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When businesses are looking to invest in a new project 
they will require money to get that project up and 
running. Companies will be investing in things like new 
machinery, and for large companies that may require 
millions of pounds. When a business needs to obtain finance 
to fund its activities, there is a variety of options available

Before a business can decide on the appropriate source of 
finance, they need to consider the following:

	■ How much money is required?
	■ When is the money needed?
	■ What is the cheapest option available?
	■ What is the level of risk involved?
	■ What is the length of borrowing time? (short- or long-term)
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Sources of  finance

Short-term or long-term?
Short-term finance is raised to cover the day-to-day running of 
the business. As it will be paid back in a short period of time, 
it is deemed less risky for lenders. Examples:

	■ overdraft
	■ suppliers’ credit
	■ working capital

Long-term finance tends to be spent on larger projects that 
will pay back over a longer period of time. It is deemed riskier 
by lenders, so they require security in case the company is 
unable to repay the loan. Examples:

	■ mortgages
	■ bank loans
	■ share issue
	■ retained profits

Financial markets
Where do businesses go to get the additional finance? The 
financial markets are an option. 

The fundamental purpose of financial markets is to channel 
funds from those who have surplus funds to those who have a 
shortage of funds. 

This process of channelling funds can take place through a 
financial intermediary, such as a bank, or may take place 
directly through financial markets (see Figure 1).

Go to www.hoddereducation.co.uk/economicreviewextras for a 
pdf of this poster to download and print for display in the classroom.
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Figure 2 The main sources of equity finance
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Figure 3 The main sources of debt finance
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Figure 1 Financial markets
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