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REUSCHKE D. and MACLENNAN D. Housing assets and small business investment: exploring links for theory and policy, Regional
Studies. Housing market activity and ﬁrm formation are both positively correlated with the business cycle, and the levels of
mortgage lending to business owners and funding of small ﬁrms have fallen in the UK since 2008. This paper explores a neglected,
causal linkage between housing assets and small business investment and the economy and, in particular, draws attention to the
recent reduction in small business investment consequent to a reduced capacity of entrepreneurs to withdraw or leverage
housing equity. It draws on secondary data for the UK and interviews with key policy and practice stakeholders for both
housing and enterprise.
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Housing assets

Equity withdrawal
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REUSCHKE D. and MACLENNAN D. 房屋资产与小型商业投资：探讨理论与政策的连结，区域研究。住房市场活动与
企业形成皆与商业週期正向相关，而英国提供给企业所有人的抵押贷款程度以及给小型企业的资金，自 2008 年后
便开始下滑。本文探讨存在于房屋资产、小型企业投资与经济之间一个受到忽略的因果连结，并特别关注近期因企业
家自房产增值抵押借贷或融资的能力降低，致使小型企业投资减少的现象。本研究同时运用英国住宅与企业的二手资
料，以及对主要政策及实施利害关係人的访谈。
小形企业
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房屋资产

资产增值抵押借贷

金融危机

REUSCHKE D. et MACLENNAN D. La valeur des logements et l’investissement des petites entreprises: un examen des liens avec la
théorie et la politique, Regional Studies. L’activité sur le marché du logement et la création d’entreprise montrent une corrélation
positive avec le cycle économique, et les niveaux des prêts hypothécaires aux chefs d’entreprises et le ﬁnancement des petites
entreprises sont à la baisse au R-U depuis l’an 2008. Cet article cherche à examiner un lien causal, dont on n’a tenu aucun
compte, entre la valeur des logements et l’investissement des petites entreprises et l’économie. On prête une attention particulière
à la baisse récente de l’investissement des petites entreprises suite à la capacité réduite des entrepreneurs de retirer ou de mettre à
proﬁt la valeur des logements. On puise dans des données secondaires auprès du R-U et dans des interviews avec les principaux
responsables politiques et professionnels pour le logement et l’entreprise.
Petites entreprises

Marché hypothécaire

Valeur des logements

Extraction hypothécaire

Crise ﬁnancière

REUSCHKE D. und MACLENNAN D. Wohneigentum und Investitionen von Kleinbetrieben: Untersuchung der Verbindungen
zwischen Theorie und Politik, Regional Studies. Die Aktivität auf dem Wohnungsmarkt und die Firmengründungen stehen
beide in positiver Korrelation zur Konjunktur. Im Vereinigten Koenigreich ist die Höhe der Hypotheken für Geschäftsinhaber
und der Darlehen an Kleinbetriebe seit 2008 gesunken. In diesem Beitrag untersuchen wir eine bisher vernachlässigte kausale Verbindung zwischen dem Wohnungsbestand, den Investitionen von Kleinbetrieben und der Wirtschaft. Insbesondere verdeutlichen
wir den aktuellen Rückgang der Investitionen von Kleinbetrieben aufgrund der verringerten Möglichkeiten für Unternehmer,
Wohneigentum zu beleihen bzw. zur Finanzierung zu nutzen. Hierfür verwenden wir sekundäre Daten aus dem Vereinigten
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Koenigreich sowie Interviews mit zentralen Interessensvertretern aus Politik und Praxis in den Bereichen des Wohnungswesens
und der Unternehmen.
Kleinbetriebe
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Wohneigentum

Beleihung von Wohneigentum

Finanzkrise

REUSCHKE D. y MACLENNAN D. Propiedades inmobiliarias e inversión en pequeños negocios: análisis de la relación entre teoría y
política, Regional Studies. La actividad en el mercado inmobiliario y la formación de empresas están positivamente vinculadas al ciclo
comercial. En el Reino Unido los niveles de préstamos hipotecarios a propietarios de negocios y la ﬁnanciación de pequeñas empresas
se han reducido desde 2008. En este artículo analizamos una relación causal hasta ahora ignorada entre las propiedades inmobiliarias, la
inversión en pequeños negocios y la economía. Llamamos la atención especialmente a la reciente reducción en las inversiones de
pequeñas empresas a causa de una menor capacidad por parte de los empresarios para adquirir créditos hipotecarios. Utilizamos
también datos secundarios del Reino Unido así como entrevistas con grupos de interés principales del ámbito de la política y la práctica
para la vivienda y las empresas.
Pequeñas empresas
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INTRODUCTION
Self-employed borrowers with their own limited companies are seeing their mortgage applications rejected by
high street lenders due to the inﬂexible ways banks assess
their income – leaving many of these homebuyers with
limited mortgage options.
(POWLEY , 2011)

Since the global ﬁnancial crisis of 2008, the UK
economy has struggled through a sequence of overlapping difﬁculties. The ﬁnancial crisis has become a continuing banking sector struggle to restore asset bases
and proﬁts and implement wider, safer credit rationing.
The banking crisis was quickly overlain by a global
reduction in the growth of trade and gross domestic
product (GDP), despite the intensive stabilization policies of most Organisation for Economic Co-operation
and Development (OECD) countries, and this was
manifested in rising unemployment and reduced
business investment (MUELLBAUER and WILLIAMS ,
2011). In some countries, such as the UK, the pressures
to reduce both private and public debt have prolonged
recovery from recession and resulted in near-zero
growth (OFFICE FOR B UDGET R ESPONSIBILITY ,
2012).
The housing and mortgage crises of 2008 brought
housing assets and mortgage ﬁnance to the centre
stage of international economic policy debates
(PRIEMUS and MACLENNAN , 2011; INTERNATIONAL
M ONETARY F UND (IMF), 2008). More recently,
UK government concern to raise growth has been manifested in the Budget Statement with measures to raise
housing market investment (HM TREASURY , 2013).1
The UK city and regional dimensions of this standard
Keynesian discussion are exempliﬁed in CENTRE FOR
C ITIES (2013). The discussions are mainly about how
mortgage rationing affects the ability of young households to step onto the housing ladder (HM TREASURY ,
2013; MEEN , 2012; COUNCIL OF M ORTGAGE

L ENDERS (CML), 2011) and how these constraints
might be relaxed or offset by government action.
Advocates for a new national growth strategy (e.g.
HESELTINE , 2012) also put new business formation at
the core of recovery strategies. Debates and policy strategies focus mainly on raising access to ﬁnance and the
creation of a more entrepreneurial business environment (HM T REASURY and DEPARTMENT FOR
B USINESS , I NNOVATION AND S KILLS (BIS), 2011,
2012; HESELTINE , 2012).
In UK policy processes, from research to delivery,
business investment and housing/mortgage market performance are seen as correlated but causally unrelated. In
consequence, the housing market and mortgage crises
and business investment sluggishness have been
addressed and understood separately in national,
regional and local economic policy development. The
need to unpick and rethink the interrelationships
between mortgage and enterprise policy and practice
will be the main focus of this paper.
Since 2008 there has been a growing number of
journal articles about the UK housing and mortgage
crises (MEEN , 2011; PRIEMUS and MACLENNAN ,
2011; SCANLON et al., 2011; DUCA et al., 2010).
However, although the self-employed constitute one
in seven of the workforce (OFFICE FOR N ATIONAL
S TATISTICS (ONS), 2013), their mortgage outcomes
receive only passing comment (SCANLON and WHITEHEAD , 2011). This is the ﬁrst paper to look at the mortgage crisis in relation to small businesses investment in
the UK. It has two aims: ﬁrst, to contribute to a better
understanding of the role of housing assets within the
overall investment portfolios of small business owners;
and second, to identify impacts of the mortgage crisis
on businesses. The analysis of secondary data presented
here is curtailed by the shortness of the time period
since the Credit Crunch and limited by the paucity of
data available on business ﬁnance sourced from
housing assets. The effects of housing equity on business
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start-ups and small ﬁrm growth are likely to arise from
both changes in the stock of such wealth, driven by
house price changes, as well as the ability to ‘withdraw’
it, largely shaped by credit rationing and mortgage regulations. The former channel for effects (house price
change) is not directly investigated in this paper. Its
main objectives are to focus on mortgage market
effects and to draw attention to a neglected perspective
in enterprise thinking and policy and practice at different
geographic scales.
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HOUSING AND THE ECONOMY
Higher rates of new ﬁrm formation have been a central
concern in regional and city (or ‘local’) economic development strategies in the UK for three decades
(MACLENNAN and PARR , 1979). Researchers starting
from the standpoint of industrial economics or entrepreneurship studies usually explain variations in new ﬁrm
formation and continuity by variables such as industrial
structure, the existing number of new ﬁrms, the
numbers of workers in small ﬁrms, economic growth,
human capital and age structure (AUDRETSCH et al.,
2012; ANDERSSON and KOSTER , 2011; CHENG and
LI , 2011; BÖNTE et al., 2009; FRITSCH and FALCK ,
2007; ACS and ARMINGTON , 2004; ARMINGTON
and ZOLTAN , 2002).
A few aggregate studies have included regional
housing market characteristics, and have found a positive relationship between business start-ups or business
survival and the state of the housing market in British
regions and localities (ASHCROFT et al., 1991, 2007;
COWLING and MITCHELL , 1997; BLACK et al., 1996;
ROBSON , 1996). This association is reﬂected in spatial
patterns of start-ups and self-employment level with
the highest start-up and self-employment rates being
in South East England and the South West (regions
with high house prices and large increases in house
prices during housing booms), while these have traditionally been low in the North of England and Scotland (regions with lower house prices) (MUELLER et al.,
2008; ROBSON , 1998). At UK sub-regional level, urban
locations were found to have higher new ﬁrm formation
rates and small business growth (KEEBLE and WALKER ,
1994), while the level of self-employment is particularly
high in rural areas (TAYLOR , 2008).
Some microeconomic studies have also found associations between housing equity and self-employment in
the UK: local house price changes were found to be
positively associated with self-employment entry
(DISNEY and GATHERGOOD , 2009), owner-occupation and the value of housing equity increased individuals’ probability of being self-employed (HENLEY ,
2004; TAYLOR , 1996), and housing equity was associated with an increased likelihood of the self-employed
having employees (HENLEY , 2005). Studies also found
a positive association of self-employment and moves

which could mean that there is a connection between
house sales and running one’s own business
(REUSCHKE , 2013; BÖHEIM and TAYLOR , 1999;
FIELDING , 1992).
Some interpreted the observed homeownership/
housing equity effect on both the regional start-up/
self-employment level and the individual propensity to
enter/be in self-employment as a wealth effect that, in
turn, conﬁrms the presence of liquidity constraints for
entrepreneurship (ASHCROFT et al., 1991, 2007;
TAYLOR , 1996). Some highlighted the use of housing
equity for business purposes (BLACK et al., 1996).
The ratio of ‘free housing equity’ (i.e. housing values
net of mortgage debt) to gross national product (GNP)
rose signiﬁcantly in Britain through the 1990s, from
87% in 1995 to a peak of 183% in 2007, and it still
remained historically and internationally high at 160%
in 2011 (PAWSON and WILCOX , 2013). Over the
same period, as traditional housing ﬁnance circuits in
the UK deregulated, the proportion of mortgage loans
used for housing investment fell to less than half by
2007 as mortgage ﬁnance was persistently the lowest
cost of ﬁnance available to UK households (FINANCIAL
S ERVICES A UTHORITY (FSA), 2012, p. 23).
Taken together, it can therefore be assumed that the
strength of housing equity effects on business investment will have strengthened over recent business
cycles and that the current mortgage crisis will have
had signiﬁcant negative effects on ﬁrm formation and
existing small ﬁrms. Restrictions in using residential
mortgages and housing equity for business funding
coincide with a decline in bank lending to UK
businesses since 2008 (BANK OF E NGLAND , 2013).
Thus, the lack of funding through housing assets will
have exacerbated the access to ﬁnance problem of
small businesses. This presumption is supported by a
growing stream of press articles regarding the negative
consequences of current mortgage policy and practice
for business owners and would-be entrepreneurs.
These include entrepreneurs whose mortgage applications were declined (SHAW , 2010; CHRISTIE , 2012;
POWLEY , 2011) and business owners seeking help in
the legal advice sections of newspapers since 2011 (e.g.
WALLIS , 2011, 2012).
Little is known, however, about the direction of
causality between housing assets and start-ups/selfemployment.2 The relationship between homeownership rates and ﬁrm formation could solely reﬂect cultural, social and economic correlations in patterns of
homeownership and entrepreneurship rather direct
causal linkages. As regards micro-studies, the ﬁnding
that housing equity increases the likelihood of the selfemployed having employees might suggest that
housing equity is crucial for business growth in that
business owners use remortgaging/second mortgages
to fund their businesses. In a similar vein, owner-occupiers might be more likely to be self-employed because
they can use equity withdrawal for business purposes.
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On the other hand, business ownership and income
gained from the business will enhance individual entrepreneurs’ ability to buy their own home.
Against the background of declining bank lending to
UK businesses, current debates in policy and research on
business ﬁnance are focused on new equity ﬁnance or
mezzanine ﬁnance for high potential businesses and
sectors (DEPARTMENT FOR B USINESS , I NNOVATION
AND S KILLS (BIS), 2012a, 2012b; MASON and PIERRAKIS , 2013; S COTTISH G OVERNMENT , 2011;
SUNLEY et al., 2005). However, the use of selfﬁnance, as opposed to debt ﬁnanced investment, by
the founders of new ﬁrms has been prevalent in the
UK even before the ﬁnancial crisis (BANK OF
E NGLAND , 2004). Other sources of ﬁnance that have
been considered in the literature include informal
sources provided by family and friends and credit cooperatives (PARKER , 2004). It is striking that housing assets
are rarely mentioned, e.g. as outside collateral for debt
ﬁnancing (BERGER and UDELL , 2003).
If ‘entrepreneurship’ studies have paid relatively scant
attention to housing inﬂuences it is also valid to argue that
the relationships between housing assets and small ﬁrms/
self-employment have been neglected by housing economics and policy. Over the last two decades, as mortgage
market deregulation integrated the housing ﬁnance
circuit to both national and global capital markets,
there has been a growing recognition that housing
equity and its withdrawal, facilitated by deregulation,
had a capacity to boost household spending (MACLENNAN , 1997; SMITH and SEARLE , 2010). Empirical
research, whilst noting some use of withdrawn housing
equity for business and other investment (WALDRON
and ZAMPOLLI , 2010), has focused almost entirely on
household consumption effects. ‘Non-housing’-related
purposes of equity withdrawal were rarely broken
down despite a large percentage share that was spent on
these ‘other things’ (MACLENNAN and TU , 1998; PARKINSON et al., 2009; BENITO , 2009; SMITH and
SEARLE , 2008). A few studies show that before the
2008 mortgage crises housing equity was used not only
for consumption reasons but also for business purposes
(BENITO and POWER , 2004; DAVEY and EARLEY ,
2001). Unfortunately, in models that estimate the likelihood of mortgage equity withdrawal, none of these
studies included self-employment status or business ownership as an inﬂuencing factor. In consequence, the
impact of housing assets on business investment, and of
housing on long-term economic growth and productivity, has been neglected and is largely a missing
dimension in local economic development strategies.

DATA AND METHOD
The disconnections in conceptualizing how households
manage and mingle business and housing assets are
reﬂected in the ways in which existing data are collected
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and used. Business surveys usually collect little information about the business owners omitting information
on their housing tenure, personal/households assets and
household characteristics. Micro-surveys, which include
questions on housing and employment at household or
individual level, generally lack questions on any
businesses the interviewees own. Moreover, if questions
on remortgaging/housing equity withdrawal are
included, the response categories are generally broad
and related to housing investments or consumption
goods (e.g. the British Household Panel Survey/UK
Household Longitudinal Study).
The best data sources for collecting information on
business ﬁnance for the UK are the UK Survey of
Small- and Medium-Sized Enterprises’ Finances
(UKSSMEF) and the Small- and Medium-Sized Enterprise Finance Monitor (SME Finance Monitor).3 These
surveys, however, are of limited value for this study
since both the value of housing assets of the business
owner/director and the use of remortgaging/second
mortgages for running a business are excluded. In both
surveys the population are small- and medium-sized
businesses (SMEs) with up to 250 employees in the
private sector across the UK. Three samples of the
UKSSMEF can be used for the analysis: 2004, 2007
and 2008.4 The SME Finance Monitor is a repeated
cross-sectional survey introduced in 2011. The publicuse ﬁles that were used for this study comprise businesses
that were interviewed in two stages in 2011 (March–
May and July–September). In both surveys start-ups
are deﬁned as those businesses that are aged two years
or less.5 Information on reasons for remortgaging,
including for business purposes, is captured in the
Family Resources Survey (FRS), which is a repeated
cross-sectional survey on ﬁnancial resources of households in the UK.
Time-series data on mortgage lending were provided
for this study by the Financial Services Authority (FSA),
which is the regulator of mortgages,6 the Council of
Mortgage Lenders (CML) and the Building Societies
Association (BSA). The FSA requires certain information for regulated mortgage lending. The employment status (employed in wage and salary sector,
self-employed, other, retired) is reported. Unfortunately, lenders do not systematically report reasons for
mortgage withdrawal and thus no detailed information
is available on why households remortgage/take out a
second mortgage. For example, for the period 2007 to
spring 2012, the FSA (2012, p. 24) could identify that
approximately 12% of mortgage borrowing was
devoted to ‘household consumption, debt consolidation
and home improvement’.
It has to be noted that the self-employment category
(which is used in the FRS and the mortgage lending
data) does not equal business ownership. For legal
reasons in the UK directors of companies are usually
employed in their own businesses. Some directors may
classify themselves as employed rather than self-
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employed. They are therefore likely to be underrepresented in the self-employment category used by
lenders. Sole proprietors, freelance and partners in a
business will be included in this self-employment
measure.
Given the limitation of secondary data, it was important to interview key stakeholders in housing and entrepreneurship policy and practice in order to get a better
understanding of current approaches and also to interpret the ﬁndings from the secondary data analyses.
The interviews, which were conducted between February and November 2012, involved representatives from
the CML, BSA, Federation of Small Businesses (FSB),
UK Department for Business, Innovation and Skills
(BIS), FSA, Scottish Enterprise, and Business Gateway,
which delivers the economic strategy of the Scottish
government in local authorities across Scotland.

MORTGAGE LENDING TO BUSINESS
OWNERS
A series of legislative changes in the 1980s and 1990s signiﬁcantly deregulated the UK mortgage market and
changed well-established patterns of mortgage rationing
(FSA, 2012). Non-price rationing was greatly reduced,
loan-to-value ratios relaxed, new sources of income
allowed and loan-to-income multiples increased as
well as non-veriﬁcation of income extended (MACLENNAN , 1997; STEPHENS and QUILGARS , 2008; STEPHENS , 2007). These changes drove increased lending
and easier housing equity withdrawal, where households borrow against their housing equity, until
mid-2007. Since 2007–08, gross secured lending to
individuals has fallen sharply and lending criteria have
been retightened. The typical loan-to-value ratio has
decreased from 95% to around 75%, meaning that a
higher deposit now has to be paid by borrowers than
before the ﬁnancial crisis (MEEN , 2012; FSA, 2012,
p. 26). Impacts of changes in the loan-to-value ratio
(or the deposit for a mortgage) on business investment
cannot be tested with the available data.
However, some effects of the stricter income regulations in the new mortgage lending regime on business
owners/the self-employed can be quantiﬁed. Lenders
have traditionally not veriﬁed the incomes of a small proportion of borrowers that they regarded as low risk (fasttrack mortgages). In addition, self-certiﬁcation, where
borrowers were asked to verify and certify incomes
themselves, was speciﬁcally introduced to assist the selfemployed, i.e. borrowers who did not ﬁt ‘conventional’
mortgage criteria (CML, 2005).7 Lenders usually charged
a premium price for taking a greater risk (FSA, 2009,
p. 47). At the peak of the mortgage market, in the UK
in 2007, some 54% of all mortgages issued, and 70% of
those made to self-employed borrowers, were made
without veriﬁcation of income (FSA, 2012, p. 59).

The FSA now requires stricter regulations for
income veriﬁcation and self-certiﬁcation for all mortgage lending (FSA, 2009). As a matter of fact, lenders
have quickly abandoned self-certiﬁcation mortgages,
and mortgage sales with non-veriﬁed income have
dropped sharply (FSA, 2012, p. 62). There were only
two lenders in 2009 still providing mortgages to the
self-employed without income veriﬁcation (FSA,
2009). There are now effectively no self-certiﬁcation
mortgages in the UK mortgage market (FSA, 2012,
p. 61). In fact, lenders now usually require three years
of audited accounts or tax self-assessment from the
self-employed and entrepreneurs who run their own
company (interview with the FSA). This means that
new business owners/the self-employed of less than
three years standing would not be successful when
applying for a mortgage even if the net cash ﬂow
from the business would safely sustain a mortgage
payment.
Despite concerns that the new lending criteria would
be too strict for many self-employed borrowers, the FSA
conﬁrmed its policy in December 2011 (FSA, 2011).
The effect of income veriﬁcation on mortgage lending
to the self-employed can be illustrated by the number
of mortgage sales (regulated mortgages only) by
employment status before and after the ﬁnancial crisis
in Fig. 1. After the dramatic dip in overall mortgage
sales in 2008 and the ﬁrst quarter in 2009, the sales to
the self-employed have remained on an extremely low
level (fewer than 25 000 per quarter) and even
dropped again in 2012, whereas the sales to borrowers
in paid employment rose slightly.
Whilst mortgage sales to the self-employed
decreased further between 2011 and 2012, the
number of self-employed people in Britain has
increased by 219 000 over the same period. The
number of people working as employees, however,
has fallen since the start of the 2008 recession (ONS,
2013). In consequence, a greater percentage share of
mortgages now goes to the employed than before the
mortgage crisis, while the share of self-employed borrowers has fallen from 17% in 2007 to 10% in 2011,
as can be seen in Fig. 2, which draws on data from
the CML Regulated Mortgage Survey.8 Prior to the
Credit Crunch the share of mortgage sales made to
the self-employed (17%) was higher than their share
in the workforce (13%), presumably because this was
an easy and cheap way to lend money for business purposes (FSA, 2012, p. 113). By end 2011, the selfemployed share of mortgage sales (10%) lay far below
their share in the workforce (14%). The business
owners and self-employed people reported in the
press as facing problems when applying for a mortgage
are therefore not isolated, special cases.
The Regulated Mortgage Survey of the CML covers
high-street banks (now the major source of UK residential loans) and other lenders but under-represents building societies (the main lenders into the 1990s). Many
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Fig. 1. Regulated mortgage sales in quarters by the employment status of the main borrower
Source: FSA Product Sales Data (PSD)
building societies are local and regional in scale, emphasize their ‘mutual’ origins and allocate mortgages,
sourced from retail deposits, through a more traditional
‘relationship’ based on personal connections to their
clients. Table 1 shows annual percentage changes in
mortgage lending by employment status for lenders
covered by the CML mortgage survey compared with
lending data by the Building Societies Association
(BSA), which represents only building societies.
While the drop in mortgage lending to workers in
paid employment is very similar in the CML and
BSA data between 2006 and 2011, there is a substantial

difference between self-employed main borrowers.
Lenders covered by the CML, i.e. including highstreet banks, reported a much greater drop in lending
to the self-employed than did building societies. In particular, lending to the self-employed by building
societies has recovered in 2011, whilst such loans
from lenders in the CML Regulated Mortgage
Survey have not. This may result, in part, from the
prevalent use of standardized mortgage application processes in high-street banks (interview with the FSA),
whilst building societies are more likely to base loan
decisions on information gained about borrowers

Fig. 2. Regulated mortgage lending by year by employment status of the main borrower, percentage by number of loans
Source: Authors’ compilation; regulated Mortgage Survey of the Council of Mortgage Lenders
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Table 1. Annual percentage change of the number of loans by the employment status of the main borrower, Council of Mortgage
Lenders (CML) and Building Societies Association (BSA)
Total lending

Employed

Self-employed

Annual change

CML

BSA

CML

BSA

CML

BSA

2007
2008
2009
2010
2011

–8.3
–33.1
–33.7
–6.9
2.5

–8.1
–23.8
–48.6
2.3
20.6

–8.5
–31.4
–32.1
–5.3
4.1

–8.8
–24.0
–49.8
3.0
20.7

–6.5
–38.7
–47.6
–18.3
–3.7

–12.4
–23.1
–49.2
–5.3
16.0

Total, 2006–11

–61.2

–55.7

–58.0

–56.7

–76.4

–62.4
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Source: Authors’ compilation; Regulated Mortgage Survey of the Council of Mortgage Lenders and Building Societies Association.

characteristics from a period of ‘relationship’ saving and
borrowing. Building societies thus now seem to be a
particularly important niche provider of loans for the
self-employed.
The pattern of change in mortgage lending to the
self-employed differs across regions. This can be illustrated using BSA lending data (Fig. 3).9 In the East of
England and the South West the drop in mortgage
lending to the self-employed over 2006–11 was far
below the UK average. Also, in these regions the percentage decrease in mortgage lending was almost the
same for the self-employed compared with employees
(not shown in Fig. 3). These are also regions were the
self-employment rates are above the UK average
(ONS, 2013), and building societies may have best
developed practices that account for the special ﬁnancial
situations of the self-employed workforce. By way of
contrast, Northern Ireland has seen an extraordinary
drop in mortgage lending, particularly to the selfemployed. It is also the only UK region that has experienced a decrease in self-employment numbers over
2008–12 (from 15% to 14%; ONS, 2013). The drop
in mortgage lending to the self-employed is also striking
in the North East and the West Midlands, which chimes
with low regional self-employment rates.

BUSINESS FINANCE AND HOUSING ASSETS
Changes in residential mortgage lending to the selfemployed have been accompanied by changes in business
funding based on housing assets. Table 2 shows timeseries data on housing/mortgage-related funding for
businesses in the UK at four points in time, representing
different lending conditions prior to the ﬁnancial crisis
(2004), during the mortgage and housing market crises
(2007–08), and credit rationing after the Credit Crunch
(2011). Looking ﬁrst at start-ups, the importance of personal savings for ﬁrm formation and its gradual increase
over time stands out. These could include, for example,
family housing assets (but this cannot be investigated
further with these data). Most important for this study,
the use of mortgages on homes for business founders
has substantially decreased over this period of time.
Only one-third of the percentage of business founders
in 2011-2009 (2%) used a mortgage on their home compared with 2004-2002 (6.5%). Likewise, the use of mortgages on homes as the main source of funding has fallen
by almost 50% (1.6 percentage points) 2004-2002 to
2011-2009.10
Unfortunately, equity from house sales as a source of
funding for start-ups is only captured in the UKSSMEF
2004. In the other surveys, this housing asset source of

Fig. 3. Difference in change in lending volume across regions against the UK total, 2006–11, building societies
Note: Ofﬁce for National Statistics (ONS) Government Ofﬁce Regions
Source: Building Societies Association
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Table 2. Business ﬁnance and housing assets in the UK (%)
2004

2007

2008

2011

Start-up: all sources of ﬁnance
Personal savings
Mortgage on home
Equity from house sale

69.4
6.5
1.3

75.4
4.3
–

76.8
3.1
–

81.0
2.0
–

Start-up: main source of ﬁnance
Personal savings
Mortgage on home

65.5
3.4

70.9
2.8

69.8
2.2

74.6
1.8

Commercial loan
Security was requireda
Security: personal propertyb

38.3
49.2

56.0
–

39.6
30.5

28.0
33.6

Overdraft
Security was requireda
Security: personal propertyb

25.8
–

20.5
–

19.5
–

26.2
36.9

Value of personal property as
securityc,d
< £50 000
£50 000 to < £100 000
£100 000 to < £250 000
£250 000 to < £500 000
£100 000 to < £499 999
£500 000+

5.3
12.9
56.3
14.5
–
11.1

–
–
–
–
–
–

22.4
13.4
–
–
42.0
11.1

–
–
–
–
–
–

2500
147
844

2514
275
628

2500
160
671

10 118
1013
571

438

395

358

282

Number of businesses
Number of start-ups
Number of commercial loans/
mortgages
Number of securities for
commercial loans/mortgages
Number of securities for
overdraft required

699

Notes: aThe UKSSMEF 2004, 2007 and 2008 questionnaires ask for
the single largest business loan/overdraft facilities currently used,
while the SME Finance Monitor asks for new bank loans/overdraft
facilities over the past 12 months.
b
Businesses required to provide security.
c
Businesses that provided personal property as security.
d
The response items were changed 2008 to 2004.
Sources: Authors’ calculations, weighted data; UKSSMEF 2004, 2007
and 2008; and SME Finance Monitor 2011.

business ﬁnance is included in personal savings. Hence,
personal savings could be derived from rising house
prices or family housing assets which cannot be investigated further in this study.11 In total, one in 13 business
start-ups in 2004-2002 was using housing assets (mortgages
on homes and equity from house sales together). House
prices peaked in the UK in 2007, so that it can be expected
that the percentage share of start-ups funded by equity
from house sales was higher in 2007-2005 than 20042002. With house prices declining signiﬁcantly since
2008 while credit conditions have tightened, it can be estimated that the use of housing assets for starting-up ﬁrms
has now dropped to approximately 3 percentage points
from 7.8% in 2004-2002 (2 percentage points from mortgages on homes as can be seen in Table 2 plus an estimated
1 percentage point from house sales).
While external funding sources are of limited signiﬁcance for most entrepreneurs starting a business,
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they become more important over the business
cycle, particularly for business growth. Table 2 shows
that housing assets are crucial in securing external
funding (a commercial loan or overdraft). Fig. 4 provides a closer examination of the main ways of securing a commercial loan in 2011 compared with 2004
for businesses by legal status.12 In total, just above
one-third of SMEs with new loans/overdraft facilities
in 2011-2010 used personal property of the owner/
director as security. This applies particularly to sole
traders, i.e. the largest share of businesses in the UK
(BIS, 2012d), of whom 54% secured a commercial
loan in 2011-2010 with their personal property. For
limited companies and partnerships in 2011-2010, personal property of the director/partner(s) was the
second most important source of securing a commercial loan. Between 2004 and 2011 the use of personal
property for securing a commercial loan dropped substantially among sole proprietors and partnerships,
mostly at the expense of business securities or deposits
in the case of sole proprietors and business property for
partnerships. It can be assumed that this is a consequence of falling house prices and lenders’ fear of
negative equity.
The value of personal property used for securing a
commercial loan is available in the UKSSMEF 2004
and 2008 (with differing response items used).13 As
shown in Table 2, the majority of owners/directors
used more than £100 000 of equity in their homes to
secure a loan for business purposes in both 2004 and
2008, suggesting that most business owners/directors
used a large share of their net housing equity.
However, this percentage share is lower in 2008 than
in 2004. This might reﬂect lenders requiring other
sources of security (in addition to personal property)
when house prices started to fall after 2008. Another
explanation is that business owners/directors were less
willing to extract large shares of their housing equity
as security for their business as they feared that falling
or negative equity might raise the prospect of losing
their homes in times of economic crisis (interview
with Business Gateway).
Business owners and directors of small ﬁrms also use
housing assets for business funding through remortgaging or taking out a second mortgage on their
home,14 e.g. when they were declined ﬁnance by
ﬁnancial institutions or because it is cheaper/easier
than applying for a commercial loan (interview with
the FSB). Table 3 reports the percentage of households
that remortgaged for business reasons in 2005/06 compared with 2010/11. The drop in total remortgaging for
business purposes from 3.5% to 3.1% in the UK is
equivalent to a decrease of 38 000 borrowers. Looking
only at remortgager households where at least one
adult ran a business, the percentage of households that
took out a new mortgage on their mortgaged property
for business purposes has decreased by almost half over
this period.15
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Fig. 4. All sources of securing a commercial loan in 2004 and 2011 by legal status (%)
Note: Percentages are displayed for businesses with up to 250 employees that applied successfully for a loan over the past
12 months (SME Finance Monitor) or which currently use a loan (UKSSMEF), respectively
Sources: Authors’ calculations, weighted data; SME Finance Monitor 2011; and UKSSMEF 2004
POLICY IMPLICATIONS
The main policy implications of this research are that in
the UK patterns of and decisions about housing equity
and residential mortgages are, for some households,
closely interrelated with the formation and growth of
small businesses. Housing market outcomes and
current mortgage market functioning and practices
need to be taken seriously as a business policy issue.
Mortgage lending to business owners/directors has
changed dramatically since the ﬁnancial crisis and so
has funding of small ﬁrms and start-ups based on
housing assets. The self-employed are particularly hard
hit by the cut in secured mortgage lending (and this
also applies to owners of companies who pay themselves
a small salary). Due to stricter income regulations for
mortgage lending, those who started a business cannot
apply for a mortgage, and business owners including
those who run their own limited company as director
also face severe problems in remortgaging due to variable earnings. Enterprise policy and research need to
pay attention to this trend in mortgage lending for
three reasons.
Table 3. Remortgaging for business purposes
2005/06
All remortgager households
3.5% (147 000)
Remortgager households with
10.9%
one person running a business

2010/11
3.1% (109 000)
7.0%

Sources: Authors’ compilation, Family Resources Survey (FRS),
grossing factor.

First, more difﬁcult access to housing- or mortgagebased lending for businesses will undermine the aspirations of would-be entrepreneurs. This is particularly
true for young potential entrepreneurs who have not
purchased homes. Research shows that currently a
much higher required deposit-to-price ratio for house
purchases now than in the past has resulted in a fall of
loans to ﬁrst-time buyers (SCANLON and WHITEHEAD ,
2011). Younger households now face particular difﬁculties in buying their own homes (HEATH , 2008) and, at
the same time, however, both the private and social
rental sectors are not attractive alternatives for many.
Private renting can be more expensive than owneroccupation (SCANLON and WHITEHEAD , 2004). As a
result, the mean age of ﬁrst-time buyers (without assistance) rose from 30 years of age in 2008 to 33 years in
2011 (CML, 2011). Student loans are another factor
that might have impacted on a rising entry age into
owner-occupation. This might also result in late
entries into self-employment since setting-up a business
might mean variable and insecure income. Current selfemployment ﬁgures conﬁrm this trend as 84% of the
increase in self-employed workers since 2008 was
driven by those aged 50 years or older (ONS, 2013).
Young people are the focus of new initiatives to
foster entrepreneurship in the UK and in the devolved
administrations (e.g. the New Enterprise Allowance
scheme at the UK level, and Business Gateway National
in Scotland). Current mortgage practices and the state of
regional housing markets, however, run counter to
these efforts. This, in turn, calls into question the
UK’s long held, cross-government commitments to
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promote extensive and early homeownership. Arguably,
the UK wasted the beneﬁts of the long boom in raising
the prices of existing dwellings (in both urban and rural
areas; TAYLOR , 2008) rather than in forming the human
and business capital that would facilitate growth. Britain
has put the demand for homeownership, in the past
fuelled by the expectation of unearned and untaxed
housing capital gains, ahead of the creation of the conditions that would facilitate growth and entrepreneurship for the long-term. Business ventures by young
entrepreneurs will thus be facilitated by expanding/
improving the UK rental sector as risks could be mitigated and start-up capital accumulated (that otherwise
would be spent on a deposit for a mortgage and transaction and maintenance costs).16
Secondly, current mortgage practices will impact on
an individual’s spatial mobility behaviour and thus on
the functioning of labour markets and housing
markets. Moving to a new place to start a business has
become extremely difﬁcult since business starters are
increasingly unable to apply successfully for a mortgage
after having moved. Previous research showed that
entrepreneurs have been spatially mobile prior to
setting up their businesses, e.g. to access venture
capital (KEEBLE and TYLER , 1995; HARRISON et al.,
2004; ZOOK , 2005; LEVIE , 2007). Home-based business
entrepreneurs were also found to be fairly mobile over
long distances (REUSCHKE and VAN H AM , 2013).
The economic potential of mobile entrepreneurial and
creative people for regional economic development
(FLORIDA , 2002) will thus be negatively affected by
current mortgage practices. Owners of existing
businesses with variable and/or few earnings also ﬁnd
it difﬁcult to move due to income restrictions on
remortgaging. Thus, they are forced to stay in place if
their applications for remortgaging are turned down.
Thirdly, the tightening of mortgage lending criteria
has resulted in mortgages on homes being less frequently
used for start-ups. This might be unproblematic if other
sources of funding were available for (potential) business
founders and owners/directors of small ﬁrms. However,
mortgage credit has been the cheapest form of loan
available to households (FSA, 2012, p. 22), and in
times of credit rationing access to all loans (including
those based on housing assets) has become more difﬁcult
both for young and established businesses. Young
businesses are more likely to be small. The Bank of
England reports in its recent lending review that SMEs
have faced a greater tightening of credit conditions
since 2008 than larger businesses (BANK OF
E NGLAND , 2012). For instance, loan fees are higher
for SMEs than larger businesses, while the highest interest rates are paid by small businesses (BANK OF
E NGLAND , 2013, p. 9), which is indicative for their
risk assessment by lenders. The new SME Finance
Monitor, which was launched as a response to recent
trends in lending to SMEs, ﬁnds that, consistent with
these trends, business start-ups are less successful when
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applying for new loan facilities than older businesses
(BDRC C ONTINENTAL , 2013, p. 109). Accordingly,
there has been a rise in the number of business startups that use very little start-up capital.17
More generally, the recent decline in owner-occupation with a mortgage (FSA, 2012, p. 16) may have
impacted negatively on the UK home-based business
sector, assuming that home-based business entrepreneurs are more likely to be homeowners since tenants
are often restricted in using their homes for business purposes. This could not be investigated with the data nor
has the existing home-based business literature paid
attention to housing issues. Future research that investigates more broadly the relationship between housing
tenure and small businesses will be able to inform a
needed debate on whether homeownership or private
renting is better suited to facilitate business formation
and entrepreneurship and in what circumstances.
In order to ﬁll the gap in debt ﬁnance, policy at
different geographic scales has aimed to provide loanguarantee or funding schemes for businesses (e.g. Enterprise Finance Guarantee at the UK level, and the East
Scotland Investment Fund). Another pillar to boost
the entrepreneurial economy, while reducing unemployment at the same time, is the New Enterprise
Allowance scheme, which was introduced in 2011 to
help the unemployed to start-up their own business
(with a weekly allowance, small loan and mentoring).
Generally speaking, these measures are helpful for existing businesses to get access to term loans/overdraft facilities or for people to get started with a business at a very
low investment scale. These schemes do not, however,
solve the problems new entrepreneurs face in applying
for a mortgage and that dissuade many from pursuing
business ideas. Traditional funding schemes (e.g. the
East Scotland Investment Fund) also ignore the heightened fears that business owners have in providing
their homes as a security for loan. The problem of mortgage applications could be tackled by guarantee
schemes. Existing enterprise guarantee schemes could
be extended to individual mortgages. This requires, in
turn, that better connections between traditional
business services (e.g. the Business Gateway across Scotland) and mortgage lenders need to be developed. This
brings regionally operating banks and building societies
into play. Also, business services need to extend their
advisory support into ‘service plus’ activities. A similar
trend can be observed for housing associations. Many
social housing providers are no longer limited to the
management of their housing stock but have diversiﬁed
into ‘housing plus’ activities such as the promotion of
the employability of their tenants. Increasingly, their
attention is turning to ways in which they can not
only house younger households but also help them
accumulate savings within a well-organized midmarket rental sector.
These changes require a cultural change in both
housing and economic development policy and
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practice, especially at regional and local scales. Within
the housing sector there needs to be a much more explicit consideration of how housing policy and provision
impact on businesses and the economy. Remarkably,
in England, the Homes and Communities Agency has
been given a brief to foster pro-economy housing
investments, but yet they are excluded from the Local
Economic Partnerships (LEPs) unfolding in England.
The silo-based policy divide between housing and
enterprise policy runs deep in England, from Whitehall
to cities and counties. Change is needed, and in the
devolved administrations too. Enterprise policy also
has to embrace a more realistic, wider view of how
households live, save and spend. An essential step into
this direction would be for local development agencies
such as the LEPs in England to consider the personal
context of those who start and run a business. They
need to make the connections to housing options, outcomes and mortgage ﬁnance. Similar shifts are needed in
the different institutional landscapes of the devolved
areas of the UK, which would involve Scottish Enterprise, Highland and Island Enterprise, and Business
Gateway in Scotland as key players of delivering business
support.
Recent policy and research initiatives seek to understand better ﬁrm formation, business ﬁnance and survival. A thriving sector of small ﬁrms will be a key
component of both cyclical recovery and long-term
growth. Understanding these processes, and removing
the caveats that appear throughout this paper, requires
multilevel and longitudinal research that follows
nascent entrepreneurs and business owners over time,
links ﬁrm data with micro-data and includes control
groups. Investigating in greater depth the mix of personal and business ﬁnance over the business cycle
within the context of local and regional housing
market conditions and changes would contribute to a
deeper understanding of regional and local entrepreneurship as well as creating a more effective housing
system for the UK.
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NOTES
1. Some commentators have raised concerns that the new
measures to boost housing in the 2013 budget will

generate another house price bubble in London and the
rest of the South East.
There is also a debate in economics about the presence
of ﬁnancial constraints for becoming an entrepreneur
(e.g. HURST and LUSARDI , 2004; FAIRLIE and
KRASHINSKY , 2012).
The UKSSMEF is sponsored by the Economic and Social
Research Council (ESRC) and Barclays Bank (see http://
dx.doi.org/10.5255/UKDA-SN-6314-1 for the 2008
survey; see http://dx.doi.org/10.5255/UKDA-SN6049-1 for the 2007 survey; and see http://dx.doi.org/
10.5255/UKDA-SN-5326-1 for the 2004 survey). The
SME Finance Monitor is sponsored by the British
Bankers’ Association and the Business Finance
Taskforce and administrated by BDRC Continental
(see http://dx.doi.org/10.5255/UKDA-SN-6888-4).
No public-use ﬁle is available for the 2009 survey (as at
August 2013).
Weights are provided to resemble the actual SME composition in terms of business size (number of employees),
sector and region. The weighing also includes start-ups in
the SME Finance Monitor (at 20%) but not in the
UKSSMEF. These differing weighting measures applied
in the UKSSMEF and the SME Finance Monitor
might bias the reported weighted results. For more information on sampling and weighting, see FRASER (2005,
2009); for UKSSMEF 2004 and 2008, see
CONTINENTAL
R ESEARCH
(2008);
and
for
UKSSMEF 2007, see BDRC C ONTINENTAL (2011),
SME Finance Monitor 2011.
On 1 April 2013 The Financial Services Authority (FSA)
was replaced by two new regulatory bodies: the
Financial Conduct Authority (FCA) and a subsidiary
of the Bank of England, the Prudential Regulation
Authority (PRA).
With the rapid growth in sub- and near-prime lending in
the UK until 2007, however, self-certiﬁcation mortgages
were also increasingly provided to other borrowers.
The CML members cover approximately 95% of the UK
residential mortgage market according to the CML.
No regional data are available for the Regulated
Mortgage Survey of the CML or FSA Product Sales
Data (PSD).
While mortgages on homes were the fourth most important funding source prior to the mortgage crisis, other
internal sources (gifts from friends and family, credit
cards) were more frequently used by start-ups in 20112009 (not shown in Table 2, but data are available from
the authors upon request).
It should also be recognized that changes in housing
wealth might affect business behaviour without entrepreneurs increasing or lowering mortgage borrowing.
Housing wealth might simply make investors feel more
or less secure or conﬁdent, or changes in housing
wealth could induce more or less saving and or borrowing through other ﬁnancial instruments. Available data
only allow a broad-brush picture to be painted.
The SME Finance Monitor 2011 asks for securities of
loans businesses successfully applied for over the past 12
months, while the UKSSMEF questionnaire asks for
the largest outstanding loan. The surprising drop in
required securities for a commercial loan in 2011 to
2008 might be (partially) due to this measurement
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difference. However, Fraser (in BIS, 2012c) found no signiﬁcant differences in incidences of loan collateralization
before and after the ﬁnancial crisis.
13. The value of housing assets of the business owner/director is not given.
14. In the case of mortgage withdrawal through remortgaging, the existing mortgage is reﬁnanced either with
the same or with a different lender and at the same
time debt is increased. In contrast, a second mortgage is
a new, additional loan taken out with another lender
for the same property. A second mortgage is subordinate
to a ﬁrst mortgage and is usually charged with higher
interest rates (DAVEY and EARLEY , 2001). The number
of households that took out a second mortgage in the
FRS is small, which is why here only remortgaging is
reported.
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15. The member survey of the FSB reports similar trends.
While 6% of the sampled businesses used a second mortgage as a source of business ﬁnance in 2008, this percentage share had fallen to 2% by 2012 (FSB, 2008, 2012).
16. In the UK Budget Statement for 2013 the Chancellor
recommitted the government will promote homeownership for young households, largely through providing
loan guarantees for higher loan-to-value mortgages and
through taking a ‘silent’ mortgage on up to 20% of the
value of a new home. The potential implications for
small business owners were not given any explicit attention (HM TREASURY , 2013).
17. In the SME Finance Monitor 2011 just over half of all
new businesses established in 2011-2009 used less than
£5000 to start-up their businesses (authors’ own
calculation).
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