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At m y recent hear ing wi th the Lords Economic Affairs Commi t tee , I sa id I wou id wri te to prov ide fur ther 

in format ion on two issues: h o w much funding the Bank has prov ided through the Fund ing for Lend ing 

S c h e m e (FLS) and T e r m Fund ing S c h e m e (TFS) ; and the European Bank ing Author i ty 's (EBAs) act ions in 

relat ion to capi ta l requ i rements for bank lending to house bui lders . 

T h e FLS w a s launched jo int ly by the Bank and H M Treasu ry in Ju ly 2012 , in response to the euro-area 

cr is is, wh i ch had caused a sharp increase in UK bank fund ing costs , impair ing the f low of credit to the real 

T h e ob ject ive of the FLS w a s to encourage lending to househo lds and compan ies by providing fund ing to 

banks and bui ld ing societ ies for an ex tended per iod , at be low market rates, wi th both the pr ice and quant i ty 

of fund ing prov ided l inked to their per fo rmance in lending to the UK real economy . 1 T h e S c h e m e was open 

to all banks and bui ld ing societ ies that s igned up to the Bank 's ster l ing faci l i t ies. T h e Bank subsequent ly 

revised t he des ign and ex tended the avai labi l i ty of the FLS in Apr i l 2013 in order to increase the incent ives 

for banks to lend to smal l and med ium-s ized enterpr ises. 

Banks were ab le to d raw on the FLS f rom August 2 0 1 2 to January 2018 when the scheme c losed to new 

bor row ing . T h e peak size of the FLS w a s £70 bi l l ion, and in total 47 f i rms part ic ipated. Tota l outs tanding 

d raw ings w h e n t he s c h e m e c losed at end-January 2 0 1 8 were £31 bi l l ion. As of the end of 2019 there were 

£3 bi l l ion drawings ou ts tand ing . S o m e of this reduct ion ref lects ref inancing f rom the FLS to the T F S . T h e 

final F L S loans matu re in January 2022 . 

1 The FLS provided funding - in the form of UK Treasury bills - in exchange for collateral. FLS participants could use 
the Treasury bills obtained from the Scheme to raise cash in a number of ways. More details on how the Scheme 
operated were set out in an article in the Bank's 2012 Q4 Quarterly Bulletin, The Funding {or Lending Scheme. 
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T h e T e r m Fund ing S c h e m e (TFS) was announced in Augus t 2016 as part of a package of eas ing measures 

to suppor t the UK e c o n o m y fo l lowing the EU Re fe rendum, wh ich inc luded a cut in Bank Rate to VA°/O. T h e 

TFS 's ma in goal w a s to re inforce the pass- th rough of this cut in Bank Rate by providing four year fund ing 

for banks and bui ld ing societ ies at interest rates c lose to Bank Rate. 

In aggregate , 62 part ic ipat ing banks and bui ld ing societ ies had ob ta ined £ 1 2 7 bil l ion of fund ing f r om the 

T F S w h e n the s c h e m e c losed for new drawings at the end of February 2018 . Due to ear ly repayments by 

part ic ipat ing banks , there w a s £ 1 0 7 bil l ion outs tanding in the S c h e m e as of c lose 5 February 2020 . T h e 

last matur i ty f r om the T F S is due in February 2022 . 

T h e Bank of Eng land publ ishes quarter ly da ta on T F S and FLS bor rowing wi th a one mon th lag, show ing 

amounts outs tanding for each part ic ipat ing g roup. Th is data can be f ound on the Bank 's webs i t e . 2 

EBA capital requ i rements for lending to house bui lders 

You also asked about the risk weight that the European Bank ing Author i ty (EBA) appl ies to capi ta l 

requ i rements on lending to house bui lders. 

T h e E B A has clari f ied that loans for 'speculat ive immovab le proper ty f inanc ing ' - wh ich is def ined as loans 

for the purposes of the acquis i t ion of or deve lopment or const ruct ion on land in relat ion to immovab le 

proper ty , or of and in relat ion to such property, wi th the intent ion of resel l ing for profit - shou ld receive a risk 

we igh t of 1 5 0 % under the s tandard ised approach to credit risk. 

T h e P R A had been aware that s o m e banks in the UK prov id ing f inance to house bui lders were unclear 

about whe ther their lending qual i f ied as 'speculat ive immovab le proper ty f inanc ing ' . So in Sep tember 2015 

the P R A submi t ted a quest ion to the EBA to ask for c lar i f icat ion, and the EBA pub l ished a Q & A in response 

in Oc tober 2 0 1 6 conf i rming that it d i d 3 . 

Most U K lending for resident ial proper ty construct ion w a s not a f fec ted by this clar i f icat ion. Tha t is because 

m a n y of the U K banks that apply the s tandard ised approach to credit risk (the approach used by all smal le r 

lenders) we re a l ready apply ing a 1 5 0 % risk weight ing on lending to house bui lders prior to the EBA's Q & A . 

However , s o m e banks apply ing the s tandard ised approach had , until t hen , interpreted the requ i rements 

di f ferent ly and were app ly ing a risk we igh t of 100%, a n d were therefore a f fec ted. T h e largest banks , wh ich 

account for a large por t ion of U K lending for const ruct ion, we re not a f fec ted as they pr imari ly use internal 

mode l based approaches to credit r isk. 

T h e PRA's j u d g m e n t is that a 1 5 0 % risk weight is appropr ia te for lending to house bui lders w h e n banks 

apply the s tandard ised app roach . Th is reflects the shor t - term and specula t ive nature of the lending. T h e 

Basel Commi t tee on Bank ing Superv is ion a lso de termined that a risk weight of 1 5 0 % is appropr ia te when it 

rev ised the s tandard ised approach to credi t risk as part of the f inal isat ion of Base l I I I . 4 

2 h{tps://www.bankofeng!and.cp,ijk/m 
3 https://eba.eurGpa.eu/sinqie-rule-bQ ,2268, 
4 See paragraph 20.90, M t o s ^ ^ 
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As I no ted at the hear ing, the P R A w o u l d not coun tenance using risk weights to encourage or d iscourage 

lending to part icular sectors of the e c o n o m y , other than to ensure that risk weights are a l igned with the 

risk assoc ia ted wi th the lend ing, tak ing into account both f i rm-speci f ic and sys tem-wide r isks. Reduc ing 

risk weights s imply to encourage lending wou ld mean that banks ' capi tal requ i rements wou ld not be 

consis tent wi th their under ly ing risk prof i le . Tha t wou ld , in turn , risk undermin ing the PRA's pr imary 

object ive, to p romote the safety and soundness of regulated f i rms. 


