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Mr Chairman and members of the Committee, ISME welcomes the opportunity to discuss the issues and 

problems being experienced by our owner/managers of small and medium enterprises in Ireland today in 

accessing finance.  

ISME, the Irish Small & Medium Enterprises Association, is the INDEPENDENT body representing owner 

managers of small & medium businesses in Ireland. SMEs constitute 99% of all businesses in Ireland, employ 

over 900,000, which equates to 64% of Private Sector employees and 54% of total employees. 

The Irish Small and Medium Enterprises Association (ISME) was formed in 1993 to guarantee that Small and 

Medium Enterprises in Ireland have an independent voice.  The Association represents in excess of 9,000 

SME businesses throughout the 26 counties. Our independence stems from the fact that as a business 

organisation we uniquely rely on the resources of our members. We are not reliant on big business which 

compromises other representative organisations. We are the only independent representative body for SMEs 

in Ireland. 

Our organisation’s members employ over 225,000, from the one woman and her dog operation right up to 

businesses with 250 employees. We also are a ‘broad church’, representing all sectors, from importers to 

exporters, agri-food to engineering, retail, manufacturing, distribution, service industries, including 

accountants, solicitors and other professions. 

The defining feature is that the businesses are run by the very people who own them and invest their life 

savings and their family’s’ life savings in their enterprises.   

Obviously our concerns and observations are primarily focussed on SMEs and in particular, Owner managers, 

the risk takers of the Economy. Proper recognition of the entrepreneurs' contribution to the economy of Ireland 

is long overdue. In addition to providing a range of goods and services to all sectors of the economy, they are 

a vehicle for economic growth, job creation, competitiveness, innovation and, what is often overlooked, an 

instrument of social cohesion.   

SMEs play a crucial role for economic and social stability at local and regional level, where SMEs are the 

“basic fibre” by providing goods and services for the daily life. SMEs are also at the centre of the so-called 

Social Model.  

Owner-managers of these enterprises are, in general, more interested in the long-term development of their 

company and the local economy, while shareholders and management are primarily concerned with short-

term profit and boosting turnover. 

In general, SMEs are more responsible towards their employees and more integrated into local society. They 

play an important role in stabilising society and have a bridge-building function between workers and 

capital/equity owners. 

However, SMEs suffer from the disadvantage of having limited human and financial resources and being 

more locally bound. In being small there is also strength, flexibility, innovation and the capacity to rapidly 

adjust to changing market conditions. All the hallmarks of true entrepreneurs. 

 

 

 

 

  



 Page 3 of 8 14133 submission to oireachtas 

Traditionally funding for many SMEs was generated within families and importantly, it helped to substitute 

for lack of access to bank credit. Banks do not have much information on which to assess and price the 

risks associated with lending, especially with start-ups and SMEs. It’s also difficult to put a value on family 

solidarity, ‘conviction-equity’, and sheer tenacity. So families are an important source of capital in funding 

the design, start-up, and early expansion of SMEs.  

 

This model has been turned on its head in Ireland over the last decade. In the run-up to 2008, many small 

and medium family-related SMEs borrowed to support business expansion, including new premises. Some 

also borrowed to invest in property, including housing as a form of pension. Then the roof fell in. Domestic 

demand collapsed because of the crisis and due to troika/government driven austerity and therefore 

profitability and cashflow dried up.  

 

Many SMEs are now trying to finance large borrowings at a time when trading conditions have never been 

more pressurised. That’s only the half of it. Many of these same businesses are carrying residential 

mortgages that have much less value as collateral and which they can barely, if at all, sustain. In fact there 

is much less coming in to, and so much going out of, the family exchequer.  

 

The Central Bank has been pressurising banks to crystallise, and to make adequate provisions, for 

impaired SME loans. It has pushed the banks to improve their monitoring systems, to restructure some 

SME loans, and to set targets for lending to SMEs.  

 

The banks say they are deleveraging their loan book and reducing their dependence on official financing. 

They say they are seeking to pay down Government funding and, at the same time, under pressure to 

strengthen their capital position. They also claim they are lending to SMEs and have put dedicated SME 

capabilities and skilled staff in place.  

 

Simultaneously they are trying to play to international investors and shareholders by increasing their net 

interest margin. 

 

Net interest margin and fees/charges — but this can only be done by extracting more income from an 

already stressed economy, including SMEs. Ireland’s banking system is conflicted by different and 

potentially conflicting priorities.  

 

SMEs point out that, compared with larger companies who have options, they have always faced much 

greater difficulties in getting credit on a non-punitive basis. But they also point out — and the governor of 

the Central Bank made the same point last year — that compared with virtually all other Eurozone 

countries, SMEs in Ireland face even more acute difficulties, in terms of access to, and pricing of, credit.  

 

It is also very clear that banks are primarily interested in lending to ‘safe’ SMEs, whereas the real difficulties 

in the present environment are faced by SMEs that are not ‘safe’ — they are hanging on and have the kind 

of risk-profile that banks do not easily entertain these days. There is strong evidence that 

refusals/declines are higher in Ireland than in other Eurozone countries and it’s too costly and too 

complicated for many businesses to even try. 

May I begin by quoting from the most up-to-date statistics from our Central Bank –Money & Banking Statistics 

March 2014. 

“Lending to Irish resident Non-Financial Corporations showed a year-on-year decline of 6.1% in 

March, following on from an annual decrease of 5.8% in February. All categories of loans recorded 

declines over the year. This represents the sixteenth consecutive monthly decline in NFC loans.” 
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The CSO figures on Access to Finance done in 2007 and 2010: 

“Successful loan applications drop from 90% in 2007 to 50% in 2010.” 

ISME Bank Watch Survey figures, also confirm a higher refusal rate than the banks admit to, which often 

leads to a debate on statistics etc. 

 

REFUSAL RATES from Bank Applications.  

ISME has been carrying out periodic Bank Watch Surveys since 1993. Never, even in the crazy days of 2004 

to 2008 did we see a success rate of more than 82%. The average refusal rate throughout the 90’s and up to 

May 2008 was 20%, a figure never disputed back then by any bank. In November 2008 the refusal rate 

jumped to 57% and has fluctuated around the 50% since then. Currently it’s at 54% refusal rate. 

Much is made of the different banks assertions of 90% of credit applications being granted. By definition a 

refusal rate of 10%. 

What is a Credit Request refusal? 

To an owner manager a refusal is very plain. They don’t get the credit requested. 

From the bank’s perspective they talk about sanctions. Agreement to give credit, whether it is accepted or 

not. 

Initially the banks count FULLY COMPLETED FORMAL APPLICATIONS. 

 Discouraged over phone, at meeting etc. NOT COUNTED by bank. SME sees REFUSAL. 

 Unable to fulfil collateral or any other requirements, such as deposits etc. NOT COUNTED by bank. 

SME sees REFUSAL 

 Request €50k, bank offers €20k. Customer does not take. Bank counts as a success. SME sees 

REFUSAL. 

I quote from a response from AIB to the Securities Exchange Commission (SEC) Oct 31st 2012. 

“AIB sanctioned 90% of formal credit applications (note: only formal applications captured). This 

measurement does not take into account any informal discussions between AIB and SME customers 

that did not result in formal applications.” 

 

ISME BANK WATCH SURVEY 

The latest ISME Bank Watch Survey, conducted in the week ending 28th February had 924 owner managers 

of SMEs respond, a rate of 9.5%. This provides a strong indication of the real SME lending environment. The 

headline statistics are as follows: 

- 54% of SMEs who applied for funding in the three months to end of February were refused credit 

by their banks, a deterioration from the 50% refusal rate, seen in the previous quarter.  

- 39% of respondents had requested additional or new bank facilities, an increase from 37% in the 

previous quarter. 

- 23% of initial bank decisions were made within one week; an improvement from the 15% in the 

previous quarter. 

- On average, the decision time has remained at 4 weeks, although the wait to drawdown has 

increased slightly to 3 weeks.  

- 17% of respondents who required bank finance did not apply for various reasons, an increase 

from 10% in the previous quarter.  



 Page 5 of 8 14133 submission to oireachtas 

- Of those 21% were actually discouraged by bank from making application and another 58% were 

afraid of a reduction in existing facilities. 

- 51% of respondents are customers of their bank for over 20 years, while 89% are over 5 years. 

- Of the 46% approved for funding, 61% have drawn down the finance either fully or in part. 

- 39% of requests were for term loans, with 43% for overdrafts, or alterations to existing facilities, 

while invoice discounting/factoring accounted for 6% of requests, with 12% requesting leasing. 

- 60% of respondents had increases in bank charges imposed, while 18% have suffered increased 

interest.  

- Reductions in overdrafts were demanded of 35% of SMEs, up from 28% in the previous quarter. 

- 60% are aware of their bank’s internal appeals process, while 65% are aware of the Credit Review 

Office. 

- 51% of respondents are aware of the Credit Guarantee Scheme, 41% know about the Micro 

Finance scheme, up from 36% in previous quarter. 

- 78% of owner/managers are in favour of an alternative Strategic Investment Bank. 

 What is really galling for many smaller businesses is the high moral ground being taken by the arrogant 

bankers and their spokesmen in their continuing decisions to refuse credit, with their criticism of SME liquidity, 

profitability and the inability of SMEs to present a case. Isn’t it an awful pity that they weren’t as prudent with 

their own speculative trading over the past fifteen years or more. It really is a bit rich to hear them deny, 

pontificate and fulminate while they themselves are on State assistance to the tune of billions. And they still 

persist with the not just ‘eight out of ten’ lie, it’s now gone to ‘nine out of ten’. 

 

Late Payments in Commercial Transactions 

Some SMEs are themselves having to act as ‘banks’ by extending trade-credit to companies turned down by 

banks. This last point leads me on to the issue of late payments in commercial transactions, which has a 

bearing on access to finance. If businesses were paid on time the need for finance would reduce dramatically. 

I will not dwell on this topic but ask that this committee look into the situation where SMEs are waiting an 

average 60 days to be paid, despite the Prompt Payments legislation. 

 

Training. 

I listen to the banks and some of their cheerleaders in organisations who should know better but who are 

compromised by financial arrangements with banks all talking about the lack of expertise among SME owner 

managers when it comes to presentation of cases for credit applications. Time and time again the blame 

(excuse) for refusal or decline is the lack of expertise in putting a plan together. 

While I am the first to promote and advocate for management training for SME owner/managers, it is much 

too easy to blame this shortcoming on the SME and almost let the banks off the hook. It’s all their fault!!! 

I can say that I have worked with SMEs all my life and have been assisting them in loan/credit applications 

for 40 years. In the 70’s, 80’s and 90’s small business owners were successfully getting credit from banks at 

a rate of 8 out of 10. How is it that in the last 6 years since 2008 the calibre and abilities of these same SME 

owners has deteriorated so drastically? Have we suddenly come across a generation who cannot count!! 

The truth of course is that it’s not so much the ability of the SME that has deteriorated but the calibre of yellow 

pack relationship managers in banks who between them can’t read a set of figures, are frightened by the 

word risk and scared to make a lending decision, for fear of career reprisal. In addition, their ability to act as 

an advocate for an SME when decisions are pushed ‘upstairs’ is abysmal, due to a combination of ignorance, 

fear and career protection.   

We pointed out the lack of expertise on numerous occasions in 2009 and 2010, to be met with the usual 

denials from the banks. Now we hear they are training their staff – better late than never. 
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Skillnets Management Works is currently advertising a training programme ‘Building Financial Capabilities of 

SMEs’ to up-skill owner managers in basic finance. ISME recommends this initiative as part of the 

government’s efforts to get credit moving.  

 

Conditionality of Loans 

The conditionality surrounding the securing of loans is a cause for concern – since 2003 the instance of 

demands for personal guarantees against loans has increased from 51% to 72% - many of these personal 

guarantees are worth twice the amount of the loan required. This negates the banks’ argument that high rates 

are derived from the risk involved.  

A major issue is the discussions on the family home being used as collateral and in the recent surveys the 

family home was brought into discussions in 15% of cases, while the bank asked for the family home as 

collateral in 11% of cases. 

There is another worrying trend in that there is a growth in the retention of personal guarantees and collateral 

deeds by the banks after the loans have been finally paid. 

 

Alternatives 

Alternative sources of finance for SMEs to traditional bank lending have increased in importance in Ireland 

and across Europe since the economic crisis began. This increase in importance was not a natural 

progression, rather it arose out of necessity as bank loans became more difficult to acquire due to the 

unwillingness of banks to lend due to their requirement to deleverage, a deterioration of SMEs’ balance sheets 

and unfavourable trading conditions. 

Start‐ups may find it especially difficult to obtain a traditional bank loan as they lack the essential criteria such 

as cash flow history and collateral. 

 

Government. 

The Government has introduced a range of measures which are intended to correct market shortcomings. 

The Microenterprise Loan fund and Credit Guarantee schemes are yet to prove themselves, while the Credit 

Review Office, after a shaky start is having some effect but needs more promotion. The tax incentives of 

Employment Incentive & Investment scheme and Seed Capital scheme are not working sufficiently, due to 

red tape and major constraints. 

The Development Capital scheme, Innovation fund Ireland and National Pension Reserve Fund all are aimed 

at the medium to large businesses. 

 

Peer to Peer Lending 

Alternative finance activities such as crowdfunding, peer–to–peer lending and invoice trading have emerged 

as a significant funding mechanism and source of capital in the UK in recent years. Meeting the capital needs 

of both individuals and businesses, facilitating fundraising activities for civic projects and social causes, 

alternative finance intermediaries have become online marketplaces where individuals, rather than 

institutions, work collaboratively to form capital. 
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However, little information is presently available regarding the overall size of the alternative finance market 

or the growth of the crowdfunding, peer–to–peer and invoice trading transaction volumes in the UK. While 

there has been some industry reporting by for–profit organisations on crowdfunding, no independent, reliable 

and academic research exists to benchmark the UK alternative finance market. 

The initial success of Linked Finance bodes well for Peer to Peer lending initiatives in Ireland. The boost that 

the UK Government gave to the sector by investing directly into it is encouraging. ISME would recommend 

similar investment in the Irish sector. 

 

Asset Backed lending. 

The arrival and revival of some finance houses in the asset backed arena is encouraging. ‘Old fashioned’ 

leasing and hire-purchase finance together with invoice discounting and factoring have begun to gain a 

foothold in the finance space. 

 

Private investment 

The enormous success of the SSIA scheme shows how Irish people can be incentivised to save or invest 

their money in certain ways. Currently there is more than €90 billion in personal savings lying in deposit 

accounts earning negligible returns for savers. If just a small proportion of this total was invested into Irish 

SMEs the results could be transformative in terms of jobs and wealth creation as well as on the overall 

economy. 

If savers were allowed invest into an account which would be lent to or invested in SMEs and get full tax relief 

for it in the way that EIIS investors do, this could divert billions of euro in funding into the sector at effectively 

no direct cost to the State. 

Alternatively tax relief could be allowed on the interest earned up to a maximum of say €10k. 

Everyone would win under such a scheme. Savers would potentially get a far better return on their cash in 

the form of tax relief of up to 41% in certain circumstances; SMEs would benefit through a new line of funding; 

the need for bank lending would be reduced at a time when they are deleveraging and the country would 

benefit through job creation and an overall boost to the economy. 

Savers would have to understand that there would always be the risk associated with this– but they would at 

least have the cushion of the tax relief to mitigate this.  

With certain constraints, similar to those already in play in Peer to Peer lending, such as maximum loans and 

maximum individual lending, it should be a quick due diligence procedure to establish that the proposal is 

reasonably sound and that the facts contained in the documentation are correct. 

 

Final thoughts 

Irish SMEs are significantly more reliant on bank overdrafts and short term debt at 60% than their EU-28 

counterparts at 39%. This reliance has led to financial fragility, especially when the banking system has ‘let 

us down’ and the length of debtor days is extended. It is therefore important that alternative sources of finance 

and alternative methods of financing are encouraged for Irish SMEs. In essence, as well as ‘right-sizing’ their 

business, SMEs must begin to ‘right-size’ their finances. 
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In the short to medium term, Irish SMEs are ‘stuck’ with the small number of banks that we have and the 

responsibility falls on Government, through the Central Bank to oversee and regulate the bailed-out banks 

who remain. 

Every economy needs an effective, efficient and trustworthy banking system to manage the transmission of 

money value. The real challenge at the moment, is to get access to finance at a commercial rate from 

sustainable sources. The banks must lend again to business of all shapes and sizes, vulnerable in the short 

term but viable in the medium. This aspiration runs totally against the efforts of the banks to become profitable 

again, after their recent near death experience.  

An effective bank delivers value to its shareholders by bringing value to its customers. It is run efficiently, 

holds down costs, takes the informed risks needed to steadily increase earnings over time, and must operate 

within the letter and spirit of law. The effective bank must balance such competing priorities to prosper as a 

business today while building a franchise for the future. 

But the most important quality of the bank is not effectiveness. It is trust.  

In the public mind, the greedy overextension of banks and their subsequent collapse is inextricably linked 

with the slowdown in the Irish economy, the closure of so many businesses and the attendant social and 

economic tensions. Without the confidence of regulators, shareholders, borrowers, depositors, and the 

general public, banks cannot transact and prosper. 

Given the harm wrought by the crisis, the bail-out by Irish taxpayers the onus is on banks to win back public 

trust—and become trusted financial advisors. They might start by being more forthright with the real figures 

on access to credit for SMEs. 

Thank you Chairman and committee for this opportunity and be assured that the Association will cooperate 

with your committee in whatever way that you decide to advance the solutions to access to finance for Irish 

SMEs. 

 

ISME. 13th May 2014. 


