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ABOUT FINTECH FOUNDERS 
Fintech Founders is a network of over 250 of the UK’s 
leading fintech entrepreneurs that provides an opportunity 
for real conversations and better collaboration with 
government, regulators and other influencers across the 
financial services landscape. Our aim is to ensure that 
the voice of founders are heard as clearly as possible by 
policymakers, and that the UK can retain its status as a 
global fintech hub. 

ABOUT HENHAM STRATEGY 

Henham Strategy is a fast growing, consultancy operating 
at the nexus of policy, politics and public affairs. We work 
with public and private sector clients on some of their 
most serious strategic challenges. We help our clients 
understand, navigate and shape the policy world they 
operate within. Henham Strategy has supported Fintech 
Founders in its policy and public affairs work since 2019 and 
provides the secretariat to the Fintech Founders group. 
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THIS REPORT SETS OUT 
AN EIGHT-POINT PLAN, 
WHICH SEEKS TO:

Widen the funding 
landscape, providing 
founders and entrepreneurs 
with additional sources of 
investment

Deepen existing sources of 
funding so that more growth 
capital is available

Attract more UK investors, 
making it easier for them 
to support fast-growing 
fintechs

Encourage more founders 
to continue their growth 
journey in the UK, thereby 
delivering wider economic 
benefits in the process
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Closing the Fintech  
Funding Gap 

EXECUTIVE SUMMARY 
Fintech has been a real UK success story, but the sec-
tor’s growth continues to be stifled by a lack of access 
to finance. The 2021 Kalifa Review into UK fintech high-
lighted a £2bn funding. One year on from its publication, 
little action has been taken to close this gap.

In order to build a world-leading environment for UK fintechs, more 
growth funding and investment needs to be made available for 
founders so that we can unleash the full potential of the innovative, 
high-growth companies looking to scale here in this country. 
 
The purpose of this report is to set out in greater detail where more 
could be done, by both HM Treasury and the financial regulator, to 
help unlock greater investment in fintech companies at all stages of 
their development, but particularly at the growth capital stage. 
There is no silver bullet – different fintechs will be at varying stages 
of their growth journey and will clearly have differing needs.  Our 
ambition, therefore, is to put forward a range of ideas which might 
support fintech firms in different ways. 

The Government has taken some positive steps in this area, with 
a number of Treasury-backed schemes making funding streams 
available to businesses. It has made improvements to the listings 
regime, for example, including through a reduction in minimum free 
float requirements. It has also made welcome changes to the R&D 
tax credits system and has allocated fresh funding to the British 
Business Bank to address the early growth funding gap. 

But there are further changes that could – and should – be made to 
support the fintech sector if the UK is serious about challenging the 
US to become a place where more potential fintech ‘unicorns’ are 
encouraged to grow and remain located.



The recommendations above are not exhaustive, but represent a decisive next step in the journey 
to deliver a truly world-leading fintech funding landscape. 

It remains a stated Government ambition for the UK to be world-leading in terms of attracting 
investment and the best place to scale a fintech business.  But the current approach and action 
falls far short of that ambition. This report puts forward a series of steps which can make a real 
difference. As fintech founders, we look forward to working with HM Treasury and others to take 
these recommendations forward and to ensure that their ultimate ambition can be realised.  

Tax incentives 
1. Expand existing S/EIS and VCT incentive 
schemes to include regulated fintechs so 

they can qualify for investment

2. Re-evaluate proposed changes to the  
R&D tax credits scheme, and, if necessary, 
cancel the scheduled cap on the amount  

of R&D relief SMEs can claim

Unlocking patient capital 
3. Lift the existing pension charge cap (as 
recently consulted on) to unlock greater 

levels of patient capital 

4. Make ISAs more flexible so their holders 
can invest in unquoted companies, 
unlocking vital funds for those firms 

Strengthening the  
alternative lending sector 
5. Raise current minimum requirement 
(MREL) thresholds so that fintech lenders 

can access more of their capital 

6. Provide access to the term funding  
scheme for peer-to-peer fintech lending 
platforms so that they are on a level playing 

field with incumbent banks

Making the UK an  
attractive IPO destination  

7. Improve research coverage by raising the 
cap (currently £200m of market capitalisation) 
at which SMEs are free from MiFID rules

8. Remove prospectus requirements for 
listed companies raising additional capital by 
issuing more than 20 per cent of their share 
capital– or at least increase the limit so that 

it applies to fewer companies

THE EIGHT RECOMMENDATIONS ARE SPLIT ACROSS  
FOUR KEY AREAS OF ACTIVITY:
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Introduction 
CONTEXT: THE KALIFA REVIEW – ONE YEAR ON
Ron Kalifa’s independent review into the UK fintech sector was published in February 
2021 and was warmly welcomed at the time of its release. It contained a wide range of 
recommendations designed to maintain and enhance the UK’s global fintech reputation 
and create the right framework for continued innovation. 
The Government has subsequently indicated that it is 
going to take forward some recommendations within the 
Review – such as the promised new tech visa scheme and 
regulatory ‘Scalebox’ – which have been welcomed by 
founders and entrepreneurs, although the details on a lot 
of these initiatives are yet to be seen 

However, it has now been a year since the review was 
published and there is a fear amongst Fintech Founders’ 
members that things are not progressing as they should: 
in our most recent survey of our members, more than 

40 per cent said that they had welcomed the Kalifa 
Review, but that they thought – rightly or wrongly – 
that the Government is not interested in acting on its 
recommendations.1 

In particular, one of the five key areas of focus in the Kalifa 
Review was around investment and improving access to 
finance, where the UK currently lags behind the US and 
China, having received a total of €12bn of venture capital 
investment into fintech between 2018 and 2020, compared 
to €24bn in China and €48bn in the US.2 

1 Fintech Founders – Summer Survey 2021
2 Fintech: a guide to financial technology (parliament.uk)
3 https://www.innovatefinance.com/capital/ 
4 https://assets.ey.com/content/dam/ey-sites/ey-com/en_uk/

topics/banking-and-capital-markets/uk-fintech-census-2019/
ey-uk-2fintech-census-2019.pdf?download 

5 https://www.gov.uk/government/news/tech-ipos-raised-a-
record-66-billion-in-2021-double-2020-figures 

6 Small UK FinTechs ‘at risk from funding collapse’ - FStech 
Financial Sector Technology

7 Fintech Transforming the UK FS Sector (innovatefinance.com)

ACCESS TO FINANCE: WHAT IS THE ISSUE?
In some respects, the funding picture for fintech companies has never looked stronger. 
Innovate Finance’s 2021 investment landscape showed that last year saw a record for 
fintech investment, reaching $11.6bn, up from $4.6bn in 2020.3 
However, the founders of fintech companies are clear 
that serious challenges remain for the sector, particularly 
around a lack of growth capital. Our most recent survey 
of Fintech Founders members revealed that ‘access to 
finance’ was the single most pressing issue, affecting 
almost 2 in 5 of our members.

 

As was highlighted in the Kalifa Review, there is a £2bn 
fintech growth capital funding gap in the UK. As a 
consequence, many entrepreneurs explain that they feel 
the need to sell at the growth stage rather than continue 
to build their businesses in the UK; and if not to sell, 
companies are forced to go to the US for growth capital. 

More encouragingly, an EY survey from 2019 (admittedly 
pre-pandemic) suggested a third of UK fintechs expected 
to undertake an IPO within the next five years. It is 
therefore critical for the UK to bring in the necessary 
reforms and capitalise on this ambition, ensuring that the 
UK fintech landscape remains an attractive one, and that 
IPOs occur domestically.4  
 
WHY DOES THIS MATTER?
The Government has spoken of its desire to see more tech 
companies scale and ultimately list in London, but this 
cannot happen without a strong path of investment funding 
in place to support start-ups on their growth journeys.5  

Almost three-quarters of smaller UK fintech companies 
have a cash runway of half-a-year: without initial 
investment, these companies will struggle to develop their 
offering, bring their products to market, and meet the 
regulatory requirements they need to get off the ground.6  
This mismatch in activity between different stages of 
evolution may well result in a depletion in the pipeline of 
future fintech unicorns, with fewer companies completing 
the journey from seed to scale funding through to listing. 
This matters, not just for founders and entrepreneurs who 
the Government should be looking to encourage wherever 
possible, but also for the role that UK fintech plays in 
supporting the innovation and export of the wider financial 
services industry, which itself contributes over £132bn 
(GVA) to the economy.7  

To help ensure that UK fintech continues to thrive and 
remains as competitive as possible, the various sources 
of access to finance across the growth journey need to be 
made more accessible. This report sets out how this could 
be done, offering founders across the fintech sector greater 
opportunity to access capital and to scale in the UK.

Access to Funding Market Conditions Recruitment

Regulation/Regulators Size of Market

37%

13%

34%

13%
4%
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QUESTION: 

WHAT IS THE MAIN 
ISSUE AS YOU LOOK 
TO GROW YOUR 
COMPANY?

https://static1.squarespace.com/static/5c45e807f7939273c6da571d/t/61668f74861cec090c884e8d/1634111348717/Summer+Survey+2021+results+%28Final%29.pdf
https://researchbriefings.files.parliament.uk/documents/CBP-9150/CBP-9150.pdf
https://www.innovatefinance.com/capital/
https://assets.ey.com/content/dam/ey-sites/ey-com/en_uk/topics/banking-and-capital-markets/uk-fintech-census-2019/ey-uk-fintech-census-2019.pdf?download
https://assets.ey.com/content/dam/ey-sites/ey-com/en_uk/topics/banking-and-capital-markets/uk-fintech-census-2019/ey-uk-fintech-census-2019.pdf?download
https://assets.ey.com/content/dam/ey-sites/ey-com/en_uk/topics/banking-and-capital-markets/uk-fintech-census-2019/ey-uk-fintech-census-2019.pdf?download
https://www.gov.uk/government/news/tech-ipos-raised-a-record-66-billion-in-2021-double-2020-figures
https://www.gov.uk/government/news/tech-ipos-raised-a-record-66-billion-in-2021-double-2020-figures
https://www.fstech.co.uk/fst/Innovate_Finance_UK_FinTech_Startups_Struggling_Funding.php
https://www.fstech.co.uk/fst/Innovate_Finance_UK_FinTech_Startups_Struggling_Funding.php
https://www.innovatefinance.com/wp-content/uploads/2019/09/kpmg-fintech-transforming-financial-services-in-the-uk.pdf


Tax incentives 
INTRODUCTION
The UK already has a competitive system of tax incentive 
schemes to help encourage investment in innovative businesses, 
particularly at the early stage. Many of these have had a 
successful track record, but their wider success simply serves 
to demonstrate how much is lost by the fact that they explicitly 
exclude fintech companies. This acts as a brake on business 
growth across the sector – and means individual investors miss 
out on the potential to invest in UK fintech companies.

Tax credits can also form an essential part of business 
growth, given in the form of a direct cash payment from 
HMRC or corporate tax reduction. The widening of R&D tax 
credits announced in the 2021 Budget (with data and cloud 
costs included as qualifying expenditure) was welcome  – 
but more that can be done to use tax incentives to help 
fintechs looking to grow.8 This includes by implementing 
some of the recommendations within the Kalifa Review 
which have yet been taken forward by the Government. 

WHAT ARE THE CURRENT ISSUES?
The Enterprise Investment Scheme (EIS), the Seed 
Enterprise Investment Scheme (SEIS) and Venture Capital 
Trusts are some of the most important of these UK 
government incentives which encourage innovation by 
granting private investors a significant tax break when 
investing in early stage, ‘high-risk’ companies.

However, it has long been a cause of concern for founders 
of fintech firms that their businesses are being excluded 
from these schemes, and so are at a disadvantage when it 
comes to securing growth investment. For a company to raise 
EIS funding, it needs to be engaged in a ‘qualifying trade’. 

However, frustratingly, HMRC’s list of qualifying trades that 
are explicitly excluded include “financial services”. 

This need to expand tax incentive schemes is made all the 
more pressing by the fact that, in recent years, the amount 
raised by them has begun to decrease. EIS investment, for 
instance, has begun to stall, having risen steadily over the 
years to peak at £2bn in 2017-18 (see chart below):

Given that the EIS tax relief scheme was designed to 
incentivise investment into the smallest, riskiest, and 
most vulnerable early stage businesses in the UK, it is no 
surprise that, as EIS investment has reduced, there has 
been a trend towards investment shifting to larger and 
larger deals. In 2020, first-round deals hit their lowest ever 
number in terms of the proportion of deals done in the UK.9  

Separately, the R&D tax credit incentive was designed to 
encourage the type of innovation that fintech founders are 
spearheading. However, a forthcoming change announced 
in the most recent Budget has the potential to have 
unintended negative consequences when it comes to 
fintech R&D investment. 

05 >8 https://www.innovatefinance.com/news/autumn-budget-and-spending-review-2021-innovate-finance-response/
9 Is the Enterprise Investment Scheme Still Relevant? | New Data | Beauhurst
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The cap on how much R&D relief SMEs can claim will 
now become restricted (from 1 April 2023) based on the 
amount they pay in PAYE and NICs. That means overall 
many founders will be able to claim less in R&D tax credits 
than they do currently, and, as the accountancy group UHY 
Hacker Young points out, this would hit one of the UK’s ‘most 
innovative industries with what is effectively a tax rise.’10  

This decision by HM Treasury is at odds with their ambition 
to double R&D spending in the next five years. Moreover, 
it will come into effect at the same time as another rule 
change, whereby R&D tax credits will only be able to be 
claimed on development taking place within the UK.  While 
it is understandable that the Chancellor wants to keep the 
benefit of R&D investment within the UK,11 given the current 
shortage of developers in the UK – in London alone there 
are over 5,000 software engineer vacancies and over 6,500 
for software developers – this change means that fintech 
R&D investment will already be decreasing over the next 
year. The proposed change to cap R&D relief from 2023 
will only serve to exacerbate this situation. 
 

HOW COULD THESE ISSUES BE ADDRESSED? 
A commonly-expressed theme in last year’s survey of 
Fintech Founders members was the need for greater 
incentives for entrepreneurs, particularly around EIS/VCT 
relief and a clear demand that their companies should no 
longer be excluded from these schemes.12 

This echoed the Kalifa Review’s findings, which called for 
these incentive schemes to be expanded to regulated 
fintechs. This will level the playing field, ensuring that 
innovate, high growth potential companies are able to take 
advantage of the same opportunities as other start-ups. 

When it comes to the R&D tax credit scheme, if the 
Government is serious about its ambition to raise total 
investment in research and development to 2.4% of 
UK GDP by 2027, then these potential changes to the 
current R&D tax credit rules need careful re-evaluation. 
It is important to ensure that those high-growth tech 
companies with the most to offer are not unduly penalised, 
particularly regarding the proposed cap on R&D claims 
coming into effect in 2023.

SUMMARY OF RECOMMENDATIONS

1. Expand existing S/EIS and VCT incentive schemes to include 
regulated fintechs

2. Re-evaluate proposed changes to the R&D tax credits scheme, 
and, if necessary, cancel the scheduled cap on the amount of R&D 
relief SMEs can claim

06
10 Budget: UK tech and fintech startups face higher bills after tax credit restrictions (msn.com)
11 RD_Tax_Reliefs.pdf (publishing.service.gov.uk)
12 Fintech Founders – Summer Survey 2021

https://www.msn.com/en-gb/money/other/budget-uk-tech-and-fintech-startups-face-higher-bills-after-tax-credit-restrictions/ar-AAQ32Bg
https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/1037348/RD_Tax_Reliefs.pdf
https://static1.squarespace.com/static/5c45e807f7939273c6da571d/t/61668f74861cec090c884e8d/1634111348717/Summer+Survey+2021+results+%28Final%29.pdf


Unlocking patient capital 
INTRODUCTION
Longer-term patient capital funding where investors are prepared 
to wait a considerable amount of time before seeing any financial 
returns – is increasingly being explored as an alternative source 
of growth finance by start-up founders. 

Looking beyond traditional VC funding sources can reduce 
the pressure on entrepreneurs to exit their start-ups 
prematurely; by securing investment from patient capital 
funds that share their values or vision for the company, 
founders can focus their time on building sustainable growth.  

Despite welcome interventions from HM Treasury following 
the 2017 Patient Capital Review, such as a new £2.5bn 
fund delivered by the British Business Bank, patient capital 
remains an underexplored area of equity investment in 
the UK’s start-up ecosystem. There remains a shortage of 
institutional investors in the UK, and if this is to be tackled, 
action needs to be take.13 

WHAT ARE THE CURRENT ISSUES?
World Bank figures show that the UK invests 16.8p for 
every £1 of GDP, compared to 22.5p in France, 23p in 
Canada and – at the furthest end of the scale – 41.8p in 
China. These figures were quoted in a recent parliamentary 
debate as evidence that the UK is ‘simply not investing 
enough, and…that that is because there is an insufficiency 
of quality patient capital in our economy.’14  

Recent figures from sector body Innovate Finance revealed 
a dearth of growth capital for fintech firms, highlighting 
the need to unlock additional sources of patient capital 
for high-growth potential companies. Around $1.6bn was 
channelled into growth firms last year compared to $7bn 
for late stage businesses.15  

The role of pension funds in unlocking patient capital 
for investors has long been recognised by Government, 
but the opportunity remains unseized. Back in 2018, the 
then-Chancellor Philip Hammond spoke of how ‘defined 
contribution pension schemes have a vital role to play in 
long-term financing for UK growth and innovation.’16 He 
was right, but though the Treasury has since then spoken 
positively about doing more in this area, we still await 
conclusive action.

Pension fund managers have historically been hamstrung 
by rules which prevent them from backing venture capital 
and private equity funds as they typically have fees that 
exceed the pension charge cap of 0.75 per cent. This issue 
cuts both ways. As well as fintechs being unable to avail 
themselves of this vital investment at an important time in 
their growth journey, this also means that pension funds 
are missing out on investment in fast growing innovative 
sectors such as fintech.

HOW COULD THESE ISSUES BE ADDRESSED?
As a first step, lifting the 0.75 per cent pension charge cap 
would unlock a significant proportion of this investment 
in growth technology businesses, which is particularly 
important as the UK seeks to compete on the world stage. 
The Government has previously consulted on loosening the 
cap, both in 2020 and 2021, which is encouraging, but has 
not yet led to any action. 

07 >

0 2000 4000 6000 8000 10000 12000 14000 16000

April 2016 to March 2018

April 2014 to March 2016

July 2012 to June 2014

July 2010 to June 2012

July 2008 to June 2010

July 2006 to June 2008

Aggregate private pension wealth and aggregate total wealth
(inflation adjusted), Great Britain, July 2006 to March 2018

Total wealth Private pension wealth
£ billion

Source: ONS

13 British Patient Capital Comment on PitchBook data – Venture Capital Industry in Europe 2021 | Financial IT
14 Long-term Capital for Business - Hansard - UK Parliament 
15 Exclusive: Kalifa calls on pension funds to fill fintech growth funding cap (cityam.com)
16 Top DC funds to help boost investment in UK ‘patient capital’ | News | IPE

https://www.ons.gov.uk/peoplepopulationandcommunity/personalandhouseholdfinances/incomeandwealth/bulletins/pensionwealthingreatbritain/april2016tomarch2018
https://financialit.net/news/trading-systems/british-patient-capital-comment-pitchbook-data-venture-capital-industry-europe
https://hansard.parliament.uk/Commons/2019-01-15/debates/19011578000002/Long-TermCapitalForBusiness?highlight=patient%20capital%20pension#contribution-1228928D-1671-4A84-A095-AE0E08A7A12C
https://www.cityam.com/kalifa-calls-on-pension-funds-to-fill-fintech-growth-funding-cap/
https://www.ipe.com/top-dc-funds-to-help-boost-investment-in-uk-patient-capital/10027568.article


One year on from the Kalifa Review, it is important that the 
Government moves beyond consultation and relaxes the 
rules so that pension fund managers can invest in private 
equity and venture capital. 

The author of the Kalifa Review himself has recently 
spoken on the opportunity for pension funds to back 
British entrepreneurs and fill a major growth funding gap in 
the sector, following on from the other recommendations 
around access to finance in his Review.17 As Kalifa argues, 
the patient capital contained in pension funds – in the UK 
this is estimated at around £6 trillion (see chart) – presents 
an opportunity to help British entrepreneurs grow their 
business domestically and drive job creation rather than 
selling at the growth stage. 

More capital can also be unlocked through a more flexible 
approach with the approximately £305bn which is currently 
invested in Stocks and Shares ISAs. 

In 2013, ISAs were permitted to hold shares of AIM-listed 
companies (Alternative Investment Market). This change 
has proven very popular with investors, and has developed 
into an important source of finance for smaller companies. 
Extending this freedom to unquoted companies is the 
logical next step. 

Allowing ISAs to hold shares in unquoted companies would 
unlock more investment capital for entrepreneurs at the 
heart of economic growth and job creation across the 
UK fintech sector. Investors often hold assets in their ISA 
indefinitely, withdrawing money as a last resort, so this is 
some of the most patient capital around. Even if overall 
only a small portion of the total £305bn was channelled 
into funding for these businesses, it would still potentially 
make a big difference. 

It would also help create an investment environment more 
akin to what has been achieved in the US: investors would 
be free to find promising businesses themselves and 
use their ISA funds to back them. This would help more 
businesses succeed and would keep more productivity 
within the UK.

It was welcome to see the Small Business Minister, Paul 
Scully MP, respond favourably when this proposal was 
raised in a recent parliamentary debate on SME Access to 
Finance.18 Now that the new Productive Finance Working 
Group has been convened by the Bank of England to 
‘develop practical solutions to the barriers to investing 
in long-term, less liquid assets’ in collaboration with HM 
Treasury, the Government have the opportunity to move 
forward with this agenda without delay.19 

SUMMARY OF RECOMMENDATIONS

3. Lift the existing pension charge cap (as recently consulted on) 
to unlock greater levels of patient capital 

4. Make ISAs more flexible so their holders can invest in unquoted 
companies, unlocking vital funds for those firms
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17 https://www.cityam.com/kalifa-calls-on-pension-funds-to-fill-fintech-growth-funding-cap/#:~:text=Ron%20Kalifa%2C%20who%20masterminded%20the%20
government-commissioned%20Kalifa%20Review,creation%20rather%20than%20selling%20at%20the%20growth%20stage.  

18 SMEs: Access to Finance: 9 Nov 2021: Westminster Hall debates - TheyWorkForYou
19 Productive Finance Working Group | Bank of England

https://www.cityam.com/kalifa-calls-on-pension-funds-to-fill-fintech-growth-funding-cap/#:~:text=Ron%20Kalifa%2C%20who%20masterminded%20the%20government-commissioned%20Kalifa%20Review,creation%20rather%20than%20selling%20at%20the%20growth%20stage.
https://www.cityam.com/kalifa-calls-on-pension-funds-to-fill-fintech-growth-funding-cap/#:~:text=Ron%20Kalifa%2C%20who%20masterminded%20the%20government-commissioned%20Kalifa%20Review,creation%20rather%20than%20selling%20at%20the%20growth%20stage.
https://www.theyworkforyou.com/whall/?id=2021-11-09a.68.0&p=25287
https://www.bankofengland.co.uk/financial-stability/working-group-on-productive-finance
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Strengthening the 
alternative lending sector  
INTRODUCTION
Whilst we need to ensure that fintechs can access a wide range 
of growth capital, it is also important that the rapidly-growing 
number of fintech lenders in the UK have access to capital when 
it comes to lending to their customers. More needs to be done 
to enable challenger banks to play their full part in the wider 
funding ecosystem. 

There has been an enormous growth of lending companies 
within the wider fintech sector over the last decade (see 
chart below), but it is still the case that these businesses 
face an uphill struggle when looking to access capital 
to lend to customers. This was illustrated most recently 
during the Covid-19 pandemic: whereas before 2020 
about 59 per cent of SME finance in the UK came from 
the challenger banks and non-bank lenders, suddenly that 
was reduced to 11 per cent as the big banks took a much 
larger market share of emergency loans made available by 
the Government.20 Leading fintech lenders such as Capital 
on Tap, Koyo, iwoca and a whole host of others, saw their 
market share drop dramatically and they lost, potentially, 
thousands of customers during that period. 
 
This matters, not just because fintechs are losing out, 
but so too are small businesses across the country. If 
we can take advantage of the growing number of fintech 
lenders and unlock greater levels of loan funding for these 
alternative lenders to distribute, this could boost the wider 
economy, distributing an additional £1bn or more a month 
to SMEs across the UK.21 

WHAT ARE THE CURRENT ISSUES?
The minimum requirement for own funds and eligible 
liabilities (MREL) is a minimum requirement for banks 
to maintain equity and eligible debt so that they can 
be ‘bailed in’ should a bank fail. The concept of ‘bail-in’ 
debt was introduced after the financial crisis to avoid 

the situation where the taxpayer had to step in if a bank 
collapsed.

However, the issue of MREL rules has been raised as an 
example of how smaller, challenger banks are hamstrung 
by disproportionate regulations and prevented from 
deploying more of their capital. 

In the UK, once a bank’s balance sheet increases above 
the range of £15-£25bn, the MREL bail-in rules kick in. This 
stands in stark contrast to the thresholds elsewhere, which 
are much higher. In the European Union, the threshold is 
€100bn; in the United States, it is $250bn. That means that 
bail-in in those jurisdictions is aimed only at much bigger 
banks, whereas in this country smaller, challenger banks – 
including many fintech lenders – are affected.

A recent study by EY found that MREL requirements 
raise the cost of funding for smaller and medium-sized 
challenger banks, which has a knock-on impact for 
financing, reducing the amount of their available capital for 
lending by about 20 per cent – or £42bn - over five years.22 

The Bank of England consulted on changes to the MREL 
requirements in 2021, but concluded that the current 
thresholds should remain in place. While they committed to 
introducing a ‘stepped glide path’ to help ease the burden 
for banks who are projected to grow past the £15bn 
minimum threshold, giving them additional time to meet 
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the requirements, these are modest changes at best.23 As 
MPs recently pointed out in a debate on the subject, the 
changes will do nothing to help fintech banks.24 
 
Another outstanding issue concerns the recently-launched 
term funding scheme. This was introduced to provide four-
year funding at rates very close to the Bank Rate, providing 
participants with a cost-effective source of funding to 
support additional lending to SMEs. But a significant 
drawback to the scheme is that it was only made available 
to banks and building societies, leaving peer-to-peer (P2P) 
lending platforms – one of the fastest-growing subsections 
of the fintech sector as a whole – at a disadvantage. Larger, 
incumbent banks have access to cheaper wholesale capital 
that the alternative lenders are denied.

HOW COULD THESE ISSUES BE ADDRESSED?
Affected challenger banks argue that if the threshold for 
requiring bail-in debt was higher, that would release more 
capital which they are currently forced to hold in reserve. 
This would allow them to deploy more funding to help drive 
their own business and those of their customers. 

If the Government wants more competition in the banking 
sector, it should work with the Bank of England to ensure 

that MREL bail-in thresholds are raised so that they on 
a par with the US and Europe. In doing so, fast-growing 
fintech banks would be able to access much more of their 
capital, and could concentrate on growing their business 
further. 

Another change that would boost competition and improve 
access to funding for non-bank lenders is simpler still – 
ensuring that P2P lending companies are given the same 
access to the term funding scheme as incumbent banks.

If the Bank of England cannot commit to addressing this 
then the Government should introduce a new facility to end 
this disparity, potentially via the British Business Bank. 

It is understandable that, at the height of the Covid 
pandemic when the term funding scheme was first 
introduced, the design was not perfect. However, it has now 
been almost two years since it was introduced and fintech 
lenders are still being overlooked in favour of incumbent 
banks. By unlocking greater amounts of funding to lend to 
customers, P2P fintechs can continue to expand whilst also 
supporting the wider network of SMEs across the UK.

SUMMARY OF RECOMMENDATIONS

5. Raise current minimum requirement (MREL) thresholds above 
£15-25bn, so that the UK is on a par with other jurisdictions 
including the US and EU

6. Provide access to the term funding scheme for peer-to-peer 
fintech lending platforms 

10 23 MREL makes challenger banks ‘more fragile’, says EY (globalcapital.com)
24 SMEs: Access to Finance: 9 Nov 2021: Westminster Hall debates - TheyWorkForYou
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Making the UK an 
attractive IPO destination 
INTRODUCTION
Encouraging more listings of leading UK-based tech companies 
has been a key Government ambition, and there has been welcome 
movement on this in the past year. The Kalifa Review, in concert with the 
Hill Review published alongside it, set out recommendations for more 
‘founder friendly’ listings, to make London more attractive for tech IPOs. 
These included proposals such as dual-class share structures, lower 
free float requirements and a streamlining of prospectus requirements; 
all of which have been since been taken forward by HM Treasury. 

These proposals are all important for helping further 
strengthen the London Stock Exchange’s (LSE) position 
internationally. 2021 was a bumper year of public debuts 
by tech companies with the likes of LendInvest, Wise 
and PensionBee all listing on the London market, but 
there remains more to be done if the UK is to be seen as 
attractive a destination for tech IPOs (and fintech IPOs 
specifically) as the US (see chart below):

WHAT ARE THE CURRENT ISSUES?
As Romi Savova, founder and CEO of PensionBee – one of 
the most recent fintechs to list successfully in the UK – has 
said, ‘if Britain is to maintain a world class environment 
for public companies, we need to enable more research 
coverage…and active retail participation.’25  

The Kalifa Review made clear that the relative lack of UK 
listings is in part due to a lack of knowledge among UK-
based investors ‘about the growth opportunities…in fintech 
specifically’. A key part of ensuring the growth of publicly-
listed tech companies here is ‘high quality research, useful 
market comparables and knowledgeable investors.’26  

Under MiFID II-derived inducement rules introduced 
in 2018, research by asset managers must be priced 
separately (unbundled) from other services, such as 
execution services. With a separately held account, firms 
have to set a budget for research and regularly assess the 
quality of research received. In practice, most research is 
now paid for by asset managers out of their own resources.

These rules have had the effect of reducing the quantity and 
quality of research on SMEs, with resulting adverse impacts 
on price formation, trading and liquidity and higher bid-offer 
spreads in respect of SME shares.27 Additionally they may 
also have discouraged some SMEs from seeking a listing.

In response, the FCA has decided that, from 1st March 
2022, asset managers and research firms will be able to 
provide research on SMEs with a market capitalisation 
below £200m without having to comply with these rules.

Despite feedback from founders of fintechs and others 
that this threshold was too low, the FCA concluded that, 
‘we consider the threshold is set at the right level to ensure 
the improvements in transparency of research costs from 
MiFID II are maintained for most firms. We will therefore 
maintain the threshold for this exemption as proposed.’28 

Beyond the listing stage, unnecessary burdens and 
obstacles are also still currently in place for companies 
looking to grow and attract new retail investment. One 
example of this is around the UK’s prospectus regime.
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25 UK tech sector seeks more listing reforms to keep IPOs rolling | Financial Times (ft.com)
26 Kalifa Review of UK Fintech (publishing.service.gov.uk)
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28 PS21/20: Changes to UK MIFID’s conduct and organisation requirements (fca.org.uk)
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As things stand, main market-listed companies 
raising more than 20 per cent of their existing market 
capitalisation, or issuing more than €8m of equity capital, 
are required to produce a prospectus which must be 
approved by the regulator. All too often, the regulatory 
burden of publishing a prospectus makes the cost of 
capital for a retail offering prohibitively expensive and time 
consuming, effectively capping the amount offered by 
companies to investors at less than €8m. 

Greater levels of retail investment would certainly have 
been raised if it was not for the rule that any main market 
listed company issuing more than 20 per cent of its share 
capital is required to publish a prospectus, which often 
provide little value or new information for investors. 

HOW COULD THESE ISSUES BE ADDRESSED? 
Our view is, now that the UK is no longer forced to follow EU 
financial services regulation, the Government should work 
with the regulator to ensure that this cap is raised. Doing so 
would help ensure that fewer UK fintechs considering listing 
are restricted in their ability to attract investors, who rely on 
research to identify high-potential companies. 

A new consultation paper from the Treasury, the UK 
Prospectus Regime Review, issued in early July 2021, 
proposed significant changes include the removal of the 

limit placed on the amount of new capital that existing 
listed corporates can offer to the public.29 There was also a 
proposal to remove the disincentive against offering shares 
to a company’s own shareholder base by changing the 
definition of the “public” to exclude existing shareholders.

Removing the 20 per cent rule would leave adequate 
investor protections and safeguards in place. Listed 
companies would still be required to comply with other 
regulations including the Companies Act (preventing 
unlimited share issuance without shareholder consent) 
and the UK’s financial promotion regime (protecting retail 
investors).

The suggested changes to the prospectus rules, if 
adopted, could have an immediate and tangible positive 
impact on the UK economy, making raising capital more 
efficient for listed companies and thereby lowering the 
overall cost of capital. 

HM Treasury is currently in the process of consulting on 
the UK Secondary Capital Raising Review, the findings 
of which are due to be published in the coming months. 
The issue of the prospectus rules is part of its remit. The 
Treasury should use this Review as an opportunity to 
ensure that listing in the UK is as attractive an option as 
possible for fintech founders.

SUMMARY OF RECOMMENDATIONS

7. Improve research coverage by raising the cap (currently 
£200m of market capitalisation) at which SMEs are free from 
MiFID rules

8. Either remove the rule whereby a listed company issuing 
more than 20 per cent of its share capital is required to publish 
a prospectus – or at least increase the limit so that it applies to 
fewer companies
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Conclusion 
The Kalifa Review made clear that the UK could lose its status 
as Europe’s leading fintech hub if it does not act to support 
start-ups and plug the funding gap that currently exists.  
One year on and this is an now even more pressing issue. 

This eight-point plan sets out a range of 
specific policy changes that, if enacted, 
would unlock significant additional 
sources of investment for fintech start-
ups, providing incentives to grow and, 
ultimately, list here in the UK. 

UK fintech punches above its weight 
internationally. We have an active market, 
attracting large amounts of capital and 
skills. The good news is that there are 
many public and private bodies already 
supporting the UK fintech sector. 

But we cannot take our international 
fintech position for granted. Many 
countries are looking to learn from the 
success of the UK and then to go beyond 
us – enhancing their fintech infrastructure 
and offerings accordingly. We need 
to take steps to not only maintain our 
position, but also increase our market 
share in years to come. 

The Government has signalled its 
willingness to support the fintech sector, 
but now is the time to turn warm words into 
concrete actions. An obvious starting point 
is ensuring that fintech companies are not 
excluded from existing funding schemes. 

The recommendations in this report 
present a range of options for the 
Government to consider. Our members 
hope to work with the Government and 
financial regulator to help bring these 
recommendations forward, thereby 
ensuring that the UK can become an 
even more attractive location for fintech 
founders looking to grow their companies 
and build them into global success stories. 
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