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EXTRACT FROM ZOMBIE FILM 

 

PYM: You may have seen zombies in horror movies - the 

bodies of lost souls, neither alive nor dead - but experts are increasingly talking of a zombie 

colony in the real economy - a colony which is expanding and threatening to impede recovery 

and a return to growth. 

 

MOULTON: Think survival of the fittest is quite a good concept.  I 

do believe that Darwin needs to operate in a free economy, if that’s what we want, and 

you’ve got to actually have mechanisms for making sure that the poor business models are 

taken out. 

 

PYM: Tonight, File on 4 investigates so-called zombie 

companies.  We reveal concerns that banks are keeping them alive in order to avoid taking 

further huge losses, and that could be holding them back from new lending which is needed 

to boost the economy.  A leading regulator tells us that resolving the issue has become a 

priority. 
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BAILEY: We think probably some banks are constrained in their 

ability to supply lending, which is why we are putting more emphasis on that than probably 

any other question at the moment.  We haven’t got the hard evidence yet, and if it does, then I 

think that does raise the whole question of the appropriate level of capital and capacity to 

lend in the banking system. 

 

SIGNATURE TUNE 

 

ACTUALITY IN LONDON 

 

PYM: I’m in an East London suburb on the hunt for a zombie 

company.  It’s not easy to find one prepared to talk about its situation, but I think I’ve tracked 

one down - a small property developer with interests across the south east of England.  One 

of the directors is willing to talk about the problems he’s facing, though he doesn’t want to be 

identified. 

 

MAN [VIA INTERCOM]: Hello? 

 

PYM: Hello, it’s Hugh Pym from the BBC’s File on 4. 

 

MAN [VIA INTERCOM]: Oh hi, Hugh, I’m on my way down. 

 

PYM: Hi, how are you?  Nice to meet you.   

 

MAN: Nice to see you.  Please come in.  There we go.  Well, 

this is our old knitwear warehouse.  As you can see, it’s very fifties.  And this is the old 

enquiry desk .... 

 

PYM: The owner has been a successful developer for twenty 

years, building up a portfolio of shops and offices in the south east of England.  But he’s 

stuck with more than £500,000 of debt, run up before the financial crisis. Since the crunch, 

his bank hasn’t lent any more to allow him to build houses on this site, a former knitwear 

factory. And that’s left him in limbo. 
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MAN: We went to the bank for the development costs,  

which originally they said they would pay, and I said, right, we’d give them back everything, 

including all the profit and take nothing for ourselves.  Originally they said yes.  A year, 

eighteen months ago, they said, ‘No, we haven’t got the money, we’re not allowed to lend to 

properties, the rule book has changed.’  We are in a catch 22 situation.  We are sitting on a 

building with planning permission.  We feel very trapped indeed. 

 

PYM: If you get the bank money, you could redevelop it, pay 

off what you owe the bank and it would create some value and growth for the local economy.  

Is that the way you see it? 

 

MAN: Absolutely, because we would be employing 

architects, surveyors, local builders.  It’s a win win win situation apart from the banks. 

 

PYM: The word zombie has been applied to companies in 

your sort of situation.  How do you feel about that description? 

 

MAN: I’m not exactly sure what a zombie company is, to be 

quite honest with you.  I presume it’s a company that has debts, is stuck in a hole and can’t 

get out. 

 

PYM: And is that you? 

 

MAN: To an extent yes, because we are in a hole, we can’t 

really get out because it’s not like you can trade out, because without any money from the 

banks you can’t trade. 

 

PYM: So what’s through here, out of interest? 

 

MAN: This is the warehouse that we rent out to our tenants.  

It’s quite a large place and it goes right the way through to the back of the building .... 
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PYM: So he is stuck, only able to pay off interest on his loan 

using his rental income. He’s considering trying to get the bank to refinance him or sell off 

the land to clear his debts. But for now he is unable to move his business forward. He’s going 

nowhere. 

 

MAN: It’s very, very demoralising.  There’s no reason, in a 

way, to get out of bed, because one comes to the office, there’s not a lot going on.  Yes, 

there’s lot of queries with tenants and collecting rents and water rates and bills and one can 

busy oneself, but I can’t get my teeth into a proper development, which is what I love doing 

and I think I’m very good at it, but without the money it’s just very, very frustrating, so I get 

more and more frustrated as the days go by. 

 

PYM: And is there a light at the end of the tunnel? 

 

MAN: I can’t see any at the moment while there is no money. 

 

PYM: So what exactly is a zombie company?  The definitions 

are wide- ranging, but most agree that a zombie is unable to grow or develop because of the 

burden of debt. Mark Thomas is a business strategy expert at PA Consulting Group.  He 

coined the phrase before most other experts.  He wrote a book called The Zombie Economy 

in 2009.  It predicted then the possible deadlock facing areas of the economy. 

 

THOMAS: A zombie company is a company which is generating 

just about enough cash to service its debt, not necessarily to pay down the principal, but 

enough to keep the debt serviced, so the bank is not obliged to pull the plug on the loan.  The 

company can limp along, it can survive, but it hasn’t got enough money to invest, it hasn’t 

got enough to grow.  It is probably experiencing a lingering death that could take many years. 

 

PYM: The zombie company can cover a whole range, can’t it, 

of companies with a possible future and others which have got no future? 

 

THOMAS: Yes absolutely.  I think it makes good sense to 

distinguish between two extremes.  You can have a company, which is actually a troubled 

company, it has a product or a service which just doesn’t fit the market anymore, it has no 
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THOMAS cont: future.  Even if it had zero debt, it’s still a dying 

company.  But at the other end of the spectrum, it doesn’t matter how good a company is - if 

you load it up with too much debt, it becomes unable to service that debt.  And before the 

crash, when the private equity boom was at its peak, there were examples of companies being 

geared up so much that just a few per cent fall in profits would be enough to make them 

unable to service their debt.  Some of those are very good companies that really should be 

saved.  All of those are zombies, because they’re all in their current state with that debt, they 

are all unable to thrive in the way that we would like.   

 

PYM: One big company currently trying to restructure its 

debt is the pub chain, Punch Taverns.  It amassed £2 billion of borrowing during an 

acquisition spree before the banking crisis.  Punch said last month it was in discussions with 

major shareholders and other stakeholders over a restructuring.  

 

ACTUALITY AT PUB 

 

PYM: Well, I’m just coming into a pub owned by Punch 

where I’m going to meet the Liberal Democrat MP, Greg Mulholland. He’s chair of the 

parliamentary Save the Pub group. He’s been following the financial fortunes of Punch for 

some time now and he’s concerned about the impact they’re having on the state of the pub 

trade as a whole. 

 

MULHOLLAND: Punch and the other pub companies overvalued their 

estate and then borrowed against that, and then they were in eye-watering levels of debt, quite 

extraordinary levels of debt, billions of pounds of debt.  That money then is extracted and can 

only be extracted for them to survive from the small businesses, the pubs.  Most of that 

money then is going simply to service the debt, including to foreign creditors.  So we have 

pubs that are crumbling, that need investment.  It’s not sustainable.  I don’t think it’s 

sustainable for Punch, but it’s certainly not sustainable for the pubs around the country that 

we will lose if this is not properly addressed. 
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PYM: Punch and other similar chains own a large slice of the 

UK’s pub market.  It has started the process of selling off pubs.   Mr Mulholland believes 

pubs could grow and prosper in the hands of smaller companies and individuals who really 

want to make a go of them. 

 

MULHOLLAND: They are now committed to getting rid of much of the 

community pubs that we know and love, and I only hope they end up in other hands as pubs 

and I’m sure that, as we have seen already, they will start to thrive.  This is, of course, an 

issue that people get sentimental about because it’s about pubs, but this is a pure business 

issue.  What we need is growth in a sector that can have growth, and if it can be freed to 

allow the small pub companies, the small breweries and entrepreneurs to really be taking on 

these pubs and to making a success of them, then the pub sector can and will really 

contribute. 

 

PYM: A spokesperson for Punch rejected the idea the 

company was a zombie.  In a statement they said: 

 

READER IN STUDIO: Punch operates a highly profitable and sustainable 

business model. Market conditions mean we need to reduce our debt, but our indebtedness 

does not affect our ability to invest in pubs. Punch remains one of the largest investors in the 

pub sector, last year doubling the average level of investment in our core pubs.  Our rents are 

determined by the markets and are not related to our indebtedness. 

 

EXTRACT FROM ADVERT 

 

MAN: So let’s define, what is a zombie company?  Simply 

put, a zombie company cannot pay off its ..., but only the interest on it. 

 

PYM: Now the zombie term is so widely used, that it’s even 

spawned a promotional video by a professional body, the Institute for Turnaround - it 

represents financial experts which specialise in helping ailing companies.  The chief 

executive is Christine Elliott.  She warns that the zombies are a threat to the wider economy. 
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ELLIOTT: There are a lot of zombie companies, and when these 

zombie companies start to fail, which we believe they will do, it will have a massive effect, 

an adverse effect on employment and on the economy in general.  There are too many of 

them.  If interest rates start to go up, if working capital becomes even less available they will 

start to fall over at an alarming rate and it will be too late to do anything about them. 

 

PYM: Are you saying eventually the whole pack of cards will 

fall anyway? 

 

ELLIOTT: The estimates of the number of zombies that exist, I’ve 

seen anything between 80,000 and 150,000.  Each of those zombies probably has, if you 

average it out, about ten jobs.  If you are looking at a systemic failure of zombie companies, 

that’s the scale of the job losses there might be.  It’s unnecessary, it’s undesirable and it 

mustn’t be left to happen. 

 

PYM: And File on 4 has been given exclusive access to the 

latest survey on the number of zombie companies from R3 – the body representing 

insolvency practitioners.  It said there were 146,000 companies in that state in June – and 

there’s been a slight increase since then. The growing number of zombies are helped by 

record low interest rates - they can stagger on, just about affording to service debt, but unable 

to repay it. They’re found in many sectors of industry, especially commercial property, 

because of plummeting values. 

 

ACTUALITY IN SHOPPING CENTRE 

 

PYM: Shopping centres have had to cope with their share of 

problems in recent years, including competition from online retailers.  Many were bought by 

landlords, who borrowed to buy during the boom years, and since the banking crisis have had 

to cope with the debt burden, often leaving them unable to invest.  I’m at the Brunel Centre in 

Swindon.  It recently went into a form of receivership.  That’s added to the uncertainty over 

where the shopping centre goes from here. 
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KILPATRICK: The last couple of years, the centre has just been very 

much marking time and, as the recession has taken effect, more units have become vacant 

and not found new occupiers. 

 

PYM: Andrew Kilpatrick is a local commercial property 

surveyor who has represented some retailers at the Brunel. 

In this industry, is it crucial as a landlord of a shopping centre always to be reinvesting and 

rethinking? 

 

KILPATRICK: Well, it’s like everything else.  Unless the shopping 

centre owner is continually promoting the centre, spending money, encouraging shoppers in 

and tenants in, you start that downward cycle of decline.  Obviously the main problem is the 

state of the economy, but certainly the landlord’s lack of investment, for whatever reason, 

probably because he hasn’t got the funds to invest, is a difficulty. 

 

PYM: Is it possible that some good will come from this, that 

the receivers will find a new buyer who really wants to come in and run it, taking it on at a 

low price and making something of it? 

 

KILPATRICK: If somebody could come in and they managed to lose 

the burden of debt overhanging the centre, that gives us a fresh opportunity to do new things 

and reinvigorate the centre.  But obviously that needs time, investment and a will to do that.  

We’d all like to change it because everybody wants a successful, attractive shopping centre. 

 

ACTUALITY AT PHOTO SHOOT 

 

BRIAN: So, let’s get these lights metered and can we just do a 

flash test? 

 

PYM: One tenant, Brian, runs a photographic studio.  He told 

me of his frustration that there hadn’t been dynamic management dedicated to upgrading the 

centre. 
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BRIAN: I think what’s disappointing for me is that when I first 

took over the lease of the studio, a lot of promises were made in relation to new retailers 

coming in, empty shops being filled and, in the last year, absolutely nothing has been done 

about it.  Directly opposite me we’ve got a huge section which could be utilised for a market, 

cinema complex and nothing has been done about it. 

 

PYM: What do you say to those who say it is becoming a 

problem for the economy, in this case in retailing, the existence of zombie companies, maybe 

zombie shopping centres?  Is that something that it feels like here? 

 

BRIAN: It certainly does to me sometimes, just sort of simply 

ticking over, very much treading water at the moment.  At least, that’s how it feels.  Big 

investment is definitely needed to get the centre to a higher level than where it is trading at 

the moment. 

 

PYM: The financial experts brought in by the lenders to run 

the centre in April said they were doing all they could to stabilise the situation.  In a 

statement they said: 

 

READER IN STUDIO: We have implemented new strategies for arrears 

collection, re-letting and a refocused repairs and maintenance programme to restore the 

ambiance of the centre.  A sale of the centre and new investment into it would improve 

matters greatly.  In the meantime, we feel much has been achieved in a short space of time.   

 

PYM: But the British Council of Shopping Centres 

acknowledges the industry nationwide is facing difficult challenges.  Ed Cooke of the 

Council says property values have plunged, and one in five centres is either in default on 

loans or is in danger of going that way. 

 

COOKE: Since 2008 and after Lehman collapsed, there was a 

huge depreciation in value across the market.  Some shopping centres lost 40% or 50% of 

their value almost overnight.  Clearly all of the equity has been wiped out of that asset and 

the value of the shopping centre was less than the debt that was owed on it.  Any owner 

investor of a shopping centre intends to make a return on that investment, so we have seen 
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COOKE cont: over the past twelve months a number of portfolios, 

individual shopping centres that have come to the market but haven’t attracted the price that 

the seller wanted to achieve and therefore have been withdrawn.  We do sense that the market 

isn’t behaving as efficiently as perhaps it might do at the moment. 

 

PYM: So with some businesses in different sectors struggling 

to stay afloat, it might seem strange to hear that the number of corporate insolvencies in the 

third quarter of this year was the lowest since the last three months of 2010, and 14% down 

on the previous quarter.  That sounds positive for the economy - fewer companies collapsing 

means more people kept in work.  But the entrepreneur and investor, Jon Moulton, believes 

the underlying position is not so healthy. He thinks the figures are flattered by the zombies 

being kept alive.  Better, he argues, for there to be more failures with the zombies being cast 

aside.  He’s done his own research on insolvency trends in the economy.. 

 

MOULTON: The current rate of insolvencies is something like a 

quarter of the average of the 1990s, which is amazing.  We’ve had so much in the way of 

economic turmoil and difficulty, you would expect insolvencies to be running at a very high 

rate.  It rather leads you to the view that actually there is a healthy higher rate of insolvency 

needed to clear these bad business models out of the economy. 

 

PYM: Some would say it is of benefit to the economy to keep 

some of these companies going, because they’re employing people who will then have money 

to spend.  If you pull the plug on a lot of them, unemployment goes up, you have a lot more 

pain. 

 

MOULTON: Absolutely, but I mean, the choice is really quite 

straightforward.  Would you like a hundred people to work in a hopeless declining business 

or would you like them to be unemployed for six months while they find a new and growing 

business to go and work in?  That’s the choice you have to make.  Ultimately, any society 

that relies on the free market has to have a level of failure.  It’s painful, it’s unpleasant, it is 

part of the free market.  But actually, if we want prosperity, you have got to endure failure 

and you’ve got to actually have mechanisms to making sure that the poor business models are 

taken out. 
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PYM: So what do the banks think about it all? How do they 

justify keeping their funds tied up in zombie companies?  I’ve been to one of Britain’s major 

high street players to find out. 

 

ACTUALITY IN LIFT 

 

PYM: I’ve come to the London headquarters of Royal Bank 

of Scotland, which is of course 82% owned by the taxpayer. It has more than its fair share of 

problem loans, going back to the boom and bust era. In fact, two floors out of ten here at this 

building are devoted to people who are looking after all these toxic debts.  Derek Sach is 

running the team here.  He’s head of the Global Restructuring Group at RBS. 

 

SACH: Hugh, this is the Business Restructuring Group.  This 

is the area that looks after small and medium sized businesses in the UK.  People in this area 

handle companies mainly in the south east.  They have colleagues in other parts of the 

country who handle between them thousands of small businesses.  They work with them to 

restructure them, to restore them to health and strength.  Their purpose and function in life is 

to try and get these businesses back to the good bank. 

 

PYM: So in total, how many have you got working in your 

team and what’s the value of the assets they’re managing? 

 

SACH: Well, we have about thirteen hundred and fifty people 

who work in the team worldwide.  A significant number of them are in the UK and in Ireland, 

and the value of the assets is many tens of billions of pounds. 

 

PYM: RBS won’t name individual borrowers, but reported 

businesses under their care include retail parks, care homes and some rather more exotic 

assets. 

 

SACH: We have a complete cross section of British industry, 

so we have a lot of operations in the tourist industry, maybe the leisure industry.  We still 

have some manufacturing companies.  You name it, we have it.  I do an amusing talk, which I 

call ‘Zoos, brothels and undertakers,’ all of which we have dealt with in our time.  I mean, it 
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SACH cont: isn’t our mainstream business and it’s a means to an 

end that these things recover value and can be restored to health and strength again.  In the 

process, we also do rescue an awful lot of companies.  Last year in the UK, we successfully 

restructured eight hundred companies, and in those companies something like 155,000 jobs 

were maintained. 

 

PYM: He says less than 10% of companies brought to the unit 

went into some form of insolvency.  He doesn’t like the zombie idea and says keeping 

businesses alive isn’t a bad thing. 

 

SACH: To my mind, zombie implies that something is very 

close to death or even is dead.  The companies I know, they’re not that.  They may be 

severely wounded, but generally speaking they are capable of some sort of recovery and I 

find it quite hard to see true examples of zombie companies. 

 

PYM: Do you think there’s any merit in the argument that it’s 

best to draw a line and move on - for a bank like RBS to accept that some of these won’t go 

anywhere and to free up money for the future to lend to growth prospect companies? 

 

SACH: I can see the intellectual argument that you’re using, 

that you would free some capital, but generally speaking, for a company to fail, it’s the worst 

outcome for everyone.  Until it is sure that they’re going to fail, I see no reason why they 

should fail and I think the world’s a better place for keeping them going.  The people who 

work there are still working, are employed, are generating taxes, and competition will finally 

kill them if the business model is not right. 

 

PYM: Banks claim that they are taking the humane option, 

giving struggling companies a chance to reinvent themselves.  But some argue there is a less 

altruistic motive for what is known as the trade as ‘forbearance’ - the banks can’t afford to 

take more losses, their finances are under repair, and if they are going to write off bad loans, 

they need to raise more capital to shore up their balance sheets. So it’s easier to turn a blind 

eye to the zombies and hope they eventually recover.  James Ferguson of Westhouse 

Securities has been investigating the forbearance phenomenon. 
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FERGUSON: One of the big problems for a bank, if the bank has to 

repair its balance sheet in this way, is that it’s disincentivised to take losses on some of its 

bad loans, at least early on, because it’s trying to basically balance its capital to its asset ratio.  

And if you take a loss by shedding some assets, that will actually erode your capital and 

could potentially make that ratio worse, not better.  So there’s a terrible temptation for banks 

to dispose of assets that won’t incur a loss, which of course are the good loans.  So therefore, 

what we find is that the banks dispose of good loans, sometimes by purely not making a new 

good loan, say to a new entrepreneur who wants to set up a business.  At the same time, they 

keep alive a zombie borrower - it’s called ‘ever greening’ in the industry.  They keep that 

loan alive because they don’t want to generate a loss from it.  And sometimes, in extreme 

cases, they not only extend the maturity of that loan or lower the interest rate payable, they 

even increase the size of it.  So you can have a situation where the banks actually lend more 

and more to bad borrowers at the expense entirely of good borrowers. 

 

PYM: What are the future losses for British banks going to 

be? 

 

FERGUSON: Well, at the moment, since the crisis began, British 

banks have taken losses through their accounts of about 6% of their total loans.  Historically 

speaking, if a country goes through this sort of experience on its own, the losses are about 

10%, but this time of course we’re not on our own.  All our neighbours are going through the 

same process and therefore it’s much more likely that we’ll have the historical spirits of 

maybe 15% or even 20% losses.  In cash terms, we’re talking about something north of 

another 200 billion sterling or so. 

 

PYM: And that sounds an awful lot of money. 

 

FERGUSON: It is an awful lot of money, particularly if you think 

that at the very beginning at the crisis that’s around about how much capital the banking 

system had. The banks have actually improved their capital position since then quite 

significantly. 

 



-  14 - 

PYM: Leading policymakers are beginning to flag up their 

concerns about bank balance sheets.  In a recent speech the Bank of England Governor, 

Sir Mervyn King, said lenders would have to face up to further losses and the need to raise 

more capital.  He said the mistakes of the 1930s, when the pretence that debts could be 

repaid, was maintained too long, must not be repeated.  A key regulator on all this is Andrew 

Bailey, head of Banking Supervision at the Financial Services Authority.  He told me the 

issue was high on his list of priorities. 

 

BAILEY: Our concern is to ensure that the banks recognise the 

amount of forbearance, that they provision for it where it’s appropriate to do so, and that they 

manage it properly.   

 

PYM: There are some analysts out there who say there could 

be tens, maybe even into the hundreds of billions of unrecognised losses still in the banking 

system.  Do you recognise that at all? 

 

BAILEY: Well, the judgement on what the losses might 

eventually be is very much dependent on a) what happens in the economy and b) the strategy 

that lenders adopt.  Of course, if lenders went out there and just foreclosed on loans and then 

conducted fire sales, the losses would be much higher.  Again, it comes down to recognising 

that problem and dealing with it and making sure that the bank’s accounts properly 

acknowledge it. 

 

PYM: The Governor of the Bank of England said in a recent 

speech that more capital was needed by the banks to deal with some of these loans that might 

not be going anywhere.  How much more is needed?  How urgent is this? 

 

BAILEY: Getting a sensible – in a sense – understanding of that 

question is the most urgent thing we need to do, which is why we are putting more emphasis 

on that than probably any other question at the moment.  Because only then can we say, given 

the capital buffers that the banks hold today – and by the way, those are substantially larger 

than the buffers that the banks held four years ago – how does the size of that buffer compare 

to what we assess to be the likely need? 
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PYM: Zombies don’t just inhabit the corporate world, they 

have descended on the household sector too.  Their influence is wider because debt levels are 

so much higher.  Some on interest only mortgages have little - if any - ability to repay the 

capital on their loans, and banks are allowing them to continue.   

 

THOMAS: If you look at our debt as a country, the biggest 

numbers are not the corporate debt or even the government debt.  The biggest numbers are in 

the household debt, so it’s mortgage lending, which is a much bigger problem purely 

numerically. 

 

PYM: Mark Thomas of PA Consulting describes the zombie 

household. 

 

THOMAS: Zombie consumers, they’ve got a big mortgage, they’re 

maxed out on their credit cards, they’re struggling actually to go from month to month.  And 

if you’ve got somebody who is needing payday loans even to pay for the food, that person is 

not in a position to provide any kind of stimulus to the economy at all, and of course, sooner 

or later they dig themselves into such a great problem that they will go bankrupt if they get 

into that situation, so it’s really in that sense comparable, it’s a lingering death. 

 

PYM: And it may be a household which can afford to pay the 

very low interest rates at the moment, but are vulnerable in the future if rates go up. 

 

THOMAS: Yes absolutely.  The fact that we’ve got such low rates 

is enormously helpful for anybody who’s got more debt than they should really have.  If we 

were to normalise interest rates, we can both remember when interest rates at 10% sounded 

normal.  Imagine if we had 10% interest rates today, how many banks, how many individuals 

would be absolutely crippled by that. 

 

ACTUALITY MAKING TEA 

 

CHRISTINE: Cup of tea, Brian? 

 

BRIAN: Yes please, love. 
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PYM: I’m at the home of Brian and Christine, who live near 

Peterborough. They have a mortgage on the house. It was a repayment deal until Brian lost 

his job three years ago.  The lender moved them on to an interest only arrangement. Between 

them they can just about cover the interest on the mortgage, but the prospect of actually 

paying it back sometime and owning their home seems as remote as ever. 

 

CHRISTINE: Well, you just have to look at every penny you spend 

and what you’re spending it on, just really being very careful.  We just live on the overdraft 

really.  You sort of get out of the overdraft and then by the end of the month you’re back in 

the overdraft again, so it’s just you’re catching up all the time.  You can’t spend what you 

haven’t got. 

 

PYM: If they hadn’t gone to interest only, the mortgage 

payments would have been more than their joint monthly earnings.  They have been helped 

by Citizens Advice, but Brian simply feels he would rather the situation was resolved once 

and for all. 

 

BRIAN: We’re finding it hard to meet the payments of things. 

 

PYM: Did you feel comfortable when you were on the 

repayment mortgage, you were making progress?  Was going onto interest only .... 

 

BRIAN: Yes, we felt .... 

 

PYM: ... not so good? 

 

BRIAN: ... felt very comfortable when we was on the 

repayment mortgage and I had a decent job to bring in the money, sort of thing.  But now it’s 

just gone, gone to pieces really now.  Don’t know where we’re going to be in the next twelve 

months, don’t know where we’re going to be. 

 

PYM: What are your options for trying to repay the 

mortgage? 
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CHRISTINE: Well, we haven’t got any [laughs], basically. 

 

PYM: Is the only way out of this you having to sell the house 

at some stage soon? 

 

CHRISTINE: It is, yes, basically, yes, unless they can keep us in 

interest, but even then, at the end of the term, we’d have to sell it, so whatever, we would 

have to sell. 

 

PYM: The number of households struggling with home loans 

has been flashing up amber lights at the FSA.  Its recent research showed that up to 8% of 

UK mortgages are subject to forbearance.  I asked Andrew Bailey how worried he was about 

this issue. 

 

BAILEY: It’s quite hard to be precise about the amount of 

forbearance, because it takes a number of forms, but the figures that we have tend to suggest 

that possibly somewhere between £50 billion to £70 billion of mortgages are in various forms 

of forbearance, which can be extension of terms, interest only mortgages, mortgages that are 

converted into interest only mortgages. Now again, we don’t think that’s a bad thing, and to 

be clear, I think that the fact that in this recession, relative to previous recessions, fewer 

people have lost their homes and fewer people have lost their jobs, of course that’s a good 

thing. What we do need to understand and the banks need to understand is the consequences 

of those actions, and they do, of course, need to assess whether people have the long term 

ability to meet their debt repayments.  

 

PYM: It’s difficult, isn’t it, though for a lender to throw 

somebody out of their home, even if the chances of repayment seem very slim? 

 

BAILEY: Well, there are good reasons why lenders don’t throw 

people out of their homes and it’s not just to ensure that people have homes, but that’s a good 

enough reason in itself.  I mean, it can be sensible for the lender.  But lenders do have to take 

a view on whether people have the ability over the course of their lifetime to service their 

debt. 
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PYM: The number of homes being repossessed has fallen to a 

five-year low, according to the Council of Mortgage Lenders.  But across the economy, some 

believe forbearance could be acting as a drag on recovery.  David Tinsley, UK economist at 

BNP Paribas, argues that it may have kept people in work and in their homes, but it hasn’t 

helped the economy pick up speed again. 

 

TINSLEY: Forbearance is, in some respects it’s keeping our heads 

above water in a very static sense, but it’s also preventing a more dynamic recovery from 

occurring.  I mean, there is a positive side to it, which is that people are not being thrown out 

of their homes, which would lead to a collapse in consumer confidence and consumption and 

it probably has therefore stopped the recession being deeper over the last few years, but the 

flipside of that is it’s also now preventing the recovery from being stronger, I think. 

 

PYM: Is the problem that, if you dealt with it, you would end 

up with a lot of short term pain – in other words, if you basically foreclosed on people who 

didn’t have a chance of repaying the debt, the short term pain could be too much? 

 

TINSLEY: That’s the concern and that’s very much the rationale 

for what was also a kind of public policy of forbearance in the sense that the banks have been 

strongly encouraged to be kind, if you like, to households and firms in difficulties, but you 

know, there is this underlying question that, going forward, is that holding back growth? 

 

PYM: But Derek Sach of RBS denies that the banking 

industry is hiding losses and storing up problems for the future by its policy of forbearance.   

He says banks are making deductions from profits, known as provisions, to cover loan losses 

as they arise. 

 

SACH: We take provisions where we have to take provisions 

and we rigorously go through our book on a monthly basis, looking at loans where we should 

be making provisions.  These are audited by our auditors, we do it on a very consistent basis, 

and I would argue that we’re taking the appropriate steps to make sure that we do take write 

downs wherever we should.  
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PYM: What do you say to those who argue that economic 

growth is being held back partly because the banks are stuck with potential future losses, 

lending money to companies that aren’t going anywhere, and aren’t facing up to that reality? 

 

SACH: Well I know people listening will say, ‘He would say 

that, wouldn’t he?’ but the reality is we are very keen to lend money to good companies and 

there is a shortage of good companies coming forwards wanting money to do positive things. 

They don’t have the confidence to make an acquisition, to expand or to try and develop new 

areas of business - or very few of them do at the moment - and so we have more than 

adequate funds for any foreseeable need of companies in the UK. 

 

PYM:  Some small businesses might take issue with the idea 

that there is a shortage of applicants for loans.  And the analyst James Ferguson argues that 

while the banks are focused on sorting out their own finances, there’s no desire to lend. 

 

FERGUSON: What it effectively means for the economy is that 

we’ve got a real problem if we expect the banks to increase lending at any stage over the next 

three to four years or so.  They’re basically on a new project that has nothing to do with what 

the Government wants them to do and nothing to do with what us, the rest of the economy 

want them to do.  They have to dedicate themselves for the next few years, until it’s fixed, to 

basically shrinking their loan book, crystallising losses which are inherent on their legacy 

loan assets and making sure that by the end of that process they still have sufficient capital to 

be viable entities.  And while they’re going through that process, it doesn’t matter what 

monetary policy is, it doesn’t matter how easy the Bank of England, Mervyn King make it for 

them to theoretically lend, they won’t be lending, they will be concentrating on repairing their 

balance sheet. 

 

PYM: Regulators are certainly aware of the possibility that 

new bank lending could be subdued because too much funding is tied up in no hope 

companies - back to Andrew Bailey. 

 

BAILEY: It’s not a bad thing to be extending credit and terms to 

companies in this way, providing it isn’t choking off new lending and new investment in the 

economy, and that’s why we and the Bank of England are so focused on that question. 



-  20 - 

PYM: And it’s possible that it is choking off new lending, but 

you’re just trying to find that out? 

 

BAILEY: It’s possible, and that’s why we’re looking at the 

capital position very hard, because we think probably some banks are constrained in their 

ability to supply lending.  But we haven’t got the hard evidence yet, and if it does, then I 

think that does raise the whole question of the appropriate level of capital and capacity to 

lend in the banking system. 

 

PYM: So where to from here?   Jon Moulton predictably isn’t 

pulling his punches - he wants capitalism red in tooth and claw to be allowed to operate in its 

familiar way, weeding out the weak and rewarding the strong. 

 

MOULTON: I think survival of the fittest is quite a good concept.  

You don’t have to do it brutally, you can do it in a relatively friendly, mannered, measured, 

carefully put together approach, but I do believe that Darwin needs to operate in a free 

economy, if that’s what we want.  We do need to have a situation where bad businesses fail, 

otherwise the economy will stack up with progressively weaker business models, growth will 

go into reverse and our standard of living will go backwards.  

 

PYM: Some might say you’re a venture capitalist, you need a 

few more insolvencies so you can go in and pick up some cheap bargains.  It’s in your 

interest to call for this sort of thing. 

 

MOULTON: That’s probably true. 

 

PYM: Failure to act, some argue,  could see the UK economy 

getting bogged down like Japan in the 1990s, when banks wouldn’t face up to their losses and 

no-hope companies were kept going, and that stifled the economy during what was known as 

the Lost Decade.  Christine Elliott, from the Institute for Turnaround, fears the long term 

consequences if zombie companies are not tackled. 
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ELLIOTT: I don’t like to be the Cassandra in the room about this, 

it’s a situation which can be dealt with, but it is potentially very serious.  We don’t want to 

become the new Japan.  

 

PYM: The new Japan?  What does it actually mean might 

happen? 

 

ELLIOTT: It means we’re going to be bumping along the bottom 

for many years to come, it means we’re going to be living in economic gloom and it means 

that the economy will not get the kick start and start growing in the way that everybody 

agrees would be excellent news. 

 

PYM: So it’s a big dilemma for policymakers anxious to find 

a route map for growth over the next few years – kill off the zombies, which would risk a 

short term jump in unemployment in the hope that new life is breathed into the economy? Or 

leave things as they are, with all the risks that may entail. 
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