Government signals action against banks blocking defence financing over ESG concerns
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Government intervention is on the horizon for UK banks that deny financial services to defence firms due to “woke” environmental, social, and governance (ESG) concerns. Business Secretary Jonathan Reynolds has made it clear that the government will not tolerate barriers to funding for defence contractors in light of rising global tensions, particularly with Russia. “This is a dangerous world, and we cannot be squeamish about supporting defence products which keep the world safe,” he asserted during a recent visit to MBDA in Bolton, a key manufacturer of the UK’s missile systems. Despite some improvements, around one in ten small to medium-sized enterprises (SMEs) linked to this sector are still struggling to access finance, often having their banking facilities revoked for involvement with defence-related projects.
The pushback against restrictive banking practices comes amid an escalating debate concerning the application of ESG criteria in financial institutions. Recently, more than 100 Labour MPs and peers urged banks to reconsider these policies, suggesting that excluding defence investments as “unethical” undermines national security interests and support for Ukraine. Notable figures such as former NATO Secretary General Lord George Robertson and former Royal Navy Chief Admiral Lord Alan West have added their voices to this call, positing that such restrictions should not hinder investments essential for both UK and European security.
On a broader scale, top industry trade bodies, including TheCityUK and UK Finance, have convened to develop strategies aimed at facilitating increased funding for the defence industry. As European nations ramp up their military expenditures amid concerns over Russian actions, British Prime Minister Keir Starmer has likewise committed to expand annual defence spending to 2.5% of GDP by 2027. The trade bodies are advocating for reforms that include improving investor perceptions and aligning defence investments with ESG mandates, countering the prevalent notion of defence as a less ethical investment.
Yet, the practical implications for SMEs in the defence sector remain troubling. Reports indicate that financial access is becoming increasingly crucial, with some firms facing significant challenges, such as denied bank accounts, which can cripple operational capacity. Lizzie Jones from Supacat, a manufacturer of military vehicles, expressed frustration over banks’ reluctance to fund defence industries, stating that such disinterest has taken a toll on their ability to operate effectively. Meanwhile, Clive Higgins, CEO of Leonardo UK, noted a proactive response from the government in recent months but acknowledged the continuing adverse impact of ESG standards on finance access for smaller firms.
Despite these challenges, there is a sense of optimism as the government and defence firms work collaboratively to resolve these financial constraints. With significant investments on the horizon—such as MBDA’s recent announcement of a £200 million investment to create 700 jobs in Bolton—the importance of the defence industry as an engine of national economic growth is being affirmed. Notably, this investment will also extend capabilities to Poland, further strengthening bilateral defence commitments.
As the UK navigates a complex international security landscape, it is becoming increasingly evident that the perception and accessibility of finance for the defence sector will carry implications not solely for the industry itself but for national security at large. Policymakers seem determined to address the intersection of ethical banking and defence, positioning the latter not just as a matter of commerce but as a critical component of national resilience and safety in a precarious world. 
In this evolving scenario, the critical question remains: will the financial services sector adapt its ESG criteria to allow for a more robust investment in defence, or will the ethical conundrums persist, hampering the UK’s ability to maintain a strong defensive posture? The government’s commitment to engage with banks suggests a recognition of the pressing need to reconcile these competing interests for the sake of national security. 
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