations that the conflict would be concluded swiftly, protracted
negotiations have also led to significant volatility in financial markets, from government
borrowing costs to exchange rates. And the longer the Strait has remained closed the
greater the supply chain impact beyond oil and natural gas.

The tangible effects of this were starting to become evident even towards the end of
Q1. Some manufacturing growth and the positive activity readings reflect reports of
stockpiling activity as firms brought forward purchasing activity ahead of price
increases. And on the consumer side, retail sales in March were boosted by auto fuel
sales as drivers sought to get ahead of increases in pump prices. There was, however,
a drop off in travel operators as consumers worried about household budgets and
aviation fuel availability.
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The conflict also came at a time of further softening of the labour market. The
unemployment rate at the start of this year has hovered around the five per cent mark
and vacancies drop back in Q1, consistent with surveys pointing to cautious hiring.
Forecasters now expect unemployment to end the year around 5.5 per cent. Again,
the confidence-sapping impact of Middle East tensions point to risks around this
forecast and the potential to further depress consumer appetite for discretionary
spending.

Since the start of the conflict the Monetary Policy Committee (MPC) has met twice and
on both occasions has voted to maintain Bank Rate at 3.75 per cent. After it's April
meeting the minutes noted that the UK economy enters this period of heightened
tensions in a different place compared with the invasion of Ukraine. Weaker demand
and a softer labour market should limit second-round effects from high energy prices,
assuming there is a fairly swift end to the conflict. However, in a more adverse scenario
of a bigger disruption for longer, monetary policy would need to tighten in response.
At time of writing markets were expecting at least one 25 basis point increase this
year.

There was a strong start to 2026 for SME lending. Gross lending growth regained
some momentum in the first quarter, rising 16 per cent compared with the same quarter
a year ago, up from six per cent growth in the preceding two quarters. At £5.3 billion

in the first three months
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quarters. While we might have expected to see some softening as the conflict in the
Middle East unfolded, the monthly profile of draw down over the quarter remained firm.
While the main high street lenders that contribute to this data no longer dominate the
SME market, data from the Bank of England covering the wider market indicate
similarly strong overall growth in gross lending in Q1.
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Indeed, the positive picture at the start of this year will largely reflect borrowing,
approval, and draw down decisions made before the onset of the conflict at the end of
February. As discussed in the introduction economic activity, as measured by both
business surveys and official GDP data, appeared to perk up at the start of the year
with confidence returning after the uncertainty of last year’s autumn budget.

Engagement with business representative groups earlier this year also pointed to
some clouds of uncertainty starting to lift for firms. While not quite ‘green shoots’ the
feeling amongst businesses that had navigated a succession of shocks and
challenges in recent years was that the foundations for a stronger demand outlook —
rising household real incomes, lower borrowing costs and a better global outlook —
were starting to fall into place.

In addition, year-on-year growth continued across most sectors (chart 2). The only
industries in which lending was down in Q1 were manufacturing, and accommodation
& food activities. Although falls were modest at two per cent and one per cent
respectively, this marked the second consecutive quarter of contraction for both.

At the other end of the
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little seasonal pattern in recent years.

Data also points to a rebound in real estate lending, which was up just over a third
compared with a year ago. In value terms the rise in lending to this sector accounted
for nearly three fifths of the increase in lending across all sectors in the year to Q1.
Also seeing strong lending growth was agriculture, where gross lending was nearly a
quarter higher than a year ago.

As noted above SME lending reached a post-Covid lending high in Q1 and the large
uptick in real estate and agriculture lending also took quarterly lending in these sectors
to the highest level since 2021 Q1.The final industry to hit a five-year high is wholesale
and retail trade which has seen a sustained run of double-digit year-on-year rises in
lending over the past 18 months. Despite these gains, lending to SMEs in these
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sectors by the main high street lenders is still around a fifth lower than pre-pandemic
levels.

Looking at trends by size of SME, however, we see that the rise in lending to the
smallest businesses in 2026 Q1 (51 per cent) takes gross lending in the quarter to the
highest level since 2018 Q1 (excluding Covid lending schemes). Our data shows
seven consecutive
quarters of double-digit
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Source: Bank of England (chart 3) which notes arun
of strong positive response balances on credit supply
to small businesses, buoyed by market share objectives and what was, until recently,
a better economic outlook. The survey also points to solid demand, notable from
commercial real estate.

For medium firms the data from UK Finance also points to growth in lending at the
start of the year. This was a more modest four per cent gain on a year ago, but still
the fastest we’ve seen in year.

With new lending motoring at the start of the year, the picture on finance approvals in
Q1 indicates the potential for this momentum to continue. Overall, the value and
number of new loan approvals rose by 36 per cent and 42 per cent respectively,
compared with 2025 Q1. This represents a slight acceleration in growth on the
previous quarter. And following a contraction at the end of last year, overdraft
approvals also recovered (increasing 15 per cent and 20 per cent by value and number
respectively on a year ago).
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Looking at approvals by size (chart 4) there is a fairly consistent picture of growth in
approval numbers by size and product, and we also see this mirrored in growth in
approval values. That
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We observe similar consistency by sector across the number of loans approvals in Q1.
In every sector covered by our data the volume of new loan approvals was higher than
a year ago — notably real estate and construction. Though for manufacturing, and
transport & storage, approvals were down in value terms.

There are, however, no guarantees that these approvals for new facilities will translate
in new lending in the months ahead. With firms now seeing greater uncertainty in the
market decisions to proceed and draw down finance may be put on hold. The SME
Finance Monitor! has, since the pandemic, consistently reported that SMEs regard the
economic climate is one of the top three barriers to growth — and even more so for
those SMEs with any plans to borrow. This would suggest that confidence in plans and
borrowing decisions may be fragile in the face the potential scale of new risks from the
Middle East conflict.

It is unlikely that any of this reported activity — positive or negative — can be linked to
the impact of the Iran war; it is more a reflection of what has happened rather than
what might happen. As the conflict has continued well into Q2 it is worth noting some
of the metrics that will merit attention as we look to how SMEs might respond to
developing cost pressures and renewed uncertainty.

' SME Finance Monitor | Ipsos


https://www.ipsos.com/en-uk/sme-finance-monitor
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Beyond the wider economic climate, the SME Finance Monitor highlights rising costs
as another major barrier to growth. The 2022 energy price shock, higher employment
taxes and recent increases in Business Rates have added to pressure on profitability
and cashflow. As a result, firms have increasingly turned to products such as
overdrafts, invoice finance and credit cards to manage day-to-day cashflow.

Our latest data on applications (chart 5) may provide some early signs that SMEs, as
a response to Middle East
developments, have again
flipped to cashflow
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Businesses’ initial reaction to how they might respond to an increase in energy costs
as a result of the Iran conflict (chart 6) is a combination of higher prices and absorbing
increases in profit margins. In addition, over half of firms surveyed expect the energy
supply shock to hit sales in the coming year. It is still very early days and with on again,
off again negotiations to end the conflict and restart shipping through the Strait of
Hormuz, businesses will struggle to predict with certainty how they’re response will
evolve.

Chart 6. Business response to rising energy prices,
percentage of firms expecting change in next 12 months
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One constant in our data, both during the pandemic and since, has been the
consistently flat profile of overdraft usage amongst SMEs. While we have seen ups
and downs in applications and approvals in response to shifts in demand and cost
pressures, utilisation of those facilities, at an aggregate level, has remained broadly
unchanged.

This quarter, however, we have seen a more material uptick in overdraft use (chart 7)
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accommodation and food services. This, however, is not unusual and follows a trend
of rising overdraft reported in the early part of the year since 2023.

In addition, the rise in real estate & professional services overdraft utilisation is also
driving the overall picture higher, but usage rates within this sector can be erratic from
month-to-month, and the rise at the end of Q1 does not appear to part of a more
sustained trend.

In contrast movements in recreation & personal, manufacturing, and construction have
been on the increase across since the end of last year. For manufacturers overdraft
utilisation is the highest since early 2024 and this may reflect some stockpiling
signalled in surveys, with firms using existing finance facilities as they bring forward
some purchasing activity. For construction and recreation utilisation rates hit a post-
pandemic high this quarter.

While there does appear to have been some movement, again it is too early to point
to geopolitics as the driver. Other cost increases are coming down the track for SMEs
— from higher Business Rates for some sectors, to another rise in the minimum wage
kicking in from April. That said, even with the uptick SMEs continue to retain, in
aggregate, a good degree of headroom within existing overdraft facilities.
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While overdraft use has edged higher, the pace of decline in deposits continue to be
fairly modest across all SMEs at the start of the year. Total deposits were just over one
per cent lower at the end of Q1 compared with a year ago. While there was a further
moderation in the fall in current account balances, there was also a small drop in time
deposits — the first in over a year.

There continues to be sectoral differences in the use of deposits (chart 8), however,
there do not seem to be any unusual movements beyond what we might expect to see
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The story on repayments have changed little over the past three year. SME loan
repayments have been
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The number of businesses that have fully repaid Covid-era Bounce Back Loans
continues to tick higher, according to data from the Department of Business and Trade.
As of the end of December 2025 (the latest available), nearly 18 per cent of facilities
have been fully repaid. In addition, the ONS Business Conditions survey also points
to stable levels of confidence amongst SMEs about their debt obligations. Around four
in five businesses (excluding those with no outstanding debt) are very or moderately
confident of their ability to meet current obligations.

While the start of the year did bring some signs of renewed momentum in business
activity, data for the second quarter so far points to a deterioration in confidence.
Manufacturing activity has been supported, to a degree, by firms’ bringing forward
purchases before prices rise, but if uncertainty caused by the Iran conflict doesn’t
recede soon this boost will be short-lived.

Indeed, continued blockages to shipping in the Strait of Hormuz will likely weigh further
on energy intensive sectors, such as transport & storage, and manufacturing.
Agriculture is also likely to experience higher diesel and fertilizer costs.

Services activity has seen a more marked contraction in activity in Q2. The services
purchasing managers’ index signalling the sharpest fall in business activity in more
than five years as politics developments at home and abroad hit confidence and rising
inflation expectations dampen consumer spending. These developments are likely to
lead at least some businesses to rethink near term investment, business development,
and borrowing plans until these headwinds of uncertainty abate.

As we noted in beginning of this report forecasters can only look to a range of possible
outcomes for growth, inflation and the response of policy makers over the next 12
months. Stop-start progress on negotiations to end the conflict and normalise shipping
will likely mean that oil and gas prices remain elevated in the coming months. Markets
continue to be volatile but with expectations that UK Bank Rate will rise at some point
before the end of the year.

SMEs have proved to be incredibly resilient to a succession of shocks in recent year,
but for some businesses and industry sectors this resilience will have been eroded. As
yet there are no significant signs of stress, in aggregate across SMEs. But it continues
to be the case that lenders are there to support businesses both worried about existing
obligations and those pressing ahead with future plans.
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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.
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