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Abstract

Small and medium-sized enterprises (SMEs) play a key role in virtually every nation, mainly because of their contribution to job creation and promotion of economic growth. Relative to large firms, SMEs are more likely to face credit constraints and to stimulate bank lending to small businesses, the UK government has recently implemented a variety of initiatives. Using the UK SMEs Finance Monitor data over 2011q1-2015q2 we apply binary regression models with special treatment of missing values (multiple imputations), to empirically investigate the likelihood for UK SMEs to be rejected for finance by their bank. It also examines the relationship between the awareness of government initiatives and bank debt rejections and explores whether the bank credit market conditions are becoming tighter during the period under investigation. Our main findings are that for overdrafts, the most widely-used logit link function outperforms complementary log-log and Cauchy link functions whereas the Cauchy link function gives the best predictive performance for loans. Other main findings are that while the bank overdraft market is becoming looser, the loan market is still as tight as that in the aftermath of the global financial crisis. Despite different trends, for overdrafts and loans there appears to be similar effects of some explanatory variables on rejection rates. Finally, we find that SMEs aware of government ‘Start Up Loans’ are less likely to be rejected when they apply for overdrafts and SMEs aware of ‘the Business Growth Fund’ are less likely to be rejected when they apply for loans.

