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PTER 1

Over1ew of the Pro]ect

- PROJECT DESIGN'AND-
RESEARCH HYPOTHESES

The prunary objective of this project was to
evaluate the impact of financial -deregulation
on tural commercial credit availability, par-
ticularly for small business enterprises. For the
purposes.of this project, financial deregulauon
was defined broadly to include:

1. Ekpansionof large banks and bank holding
companies (BHCs) across:state: lines: in
response to reduced restrictions: on: inter-
state- banking, primarily at: the reg10na1
level

. Increased branching and acqulsmon of ex-
isting banks by large banks or BHCs within
astate, particularly in small or rural markets

in. response to.relaxed restraints. on.

geographical expansion; and-

. Expahded commercial lending powers- for
savings banks, the institutional type.respon-
sible. for. most of..the. commercial. lendmg
within the thrift industry.

Several hypotheses were evaiuated based

_on the results of this research. First, it was

hypothesized that commercial credit
availability would differ according to a bank’s

institutional structure, i.e., whether it'is inde-
pendent or a branch of a larger bank or BHC,
and the structure of the rural banking market,
where structure is defined in terms of changes
resulting from deregulation, as described
above. The assumption was that while rural
commercial credit may increase as awhole with
the presence of larger banks, more qualitative
features -of credit availability would change,
e.g., decreased flexibility of loan terms and con-
ditions; lack of personal attention to credit
needs; more time required to process:a-loan,
lack of understanding of local credit needs.
And, it was- assumed that these conditions
would vary by type of banking market analyzed,
as described in greater detail later in this chap-
ter.

-Second, management was hypothesized to
play a key role in the credit provision process.
It was assumed that banks with loan officers
specialized in commercial lending, with
defined policies for small business lending,
and/or with greater control over lending
decisions would provide greater support for
small businesses.

Third, it was hypothesized that small busi-
nesses would be affected negatively by market
changes resulting from deregulation. This as-
sumption was based on expected changes in




local markets that would remove credit
decisions from the local area, where greater
knowledge of small business prospects exists,
to more centralized urban areas. In addition,
expected changes in lending policies toward
more standardized accounting techniques and
limited reliance on character loans would have
a greater impact on small as opposed to large
businesses.

-While itis possible to formulate hypotheses
like those set out above, there is only limited
information with which to suggest expectations
about these hypotheses, and much of that infor-
mation is anecdotal. While economic theory
suggests that increased competition in local
markets will increase the quantity and reduce
the price of bank services and products, there
is only limited evidence about how deregula-
tion is likely to affect local market competition.
For New England, evidence at the state level

would suggest that deregulation is associated

with increased concentration and decreased
competition, rather than more competitive
markets. And, the long run affects of deregula-
tion on local market structure have yet to be
determined. In addition, it is important to con-
sider how the organizational structure of banks
operating ‘within a particular market is likely to
affect behavior and lending performance. In-
creased .centralization of bank decision
making, particularly when it is removed from

the local area, may serve to increase the trans--

action costs associated with rural lending op-
portunities for some larger banks, thereby
reducing . the bank’s ‘expected return. As a
result, rural credit availability may be reduced.
Thisresearch project provides additional infor-
mation with which to evaluate rural credit
availability and to better interpret and formu-
late hypotheses. As such, it should be viewed as
the first stage of research which will lead, hope-
fully, to additional evaluation of rural capital
markets in the future.;

Four New England states, Maine, Mas-
sachusetts, New Hampshire, and Vermont,
were selected for this study because the New
England region has the longest history of intér-
state banking and commercial lending by
savings banks. In 1978, Maine was the first state
to pass interstate banking legislation which al-
lowed banks from any state to enter Maine,

provided that Maine banks were granted the

same privilege, i.e., reciprocity. This
reciprocity requirement has since been
removed. Other New England states formed
the first regional interstate banking compact,
beginning with Massachusetts and Connecticut

in 1983, Rhode Island in 1984, and Vermont

and New Hampshire in 1987. Initially, legisla-
tion in these other New England states per-
mitted regional reciprocity, i.e., entry

permitted to banks from states within the -

region, but excludes banks from states outside

the region. It is expected that regional

reciprocity will be maintained into the early
1990s, rather than moving to national interstate
bankmg Because state banking regulations
and economic conditions vary, the results from
these four New England states cannot be
generalized to other rural markets in the
country. However, by combining these results
with those of past studies in other states or
regions, some common themes or observations
may be identified. Bringing the results of
separate studies together to highlight similar
findings and evaluate differences will make an
important contribution to the pohcy makmg
process.

Commercial credit availability was the
focus of this study since it has a more direct
relationship to economic development in. a
community than does housing or consumer
lending activity. Commercial activity creates
both income and employment within a com-

. munity, thus contrlbutmg to economic
development. In addition, although the mag-

1. Robert T. Clair arid Paula K. Tucker, “Interstate Banking and the Federal Reserve: A Hnstoncal Perspective,” Econonuc
Review; Federal Reserve Bank of Dallas, Dallas, Texas, November 1989 1-20.
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’ mtude of ]ObS created. in the small business.

sector 1s the sub]ect of debate “small -
enterpnses ‘contributé 1o’ the process of

economic growth, particularly in smallér‘com-

munities.' And, these same small enterprises
are also more likely to depend on local finan-
cial’ institutions for their capital, suggesting that
any‘changes in local market structure and the
availability of credit as a result of deregulation
will-affect these enterprises to a much greater
extent than larger firms. While equity capital is
important to small businesses, particularly
during their start-up and expansion phases, the
availability of debt capital was evaluated in this
study since deregulation affects providers of
debt, e.g., banks and savings banks, rather than
providers of equity, e.g., informal and formal
venture caprtal investors.

To better understand the relationship be-
tween financial deregulation and commercial
credit availability, this study was designed to
evaluate both the supply and demand sides of
rural capital markets. Most research studiés in
the “past focused on the supply side of the
market, evaluating the lending practices of
commercial banks and structural changes in
banking markets at the national, state, and local
levels: More limited research has been con-
ducted'to evaluate the demand for capital, par-
tlcularly among small business enterprises, and
to relate that demand to the practrces and
pohmes of the commercial lenders i in the local
market

If capltal markets are perfectly functioning,
such an investigation of local markets would be
unnecessary and the national capital market
would ‘be the approprlate unit of analysis. If
capital flows into markets where the risk-ad-
justed rate of return is hrghest and away from
markets where the return is lowest, without any
impediments then there should be little con-
cerni‘with: describing the functioning of credit

markets at the local level. However,if thereare - -

imperfections in capital markets, such- as in-

complete information about investment op-
portunities: in. all markets, hrgher transaction
costs. associated’ with’ lending in partrcular”'
markets, e.g., rural markets, or barriers.to capi-
tal flows across geographic boundaries, e.g.,
bank policies on lending within theservice
area, then evaluating the structure and
functioning of the local capital market becomes -
an important issue for empirical investigation.

One of the purposes of this study: was to
examine the widely-held hypothesis that capi-
tal markets do not function perfectly and,
specifically, that the transaction costs as-
sociated with rural lending opportunities are
positive, that information about rural lending
opportunities is incomplete, and that bankers
explicitly define a local service area, e.g., com-
munities within a certain mile radius of the
bank or sections of a county, and concentrate
their loan activity within that area. Survey
results from both bankers and small commer-
cial borrowers are used to test whether this
hypothesis is correct.

The following sections describe the project
in greater detail. The first section briefly dis-
cusses-the background for the project, specifi-
cally past research in this area and the
unportance of the project in terms of continued
trends in financial deregulation, The next sec-
tion describes the selection of the local
markets, businesses, and financial institutions
used in the analysis. Then, the design:of both
the business and financial institution surveys is
discussed. Finally, the structure of the rest of
the report is described.

BACKGROUND
Past Research

Most of the past research-on rural capital
markets has focused on the supply side: of rural

financial markets, evaluating changes in

2. David'L. Birch, The Job Generation Process,Cambridge, MA: MIT .Program on Neighborhood and Regional Change;, 1979;
Catherine Armington and Marjorie Olde, “Sources of J ob Growth A New Look at the Small Business Role,” Economic

Development Quarterly, Vol. 6, Fall 1982, 3-7:* - "




market concentration and competition result-
ing from geographic deregulation. The consen-
sus is that _geographic deregulation increases
concentratlon of financial market resources at
the national level, although the level of con-
centration still remains relatively low com-
pared to other countries. Savage notes, that
since most of the bank expansion resulting
from interstate banking occurs primarily
‘through miergers and can be attributed to the
largest banks in the country, there will be an
increase in the concentration of banking assets
in the long run.® From the perspéctive of local
markets, the evidence is mixed. Since banks,

both urban and rural, typically expand by ac-

quiring existing banks rather than opening new
offices, local market concentration should
remain unchanged. The competitive situation
in terms of commercial bankmg in the. spemﬁc
local markets considered in this study is
described in Table 1. While the level of con-
centration in the four states overall has in-
creased dramatically from 1983-1988, local

market. concentration ratios have declined.

slightly in-almost half of the markets over the
same period. Most of the local markets were
highly concentrated prior to changes brought
on by deregulation and it is difficult, based on
this evidence, to suggest that deregulation has
exacerbated this situation.

Several research studies were designed to
identify differences in the lending practices of
independent and affiliated banks, i.e., those

that are part of a bank holding company or

large branch banking system.4 Affiliated banks
were found to be less risk averse, holding less
of their assets in government securities; to
maintain higher overall loan-to-deposit ratios;
to provide less relative support for the agricul-
tural sector when paired with lndependents
operatmg in the same market; and to have
primary decision making authority outside the
local level. Related research suggests that a
shift from independent banks to those that are
branches of institutions outside the local area
results in a shifting of funds from more slowly
to more rapidly growing rural areas, rather than
fromrural to urban areas.” Dunham found that
larger banks do not necessarily contribute to an
outflow of local funds from rural areas. Small
banks contribute heavily to this outflow via
their relatively large investments in govern-
ment securities, a nonlocal investment, and
their dependence on local deposits as their
source of funds.® Larger banks tend to rely less
on local sources of funds and return relatively
more money to the local market. These results

are likely to vary depending upon the local

economy, specifically whether it is rural or
urban.

Putting these research results together, one
can suggest some possible impacts on rural
capital markets from geographic deregulation.
To the extent that formerly isolated rural bank-
ing institutions find themselves acquired by
urban-based bank holding companies, rural

F

Donald T. Savage, “Interstate Banking Developments,” Federal Reserve Bulletin, Board of Governors of the Federal Reserve

System; Washington, D.C., February 1987, 79-92.

David L. Barkley, Glenn T. Potts, and Cindy Mellon, Bank Structure and Performance at the Nonmetropolitan Level, Technicat!
Bulietin No. 251, The University of Arizona, 1984; Michael T. Belongia and R. Alton Gilbert, “Commercial Bank Lending to .
Agriculture: A Companson of Rural Independent Banks and Holding Company Subsidiaries,” Research Report 86-005,

Federal Reserve Bank of St. Louis, 1986; Deborah M. Markley, “Impacts of Banking Deregulation on Rural Capital Markets ‘
Evidence from Virginia and Tennessee,” Review of Regional Studies, Vol. 13, No. 3, Fall 1987, 14-22. !

David L. Barkley and Peter Helander, “Commercial Bank Loans and Economic Activity in Nonrnetropohtan Arizona: A i
Question of Causality,” Paper presented at the 1984 annual meetings of the American Agricultural Economics Association,

Ithaca, N.Y., August 1984.

Constance R. Dunham, “Interstate Banking and the Outflow of Local Funds,” New England Economic Review, Federal
Reserve Bank of Boston, Boston, Massachusetts, March/April 1986, 7-18. .
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e sures of Market Concentratlon for Commercial Banks and

[V

o " Thrift Institutions, _State and Local Market, 1983 and 1988.

I’i‘“M’a_iﬁé Dl " 1983 1988 1983

Stater o Paris-Norway:
10-Frm Coneentratlon Ratio” 69.1% 94.6% HI 2,394
Bar-Harb ) 3-Firm 70.99%
eHerﬂndahI Index ‘HI) 3,769 3,597 Rockland:
3-Firm Concentration Ratio” 91.99% 89.83% Hl 1,983
Belfast: = : 3-Firm 68.17%
Hi . 3,012 2,697 Sanford
3-Firm ' 86.64% 80 92% 1,817
Damariscotta: : e, 3—F‘rm 63.98%
HI 2,432 2,910 Skowhegan:
- 3-Firm 76.02% 76.41% Hi 3,657
Houlton: 3-Firm 94.00%
Hi 2,606 2,175 St. John Valley:
3-Firm o 79.65% 69.83% Hi 5,858
Machias: ’ 3-Firm 87.76%
Hl 3,591 4,046 '
3-F|rm 84.90% 88.42%

|| Massachusetts 1983 1988

State: \ .
"10-Firm Concentration Ratio” 42.3% 87.9% Martha’s Vineyard:
3-Firm

thol: '
Herfindahl index (HI) 2,084 2,072 . : .
3-Firm Concentration Ratio” 74.05% 71.18% N. A'_c‘ilams Williamstown:

Gardner: -+ - 3-Firm
H . 2,723 2,798
3-Firm 75.15% 77.93%

Greenfield: .
HI 1,556 1,701

-3-Firm : 55.74% 60.14%

B .New Hampshire - 1983 1988

10-Firm Concentratlon Ratio" 50.4% - 81.7%

Betlini " :.%¢ 3-Firm
_Herfindah! Index (HI)™ - 3224 3,507 Littieton:
‘i3:Firm‘Concentration Ratio” 91.80% 91.61% H

Claremont: . . L : 3-Firm
Hl. ) - 1,683 - - 1,548
C&Firmi. : 62.37% 54.81% Plyﬂfuth:
Conwa o i _
Ml 2,394 2508 3-Firm
Hs,-Firm,‘; ) : . 80.71% 79.92%

State: - ) : : Keene:
Hi

f»:I_",;yqrn;gng_‘ | 1983 1988

State:\, 1 ‘ ' Springfield:
10-Frm Conoentratlon Ratio” © 74.6%. . 89.4% .!;-lﬁrm

Brattleboro: ' h ’ ‘
-Herfindahliindex (HI) . 2,591 2,960 St. f‘c:hnsbury.
"3-Firm Concentrat:on Ratio” 84.24% . 8270% 3-Firm

Mlddlebu ) .
HI_ ry o 2264 2,174 Vergennes:
‘FFirm o 74.80% 70.92% SFm .

Randolph:+ -~ t« R
R H.‘»'pv-n TIE L e . X 2,974 3,147 WO&CI’SfOCk.
o 83.41% 87.61% o

Sy
L R NP O

* % of total banking ‘deposits held by the top 10'commersial banks in state, or % of deposits held by the top 3 commercial banks and
thrift institutions in the local market. State data are-for June 30, 1989. Local market data are for June 30, 1988.

** Market is considered unconcentrated. if HI < 1000; moderately concentrated if 1000 < HI < 1800; highly concentrated if Hi >+ 1800.

Source:. Gary:Heaton, 1983 Banking Structure in New England, Research Report 68, Federal Reserve Bank of Boston, and 1988,1883 unpublished data.




markets are likely to be characterized by in-
stitutions willing to accept greater levels of risk
in loans, able to provide access more readily to
a greater range of services and to greater
amounts :of capital, and disposed to make

decisions' outside the local market. If rural .
banks are not acquired but rural markets are °

subject to greater competition from nonlocal
banks, more aggressive commercial lending
may result. It is not clear which changes will
occur in rural markets and how such changes
will affect the net availability of capital to local
businesses.

Muck less research has been done to
evaluate the credit needs and experience of
small businesses. A few studies have been done
to identify sources of financing for businesses
and, specifically, the role of banks in providing
business .capital. Commercial banks were
found to be a common source of loans for most
existing businesses. However, the evidence on
bank support for start-up enterprises is mixed.
Banks are prohibited by regulation from
providingequity so their contribution to busi-
ness start-ups must be in the form of debt capi-
tal. Work in Wisconsin found limited bank
provision of start-up capital, while a study in

Iowa found that rural banks were an important

source of start-up capital for many businesses.

These results suggest that bank support of start--
up enterprises is not uniform and, consequent-

ly, further study 1s warranted. The results of the
present study shed some light on this particular
issue.

There'.has been only one other comprehen-
sive investigation of both the supply and
demand sides of rural capital markets. This

work, recently completed in Wisconsin,
provides some ‘important insights into the
functioning of local, rural capital market§

Several results are relevant to the work
reported here. The Wisconsin study found that
there was no general rural capital market
failure and that most business credit needs
were met through the local market. However,
the study did identify particular types of firms,

i.e., start-ups, ownership transition firms, firms
in emerging economic sectors, and particular

types of capital, i.e., equity, long-term debt,
nontraditional or limited collateral debt, for

which the local capital markets were less ade- - S

quate. The study also confirms the importarice
of the local capital market as a unit of analysis,
citing the reliance by most businesses on finan-

cial institutions within the local market and the:
focus of most banks on lending almost ex-

clusively within their local market area.

Perceptions of borrowers, lendefs, and the
general public as to what is happening in rural-

capital markets as a result of regulatory chan-
ges are equally important to the policy making
process. These perceptions are based typically

on anecdotal information derived from ex-
perience working with firms in rural areas, as
well as working on capital market issues-in
general. Some of these general perceptlons are.
: summanzed below.” P

1. There has been increased consolidation of
- banking resources, at the state level, as a
result of increased acquisitions since 1980

. Centrahzatlon of bankmg orgamzatlons has

occurred, with conversion of locally control-

led subsxdlarles of bank holding compam‘es

Robert P. Combs, Glen C. Pulver, and Ron E. Shaffer, Financing New Small Business Enterprise in Wisconsin, Research s
Builetin R3198, College of Agricultural and Life Sciences, University of Wisconsin, Madison, Wisconsin; William J. Dennis, Jr’,

William C. Dunkelberg, and Jeffrey S. Van Hulle, Small Business and Banks: The United States, Washington; D.C.: The NFIB.-

Foundation, 1988; Mark G. Popovich and Terry F. Buss, State Emergency Farm Finance Volume 11, Council of State Policy and

Planning Agenmcs Washington, D.C., April 1987.

Ron Shaffer, et al., Rural Nonfarm Businesses’ Access to Debt and Equity Capital, Departmem of Agricultural Economics,

University of Wlsconsm Madison, December, 1989.

These perceptions are drawn from observations made during a conference sponsored by the Ford Foundation and the Aspen :
Institute and are included in a draft report of the conference, The Aspen Institute, “Commercial Credit Availability and
Economic Development: Issues and Analysis,” report of symposium sponsored by the Rural Economic Policy Program of the1
Aspen Insmute and the Ford Foundation’s Rural Poverty and Resources Program, October 1987.
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..into.branches of large. reglonal banks,
§ reducrng Toéal decrsrontrnakmg authorrtyfs

B “mwtﬁ

. Consolidation results in more Creatlve,

~ flexible, and aggressive lending in rural
markets through the presence of larger,
more sophisticated banks.

. Consohdatlon results in greater reliance on
financial analysis rather than character
analy51s in lending decisions, to the disad-
vantage of some rural businesses.

. Iiarge lenders have more limited under-
standing of local markets and, consequently,
of local credit needs.

. Interstate banking is likely to drain capital
from slow growth rural communities, but
may help to inject capital into more rapidly
growing rural areas.

. Small rural bankers are generally more con-
servative than large bankers, earning higher
profits and accepting lower risk, while
making less money available to the com-
munity via loans.

. Rural ecénoniic growth Would be stimu-
lated if bankers made more capital available
to'small businésses in rural areas.

Some of these perceptrons appear to ‘be
supported by empirical observations. How-
ever, they also reflect an incomplete picture of
what is happening in rural capital markets, on
both the supply and demand sides, and the need
to undertake a more systematic analysis of rural
credit needsand supplies in order to contribute
better information to the pohcy ‘making
process. This research projéct was designed to
take astep toward that end

Role of Bankers in Rural
Economlc Development

e

,3 One of the perceptions descnbed above is
that bankers should be more actively involved
in encouraging rural economic development by
making more credit available. However, the
role played by financial institutions in the

‘:econonnc development process is not clear.
-3V FRéFE 1§ N6 strong empirical ‘évidence to sug-
.. gést: whéther -bankers:stimulate economic

development through their lending activities or
whether bankers simply respond to economic
development and the lending opportunities
created. It is likely that, under certain cir-
cumstances, bankers can actively stimulate
economic development by providing financial
capital and contributing their own human capi-
tal in some leadership capacity. In other cases,
capital may not be the limiting constraint on
development and the banker’s potential role as
a provider of capital is necessarily limited.

No attempt will be made here to define an
appropriate role for bankers in rural economic
development. That type of normative judge-
ment is best left to community leaders and
policy makers working in conjunction with
bankers. However, several observations can be
made to clarify the perspective underlying this
research project. First, it is not assumed in this
study that all bankers should be development
bankers, i.e., those whose primary objective is
the encouragement of economic development
for all.or particular subsets of the communities
in which they operate. As such, the results are
not evaluated strictly in terms of how bank
policy or practice may constrain or encourage
economic development. Second, it is recog-
nized that how the banker views her role in
stimulating economic development will vary
across bankers and, to the extent that bank
lending policy is conditioned by that view, lend-
ing practice will be more or less stimulative to
economic development. From the perspectlve,_

- of this study, the important issue is whether

those views are affected by the institutional and
structural changes occurring in rural banking
markets as a result of deregulatlon and, conse-
quently, how credit availability may be af-
fected. Finally, the banker’s role in economic
developmient is not constrained to that of credit
provider. The banker’s wﬂlmgness to become
involved in local economic activities, to be a
community leader, to bring her expertise to

bear on economic development problerns and

to work with other community organizations to

7




make economic development a reality is as
important to rural development as providing
capital to small businesses. The results of this
and other studies of rural credit avallablhty
need to be interpreted within this broader view
of bankers and rural economic development.

Importance of Project

As geographic deregulation of the financial
services industry continues into the 1990s,
changes in rural markets will continue to occur
and the results of research, such as this, can be
used to help anticipate how those changes will
affect small business borrowers. By 1993, 28
states will permit some form of national inter-
state banking, 17 states will permit regional
interstate banking, and only S states will con-
tinue to restrict geographical expansmn one
important component of deregulation. O Most:
interstate acquisitions have occurred in states
like Florida, with rapid deposit growth, or in
states like Maine, with relatively small banks
that are easily acquired by out-of-state institu-
tions. The extent of structural change which has
occurred in Maine, a relatively rural state, sup-
ports the need for continued research to
evaluate how these changes affect at least one
component of rural capital markets, commer-
cial credit:.

In the past 10 years, state and local govern-
ments have been given greater responsibility
for rural development programs, both their

design and financing, as the federal govern-

ment has: reduced its commitment to such
programs. As a result, capital to fund these
programs will come either from state and local
sources or. from the ability of state and local
officials to capture federal dollars, e.g., com-
munity development block grants, for use at the
local level. Yet, it is not clear how geographic
deregulation will affect the availability of capi-
tal in rural markets. It is possible that local
market concentration will not increase and

10. Robert T. Clair and Paula K. Tuéker, November 1989.

may, in fact, decrease with deregulation. But
there are other aspects of a changed market
structure, e.g., larger banks, more nonlocal

decision making, increased competition from

other financial institutions, that are likely to
affect capital availability. The net impact will
become clear only through empirical investiga-
tion of specific rural markets and the bankers
and businesses that operate within them. This
study is important in that it takes such an ap-

- proach in four states so that commonalities
across states can be identified and the pohcy. a

1mphcat10ns discussed.

- DEFINITIONS AND
SAMPLE SELECTION

Local Market Definition
and Selection Criteria

As the first step in this research project, the N

market was defined. In most past studies of
banking markets, the county has been taken as
the market definition. While the county repre-
sents a useful and convenient unit of analysis,
it is not clear that it makes sense to define a
banking market by arbitrary political boun-
daries. To get around this problem, geographlc
banking markets as defined by the Federal
Reserve Bank of Boston were used as the basis
for analysis. A banking market in this project
was defined as a region “within which buyers
and sellers can interact without significant
transaction costs.”~ These areas are definéd
as economically integrated, based on con-

sideration of both economic and demographic
data such as population size and density,
‘transportation networks, commuting patterns,

overlap of media coverage, natural and politi-
cal boundaries, economic growth, and banking .

patterns of bank customers. The market defini-

tions used in this study reflect the most recent :
_census data available, 1980, and should prov1de .
a better picture of a rural capital market than

]
{

'11.  Gary Heaton, 1983 Banking Structure in New England, Research Report 68, Federal Reserve Bank of Boston, November 19“84;,
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usmg county boundaries since-these markets

reflect’basic economic characteristicsaswellas

the financial institution-interactions-that go-on
there. For the states included in this analysis,
there are a total of 83 banking markets. The
distribution by state is as follows: Maine, 29;
Massachusetts, 19; New Hampshire, 19; and
Vermont, 16.

* The next step was to determine which of the
markets could be classified as rural. For the
purposes of this analysis, rural was defined as
being non-MSA, having no bank of more than
$100 million in deposits, and having no town of
more than 25,000. It was relatively easy to class-
ify the markets according to the size of banking

institution. However, because the banking
markets do not coincide with county boun-

daries, it was more difficult to define the status
of each market according to non-MSA and
town size. Consequently, each market was
evaluated to determine which counties were
represented in each market and, then, the
status of each county was determined. In some
cases, judgment had to be used in deciding how
to classify, for example, a market composed
primarily of a rural county, but with some towns
from.an.MSA county. In general, however, the
classification system, while time consuming,
wasrelatively straight forward. Fifty-seven per-
cent of the markets were classified as rural. The
numbcr ©ofrural markets in each state included
in the study is: Maine, 17; Massachusetts, 7;
New Hampshire, 12; and Vermont, 11.

i.iFror_n this larger set of rural banking

markets, some markets were eliminated.

Specifically, markets were deleted to (1)
reduce the total number of markets studied-in
the state while ensuring geographic coverage
throughout the state (Maine), (2) remove
markets that had no savings bank present, so
that each market would contain both-types of
credit suppliers, as defined-below,.and (3) to
eliminate any markets with unusual conditions
basedon demographic data (per capitaincome,
percent of the population below poverty, per-

cent of employment in retail, services, and
manufacturing),-e.g., Nantucket market in
Massachusetts with- exceptionally high per
capita income. The final set of rural markets
(28) to be analyzed for each state is: Maine, 10;
Massachusetts, 5; New Hampshire, 6; and Ver-
mont, 7. Table 2 shows_the twenty-eight
markets selected, by state.

Table 3 describes the deposits held by
banks and thrifts in each market and the growth
over the 1983-1988 period. For three of the
four states (Maine, Massachusetts, and Ver-
mont), bank deposit growth rates in most of the
rural markets studied were less than the state
average. In New Hampshire, however, bank
deposits grew faster than the state average in
five of the six rural markets studied. Thrift
deposit growth rates in most of the rural
markets studied were less than the state
average, with the exception of Massachusetts,
where four of five markets had greater rates of
thrift deposit growth than the state :overall.

Table 2.

Banking Markets Included in Sample,
by State

W Massachusetts M New Hampshire
Athol Berin
Gardner Claremont’
Greenfield Conway
Martha's Vineyard ‘Keene
. North Adams-Wiliamstown  Littleton
Plymouth

M Maine B Vermont
Bar Harbor Brattieboro
Belfast Middlebury
Damariscotta ‘Randolph
Houlton , Springfield
Machias St. Johnsbury
Paris-Norway Vergennes
Roc¢kland Woodstock
Sanford

Skowhegan

St. John Valiey

12. In most cases, the market is named for the largest or most central town included within jts boundaries.




Table 3 .

Tdtal Deposns in Commercial:Banking Organizations and Thrift

Institutions, By State and Local Market, 1983 and 1988 .

H Maine

1983.
(000’s)

1988
(000’s)

R
> g

1983
(000’s)

1988
(000°’s)

State”:
Banks

Thrifts

Bar Harbor:
Ba

nks
Thrifts

Thrifts

Damanscotta
nks
Thrifts -~

Houlton:
Banks
Thrifts

Machias:
Banks
Thrifts

$3,370,091

3,626,049

$6,614, 282

6,613,292

114,254
21,671

71,585
71,912

147,682
70,157

94,280

&2 83

8L 8% B

R
88

23

88 8% B33 85

Paris - Norway:
Banks
Thrifts

Rockland:
Banks
Thrifts

" Sanford:
Bank

nks
Thrifts
Skowhegan:
Banks
Thrifts
St. John Valley:
Banks

Thrifts
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[ | Massachusetts 1983

(000’s)

1988
(000’s)

1983
(000’s)

1988.
(000's)

Thrifts

Athol:
Banks
Thrifts

Gardner
Banks
Thrifts .

$27,650,185

32,239,610
42,227
2

$2,268
161,153

$58,839,790

50,315,408

48,226
132,733

74,752
274,848

Greenfield:
Banks

Thrifts
Martha's Vineyard:
Banks

Thrifts

N. AdaTs - Williamstown:
s

n
Thrifts

134,170
250,656

54,654
62,240

83,149
161,27

182,375 -
388599
194,868
115,274

. 99,032 -
265,865

M New
Hampshire

1983
(000’s)

1988
(000’s)

1983
{000’s)

1988
(000’s)

State :
Banks
Thrifts

Berlin:
Banks
Thrifts

Claremont:
Banks
Thrifts

Conway:
Banks
Thrifts

$4,454,774
3,500,842

$6,194,083
9,693,944

132,382
135,951

252,026
289,135

189,353
141,564

Keene:
Banks
Thrifts

Littleton:
Banks
Thrifts

Plymouth:
Banks
Thrifts

118,042
340,714

64,877
87,956

112,698
14,551

225,481
570,727

B Vermont

1988
(000’s)

%A

1983
(000’s)

-
©
2
-]

Thrifts

Brattleboro:
Banks
Thrifts

Middlebury:
Banks
Thrifts

Randolph

$2,667,158
1,071,454

169,188
55,605

73,112
28,260

$4,862,627
1,644,149

318,837
52,095

139,425
28,791

82.31
83.45

88.45
-6.31

90.70
1.88

Springfield:
P Bagnks
Thrifts
St. Johnsbury:
Banks
Thrifts

Verganags.

Thrifts
Woodstock:

153,193
33,723

110,279
70,502

22,546
7,485

N
w
N
oo~
J&

-t b
82 &
b
&

-l
-

.88 RNZ
'8 @& -

o8
. o

N

N
F RN
& 88

%
R &8 &

Banks ' 45,219 74.660 65.11 Banks 42,
Thrifts 23,502 35,603 51.49 Thrifts 10, %

2
8
<

State data are for June 30, 1989. Local market data are fof June 30, 1988.

Source: Gary Heaton, 1983 Banking Structure in New England, Research Report 68, Federal Reserve Bank of Boston, and 1988, 1989 un-
published data
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While these results suggest that rural markets

in the four states are characterized by relatively -

slow economic growth (as measured by growth
in bank and thrift deposits) as compared to the
state overall, there does appear to be diversity
inthese banking markets in terms of underlying
economic conditions. This diversity makes it
more difficult to generalize the findings of this
study to all rural markets, but to the extent that
consistent results are found across markets and
states, greater confidence can be placed in the
conclusions reached.

Small Business Definition and
Sample Selection

A small business was defined as an inde-
pendently owned and operated firm, not a
branch of a larger firm or a franchise, with less
than' $5 million in gross sales and less than 100
employees. These criteria are more restrictive
than those of the Small Business Administra-
tion and, indeed, the small business sample was
chosen to reflect the relatively high proportlon
of firms with less than 20 employees in rural
New England.

Obtaining data from which to draw a
sample of small businesses in four different
states is a difficult process. The data used in this
prOJect were obtained from a prlvate marketing
firm, (Trinet) that maintains a six million firm
data _set for use in telemarketing research.
Their data set is comparable to the Dun and

: Bradstreet mlcroenterprlse data, but has better

representation among very small businesses
(less than 20 employees) and data on firms in
this small business file are updated yearly, ac-
cording to Trinet. The data were compared to
published U.S. Department of Commerce
County Business Pattern data in terms of the
distribution of firms across size and industry
classes and compared favorably. Specific in-
dustrial sectors, e.g., finance, insurance, and
real estate, and health, legal, educational, and
governmental services, were eliminated from
the database before the sample was selected.

These sectors represent primarily professional
ratherthan commercial activity.and the poten-
tial for job creation in this class is more limited.
Since the study’s focus was on credit to com-
mercial enterprises, these sectors were ex-
cluded.

From this overall data set based on 1987
data, a stratified random sample of 2500 small
firms operating in the four states was selected.
The sample was stratified so that the total
sample reflected the distribution of firms (1) by
state and (2) by size, i.e., less than 20 employees
and 20 - 99 employees The percent of firms
having less than 20 employees varied from 93-
96 percent across the four states.

The initial sample of 2500 firms was
reduced to 2081 through the elimination of
firms that had gone out of business by the time
the surveys were mailed in late 1988 and early
1989. These firms were identified by returned
surveys and constituted 17% of the initial
sample. The distribution of firms included in
the total, by state, is: Maine, 720 firms sur-
veyed; Massachusetts, 658 firms surveyed; New
Hampshire, 421 firms surveyed; Vermont, 282
firms surveyed.

Financial Institution Definition
and Sample Selection

In rural New England markets, there are
two primary suppliers of commercial credit,
banks and savings banks. While banks histori-
cally have provided the largest share of com-
mercial credit, savings banks have assumed an
expanded role in recent years. Since 1980, the
annual rate of growth in commercial lending
for New England savings banks has exceeded
100 percent and their share of total commercial
lending has increased to six percent.13 How-
ever, the extent to which savings banks are
involved in providing commercial credit varies
considerably across markets and is typically
concentrated in a relatively small number of
institutions in any state. On the other hand, the

13.  Constance R. Dunham, “Recent Developments in Thrift Commercial Lending,” New England Economic Review, Federal

Reserve Bank of Boston, November/December 1985, 41-48.




fact that savings banks have the potential to
provide commercial credit makes them worthy
of further analysis and consideration. For that
reason, they are included in this analysis as
~ suppliers of credit.

For the purposes of this study, a financial
institution is the local office of a commercial
bank or savings bank, which in turn may be
either independent or affiliated with a holding
company, headquartered within the same state
or in another state. In each market in the
sample, all branches of banks and savings banks
were included initially. If there was more than

one branch of an institution in the market, only

the largest or most centrally located branch was
chosen to be interviewed. The other branches
were not included since, in most cases, they
were small offices providing deposit not loan
services. A total of 130 institutions were

selected in the four states. The distribution:

across states is: Maine, 24 banks and 16 savings
banks; Massachusetts, 11 banks and 20 savings
banks; New Hampshire, 19 banks and 12

savings banks; Vermont, 18 banks and 10

savings banks.
Market Typology

For the purposes of this study, the impact
of geographic deregulation on market struc-
ture was assumed to occur in two ways. First,
out-of-state firms may move into rural banking
markets through merger or acquisition as a
result of interstate banking legislation. As
noted by Dunham, this type of activity has been
limited so far, with only Maine exhibiting a
domlilant presence of out-of-state institu-
tions."* Second, large banks within the state
have recently moved into rural markets as a
means of better positioning themselves for fu-
ture interstate activity, in terms of increasing
their own relative size and the number of
markets they serve. This type of movement has
been prevalent in all the states included in this

study and established the framework for the
market structure typology that follows.

Each rural banking market included in the
analysis was classified as one of three types,

based on information provided for 1987 by the Y
- Federal Reserve Bank of Boston:

Type 1. Dominance by 1ndependent banks,

i.e.,, no large in- or out- of-state _

bankmg institutions present. .

Type2. Dominance by large in- or out-of-
state banking institutions (affiliated
banks), i.e., no independent banks
present. ‘

Type 3. A mix of independent and large in-
or out-of-state banking institutions.

Each of these types represents a different

level of geographic deregulation’s impact. At -

one extreme, one might suggest that
geographic deregulation will lead to the
elimination of independent banks in rural
areas, replacing them with branches of the
largest holding companies in the region. At the
other extreme, it is possible that these large
holding companies may eventually choose to
bypass rural banking markets, perhaps because
profit opportunities are not perceived to be
great enough or because the competitive pres-
sure from local independent banks is too great.
It is also likely that the end result will be some
mix of institutions representing both inde-
pendents and their large bank holding com-
pany counterparts. ,

By classifying markets according to tﬁis

typology, it is possible to compare the survey

results across market types to evaluate how
financial institution behavior differs or how
local business and banker perceptions of
market changes may differ. In this way, some
initial ideas about how geographic deregula-

14. Constance R. Dunham, “New England Interstate Banking Laws: Efforts to Achieve the Public Purpose,” New England
Economic Indicators, Federal Reserve Bank of Boston, January 1988, iv-xi.

15. Warren Tam, Christopher Arnold, and Beth Lewis, 1987 Banking Structure in New England, Research Report 70, Federal

Reserve Bank of Boston, December 1987.
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tion affects rural capital markets may be

gleaned. The distribution of markets according

to type for the four states combined is: Type 1,

.5; Type 2, 9; Type 3, 15.

SURVEY DESIGN

Small Business Survey

The small business survey, designed to
gather information about the small business’s
commercial credit needs and experience, had
four specific components.

1. The firm supplied information about its
credit experience including sources of capi-
tal, both start-up and operating; type of
credit products obtained and needed; and
reasons for obtaining credit.

. The firm identified its primary commercial
lender, including the institution’s location,
institutional type, services provided, and
whether the firm would recommend the
lender to another business firm.

. The firm’s perceptions about changing local

- financial markets and characteristics of a
financial institution deemed to be most im-
portant were identified.

. The firm provided information about its

age, ownership structure, sales growth, and
total number of employees.

The survey was mailed to the sample of

small businesses, along with a letter from a
prominent local person, typicallya business or
community leader, explaining the importance
of the prollect and encouraging the firm’s par-
t1c1pat10n This initial mailing was followed
about two weeks later by a follow-up letter,
encouraging the firm to return the survey. In
another.two-three weeks, a third mailing was
sent to the firms, including another copy of the

survey and a letter encouraging thelr quick
response. A final reminder letter was mailed to
nonrespondents after another two weeks.
Telephone follow-up of nonrespondents was
not done because of the large number. of firms
that required follow-up and the length of the
survey. '

Of the 2081 usable surveys mailed to firms,
582 completed surveys were returned. The
response rate averaged 28% across the four
states, ranging from a low of 26% in Mas-
sachusetts and New Hampshire to highs of 30%

~and 31% in Maine and Vermont, respectively.

While the response rate is relatively low, the
respondents do appear to be representative of
the broader population of firms included in the
initial sample. The majority of respondents are
in the trade and service sectors (mere than
60%), as is true for each state as a whole. The
average size of respondents is 8-10 employees,
suggesting that the sample accurately, reflects
the large percent of relatively small enterprises
in rural New England (Chapter 2, Table 4 and
Appendix I). While caution is required in
generalizing the results of this study to a
broader population of firms within the region
or the nation, important insights can be gained
from this analysis, particularly when combined
with similar studies in other parts of the
country.

Financial Institution Surveys

The bank survey, designed to gather infor-
mation about the bank’s commercial lending
experience and practlce had three- specific
components.

1. The banker provided information about the
bank’s borrowers, e.g., industry, size, and
location, to develop a borrower profile and
about the bank’s commercial loan portfolio,
specifically the type and size distribution of
commercial loans made.

16.  Letters of support were obtained from business or community leaders in.most-of the local markets selected. It was felt that such
a letter would help to increase the percent of firms responding to the survey because of the direct tie to the local market. When
a local person was not found to provide this letter, a general cover letter from the principal investigator was mailed along with

the survey.




2. The banker provided information about
commercial loan decision making, services
provided to business borrowers, and specific
attitudes toward small business lendmg

. The banker’s attitudes toward changing
local financial markets, e.g., competition,
alternative sources of financing, flexibility in
decision making, the bank’s ability to in-
crease small business lending, and attitudes
toward deregulated financial markets,
specifically interstate banking, were 1den-
tified.

The survey of savings banks paralleled that
for the bankers. However, in addition to the
components outlined above, those savings
banks that were not engaged in commercial
lending currently were asked about future
plans to extend into commercial lending and
how they might accomplish such a move. Sur-
veys conducted with savings bankers did not
include the section determining attitudes
toward changing financial markets, since many
of these bankers were not engaged in commer-

cial lending in the past.

The financial institution surveys were
designed to be administered as personal inter-
views, although phone interviews were con-
ducted for about 20% of the sample when
personal interviews could not be arranged. The
interviews were conducted between October,
1989 and 'October, 1990. Of the 130 financial
institutions included in the initial sample, com-

pleted interviews were obtained for 114 (61

banks and 53 savings banks). The response rate

for the financial institutions survey was 88%,

ranging from alow 0of 82%in Vermont toa hlgh :

of 93% in Massachusetts.

STRUCTURE OF REPORT

The next chapter discusses the results of the
business survey. Results for individual states
are reported separately since economic condi-
tions in each state will likely influence the
response of small business firms to the ques-
tionnaire. However, all states are combined to
report information related to the affect of
market structure on business responses. This

grouping was done to insure confidentiality of -

the results, given the small number of observa-
tions in some local markets in the four states.
The third chapter presents the results of the

financial institution surveys, both bank and -

savings bank. Results for these surveys are
presented for the entire sample of institutions,
as well as broken down by state. Results are
also presented based on a break down accord-
ing to bank institutional type, i.e., independent
bank vs. branch or holding company bank, and
market type. The fourth chapter brings the
supply and demand sides of the local market
together, discussing the results of both the
small business and financial institutions sur-
veys. Finally, the fifth chapter discusses the
policy implications of this study, based on input
from the advisory group to the project. '




CHAPTER 2

Small Business Credit Needs And Expenence

GENERAL DESCRIPTION OF
BUSINESSES INCLUDED IN
THE SURVEY

The businesses included in the sample were
very small, averaging 8-10 employees across
the four states (Table 4). Between 63% and

73% of the enterprises had gross sales of less
“than $500,000. The majority of firms were in

the-trade (wholesale and retail) and service
sectors, as is true for the entire population of
firms in the four states (Appendix I). However,
manufacturing firms appear to be under-
represented among respondents, as compared
to the total population of firms. More than 55%
of the firms were over 10 years old, suggesting
that younger firms may have been under-

represented in the sample. And, most firms

were organized as sole proprietorships or
private corporations (Figure 1). Finally, more
than 50% of the firms had a commercial lender
located in their own community and more than
75% banked with an institution located within
10 miles of their community (Table S). This
profile of ‘business respondents suggests that
firms were small in terms of both employee and
sales size, were established in their business,
and relied upon the local financial market for

- their primary source of commercial credit.

COMMERCIAL CREDIT
EXPERIENCE

As is true for many small business
enterprises, over 50% of the start-up capital
used by these firms was obtained from private
sources, i.e., family and friends, personal
savings. However, commercial banks were the
next most important source, accounting for
27%-35% of start-up capital, across the four
states (Appendix A-D, Figure 1). These results
were consistent across market types. Most
firms relied on local market sources of capital,
since less than 6% of debt or equity capital was
received from sources outside the business’s
own state. Commercial banks were an impor-
tant source of loans to the businesses during
their first five years of operation, providing an
average of 44%-58% of total loans received
(Appendix A-D, Figure 2). Reliance on com-
mercial banks was even greater during the most
recent five-year period, averaging 53%-65%
across the four states (Appendix A-D, Figure
3).

When asked about their experience acquir-
ing different types of commercial credit, most
businesses were either able to obtain the par-
ticular type of credit they sought or had never
tried to obtain it (Appendix A-D, Figures 4-




Description of Business Respondents: By State

MA
(n=172)

ME NH
(n=214) (n=109)

B Employees:
Average number of employees

B Sales: #
Firms with < $500, 000 in gross sales 117

Firms with $500,000 -$1 mIIlion
in gross sales

Firms with >$1 million in gross sales 24
No response 6

N Sales Change:
Firms with sales increase 1984-87 148
Firms with sales decrease 1984-87 16
No response : 8

N Industry:
Resource based
Manufacturing
Trade
Service
Other

N Age:
Less than 5 years
510 10 years
More than 10 years
No response

vT
(n =_87)

13).17 However, for some types of credit, ac-
cess was more limited. The percent of respon-
dents unable to obtain short-term, unsecured
loans was more than double the percent unable
to obtain short-term, secured loans in all four
states (Appendix A-D, Figures 4 and 5). A
larger percent of businesses indicated that they
were unable to obtain or had never tried to
obtain long-term loans, greater than 5 years,
than was true for long-term loans, 1-5 years,
(Appendix A-D, Figures 6 and 7). And, more
than 79%:of businesses had never tried to ob-

tain a line of credit secured by assets such as
accounts receivable (Appendix A-D, Figure
11). These results suggest that, for many busi-
nesses, sophisticated commercial credit instru-
ments, e.g., asset-based lines, are not in high
demand or that businesses are unaware of these
credit instruments and how they can be used to
their advantage. For example, 62%-72% of
businesses across the four states did not know

whether their bank offered asset-based lendmg,

services.

17.  The “never tried to obtain” category was included in the survey to distinguish those firms that tried but were unsuccessful in
obtaining credit from those who did not demand particular types of credit, reflected by their “never tried to obtain” response, -
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" Characteristics of Business’s Primary Commercial Lender |
(Average for all Business Respondents)

NH

W Location:

Within Same Community as Business
Within 10 Miles of Community

Within 50 Miles of Community

Other

No Response

B Use More Than One Branch:

No Response

B Primary Lender Recently
Merged With or Acquired

by Another Lender:

Yes
No
No Response

1

years old was compared to that of firms more
than two years old. For seven of the ten credit
types, a smaller percent of younger firms than
older firms indicated they had been able to
obtain credit on the terms desired, with the
greatest disparities occurring for short-term
(secured and unsecured) and long-term (1-5
years) loans, revolving lines of credit, and
equipment financing. On the other hand, a
higher percent of the younger firms tried and
were able to obtain home equity loans and
public capltal on the terms desired, as com-
pared to older firms. These results suggest that
while younger firms appear to have greater
difficulty acquiring standard types of commer-
cial credit, at least some of them are able to
access pubhc capital markets and to substitute
home equity for business debt in the early
stages of thexr enterprises.

While the percent of firms unable to obtain
credit was 9%-15% of total firms across the
four states, the actual percent is likely to be
higher, given the bias in this sample toward
more established firms. In addition, it is not
clear whether the large percent of respondents

18

who never tried to obtain credit were “dis-
couraged borrowers” who had a need for credit
but for some reason felt that the need would
not be met in their local market. This percep-
tion, whether accurate or not, represents a bar-
rier small businesses must overcome. to
participate fully in thelr local financial market.

The structure of the local banking market
does appear to be related to credit availability.
When business responses were grouped ac-
cording to market type rather than state,

greater credit constraints appeared in markets

controlled by affiliated banks. For six of the ten
credit types included in the survey, a lower
percent of business respondents from those
markets indicated they were able to obtain
credit than respondents in markets dominated
by independents (Table 6). When a mix of in-
stitutions was present, however, the percent of
respondents able to obtain credit for seven of
ten credit types was greater than those in.the
other two market types.

Viewed from another perspective, for elght
of ten credit types evaluated, the percent of
business respondents who tried but were un-




Table 6.

Credlt Availab|lity to Busmess Respondents. by:Market Type*

Type1 Type 2 Type 3

l Short-term secured

‘Obtain on terms desired : . 43% 40% <43%
‘Obtain on less favorable terms 6 10 7
‘Unable to obtain : 1 2 2
Never tried to obtain 48 “46

M Short-term, unsecured
‘Obtain on terms desired 29 436
Obtain on less favorable terms ' 9 8
Unable to obtain : : 6 6
Never tried to obtain _ 54 48

B Long-term (1-5 years) :
Obtain on terms desired : : 35 <38
Obtain on less favorable terms : 12 11
Unable to obtain 1 4
Never tried to obtain . : 46

‘l Long-term (> 5 years)
Obtain on terms desired
Obtain onless favorable terms
Unable to obtain

~‘Never tried to obtain

| ® commercial mortgage

Obtain onterms desired
Obtain on less favorable terms
Unable to obtain

Never tried to obtain

| ® Home equity

Obtain on terms desired
Obtain on less favorable terms
Unable to obtain

Never tried to obtain

M Revolving lines
Obtain on terms desired
Obtain on less favorable terms
Unable to obtain
Never tried-to obtain

‘M Asset based

Obtain on terms desired
Obtain on less favorable terms
Unable to obtain _
‘Never tried to obtain

W Equipment
Obtain on.terms desired
Obtain on less favorable terms
Unable to obtain
Never tried to obtain

B.Public capital
Obtain. on terms desired
Obtain on less favorable terms
Unable to obtain
[\Iever tried to obtain

Type 1 are banking markets where only.independent banks-operate.
Type 2 are banking markets. where only:targe.in- or out-of-state banking institutions. operate.
Type 3 are banking markets where both.independent and large in- or. outof—state banks operate.




able to obtain credit was greater in markets

dominated by affiliated banks than in markets - -

dominated by independent banks. When a mix
of institutional types existed in the market, the
percent of respondents unable to obtain credit
‘was greater than in independent markets, but
usually less than or equal to those in affiliated
bank markets

-Whlle it is not possible to indicate any

causal connection between market structure
and credit availability from these results, there
do appear to be differences in credit availability
across markets. Since markets in four states
were grouped together for this analysis, it is less
likely that some common component of the
economicbase of these markets is contributing
to differences in credit access. However, char-
acteristics of business respondents, e.g., risk or
creditworthiness, will have an impact on their
ability to receive credit and this analysis does

not control for those factors. These results do -

suggest some connection between rural finan-
cial market structure and business credit
availability that is worthy of further study.

One final aspect of the credit experience of
business respondents must be addressed. Four-
teen percent of total business respondents in-
dicated that they do not use credit, ranging
from a low of 8% in Massachusetts to highs of
17% in Maine and Vermont. Descriptive data
were evaluated to determine in what ways these
firms differ from other respondents. In general,
firms that do not use credit are (Table 7):

1. Smaller, in terms of average number of
employees, than respondents who use
credit.

. Smaller, in terms of gross sales, than respon-
dents who use credit.

. More llkely than respondents whouse credlt
to be in the service sector.

. No drfferent from respondents who use
credit in terms of age.

5. More likely to be sole proprletors than'

respondents who use credit.

Based on this information, firms that do not

use credit can be described as small, sole .
proprietor service enterprises whose credit -

needs may be limited. It is less likely that these
very small firms are “discouraged borrowers”
who have sizeable credit needs that are not
being met through the local market. However,
more information about these firms is needed
to draw firm conclusions about their credrt
needs and experlence

Purpose For Which Firms Acqulred
Commercial Credit

3
y

Understanding the purposes for which
firms acquire credit provides some insight into
the credit needs that may exist in rural markets.
Most respondents indicated that they used
credit to finance the current operation or ex-
pansion of their existing business (Appendix
A-D, Figure 14). Less than 25% of existing
firms used credit to expand into a new business
area, an activity that would likely entail greater
risk than financing an existing operation, but
less risk than financing a new start-up
enterprise. While these results might suggest

that existing businesses expanding into a new

area face credit constraints, information
provided by the survey suggests that other con-
straints are more important. Firms were asked
whether or not they had considered expanding
their business in the past five years but for some
reason had decided against expansion. About
one-third of respondents indicated they had

decided against expansion (Appendix A-D,

Figures 15). Of the reasons given for deciding
not to expand, risk and lack of management
capacity were most frequently cited, with credit

availability cited as a constraint by less than -

25% of respondents across the four states.

‘These results suggest that the local credit

market is not the most important constraint on
business expansion in these rural markets.
Since less than 13% of respondents across the

four states indicated they had decided there




Table 7.

: Description of Business Respondents Who Indicated
' They Do Not Use Credit: By State

MA

(n=14)

ME NH
(n=236) (n=16)

il Employees:
Average number of
employees

&

@ Sales:

* Firms with < $500,000 in gross sales 86%
Firms with $500,000 - $1 million’in-gross sales —
Firms with > $1 million in gross sales —
No response 14

W Sales change:
Firms with sales increase 1984-87
Firms with sales decrease 1984-87
No response ,

B Industry: -
Resource based
Manufacturing
Trade
Service
Other

W Age:
Less than 5 years
510 10 years
More than 10 years
No response

M Organizational structure:
Sole proprietor
Family owned
Partnership
Private corp.
Public corp.
Other
No response

vT
(n=15)

was no economic reason to expand, it was as-
sumed that expansion could be justified for
most firms based on demand for their products
Or services.

To evaluate whether respondents’ reasons
for deciding against business expansion were
influenced by the structure of the local banking
markets, data from respondents who wanted to
expand but decided against it were grouped
according to market type. These results (Table
8) show that credit limitations were mentioned

by a greater percent of respondents in markets
dominated by larger, affiliated institutions than
in markets dominated by independents. As-
suming all other factors are constant, credit
appears to be a more important constraint on
business expansion in these markets. However,
it is important to recognize that the most im-
portant constraint on expansion for firms,
regardless of market type, was their own
limited management capacity.




COMMERCIAL'CREDIT NEEDS

To determine what types of credit busi-
nesses felt they needed most, e.g., short-term,
secured loans, revolving lines of credit, com-
mercial mortgages, respondents were asked to
rank eight types of credit according to need
(i.e., #1 equals most important credit need, #2
equals second most important need, etc.) In
Maine, Massachusetts, and Vermont, short-
term credit was cited as the most important
need by the highest percent of respondents
(Appendix A-D, Figure 16) and was the second
most frequently cited need in New Hampshire.
In all cases, short-term, unsecured loans com-
prised most of this percentage. Long-term
credit was cited as the number one need by the
highest percent of respondents in New
Hampshire and was the second most frequently
cited credit need in Maine and Massachusetts.
. Commercial mortgages and revolving lines of
credit were also cited as the most important
need by a large percent of respondents.

Equity capital was selected as the most im-
portant need by 5% or fewer respondents. This
percent did not vary much by firm size or in-
dustry. The relatively small percent of firms
who viewed equity capital as an important need
may result from the fact that the firms in the
sample are established, with most more than 10
years old, and, therefore, their need for equity
would be; lower than for a new, start-up
- enterprise: Although this result appears to be
in conflict,with other research results and per-
ceptions about rural capital markets, it may be

Table 8.

more a reflection of the firms included in this
sample and less a reflection of actual credit
gaps in the market. -

To get a better picture of how a firm’s age
might affect its credit needs, data from respon-
dents were also grouped according to age and
the percent of respondents who ranked a par-
ticular credit type as their number one need
compared. However, no consistent patterns
were observed. Equity capital, assumed to be
animportant need for younger firms, was never
ranked as the number one need by respondents
in Massachusetts and Vermont, regardless of

age. And, only in Maine did a higher percent of .

firms less than five years old rank it as their
number one need as compared to older firms.
Similarly, only in Massachusetts did a greater
percent of younger firms rank short-term, un-
secured loans as their number one need as
compared to older firms. In Maine and Ver-
mont, a greater percent of older firms ranked
this type of ‘credit as their number one need.
Age does not appear to play a consistent role in

explaining credit needs across the four states.

USE AND KNOWLEDGE OF
BUSINESS SERVICES PROVIDED
BY FINANCIAL INSTITUTIONS

A relatively small percent of firms used a
range of business services provided by their
banks. Across the four states, 2%-10% ‘of
respondents used payroll services offered by
the bank; 2%-8% used cash management ac-

Reasons Why Business Respondents Who Wanted to Expahd Déci_d_ed |
' Against Expansion: By Market Type* o ’

Reason

Type1

Type 2 Type 3 i

No economic reason to expand business
ExPansuon limited by mgt. capacities

Felt credit was not available in local mkt.
Felt that expansion was too risky

Other - ‘

No response

Type 1 are banking markets where only independent banks operate. .
Type 2 are banking markets where only large in- or out-of-state banking institutions operate.
Type 3 are banking markets where both independent and large in- or out-of-state banks operate.




counts; 15%-24% used financial counselmg,
partlcularly durlng the ‘loan appllcatxon
process; 19-3% used bank referral to sources
of technical assistance; 1%-5% used manage-
ment’ counsehng, 9%-15% used asset-based
lendlng, and 1%-9% used leasmg services
prov1ded by the bank or bank holdmg company
(Appendix A-D, Figure 17).

A large percent of respondents -did not
know whether their bank even provided most
of the services included in the survey. It may be
that businesses do not need these services and,
therefore, do not obtain information about
them. However, since this same pattern was
true for most important commercial loan ser-
vices, an information gap is apparent between

the lender and the small business commercial -

borrower. This result suggests that small busi-
ness borrowers, in particular, may need to be
educated about the business services available
from their bank and other sources and the
benefits of using these services.

- BUSINESS ATTITUDES TOWARD
’ CHANGING LOCAL
FINANCIAL MARKETS

Flrms were asked to evaluate how their
local credit market had changed over the past
five years. In general the responses suggest
favorable changes in local credit markets.
Across the four states, 52%-62% of businesses
felt they received the same or greater personal
attention to their credit needs; 48%-57% felt

the length of time required to process loan

applications was the same or shorter now; 35%-
50% felt their bankers offered the same or
greater flexibility in terms and conditions on
both short- and long-term loans; and 40%-50%
felt that bankers were able to tailor loans to
meet their needs to the same or greater extent
as five years earlier (Appendix A-D, Figure 19).

A relatlvely large percent of respondents
felt they had no basis to judge certain aspects
of changing financial markets. More than 50%
indicated that they could not judge any change

in the availability of asset-based loan,products
and 63%-70% felt they had no basis to judge
any change in the frequency of loan denials.
These responses are consistent with earlier
results which showed .that a relatively small
percent of firms had been unable to obtain
commercial credit and that use of and
knowledge about asset-based loan ‘products
was low.

Finally, a majority of firms in each state
(60%-61%) indicated they never had a visit
from a financial institution to solicit their loan
activity, suggesting that bankers are not actively

pursuing small business lending opportunities

in their communities. This result is ‘in sharp
contrast to results from the banking survey
which suggest that bankers are making more
visits to potential commercial borrowers. It
may be that the small businesses included in
this sample are not the focus of solicitation
activities by bankers. Alternatively, bankers
may focus their attention on newer firms, not
the older, established enterprises that make up
the majority of firms in this study.

Caution is needed in interpreting the
results described above. This study was con-
ducted during a period of expansion in the New
England economy. Most of the banking
markets included in this study, although rural
in nature, were affected positively by this over-

all economic improvement. Business attitudes

toward the local financial market may be in-
fluenced by these economic conditioris, to the
extent that local banks responded during this
expansionary period by increasing credit
availability. Banker responses indicating in-
creased business loan activity would suggest
that banks did indeed respond favorably. Posi-
tive attitudes toward local financial markets
may be more a reflection of the economy and
less areflection of the impact, positive or nega-
tive, of deregulated capital markets. When data
from respondents were grouped according to
market type, no important differences were
found. Business perceptions of local markets
seem: to hold, regardless of market type, sug-
gesting that favorable economic conditions
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t'hroughoﬁt the region may mask any local
market changes resulting from deregulation.

CHARACTERISTICS OF
FINANCIAL INSTITUTIONS
IMPORTANT TO BUSINESSES

Businesses were asked to evaluate charac-
teristics that were important to them in select-
ing a financial institution and then rate their
own institutions. Four characteristics were
rated as important or very important by at least
70% of respondents in all four states: personal
service; reliable and consistent source of
credit; flexible terms and conditions; and
business’s knowledge of and confidence in
bank. Businesses rated their own institutions
relatively well in terms of these characteristics,
with the exception of flexible terms and condi-
tions. While 70%-75% of businesses rated
flexibility as important or very important, in-
stitutions were rated as good or excellent rela-
tive to flexibility by only 52%-59% of
respondents (Appendix A-D, Figure 18). Al-
though the focus of this study has been on
access to credit rather than its cost, it is obvious
from these responses that business firms are
less satisfied with their local institutions when
terms and conditions on loans are considered.

RECOMMENDING THEIR
FINANCIAL INSTITUTION TO
OTHER BORROWERS

One measure of a firm’s overall level of
satisfaction with its banking relationship is
whether the firm would recommend its own
institution to another business borrower. As-
suming that a firm would not recommend an
institution that had failed to meet its legitimate
credit needs, the percent of firms recommend-
ing their own institution is one measure of the
adequacy of the local market in terms of com-
mercial credit. About two-thirds of the busi-
ness firms surveyed (66%-73%) across the four
states would recommend their own institution
to another firm (Figure 2). A slightly higher
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percent of firms in markets dominated by inde-
pendents would recommend their institutions
(77%) as compared to firms in markets
dominated by affiliated banks (72%) or in
markets with a mix of institutional types (69%).
These results suggest a relatively high level of

‘satisfaction with the overall credit experience

and the business’s relationship with the bank.
On the other hand, these results do not suggest
that credit gaps do or do not exist for some
businesses or for some types of credit.

- SUMMARY

The results of the business survey suggest
that rural capital markets are functioning well
for some participants in the market. To the
extent that markets have changed in the past
five years because of geographic deregulation
or general economic conditions, most busi-
nesses express positive perceptions of these
changes. However, a sizeable percent of busi-
ness respondents, particularly younger firms,
experienced difficulty acquiring credit. And, it
appears that the important credit needs ex-
pressed by business firms (short-term, un-

secured debt; long-term, greater than S years, -

debt) could be addressed by traditional finan-
cial institutions within their existing regulatory
structure. Additional research would be neces-
sary to determine why those types of credit may
be relatively less available to small businesses
and whether alternative structures, e.g.,

partnerships between banks and development -

organizations to share risk, are needed to pro-
vide additional capital to small enterprises.

Businesses appear to be satisfied with their
banking relationships and are usually able :to
obtain the credit they need. The use of services
by these small business borrowers was not

great, suggesting that geographic deregulation, .

to the extent that more commercial loan ser-
vices are now available in the local market, may
have only a limited impact on very small firms.

The results of this study provide some
evidence that the structure of the local banking
market, measured as dominance by local inde-




Figure 2.

Yoes 71 %

Yes 73 %

No Response 11 %

NEW HAMPSHIRE

Percent of Business Respondents Who Would Recommend Their Primary
Financial Institution to Another Person -

Yes 72 %

No Response 14 %

No Response 15 4

No 13 %

MASSACHUSETTS

No Response 17 %
No 16 %

VERMONT

pendent banks, by large statewide or out-of-
state banks, or some mix of institutions, is re-
lated to business credit availability. A higher
percent of firms in markets dominated by af-
filiated banks identified credit constraints for
many types of commercial credit. And, a higher
percent of respondents in these same markets
cited perceived credit limitations as a reason
for not proceeding with business expansion.

Finally, a slightly lower percent of firms in
these same markets would recommend their -
financial institution to another borrower, a
rough measure of the business’s overall level of
satisfaction with the banking relationship.
While these results suggest that market struc-
ture may have some influence on credit
availability, the results are by no means con-
clusive and further study is indicated.
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An important caveat to this study is the fact
that only existing businesses were included in
this survey. Firms that had started during the
year in which the sample was drawn were not
included, so there is important underrepresen-
tation of very young, start-up enterprises. It is
* also not possible to survey firms that tried to
start but were unsuccessful for a number of
reasons, including lack of capital in the local
market. The results of this survey are likely to
underestimate the capital gaps that may exist
for small businesses as a result.

However, one strength of the present study

is the relative consistency of the survey results
across the four states. There do not appear to
be important differences in the way in which
rural capital markets function in these states, at
least based on small business experience and
perceptions of those markets. Although it is not
possible to generalize the results of this study
to other rural areas, the consistent results ob-
tained for these four New England states sug-
gest that this study can provide important
insights into how rural capital markets are
meeting the credit needs of the small, estab-
lished firms included in this sample.

-




CHAPTER 3

Small Business and Commercial Lending
Practice Among Financial Institutions

'COMMERCIAL BANKS

General Characteristics of Small Business

Commercial Lending

‘Although only about 25% of the banks had
formal definitions of a small business they used
to guide lending decisions, all bankers indi-
cated that their commercial lending was almost
exclusively to small businesses, by any defini-
tion. 'While only about half of the banks had
formal marketing programs designed to
promote commercial lending, particularly to
small business, more than 80% had officer call
programs or visited commercial borrowers,
either existing or potential. Branch or holding
company banks were much more likely to have
both formal marketing programs and visitation
programs. If the bank was unable to make a
loan to a small business person, 82% of the

bankers would refer to another source of capi-

tal, such as alocal development organization or
a public lending program. Independent banks
were more likely to refer small businesses to
other institutions than were branch or holding

company banks (Appendix E, Table 1). The
results did not vary greatly across the four
states.

Most bankers felt that they could increase
their lending to small businesses, but that they
faced a number of important constraints (Ap-
pendix E, Table 2). Inadequate deposit base to
support increased lending, i.e., high loan to
deposit ratio currently, poor business, climate
or economy, and poorly prepared loan applica-
tions were constraints cited by most bankers.
Inadequate deposit base was the most impor-
tant constraint for local independent banks
while business or economic climate was more
important for the branch or holding company
banks. This result is not unexpected since local
branches of larger statewide or out-of-state
banking organizations are not constrained in
terms of lending by the local deposit base since
they have access to the larger capitali base of
their parent organization. However, they are
more likely to consider local economic condi-
tions relative to other areas since the option for




making or participating in loans outside the
local market is readily available.

Business §eMces Provided by
Commercial Banks

More; than 60% of commercial banks
provided payroll services, cash management
accounts, financial counseling, referral to tech-

nical assistance agencies, asset-based lending,

and equipment financing (Appendix E, Table
3). While there was some variation across the
four states, the more interesting differences
appear when considering the responses by
bank type. A higher percent of independent
banks provided counseling, both financial and
management, and referral services than did

branch or holding company banks. But, fewer .

of these same independent banks prov1ded
more sophisticated commercial services, e.g.,
payroll, cash management, asset-based lend-
ing, and leasing. This result suggests that as

geographic deregulation alters the structure of .
local banking markets, the availability of ser-

vices which are assumed to be more important
to small businesses based on their use, e.g.,
counseling and referral services, could decline
while the availability of more sophisticated
business services would likely increase. This
result also suggests that the type of business
services provided, in addition to commercial

- loans, should be an important consideration in
both reinvestment and merger/acquisition
decisions made by regulators.

Commercial Loan Decision Making Criteria

Borrower’s character and cash flow projec-
tions for the business were rated as the most
important criteria considered in accepting a
small business loan application by bankers
(Appendix E, Table 4). Collateral was rated as
the most important criterion by only 5% of the
bankers overall. Minor differences were found
when banks were separated by bank type. A
slightly higher percent of independent bankers
rated character as most important, while a
higher percent of branch or holding company
banks rated cash flow as most important. In
addition, independent banks placed more em-
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phasis on specific industry conditions for the
business applicant while branch or holdmg
company banks placed greater emphasis on the
firm’s management capacity. ' :

Poor earning’s record and limited manage-
ment capacity were rated as the most important
criteria considered in rejecting a small business
loan application by bankers (Appendix E,
Table 4). However, for 20% of the bankers
interviewed, bemg anew firm without an estab-
lished earning’s record was the most important
factor leading to rejection of aloan application.
This percent was higher for independent banks
(28%) than for branch or holding company
banks (16%). This result suggests that while
other factors may be important in rejecting
small business loans, some enterprises are like-

ly to face credit constraints by virtue of their

start-up status. Fewer branch or holding com-
pany banks, perhaps because of their greater
ability to bear risk, are likely to reject a small
business loan simply because the firm is anew
enterprise.

Over 90% of all bankers indicated that the
extent to which they could tailor lendmg

decisions to individual situations rather than

relying on some formula was the same or
greater than in the past. For the 50% who
responded “same,” most bankers indicated
that they never based lending decisions on a
formula, but responded to each individual ap-
plication on its own merits. There was little
difference in responses across bank types, with

only 5% of branch or holding company banks -

indicating less ability to tailor lending
decisions.

These results suggest that these rural
bankers, in general, can be described as “char-
acter and cash flow lenders” rather than “col-
lateral lenders” and that they do not rely on
formula-based lending. From the perspective
of a small business, the emphasis on character
is important since many small enterprises have
more limited capacity to produce the type of
financial statements and records required for

many loan decisions. Strong character may sub-

stitute for weaker financial information. From




the standpoint of a new enterprise character

may beeven more important since past cash
flow experience is not available. However, the
relatively large percent of rural bankers who
cited a new firm as the most important reason
for rejecting a loan application suggests that
start-up enterprises may face some important
constraints in terms of access to capital. The
entry or acquisition of local banks by nonlocal
institutions is not likely to exacerbate this situa-
tion since a smaller percent of branch or hold-
ing company banks are likely to reject
applications on this basis.

Bank Capacity for Commercial Lending

While all commercial banks can legally pro-
vide commercial lending services, the capacity
of individual banking offices to do so is likely
to vary significantly. Several factors can be
taken as proxies for the capacity or level of
sophistication a bank has relative to providing
commercial lending services. The presence of
trained commercial loan officers is one
measure of greater capacity for commercial
lending. Particularly for a small business, a
trained loan officer can be important in arrang-
ing appropriate credit packages and providing
technical assistance to the enterprise. Most
bank offices included in this sample (82%) had
a commercial loan officer with training in com-
mercial lending other than real estate lending
(Appendix E, Table 5). This percent varied
from 73% in New Hampshire to 80% in Mas-
sachusetts 82% in Maine, and 93% in Ver-
mont. In addition, there was little difference
between independent and branch or holding
company banks. While 80% of independent
bank offices had trained commercial loan of-
ficers, 83% of bank affiliate offices did. At the
same time, the largest average loan authority in
the local branches of these bank affiliate offices
was larger than that for independent banks,
$213,000 vs. $156,000.

. It is also important to note that the quality
and extent of loan officer training may be quite
variable across banks. Training can be acquired
through formal lending schools, in-house bank
training programs, or years of experience as a

commercial lender. It is possible that even with
formal training, a commercial loan officer may
not have the skills necessary for successful
small business lending, e.g., risk assessment. As
such, more information about the actual train-
ing received by commercial loan officers may
be necessary to gain a better understanding of
bank commercial lending capacity.

The presence of trained commercial
lenders is just one measure of a bank’s capacity
for commercial lending. Other measures of
sophistication present a mixed picture: of rural
lending capacity. Most bankers used state or
federal guaranteed loan programs (95%), but
the value of guaranteed loans in their portfolios
was typically small, averaging 6% of total com-
mercial loans across all banks, with no variation
by bank type. Only about half of the bankers did
loan participations or sold their commercial
loans, usually the guaranteed portion of SBA
loans (Appendix E, Table 5). This result sug-
gests that rural banks do not take full advantage
of opportunities to enhance liquidity and, thus,
availability of capital. As a consequence, these
banks, particularly independents, may be con-
strained by their deposit base to a greater ex-
tent than necessary. For those banks that did
sell loans, an average of 13% of the total value
of commercial loans was sold, ranging from
10% for affiliated banks to 23% for inde-
pendents. The higher percent for independents
may reflect their more limited access to nonlo-

cal funds and, thus, greater reliance on selling

loans to enhance liquidity. In addition, a num-
ber of bankers expressed interest in increasing
their use of SBA guarantees as a means of

- expanding their capacity to do commercial

lending.

Based on these results, it is difficult to sug-
gest whether one type of bank has greater
capacity for small business lending. Inde-
pendent banks provided services that are likely
to be in greater demand by small businesses,
i.e., financial counseling, referral. These results
suggest that at least one benefit of entry or
acquisition by a larger bank, i.e., increased
range of services available to business bor-
rowers, may be offset by the more appropriate
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mix of services and experience present in local
independent banks.

Profile of‘\Commercial Borrowers
and Loan Portfolio

Creating a profile of commercial borrowers
can help identify to whom credit is available
and, consequently, particular firms that may
face credit constraints. This study was designed
to gather information from the bankers as to
(1) the location, size, and industry of their bor-
rowers and (2) the type and size of commercial
loans. At the present time, this type of detailed
information about a bank’s commercial loan
portfolio is not collected by regulators, even at
the headquarters bank level. While these banks
may keep such information for internal ac-
counting. purposes, this study found that
detailed data on borrowers and commercial
loans was not available, generally, at the branch
office level. In most cases (approximately
75%), bankers were able to provide reasonable
estimates of this information for their bor-
rowers, but only about half of the bankers
(59%) were able to provide reasonable es-
timates about their commercial loan portfolios.
It was clear during the interviews that such
information would be useful to local loan of-
ficers as they make lending decisions. Policy
implications of this “information gap” will be
discussed later in this report.

For the banks interviewed in this study,
business borrowers were typically local (97%
located within the service area), small (69%
had < $500,000 in gross sales), concentrated in
the trade and service sectors (51%, with some
variation across states), and relatively few start-
up enterprises (only 7%) (Appendix E, Table
- 6). Borrowers appear to be representative of
most business firms in these rural economies,
suggesting that banks respond to local demand
for capital and local economic structure and
conditions.

More than one-third of the bank’s commer-
cial loan portfolio was in long-term loans, while
27% was in short-term loans, secured and un-

secured (Appendix E, Table 7). Asset-based
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loans, a relatively sophisticated type of com-
mercial financing, comprised only 5% of loan
portfolios, ranging from 3% in Maine to 10%
in New Hampshire. With the exception of
Maine, more than 50% of commercial loans
were greater than $50,000. New Hampshire, on
the other hand, had the highest percent of 1oans
over $50,000 (72% vs. 57% overall). One con-
cern about the potential impact of entry by
larger, nonlocal banks has been that markets

~ will become more concentrated and that fewer

small loans will be made, in an effort to reduce
costs to the banks. These results suggest that
trend has not occurred. Some of the general
comments made by bankers during the intér-
views suggested that these local banks are con-
strained by local economic conditions and
make small commercial loans because thatis
where the demand exists. The different
portfolio structures in New Hampshire and
Maine may reflect economic structure rather
than the impacts of bank entry. '

There appear to be only minor differences
inboth portfolio structure and the size distribu-
tion of loans for independent vs. branch or
holding company banks. However, some dif-
ferences were observed when the data were

‘analyzed by market type. Banks in markets

dominated by independents had a slightly
higher percent of loans to start-ups and 77% of
their loans were to businesses with less than
$500,000 in sales, as compared to 69% for

banks in markets dominated by affiliated bariks-

(Table 9). Banks in markets dominated by af-
filiated banks appeared to provide greater sup-
port for the basic sectors of resource based and
manufacturing industries, while banks in
markets dominated by independents had most
of their loans in trade and service sector
enterprises. In terms of portfolio structure,
banks in markets dominated by independents
had 40% of their loans in short-term categories
and 22% in long-term vs. 30% and 48%,
respectively, for banks in markets dominated
by affiliated banks. These independent market
banks also had a slightly higher percent of loans
of less than $50,000 as compared to banks in
other markets (Table 10).




Table9.. ..

Hy JI:dca’tlon,:'-Siie:and"lh’diu-sltny Profile of:Bank Comfnercial: Borrowers,
; by Market Type* .

Type 1 Type 2

Type 3

B Location:
Within Market
Qutside Market
Out-of-state

B Size:
Start-u
< $100,000 in sales
$100,000 - $500,000 in sales
$500,000 - $1 million in sales
$1 - $5 million in sales
> $5 million in sales

N Industry:

Resource based
Manufacturing
Retail

- Wholesale
Construction
Service —business
Service —personal
TCU**

** Transportation, communication and other utilities.

97% 97%

Type 1 are-banking markets where oniy independent banks operate.
Type 2 are:banking markets where only large in- or out-of-state banking institutions operate.
Type 3 are banking markets where both independent and large in- or out-of-state banks operate.

2
1

v

These differences suggest, again, that
market structure has an influence on commer-
cial eredit availability. While banks in markets
dominated by independents make more of
their loans to smaller businesses, they also ap-
pear to rely heavily on short-term rather than
lonig-term lending. In addition, it is not clear
from these results whether the lending patterns
represent a response to differing economic
conditions across market types. It may be that
markets dominated by affiliated banks are also
markets with more manufacturing and
resource based activity and, perhaps as aresult,
more large firms. Markets dominated by inde-
pendents, in turn, may have more trade and
service activity concentrated in small
enterprises. Further analysis is needed to
clarify the relationship between market type,
economic structure, and commercial credit.

Further evidence on the minimum com-

mercial loan that banks are willing to make
supports the notion of banks responding to
local demand. The average minimum commer-
cial loan size for all banks was $3,367, ranging
from $1,738 in Maine to $6,133 in New
Hampshire. The average commercial loan for
all banks was $70,313, ranging from $52,263 in
Maine to $136,923 in New Hampshire. While
independent banks had lower minimum and
average commercial loan sizes than branch or
holding company banks (82,395 vs. $4,207 min-
imumi; $74,853 vs. $83,792 average), both types
of banks appear to respond to market condi-
tions and be willing to make relatively small
commercial loans, although a comparison of
minimum and average loan sizes suggests that
relatively few small loans are made by these
banks. |

Average loan size also varied by market

_ type, with banks in markets dominated by inde-
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Table 10.
Type and Size of Commerclal Loans in Bank’s Portfolio, By Market Type*

Type 1 Type2 Type 3

W Type:.

Asset Line

ST, secured

ST unsecured

LT (1-5 years)

LT (> 5'years)

Revolving Line
Equipment ,
Industrial Revenue Bonds

N Size Outstanding:

< $10,000

$10,000 - $25,000
$25.000 - $50,000
$50.000 - $100,000
$100,000 - $500,000
> $500,000

Type 1 are banking markets where only independent banks operate. .
Type 2 ar¢ banking markets wheére only large in- or out-of-state banking institutions operate.
Type 3 are banking markets where both independent and Iarge in- or out-of-state banks operate.

2% 4%
14
14
22
20
19

pendents having an average loansize of $47,000
vs. $58,000 for banks in markets dominated by
affiliated banks and $100,000 for banks in
markets with a mix of institutional types. How-
ever, minimum loans sizes for all three market
types were similar. Based on these results,
there is no evidence that bankers restrict credit
toborrowers strictly on the basis of size of loan.
Infact, they are willing to make very smallloans
to their commercial borrowers in spite of the
fact that the bankers indicated that the “break
even” loan size would average $14,400. Com-
ments by bankers suggest that these small loans
are made (1) to existing customers in need of a
small loan or (2) to new customers the bank is
trying to attract based on expected future
growth potential. \

When maximum loan size was considered,
by market type, it appeared that banks operat-
ing in markets with a mix of institutional types,
e.g., both independent and affiliated banks,
have the potential to make larger loans. The
average maximum loan banks in these markets

could make was $3.5 million as compared to an

- average of $1 million in markets dominated by -
independents and $1.4 million in markets
. dominated by affiliated banks. Clearly, markets
dominated by independent banks exhibited

greater constraints in terms of credit limits be-
cause independent banks had less capacity or

potential to make larger commercial- loans. -

While this limitation is unlikely to affect most
of the small businesses evaluated for this study,
itdoes reflect a potential constraint on aninde-
pendent bank’s ability to meet the credit needs
of businesses in its local market.

Banker Perceptions of Changmg Local
Financial Markets

The bankers interviewed painted a picture
of increasingly competitive local financial
markets,'® with 82% of all bankers stating that
the level of comipetition in their local markets
was greater or much greater in 1989 ‘than in
1985 (Appendix E, Table 8). Along with greater

‘ competmon 64% of bankers stated that the

18. These responses reflect the opinions of bankers who had béen operating in the local market throughout the relevant time period.
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variety of commercial loan products was
greater or much greater now. This:trend ap-
pears to be due to innovation within-the in-
dustry that has resulted in the creation of new
products along with the introduction of these
products into rural markets as bankers attempt

- tokeep up with their competitors. The majority

of “bankers, 77%, said they were making a
greater or much greater number of visits to
commercial borrowers than earlier. In terms of
decision making, most bankers indicated that
they had the same or greater flexibility in pack-
aging loans (82%), the same or greater ability
to tailor loans to their individual clients (90%),
and the same or even less of their decision
making authority removed from the local level
(74%). Most bankers indicated they were doing

_ the same or greater level of economic develop-

ment lending (93%) and doing a greater or
much greater level of small business lending
(68%). Maine had the highest percent of
bankers indicating a greater amount of small
business lending with 82%.

Most of the perceptions about changing local
financial markets were similar for independent
and branch or holding company banks, with two
important exceptions. A higher percent of branch
or holding company bankers felt that lending
decisions had been removed from the local level
to a greater or much greater extent than earlier
(Appendix E, Table 8). And, a higher percent of
independent bankers indicated they had greater
or much greater flexibility in packaging loans to
individual needs than earlier. While these results
do not address the absolute levels of these vari-
ables, they do suggest that branch or holding
company banks have experienced a decrease in
local lending authority over the past 3-5 years,
perhaps associated with trends toward increased
centralization of decision making out of local or
regional banking offices into the central parent
organization. There was some evidence gleaned
from the interviews with bankers, particularly in

. Maine, that large statewide banking organiza-

tions, where most decisions were made at the
regional level previously, were moving toward a
more centralized statewide system. Whether this
trend applies to banks in other states and what the

impact will be on local decision making and
local commercial lending remains to be
evaluated.

Some differences in banker perceptions of
changing financial markets were apparent when
the responses were evaluated by markét type. A
higher percent of bankers in markets dominated
by affiliated banks or with a mix of institutions
characterized their markets as having greater or
much greater levels of competition than markets
dominated by independents (82% and 80%,
respectively, vs. 66%). In addition, ahigher percent
of bankers in the former markets said there was a
greater or much greater variety of loan products
offered currently (53% and 71%, respectively, vs.
44%) and that the frequency of visits to potential
business clients was greater or much greater in
markets dominated by affiliated banks as com-
pared to markets dominated by independents
(83% vs. 66%, respectively). On the othér hand, a
higher percent of bankers in markets dominated
by affiliated banks indicated greater ‘or much
greater removal of loan decision making from the
local level than did bankers in markets dominated
by independents (35% vs. 11%, respectively).
These results support the findings by bank type
described above. While markets dominated by
affiliated banks may be more competitive, there is
some indication that decision making authority is
being removed from the local level. The implica-
tions for commercial credit availability remain to
be evaluated.

Summary

The results of the commercial bank survey
suggest that bankers respond to local economic
conditions and provide commercial credit to a
representative group of small businesses in
their local markets. There was some evidence,
however, that the capacity to do commercial
lending, particularly for small businesses, may
vary with bank type. Bankers felt that local
credit markets were more competitivé than in
the past 3-5 years and (perhaps in response to
this increased competition) that they had
greater flexibility, decision making authority,
and variety of commercial products to offer
than in the past. Again, there appear to be

33




S

differences across both bank and market types
in terms. of trends in local authority and
flexibility:

Two additional trends may signal concern
for future commercial credit availability in
small rural markets and the banks that exist
there. First, there was some indication from a
number of bankers that smaller commercial
loans were handled as consumer or installment
loans in an effort to reduce administration
costs. If these observations represent an in-

dustry trend, then it is possible that small com-

mercial borrowers may face credit constraints
in terms of their ability to work with trained
commercial lenders as they apply for credit. It
is unlikely that loan officers trained to handle

personal loans will have the-capacity topackage -

commercial loans that meet the credit needs of
small businesses. In addition, this trend will
make future research more difficult since these
small business loans will be reported to the
FDIC as consumer rather than commercial
loans. Second, there was some indication from
bankers interviewed for this study that in-
creased centralization of authority was occur-
ring in larger banking organizations. As

- mentioned above, the impacts of a potential

trend toward centralized decision making
within larger organizations on small business
lending in: more isolated rural markets remain
tobe determmed

SAVINGS BANKS

Sixty percent of the savings banks selected
for this study made commercial loans at the
local branch level. Of those institutions that did
not, only 25% indicated they planned to begin
making commercial loans in the next 5 years.
Most of these institutions expected to establish
a commerc1al lending program by hiring
trained commercial lenders from other institu-
tions or training their own personnel to become
commercnal lenders ’

An important question from the berspec-
tive of local credit markets is whether commer-
cial banks and savings banks that make

34

commercial loans are equivalent institutions.

The results of this study suggest that there are -

some important differences in the capacity of
savings banks to do commercial lending, but

that these differences may disappear as the -

savings banks gain experience in this area. In
addition, there are important differences
across states. For example, all of the savings
banks selected for this study in Maine currently
did commercial lending, while only 26% of the
savmgs banks in Massachusetts were mvolved
in commercial lending.

For those savings banks that made commer-
cialloans, alower percent had trained commer-
cial loan officers as compared to commercial

banks (50%-67% for savings banks vs. 73%-
93% for commercial banks) (Appendlx F,
Table 5). A lower percent of these savings
banks used guaranteed loan programs, did loan
participations, or sold their commercial loans.
And, a lower percent provided a similar range

.of services to their business borrowers as did

commercial banks (Appendix F, Table 2).

There was greater variation in decision
making criteria among savings banks across the
four states than was apparent with commercial
banks. Character was a much more nnportant
criterion in accepting commercial loans in
Maine than in the other states, while collateral

‘was much more importantin Vermont (Appen-

dix F, Tables 3 and 4). These results may reflect
greater variation in the capacity and experlence
of savings banks across the four states in terms
of commercial lending. Many savings banks
have only recently entered commercial lending
and, therefore, may be more likely to rely on
adequate collateral or capitalization of the
business in making lending decisions. How-
ever, the profile of commercial borrowers and
the commercial loan portfolio of savings banks
as compared to commercial banks were qu1te
similar (Appendlx F, Tables 6 and 7), suggest-
ing that savings banks do respond to local
demand and economic condmons as do the
commercial banks.

In general, these results suggest that savmgs ‘

banks are an’ 1mportant component of the com-
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N .merc1a1 lendmg market in many local areas,
~“that their: :capacity to-do comineré¢ial - lendmg

may be less than for commeréial banks, ipar-
ticularly for-savings banks that-are new‘to ¢com-
mercial lending,-and that-a: 51gmﬁcant fiumber
of savings banks are likely to refrain fromdoing
any commercial lending, maintaining their

Reserve Bank of Boston, November/December 1985, 41-48.

“original market niche. As such, the role of
‘savings badiiks ‘in providing commiercial credit
'to 'small busifiesses in riiral arkets should be
-determined on a case by case or institution by

institution-basis.

19. Constanee R. Dunham, “Recent- Developments in Thrift Commercial bendmg,” New England Economic Review, Fedéral




CHAPTER 4

Putting It All Together: Su‘»pply and Demandﬂ
Sides of Rural Capital Markets

~ GENERAL OB SERVATIONS

Several dimensions of small business credit
availability were evaluated in this study. Obser-
vations regarding each of these dimensions are
described below.

Unmet Credit Needs

Although this study has found evidence that
rural capital markets meet the credit needs of
many small businesses, the results do suggest
some areas where unmet credit needs exist.
Both short-term, unsecured loans and long-

" term loans, more than S years, were identified

as important capital needs by business respon-
dents. These types of loans fall within the
domain of commercial banks and savings banks
engaged in commercial lending. However,
short-term, unsecured loans may present a
problem for bankers doing more traditional,
collateral-based lending. And, access to long-
term credit may require structuring loans so
that risk to the financial institution can be min-
imized. In any case, these results suggest that
debt rather than equity capital is an important
need and, consequently, small businesses could
work with existing traditional financial institu-
tions to meet the credit needs expressed, al-

though an alternative intermediary may be

-needed to help reduce or share risk.

In addition, this study showed that some
types of businesses had more difficulty obtain-
ing commercial credit than others. Smaller,
younger firms had more difficulty obtaining
credit than larger, more established
enterprises. And, firms that were expanding
into new areas of operation may face greater
credit constraints than firms seeking capital for
their existing operations. These unmet credit
needs, in terms of both type of credit and firm,
should be the focus of future investigation and
policy consideration.

Services

Responses to the bank survey suggest that
independent and branch or holding company
banks are different in terms of how chianges in
financial markets are affecting each type of
institution. There is evidence of more
centralization and less local authority ex-
pressed by branch or holding company banks
which may not bode well for availability of key
services to small business enterprises. As an
example, businesses value personal attention
to their business needs quite highly, but many




bankers cited a lack of personal attention to
small businesses as one negative aspect of
deregulation in the industry. On the other
hand, a positive aspect of deregulation fre-
quently cited is the ability of larger banks to
offer a wider range of services and inject new
sources of capital into local markets. From the
perspective of services, the results of this study
suggest that small businesses use less sophisti-
cated types of services more readily available
from independent banks, e.g., financial coun-
seling, and that, consequently, deregulation
may not be associated with an increased supply
of the types of services used most frequently by
small business.

Market Structure

The structure of the local market, e.g.,
whether dominated by independent or af-
filiated banks, has an impact on several aspects
of credit availability. First, small business lend-
ing by some rural independent banks is con-
strained by their small deposit base and limited
loan participations and, consequently, markets
dominated by independents have more limited
capital to make larger commercial loans. To the
extent that larger institutions have access to
pools of nionlocal capital, geographic deregula-
tion may indeed increase the amount of capital
available for small business lending. However,
there is more fluidity in these large, nonlocal
institutions, suggesting that capital would be
more likely to flow out of rural markets into
either metropolitan centers within the state or
region, or outside the New England region en-
tirely, if local economic conditions
deteriorated. While capital can flow out of local
markets through nonlocal investments by inde-
pendent banks, e.g., government securities, op-
tions for lending outside the local market are
more limited for these banks. It appears that
the next few years may provide an opportunity
to investigate rural capital availability during a
period of economic decline.

Second, greater credit constraints, in terms
of the percent of respondents unable to obtain
credit and those citing credit avallablhty as
limiting to expansion, were evident in markets

N
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dominated by large affiliated banks. Since
there were no significant differences in the
levels of market concentration, as measured by
the Herfindahl Index, across market types, dif-
ferences in the credit experience of small busi-
ness borrowers are likely related to market
structure, i.e., dominance by affiliated or inde-
pendent banks rather than the level of market
concentration. To the extent that geographic
deregulation leads to a local banking market
structure dominated by large statewide or out-
of-state institutions, results of this study suggest
that credit access problems may be exacér-

_bated.

Importance of Local Commercial Banks

Most of the businesses relied prlmarlly
upon the local market for their debt capital and
most of the bankers conducted their commer-
cial lending activities almost exclusively within
their local service area. In addition, commer-
cial banks were an important source of capital
for small businesses, both at the start-up stage
and in terms of loans as the business develops.
For this reason, lending policies and practices
of commercial banks and structural changes in

“commercial banking markets that may affect

lending are important to understand.

While other institutions can provide capital
to small businesses, e.g., finance companies,
suppliers, their importance to the small busi-
ness respondents in this study was minor. How-
ever, their role may change if commercial bank
lending to small businesses were to decline.
Further study of these other sources of small
business credit may be needed.

Product Deregulation and
Savings Banks

The role -of savings. banks in providing’

credit to small businesses appears to be highly
variable. In general, savings banks had more
limited capacity for commercial lending, ‘in
terms of trained loan officers and use of state
and federal guarantee programs. With time,
these irstitutions are likely to gain commercial
lending experience and may enhance their




capac1ty However, there is still a sizeable. per-
cént of savings banks that are not engaged in
commerc1al lending and have no plans to enter
that market. Consequently, savings banks can-
not be viewed as an important source of com-
mercial loans, in general. Rather, it is

‘important to evaluate their role in commercial

lending on an institution by institution basis.
Indeed, anecdotal evidence from this study
suggests that some large statewide savings
banks and some smaller institutions are active-
ly involved in commercial lending, suggesting
that product deregulation has had a positive
effect on rural commercial lending. In addition,
the growing involvement of credit unions may
enhance this positive impact.

CONCLUSIONS

2

Results of this research project provide in-
formation useful for evaluating the three

- hypotheses set forth at the beginning of this
report. First, this study provides some evidence
that commercial credit availability ‘differs by -

local banking market type, i.e., businesses indi-
cated more credit problems in' markets
dominated by large affiliated banks. In addi-
tion, some differences in the lending practice
of independent and branch or holding company
banks were found, particularly in terms of the
mix of 'services provided. Both independent
and branch banks appear to respond to
economic conditions in their local market in
terms of their lending patterns. It is possible

‘that market structure as well as institutional

type influence bank lending behavior. When a
mix-‘of institutional types is present in the
market and there is no dominance by larger
institutions, these results suggest that local
economic conditions, e.g., demand for credit
from businesses, influenice bank lending,
regardless of institutional type. However, when
largerbanks have some market power, i.e., they
dominate the local market, this market power
may influence their behavior. At this point,
these interpretations of this research should be
taken as hypotheses that require further test-
ing. However, the results do suggest some in-

teresting policy lmphcations as dlSCUSSCd in
the next chapter.

Second, evidence regarding the role played
by bank management in the credit provision
process is not conclusive. Most characteristics
of bank commercial lending were similar, inde-
pendent of the type of institution. Lending by
independent and branch banks was similar in
terms of both the business profile and loan
portfolio. Criteria used in considering loan ap-
plications were not very different across banks
and even across bank types, with one exception
regarding the apparent bias against lending to
new firms expressed by independent, bankers.
Banks appeared to be responsive to small busi-
ness credit needs despite the fact that many
banks, particularly independents, did not have
formal marketing programs or even formal
definitions of small businesses that guided their
lending programs. The relatively high percent
of banks with loan officers trained in commer-
cial lending may contribute to this responsive-
ness, although the training was not uniform
necessarily across banks.

However, it is clear from the anecdotal in-
formation gathered during interviews with the
bankers that the loan officers are very different
in terms of how they view their role in commer-
cial lending and local economic development.
Bankers ranged from very active to very passive
commercial lenders. Some viewed themselves
as niche bankers, meeting the needs of small
businesses they felt were not being served by
larger institutions within' the local market.
Others tried to bring the full range of services

~ and loan products, available from their head-

quarters bank, to small business clients in the
local market. Differences in the attitudes of
loan officers cut across bank institutional types,
suggesting that management remains an im-
portant element in defining bank commercial
lending policy and practice.

Third, most small businesses are not af-
fected negatively by changing local financial
markets, based on these results, although it is
not possible to attribute the positive conditions
expressed by businesses to deregulation. The
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overall favorable economic conditions ex-
- perienced in the New England region during
the time period of this study likely influence
business perceptions of changes in their local
capital market so that deregulatory impacts are
difficult to single out. There was some limited
evidence that business perceptions of local
markets are different in markets dominated by
larger banks, but the differences were minor. A
further test of how local market changes affect
business credit availability should come by in-
vestigating small business credit availability
during the period of economic decline that this
region is experiencing at present. Whether
market structure has a larger influence on
credit access problems during this period, as
suggested by a number of bankers concerned
with how readily capital -can flow out of the
local market through large state or reg10na1
institutions, remains to be evaluated.

SUMMARY

This study has evaluated a large quantity of
data on both the supply of and demand for
commercial credit in four New England states,

which was unavailable previously. The report

provides a description of the results of the busi-
ness and financial institution surveys to provide
some initial insights into how rural capital
markets are functioning within the region and
how changes in those markets may be affecting
small business capital availability, positively or
negatively. Given the changes that have taken
place in the region’s economy in the past year,
further study of rural capital availability is war-
ranted. The results of this study suggest that
unmet credit needs may exist for some types of
firms and commercial credit, even in the best
of economic times. The effect on rural com-
mercial credit availability of a slow down in the
overall regional economy'should be evaluated,
using the present study’s findings as baseline
data. However, a number of important policy
implications can be suggested based on this
initial analysis of the survey results. The input
of an advisory group to this project, with repre-
sentatives from the banking industry,
academia, public policy, community, and"
regulatory organizations, and alternative finan-
cial institutions, forms the basis of the policy
recomrnendatlons dlSCllSSCd in the final chap-

_ter.
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'CONTRIBUTIONS
'OF THE STUDY

H

. This study- ‘has made at least three impor-
tantcontributions to the study of rural finahcial
markets. First, the hypothesis that geographlc
derégulation creates capital .gaps can'be'‘ex-
ammed%by looking at data from a large fiumber ,

' of relatxvely homogeneous rural ‘areas; in a

reglon experiencing strong economic* growth
.cqupled ‘with structural change in bankmg_
markets. The -results are hkely to be repre-
sentatxve ‘of other rural areas located relatively
‘near to urban centers and with strong
economies. However, grven the design of the
questionnaire; it was not possible-to separate
Vresponses by race'or gender and identify capital
access problems that mlght be particular to
mmonty- or women-owned businesses. In ad-’
dition, it is likely that the sample contains few
minority-owned businesses, since rural areasof
New England have relatively small minority
populations. The results of thxs study would
have limited usefulness in rural areas with
larger popuilations of 1 mmormes such as areas’
in the South.'The results prov1de information

cET

.with .which to Judge our .prior expectatlons

about the 'impact of’ geographlc‘deregulatron
relative to how rural markets are functlonmg
currently. .
‘Second, although it is hkely that the results
would- be different if thlsnrresearch were
repeated: today, the studyrprowdes a basehne

for comparison with future research, under dlf- -

ferent economic COIldlthl’lS and helps to reﬁne
relevant areas of mqulry Credit problems
identified: in this study are. likely to be more

severe during an econormc downturn and m- "
'deed, reports in the press suggest that’ credlt\

constraints are alread 2Oy being: expenenced
throughout the reglon
value as a benchmark, any future invéstigation

about reduced flexibility- and. 1ncreased
centralization in larger institutions;* dep051t
constraints faced by lTocal. mdependentlbanks

capacity problems facing both busmesses and“

banks, and- the information gap-that exists for

’. businesses, bankers, and policy makers.

e

20 Chrlstopher ). Chlpello and Paul Duke, Jr., “Overzealous Bank Regula(orSvMay Hurt New England's Eeonomy More, Some

Say,” The WaIl Street Journal, Monday, March 5,-1990, ATA.

To retain: thlS study s,\, -
of the functioning of rural «capital markets ) .
“should evaluate the effect of market: structife |
on commercial credit avallablhty, concerns ',

:xt‘f’




Third; the study has provided useful infor-
mation with which to suggest policy implica-
tions. The policy discussion to follow is based
on input from the advisory group to this re-
search project, whose members are listed in
Appendix, G. While this section is based on
discussion held with the Advisory Group, it
reflects the principal investigator’s interpreta-
tion of this discussion and may not reflect the
sentiments of all members of the group. No
attempt was made to reach consensus on the
various points raised during the meeting.
Rather, the meeting was designed to solicit
views about the project results from a range of
perspectiv‘es so that the policy implications set
forth in this report might be as balanced as
possible. :

POLICY IMPLICATIONS

Assuming that local banking institutions
are important sources of small business credit,
this study has important implications for na-
tional policy. A number of policy implications
are described in detail below.

B Regulatory change should be considered as
one mechanism for encouraging greater
bank lending to small businesses. In par-

- ticular, guidelines for community reinvest-
ment should be developed, based on studies
such as this one, to assist bankers in meet-
ing the credit needs of their communities.

Several specific guidelines are relevant
based on the results presented here. First,
an information: gap is apparent between
bankers and small businesses, at least in
terms of commercial banking services. Bet-
ter marketing programs including outreach
to small businesses by local banks are
needed so that businesses know the range
of services available and can take advantage
of the services that are useful to them. At
the same time, banks should reconsider the
mix of services offered to small businesses,
since this study suggests that more sophisti-
cated services are in less demand by these

enterpnses than counseling and referral
services.
[}

An important question related to the issue
of bankmg services is who should provide
these services. For small businesses, par-
ticularly during their early stages, the
quality of assistance they receive is critical.
If banks are going to provide financial coun-
seling and other forms of technical assis-
tance to business borrowers, lenders must
be willing to monitor the business closely
and provide help before problems reach a

_critical stage. Existing mechanisms for

providing these services should be
evaluated, since it may be more effective for
the bank to work with alternative service
providers on a contractual or referral basis,
rather -than to provide services directly.

Such an arrangement may be particularly

important for management counseling ser-

vices since bank concerns about liability for

poor business decisions CXISt

Second, bank support of start-ups is hmlted
whether due to regulatory or bank policy
constraints. To encourage more start-up
lending, banks should be encouraged to
work with alternative financial institutions,

e.g., community development corpora— ‘

tions, development banks or credit unions,
in their commumty or state to minimize the
risk involved in lending to new firms.

Development of such an institutional
partnership is 1mportant since banks are
unlikely to engage in more start-up lending,
particularly if the capital needs of business
start-ups are for equity rather than debt.

Regulators have recognized the value and
legitimacy of this CDC-bank partnershlp by
permitting banks to make investments in
CDC:s or establish their own CDC. Alterna-
tively, regulatory policy could be altered to
encourage greater bank lending to young
businesses, particularly start-up enterprlses
(see below).

Third, given the liquidity constraint many
independent banks identified, these institu-

tions should be encouraged to participate ssasim
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in federal guarantee programs, such as

1SBA; andito'actively-sell these loans on the
.'secondary -market; For other- commerelal‘i
~loans,development of alternative

mechanisms for enhancing liquidity, such as
organizing a large group of independents to
form a secondary market for commercial
loans may be needed. An appropriate in-

 stitution to provide leadership for these in-

novations may be the state or federal

- banker associations. For these independent

banks linked deposit programs, i.e., linking
the deposit of public funds to a bank’s per-
formance in terms of reinvestment, may be
an appropriate means of encouraging
greater support for community develop-
ment. The bank’s deposit base would be
augmented by public deposits while the
bank would increase its development lend-
ing activities.

Fourth Tequirements that banks identify

“community credit needs” should be en-
forced so that better information about the
demand side of local capital markets can be
obtained. To do so, regulators should pro-
vide guidelines for efficiently gathering this
information which banks can follow. Then,
data on credit needs could be combined
with commercial loan data (see below) to
permit better evaluation of local credit

markets.

Regulatory policy should be changed to en-
courage greater bank lendmg to young,
start-up enterprises.

One option might be the creation of an
alternative commercial loan portfolio,

~comprised of a small proportion of the

bank’s total commercial loans, which would
be evaluated by bank examiners separately
from the overall loan portfolio, i.e.,

“entrepreneurial portfolios.” 1 Banks

~ could be encouraged to make more loans to

young businesses and start-up enterprises
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by placing loans in this alternative portfolio,
with less concern about the reaction of bank
examiners to loans ‘made to highly
leveraged or inexperienced busines$ bor-
rowers. Such regulatory change would cre-
ate a window of opportunity that bankers
could use to address some of the credit
needs identified in this study.

Regulatory policy should be desi"gnedv to

encourage a mix of institutional types at
the local market level as a means ‘of main-
taining competitive market conditions and
providing credit to small businesses.

The results of this project suggest that
markets with a mix of institutions may per-
formbetter in terms of small business credit
availability than markets dominated by
either independents or larger affiliated
banks. And, although savings bank capacity
for commercial lending appears to be high-
ly variable across institutions and, thus,
markets, the role of savings banks as
providers of commercial credit must be
evaluated on an individual institution basis.
In some cases, the role of savings banks in
terms of identifying a niche and providing
small business credit has been great. How-
ever, further analysis of credit experience in
markets that have undergone structural
change is needed to refine the initial obser- .
vations gained in this study.

Information about commercial lending at
the local, branch level should be gathered
by regulators on an annual basis and made

publicly available so that community -

groups, researchers, and bankers can un-
derstand the functioning of local credit
markets and make more informed
decisions as a result.

Before public policies can be designed to
promote small business development or to
increase credit availability to small busi-

Roger J. Vaughan, Robert Pollard, and Barbara Dyer, The Wealth of States, Washington, D.C.: Council of State Policy and

Planning Agencies, 1984, 80.




nesses, it is essential that the functioning of
local credit markets be understood. By col-
lecting data from banks regarding their

commercial lending activities, e.g., size and-

type of businesses served, size and type of
commercial loans made, location of busi-
ness borrowers, credit availability can be
more clearly delineated. This information
would be useful to bankers in making loan
policy-and lending decisions, particularly in
terms of portfolio diversification and iden-
tifying potentially profitable lending oppor-
tunities. It would ‘also help alternative
institutions identify important credit niches
that they could fill, in cooperation with local
financial institutions.

Provision of commercial loan information
would help to insure that effective public
policy‘is designed to address specific credit
needs. This study, along with the Wisconsin
study referenced earlier, found evidence
that particular types of small firms may face
credit constraints, that some types of com-
mercial credit are less available, and that
structural change (both market and institu-
tional) does affect the mix of services of-
fered and responsiveness to small business
credit-needs. Since employment creation
through small businesses is an important
component of rural economic growth, com-
mercial loan disclosure is a necessary
precursor to understanding how rural com-
mercial credit markets are functioning and
to developing appropriate rural credit
market policy.

Ef'l‘ectvive technical assistance programs
should be evaluated and a model developed
for increasing the management capacity of
small businesses and the capacity of rural
bankers to evaluate the risk inherent in

- small business enterprises. Public funding

should be provided to extend model techni-

A
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‘public and private.

cal assistance programs throughout rural
areas. - -

As expressed by business respondenfs,
management capacity was a critical limita-
tion on their ability to expand. In addition
to increasing management -capacity, it is
possible that technical assistance for the
business may serve as a method of manag-
ing risk for a banker who knows that the
business is working in partnership with a
technical assistance provider, hence credit
access may be increased. A number of busi-
ness technical assistance models exist, both
An evaluation of
these programs should focus on-identifying
the components or characteristics of a tech-
nical assistance programthat make it effec-
tive. This information could be used ‘to
adapt existing technical assistance models,
e.g., Small Business Development Centers,
Cooperative Extension Service, to help
them address the needs of small businesses
in rural America. | ‘

The bankers’ reluctance to lend to new
firms, particularly for independent
bankers, suggests some limitation on their
ability to evaluate effectively the risk in-
volved in a new enterprise. Learning how to
evaluate risk and package loans to mini-
mize that risk is likely to improve the bank’s
performance in the eyes of regulators and
shareholders. However, there are few éx-
amples of programs designed to increase
the capacity of small rural bankers.
Programs such as the Minnesota Bankers’
Association’s  Enterprise Network repre-
sent a starting point for analysis of effective
technical assistance models for small
bankers. . :

Banks are imlikely to be able to meet all the
small business credit needs that exist in
rural areas. Consequently, alternative

For a review of some of these programs, see Deborah M. Markley, Availability of Capital in Rural America: Problems and
Options, Background Paper Submitted to the Task Force on Rural Development, National Governors’ Association,
Washington, D.C., 1988. (A revised version of this paper is currently being prepared for publication by NGA.)




financial institutions, e.g., community

development corporations (CDCs), o =
development banks or credit unions, have , .

an important role to play in rural credit
markets as providers of risk capital in con-
junction with entrepreneur and bank capi-
tal. Greater public support of these
institutions is needed to permit them to be
effective capital market participants.

Alternative financial institutions with a
specific focus on commumty development

_lending, can help meet the equity and risk

capital needs of small businesses. However,

~ these institutions are limited by their rela-

tively small capital base and the need for
subsidized capital, from some public or

- private source, in order to engage in higher
risk (to them) or lower cost (to the busi-

ness) lending to stimulate development.
Examples of alternative institutions exist,
but a comprehensive evaluation of those
programs is needed. Some work in this area

s, currently underway, conducted by the

Woodstock Institute and funded by the
Ford Foundation.

Banks can enhance the role of these alter-
native institutions and the bank’s own
capacity to contribute to community
economic development by establishing
stronger ties to these organizations and
providing capital to support their programs.
In addition, since other institutions have
control over cap1ta1 derived from rural
areas, e. g pension funds and insurance
companies, public policy should be
designed to tap these sources of funds in

-support of alternative institutions. While
" . these other institutions are unlikely to enter

the commercial loan market directly, public
policy should encourage their investment in
alternative institutions. Investments would
likely take the form of long-term capital
committed to community financial institu-
tions. Since a subsidy may be needed to
accomplish community goals, community
financial institutions should blend public
funds with investments from these or-

ganizations to achieve the required mix of

.3+ 'market rate and subsidized capital,

Finally, credit policy must be viewed as one
component of an overall rural economic’
development strategy, whether designed at
the national, state, or local level.

While a number of policy implications
specifically related to credit availability are
discussed above, rural economic develop-
ment policy may be the most appropriate
mechanism for addressmg rural capital
market issues. As the economicstrijcture of
the U.S. and rural areas, in particular, chan-
ges, the approach to rural economic
development must change. Strategies of en-
couraging rural economic development
through industrial recruitment are gradual-
ly being replaced by attempts to look in-
ward and develop the small business
potential that exists in rural areas. Along
with small business development must
come recognition that local capital markets
provide most of a small business’s capital
needs and that small business growth is de-
pendent upon the availability of capital
through local institutions.

At the same time, the role of bankers in
rural economic development must be ac-
knowledged. Bankers are one piece of rural
capital markets. And, rural capital markets
are one variable in the rural e¢onomic
development equation. Bankers are not
economic development practitioners and,
in most cases, play a relatively passive role.
Bankers respond to economic oppor-

tunities within the community rather than " _

serving as instigators of economic change.
Stimulation of rural economic develop-
ment is likely to require another type of
catalyst, such as an enterprise agent, whose
role in the community is to cultivate oppor-
tunities for change and encourage active
participation by commumty residents in the
process of economic development.
Enterprise agents may be local community
entrepreneurs or trained development
professionals, but the role of enterprise
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agent is not necessarily an appropriate role
for a banker. Past models, such as extension
agents;in agricultural communities, should
be evaluated and lessons learned for rural
small business and economic development.

SUMMARY

One consideration underlying the concep-
tion of this research project was the need to
provide policy makers with more comprehen-
sive data about both the supply and demand
sides of rural credit markets to guide decision
making. As one of the first attempts to provide
such information, this study has been successful
in achieving that end. This study has shown that
abank’s loan portfolio provides only part of the
information needed to evaluate rural credit
markets. Information about the services a bank
provides, its capacity to evaluate risk and pro-
vide assistance to business borrowers, along
with bank characteristics such as flexibility,
reliability, and personal attention to credit
needs are critical determinants of the bank’s

ability to meet small business credit needs. In
addition, the structure of the bank and its local
market have an influence on lending that may

not be adequately reflected in the loan

portfolio.

The credit conditions described in this '

study may reflect the best conditions that exist
in rural markets, given strong regional
economic conditions and the sample bias
against young start-ups and businesses that

start but then fail. As the economic climate’

changes, credit access problems,. particularly
for entrepreneurs and young firms, should be
viewed with increasing concern. Fortunately,
these results provide valuable guidance and a
benchmark for further investigation of rural

credit markets. And, the policy suggestions set

forth in this report are important under any
economic conditions, since they are designed
to provide a better understanding of rural capi-

tal markets and to encourage more active invol-

vement of banks and other institutions in
providing credit and assistance to small busi-
nesses. ‘ o
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Figure 1.
Percent of Start Up Capital From the Following Sources .

5

Commercial Bank

Institution
B For All Firms: Venture

. & / Family or
% Equity Received From Sources W ‘ Friends
QOutside the State 4% N 14%
% Debt Received From Sources
Outside the State 4%

Other
Sources
10%
Personal .
Savings
43%

W By Firm Sales Size: :
i <$500,000 $500,000 -$1 Million >$1 Million
Source of Capital in Gross Sales in Gross Sales in Gross Sales

Family or Friends 14% 14% . 10%
Commercial Bank , 26 , 739 ' 22
Thrift Institution 4 1 12
Credit Union - —
Venture Capital Company 3 -
Personal Savings 33 49
Other : 10 12
% Equity Capital From Sources :

Outside the State 4 5
% Debt Capital From Sources

Outside The State 3 10

!
B By Industry Type: .
Source of Capital Resource Manufacturing: Trade Service Other

Family or Friends 15% 17% 11% 14% 20%
Commercial Bank 5 32 . 35 17 27
Thrift institution 7 — 4 7 3
Credit Union — - - 1 -
Venture Capital Company — - 1 1 =
Personal Savings ; 55 51 39 48 41
Other » 25 - 11 11 -
% Equity Capital From Sources

Outside the State 1 4 7 2
% Debt Capital From Sources :

Outside the State 1 5 . 5 2

Percents may not total 100 due to missing values.
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. ﬂPercent of Loans. Recelved From' ihe Following Sources.. .
g During Business’s Flrst 5 Years of Operation

Thrift Institution 10%

Bl For All Firms: :
Values 10%

Commercial
Bank 53%
Family or
Friends 15%

Finance Co. 1%
Supplier/

Dealer Cr. 6%

B By Fi‘_rmf Sales Size:

<$500,000 $500,000-$1 Million >$1 Million
Source of Capital in Gross Sales in Gross Sales in Gross Sales

Family or Friends 15% 13%.
Commercial Bank 69 52
Thrift: Institution 4 25
Credit Union - —
Finance Company ' ' - 2
Venture Capital Company — -
Supplier/Dealer Credit 4 , -
Other 3

[T
[EAS T+

T b -

PG T

W By Industry Type:
Source of Capital Resource Manutacturing  Trade

Family-or Friends 5% 9%
Commercial Bank 38 56
Thrift; Institution 12

Credit Union

Flnance Company

Venttiré' Capital Co:’

Suppller/Dealer Credit._

Other

Peroents ‘may not total 1005due to missing values..

MaineJBusineés‘ Tables




Figure 3.
Percent of Loans Received From the: Followmg Sources
During: Penod Up to the Present

- R

Commercial
Bank 54%

B For A'il, Firms:

Missing
Values: 15%

Finance Co.-1% Supplier/
Family or Friends 9% ‘ - Dealer Cr. 8%

B By Fi’rm Sales Size:

| T <$500,000 $500,000-$1 Million > $1 Million .
Source of Capital ' - in Gross Sales. - in Gross Sales in Gross Sales

Family or Friends ‘ 8% : 1% . 14%
Commercial Bank 54 . 62 43
Thrift Institution o 16 , 25
Credit Union

Finance Company 1

Venture Capital Company - 1

Supplier/Dealer Credit _ : 8

Other : ' 3

® By Industry Group:
Source of Capital , Resource Manufacturing = Trade Service

Family or Friends 2% 16% 10%
Commercial Bank 42 47
Thrift Institution 14

Credit Union -

Finance Company —

Venture Capital Co. —

Supplier/Dealer Credit

Other

Percents may not total 100 due to missing values. -

Maine Business Tables
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Avallabiliy f

PITIN ey}#;

' :"Foi'="AlI'f7Firms:

‘M _‘By Age of Firm:_

Figure 4_: .

Unable to Obtain

1%

Less Favorable Terms

Desired

Terms

39%

No Response 1%

Credit Experience

Obtain on Terms Desired
Obtain on Less Favorable Terms
Unable to Obtain

‘Never Tried to Obtain

Firms < SlYea’rs old

31%
6
6
58

-'Firms 5-10 Years Old

46%
2

50

Firms > 10 Years Old

41%

10.
1

48

u_ -«:By:Firm Sales Size:

Crednt Expenence

Obtaln on Terms Desired

Obtain on Less Favorable Terms
Unable to Obtain

Nevier Tried to Obtain

<$500,000:in
‘Gross Sales

33%
6
2
58

$500,000 - $1 Million
" in Gross Sales

68%
14

19

>$1 Mllllon
in Gross Sales

47%
7

. 47

B By Industry Type:

Credit Experlence

Obtam onTerms Desured

Obtain on Less Favorable Terms
Unable to Obtain

Never Tried to Obtain

Resource
33%
11

56

. 39%

1

44

- Manufacturing
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: i
Flgure S.
Avallablllty of Short-term Unsecured Loans to Busmess Respondents

v

-4

, Unable to Obtain Less Favorable Terms
i 4% : 10%.

B For All Firms:

B By Age of Firm:

Desired

%
RRK:

ote e

Terms

1203070 %%

36%

b4

X

" No Response 1%

Credit Experience

Obtain on Terms Desired

Obtain on Less Favorable Terms
Unable to Obtain

Never Tried;to Obtain

Firms <5 Years Old

25%

14
14

47

Firms 5-1 0 Years Oid

36%
12

50

Firms >10 Years.Old

41%
4
3

47

B By Firm Sales Size:

Credit Experience

Obtain on Terms Desired

Obtain on Less Favorable Terms
Unable to Obtain

Never Tried to Obtain

<$500,000 in
Gross Sales

35%
9
4
50

$500,000 - $1 Million
in Gross Sales
46%
14

3
38

>$1 Million.
in_GrossvS’a,Ies

40%
7
7
47

B By Industry Type:

Credit Experience Resource Manufacturing
Obtain on Terms Desired 33% 22%
Obtain on Less Favorable Terms 1 : 6

Unable to Obtain n 11 11

Never Tried to Obtain " 44 50

Maine Business Tables




ans to Business Respondents

“ 3
LR

Unable to Obtain Less Favorable Terms:
' 3% 11%

B For All Firms:

Desired
Terms
33%

. ’ No Response 1%
M By Age of Firm:
Credit Experience

Firms <5 Years Old Firms 5-10 Years Old 'Firms >10 Years Old

Obtain on Terms Desired

Obtain on Less Favorable Terms
Unable to Obtain

Never Tried to Obtain

33%
14
3
50

34%
10

54

33%

10
4

53 -

W By Firm Sales Size:

Credit.Experience

Obtain on Terms Desired

Obtain on Less Favorable Terms
Unable to Obtain

Never Tried to Obtain

B By Industry Type:

"< $500,000 in
-Gross. Sales

31%

- 9
4

56

$500,000 - $1 Million

,in.Gross-Sales

43%
16

41

~>$1 Million
in Gross Sales

40%
20

Credit Experience

Obtain on. Terms Desired

"Resource

22%

Manufacturing Trade

33%

Obtainon Less Favorable Terms "33 | A ' 12
Unable to Obtain - 6 1
Nevér Tried to Obtain’ 44 50 53
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Figure 7. S

Avéi"'ilability of Long’-terfn (>5 Years) Loans to'Business Respondehts 1

B For All Firms:

H

B By Age of Firm:

Unablq to Obtain
3%

KRRERX

Less Favorable Terms
9%

X
o

Desired

Terms

27% .

No Response’
1%

Credit Experience

Obtain on Térms Desired

Obtain on Less Favorable Terms -

Unable to Obtain
Never Trieq to Obtain

Firms <5 Years Old Firms 5-10 Years Old
1% , 6%
14 4
6 - 2
69 66

Firms >10 Years Old

32%
10

2
55

B By Firm Sales Size:

Credit Experience

Obtain on Terms Desired

Obtain on Less Favorable Terms
Unable to Obtain

Never Tried to Obtain

<$500,000 in
Gross Sales

$500,000 - $1 Million
in Gross Sales

© 23% 46%
8 14
4 -
65 41

>$1 Million
- in Gross Sales

27%
20

53

B By Industry Type:

Credit Experience

Obtain on Terms Desired

Obtain on Less Favorable Terms
Unable to Obtain

Never Tried to Obtain

‘Resource

Manufacturing

22% 1%
11 22
- 6
67 56

Maine Business Tables




Figure 8. .
Avallabillty of Com‘ ercial Mortg :'ge _ato Busmess Respondents

Unable to Obtain
2%

Less Favorable Terms

B For All Firms:

No
Response
1%

' m_.By Age of Firm:
Credit Experlence

Fir’ms <5 Years Old Firms 5-10 Years Old Firms. S"fo’Yé"éi‘r‘s“ od
Obtain on Terms Desnred 22% 24% 28%
Obtain on Less Favorable Terms 17 _ 12 ' 3
Unable to Obtain -3 - 2
Never Tried to Obtain 58 62 66 «

B By Firm Sales Size: . o
T $500,000 - $1 Mitlion 5§ Million-

in'Gross Sales

'<$500,000 in
" Gross Salés

Credit Expérience

Obtain on Terms Desired
Obtain on Les$ Favorable Terms

Unable to Obtain
Never Tried to Obtain

21%
6
3
70

54%
11

35

in Gross Sales

27%
13

B By Industry Type:
Credlt Experlence

Resource Manufacturing _ Sérvice
Obtain on Terms Deswed 22% 17% 21%
Obtain on Less Favorable Terms - 11 8
Unable to Obtain * C - — ‘2
Never Tried to Obtain 78 . 67 . 69 :
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Figure 9.

Avallabrhty of Home Equity Loans for Business Purposes
to Business. Respondents

L

W For All Firms:

H BN

B By Age of Firm:

Unable to Obtain

2%

Never Tried
79%

Less Favorable Terms

5%
Desired Terms
13%

No

Response
1%

Credit Experience

Obtain on Terms Desired

Obtain on Less Favorable Terms
Unable to Obtain

Never Tried to Obtain

Firms <5 Years Old

8%
1

81

_Firms 5-10 Years Old

18%
2
6
72

Flrms >10 Years Old«

13%
4
2
81

HE By Firm Sales Size:

Credit Experienee

Obtain on Terms Desired

Obtain on Less Favorable Terms
Unable to Obtain

Never Tried to Obtain

<$500,000 in
Gross Sales

13%
5
3
79

$500,000 - $1 Million
in Gross Sales

19%
8
3
70

>$1 Million
in Gross Sales.
7%

93

B By Industry Type:

Credit Experience

Obtain on Terms Desired

Obtain on Less Favorable Terms
Unable to Obtain

Never Tried to Obtain

Resource

22%

72

Manufacturing

Trade

15%
5
3

75

Service

10%
8
4
79
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| Figure 10.
Availability of Revolving Lines of Credit to Business Respondents

<

Unable to Obtain Less Favorable Terms
3% ' 8%

y
XS

e

W For All Firms:

Desired
Terms
36%

>

No
Response
, , 1%
1 By Age of Firm: . ‘ .
Credit Experience Firms <5 Years Old Firms 5-10 Years Old Firms > 10 Years Old

Obtain on Terms Desired 25% 34% 40%
Obtain on Less Favorable Terms 14 10 6
Unable to Obtain 11 4 Ry R
Never Tried to Obtain 50 50 & 53

‘B _By Firm-Sales Size:

. <$500,000 in $500,000- $1 Million . >$1 Million
Credit Experience - Gross Sales in Gross Sales in Gross Sales

Obtain on Terms Desired v 31% 57% ' 47%
Obtain on Less Favorable Terms .9 3 13
Unable to Obtain 4 3 -
Never Tried to Obtain 56 38 [

B By Industry Type: L ‘
Credit Experience Resource Manufacturing

Obtain on Terms Desired 22% 17%
Obtain on Less Favorable Terms 22 1
Unable to Obtain - 1
Never Tried to Obtain » 56 56
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H For All Firms:

B _ By Age of Firm:

| Figure 11.
Availability of Asset Lines to Business'Respondents

Unable to Obtain 1%

Never Tried 87%

Less Favorable Terms 2%

Desired Terms 8%

No Response 1%

Credit Experience

Obtain on Terms Desired

Obtain on Less Favorable Terms
Unable to Obtain

Never Tried to Obtain

Firms <5 Years Old-

6%
8

86

Firms 5-10 Years Old

8%

2

2
86

Firms > 10 Years Old

9%

1

1
88

B By Firm Sales Size:

Credit Experience

Obtain on Térms Desired

Obtain on Less Favorable Terms
Unable to Obtain

Never Tried to Obtain

<$500,000 in
Gross Sales

6%

2

1
91

$500,000 - $1 Million
in Gross Sales

16%
3

78

>$1 Million
in Gross Sal‘es
20%
7

73

H By Industry Type:

Credit Experience

Obtain on Terms Desired

Obtain on Less Favorable Terms
Unable to Obtain

Never Tried to Obtain

Resource

11%

89

Manufacturing

Trade

9%

2

2
86

Service Other

8% 11%
2 3

90 84.
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- Figure 12.
~ Availability of Equipment Financing to Business Respondents .

Unable to Obtain Less Favorable Terms
3% 9%

%

&

W For All Firms:

Desired
Terms
32%

4

No Response
1%

B By Age of Firm:
Credit Experience

Firms <5 Years Old Firms 5-10 Years Old Firms > 10 Y:e_ars,'_ OId ,
Obtain on Terms Desired 25% 36% 33%
Obtain on Less Favorable Terms 17 10 6

Unable to Obtain 3 4 2

Never Tried to Obtain

56

48

59

B By Firm Sales Size:

Credit Experience

"Obtain on Terms Desired
Obtain on Less Favorable Terms -

Unable to Obtain
Never Tried to Obtain

<$500,000 in
Gross Sales

27%
8
3
61

$500,000 - $1 Million
in Gross Sales

51%
11

38

>$1 Million
in Gross Sales

53%

13 -
7

27

B By Industry Type:
Credit Experience

Resource Manufacturing ' Service
Obtain on Terms Desired 22% 22% 21%
Obtain.on Less Favorable Terms - 33 17 6
Unable to Obtain ’ - 1 ' 4
Never Tried to Obtain. 44 44 69
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Figure 13.
Availability of Public Capital to Business Respondents

Desired Terms 2% No Response 1%

3
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25855
%o %%e%
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o
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L
3
Yatet%’

2
%

.9
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B For All Firms:

K X3

Never Tried 97%
B By Age of Firm: ‘

Credit Experience Firms <5 Years Old

Firms 5-10 YéarsOId Firms > 10 Years Oid

Obtain on Terms Desired 3%
Obtain on Less Favorable Terms
Unable to Obtain -
Never Tried to Obtain 97

H By Firm Sales Size:

<$500,000 in $500,000 - $1 Million
Gross Sales in Gross Sales

Obtain on Terms Desired 1% 5% -
Obtain on Less Favorable Terms -

Unable to Obtain 1

Never Tried to Obtain 97 ' 95

>$1 Million
in Gross Sales

Credit Experience

KB By Industry Type:
Credit Experience

Resource Manutacturing Service

Obtain on Terms Desired 2%
Obtain on Less Favorable Terms ' -

Unable to Obtain ' -
Never Tried to Obtain a8
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Figure 14.
Use of Credit Received by Business

Expand into
New Area
19 %

o . Expand
B For All-Firms: Operation
48 %

Finance
Operation
51 %

Other
‘ 17 %

M By Age of Firm: '

Use of Credit Firms <5 Years Old Firms 5-10 Years Old Firms > 10-Years Old

Finance Existing Operation 47% 36% 36%
Expand Existing Operation 25 42 39
Expand into New Area of Operation 17 20 12
Other 17 14 11
No Response - .- ' 1

'm By Firm Sales Size:

<$500,000 $500,000-$1 Million >$1 Million
Use of Credit _ in Gross Sales in Gross Sales in Gross Sales

Finance Existing Operation 37% 49% 33%
Expand Existing Operation 29 62 60
Expand into New Area of Operation 10 27 _ 33
Other 14 8 13
No Response 1 - -

B By Industry Type:
Use of Credit Resource Manufacturing “Service

Finance Existing Operation 33% 39% 31%
Expand Existing Operation 44 50 35
Expand Into New Area of Operation 22 6 13
Other 11 6 " 13
No Response - - 8

Percents may total more than 100 since multiple responses were permitted.
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Figure 15.
Reasons Why 33% of Respondents Decided Against' Business Expansion

Expansion too Risky s
17% RIS
R Credit Not
i Availabie
KR S oSeged 23%
s
For All Firms: SRR
Other
24%
& Limited b
No R Mgt. ’
Economic Reason 27%

9%
B By Age of Firm: ,
Reason Firms <5 Years Old Firms 5-10 Years Oid Firms > 10 Years Old
No Economic Reason to Expand Business 18% - 11%
Expansion Limited by Mgt. Capacities 27 30 24
Felt Credit Was Not Available in Local Mkt. 9 20 29
Felt That Expansion Was too Risky . 36 10 16
Other ' _ 9 40 21
No Response - - -
B By Firm Sales Size: .

< $500,000 $500,000-$1 Million >$1 Million

Reason - in Gross Sales in Gross Sales in Gross Sales
No Economic Reason to Expand Business 10% - -
Expansion Limited by Mgt. Capacities 23 50 . 50
Felt Credit Was Not Available in Local Mkt. 23 25 -
Felt That Expansion Was too Risky 20 - -
Other 24 . 25 -50
No Response , - - -
B By Industry Group:: : '
Reason Resource Manufacturing Trade Service Other
No Economic Reason to Expand - 17% 9% 12% -
Expansion Limited by Mgt. Capacities 25 33 29 12 40
Credit Was Not Available in Local Mkt. 25 33 21 31 10
Felt That Expansion Was too Risky = - 21 19 - 20
Other 50 17 18 , 25 30
No Response — - . 3 ~ -
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Figure 16.
Most Important Credit Need

W For All Firms:

. m_ByFirm Sales Size:

_ o <$500,000 - $500,000-$1 Million >$1 Million
Credit Need in Gross Sales in Gross Sales in Gross Sales

- Commercial Mortgage 27% 32% 23%
Short-term Secured 13 12 23
Short-term Unsecured 27 15 A
Long-term (1-5 years) ‘ 16 24 8
Long-term (>5 years) 13 21 8
Revolving Line 19 32 23
Home Equity 6 3
Equity 2 -

Asset-based 3 6
Equipment : 18 12 15

B By Industry Type: .
Credit Need ' Resource Manufacturing Service Other

Commercial Mortgage - 31% . 32% 13%
Short-term Secured 17 19 12 16
“Short-term Unsecured 17 31 : 29 19
Long-term (1-5 years) 17 12 17 10
Long-term (>5 years) - 6 : 17 19
Revolving Line 33 25 22 39
Home Equity - 12 » 7 3
Equity - - : 2 3
Asset-based - 6 5 10
- - Equipment 17 19 22 29

Percents may total more than 100 since multiple responses were permitted, i.e., firm could rank more than one category as #1 credit need.
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Figure 17.

Availability of Business Services
Through Primary Commercial Lender

Percent
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_ Figure 18.
Importance of Characteristics in Choosing a Financial Institution
and Business Rating of Own Institution

B Importance of “Personal Service or Attention to Business Needs:”

Chodsing a Financial Institution Rating of Own Institution

" Excellent 42%
No Response 8%
Not Important 2%

Somewhat
Important 7%

No

Very Response 8%

Important 61%

SRS
‘ Important 21% % Poor 4%

4

N Importance of “Reliable and Consistent Source of Credit:"

Choosing a Financial Institution , Rating of Own Institution

Very

nt 59%
Important 59 Excellent 48%

No
. Response 14%
" No ,
Response 8% . szl
% 755 Poor 2%

Not Important 7%

_ Somewhat
Important 3%

Fair 9%
4

Good 26%




- - Figure 18 (continued). : :
“Importance of Characteristics in Choosing a Financial Institution
: and Business Rating of Own Institution '

B Importance of “Knowledge of You and Your Industry:” e

Choosing a Financial Institution -

_ Somewhat
important 16%.

Not
Important 7%

No
Response 8% Important !29%

Very ;
Important 38%

N

W Importance of “Types of Business Sewicés:”

Choosing a Financial Institution

Very No
important 13% Response 10%

ogeseletd

l
Not
Important 29%

X
odete%t: S

Important 22%

>
KR

KX

3

42020,

Somewhat
Important 25%

A-20

Rating of Own Institution

No

_Responsé 13%
Excellent 24% - '
‘ Poor 7%
" Fair23%
Good 33%
Rating of Own Institution
Excellent 19%
No

Response 16%

55 Poor 4%
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B Figure 18 (continued).
Importance of Characteristics in Choosing a Financial Institution
and Business Rating of Own Institution

B Importance of “Flexible Terms and Conditions on Loans:”

k Choosing a Financial Institution ‘Rating of Own Institution

Very
Important 39%

Excellent 22%

o o]
. ?’ Important 8% Response 18%
|mp°nant 33% Detetedel

Somewhat
Important 9%

- n I':mportance of “Your Knowledge of Bank ?nd Confidence in Them:” -

Choosing a E;gigncial Institution ) ' Rating of Own Institution

4 No
Very Response 8%
Important 46% ) .
Not Important 3%

Somevéhat
Important 8%




Since 1984

B Frequency of Visits by Local

Financial Institutions to Solicit Loan

B Length of Time Required to Process
and Decide on Loan Applications
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Local Business Credit Market Has Changed
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Products:

W Availability of Asset-based Loan

[ ] Cost of Bank Services:




- W Flexibility in Terms Offered on Long-
term Financing From Your Bank

Figure19 (continued).
Business Respondents’ Perceptions of How The
Local Business Credit Market Has Changed Since 1984

Tailored to Your Needs:
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term Financing From Your Bank
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, Figure 1.
- Percent of Start Up Capital From the Following Sources

Family or
Friends
24%

B For All Firms:

% Equity Received From Sources
Outside the State 5%

Commercial
Bank
27%

% Debt Received From Sources
Outside the State 4%

R
Qs

7R

~ Venture Capital Co.

B By Firm Sales Size:

© Other
Sources
8%

Personal
Savings
35%

2%

<$500,000

Source of Capital in Gross Sales

Family or Friends 14%
Commercial Bank 26
Thrift Institution 4
Credit Union -
Venture Capital Company -
Personal Savings 46
Other 10
% Equity Capital From

Sources Outside the State 4
% Debt Capital From

Sources Outside The State 4

14%
39

1

3
33
10

4

3

$500,000 - $1 Million
in Gross Sales

>$1 Million
in Gross Sales

10%
22
12

12
5

10

® By lndﬁstry Type:

Source of Capital Resource Manufacturing

Family or Friends
Commercial Bank
Thrift Institution
Credit Union
Venture Capital Company
Personal Savings ‘ 48
Other - 1
% Equity Capital From

Sources Outside the State
% Debt Capital From

Sources Outside the State —

2%
33
16

25%
23

Service

24%

32
4
4

29
5

2

Percents may not total 100 due to missing values.

B-2
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_ Figure-2. -
- . Percentiof.L.oans:Received:From the Following-Sources -
During Business’s First 5 Years of Operation

Thrift Institution 9% Other 2% .
Missing Values 8%

Supplier/ |
Dealer Cr. 8%
B For All Firms: 7, Finance

Commercial Family or
Bank 47% 3 Friends 24%

R

Credit Union 1%

B By Firm Sales Size:

I . » s $500,000 ;i $500,000 - $1 Million >$14Mil_lion
Source of Capital in Gross Sales in Gross Sales in Gross Sales

Family or Friends : 38%
Commercial Bank ‘ 44
Thrift Instituti’pn : 3

- Credit Union : 6
Finance Company o —
Venture Capital Company . =
Supplier/Dealer Credit 4
Other o _ -

U
(AN

B By Industry Group: :
Source of Capital Resource Manufacturing " Service

2

Family or Friends ’ 2% 39% 33%
Commercial Bank 41 _ 42 46 .
Thrift Institution 33 6 8
Credit Union : — - -
Finance Company - - -
Venture Capital Co. e = ' e
Supplier/Dealer Credit 26 1 3
Other. ‘ - - 4

— N -

l o ' oo & w

Percents may not total 100 due to missing values.
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Figure 3.
Percent of Loans Received From the Following Sources
During Period Up to.the Present

Commercial
Bank 53%

B For All Firms:

Thrift
Inst. 6%

Other 2%

M

Finance Co. 1%
Missing
Family or Values 20%

Friends 10%

D

Supplier/Dealer Cr. 7% Credit Union 1%

B By Firm Sales Size:
' - , <$500,000 $500,000 - $1 Million >$1 Million
Source of Capital ~ in Gross Sales . in Gross Sales in Gross Sales

Family or Friends 10% 21% -
Commercial Bank 48 57 69
Thrift institution

Credit Union -

Finance Company
Venture Capital Company
Supplier/Dealer Credit
Other

ay |l ap~
I
I

B By Industry Group: , ,
-Source of Capital Resource Manufacturing Trade Service Other

Family or Friends 5% 5% 9% 19% 8%
Commercial Bank 82 78 52 44 50°
Thrift Institution 10 - 4 13 12
Credit Union . - - — 8
Finance Company - 2 - -
Venture Capital Co. - -
Supplier/Dealer Credit 2 11
Other -

12

N

Percents may not total 100 due to missing values.
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B For All Firms:

B By Age of Firm:

Figure 4. .
Availabjlity.of Short-term.Secured Loans to Business Respondents

Unable to Obtain

2%

R
%
X

Less Favorable Terms

9%

5

Desired
Terms

39%

No Response 3%

Credit Experience

Obtain on Terms Desire

Obtain on Less Favorable Terms
Unable to Obtain

Never Tried to Obtain

Firms <5 .Years Old

- 36%
11

50

Firms 5-10 Years Old

38%

14
3

46

Firms > 10 Years Old |

42%
7
2
49

| | Y'By Firm Sales Size:

Credit Experienée

Obtain on Terms Desired

Obtain on Less Favorable Terms
Unable to Obtain

Never Tried to Obtain

<$500,000 in
Gross Sales

34%
9
1
54

$500,000 - $1 Million
in Gross Sales

40%
8
8
44

>$1 Million
in Gross Sales

67%
8

25

B By Industry Type:

Credit Experience

Obtain onTerms Desired

Obtain on Less Favorable Terms
Unable to Obtain

Never Tried to Obtain

Resource

60% 50%
- 14
- 7
40 29

Manufacturing
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Figure 5.

Availability of Short-term Unsecured Loans to Business Respondents

B For All Firms:

L

W By Age.of Firm:

Unable to Obtain

6% Less Favorable Terms

6%

Desired

X
RN

%
BXX

Terms

¢

32%

No Response

3%

Credit Experience

Obtain on Terms Desired

Obtain on Less Favorable Terms
Unable to Obtain

Never Tried to Obtain

Firms <5 Years Old

29%

1

57

Firms 5-10 Years Old

30%
14

8
49

Firms > 10 Years Olq

34%
6
4
55

| By Firm‘SaIes Size:

Credit Experience

Obtain on Terms Desired

Obtain on Less Favorable Terms
Unable to Obtain

Never Tried to Obtain

< $500,000 in
Gross Sales

27%
7
7
57

$500,000 - $1 Million
in Gross Sales

32%
8
8
52

>$1 Million
in Gross Sales

54%
4

42

B By Industry Type:

Credit Experience ,

Obtain on Terms Desired

Obtain on Less Favorable Terms
Unable to Obtain
Never Tried to Obtain

Resource

20%

80

Manufacturing

50%
14

7
29

Service

31%
9
3
54
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ans to Busuness Respondents

A gt

Availability: of. Long-term {1-5 Yea !

Unable to Obtain Less Favorable Terms
1% 12%

B For All Firms:

B By Age of Firm:

Desired
Terms
38%

No Response 3%

Credit Experience

Obtain on Terms Desired
Obtain on Less Favorable Terms
Unable to. Obtain

~ Never Tried to Obtain

‘Firms <5-Years:Old

39%
11

:46

Firms 5-10 Years Old

27%
27

3
43

Firms > 10 Years Old

43%
7

50

B By Firm Sales Size:

Credit Experience

Obtain on Terms Desired

Obtain on Less Favorable Terms
Unable to Obtain

Never Tried to Obtain

< $500 000 in
‘Gross Sales

36%
1
51
2

ssoo 000 - $1 Million
in'Gross Sales

48%
20

4
28

>$1 Million -
in Gross Sales

50%
8

42

B By Industry Type:

Credut Expenence

Obtam on Terms Desired

Obtain on Less Favorable Terms
Unable to Obtain

Never Tried to Obtain

‘Resource

40%

60

Manufacturing

Service

31%
17

49
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Figure 7.

Availability of Long-term (>5 Years) Loans to Business Respondents

W For All Firms:

4

B By Age of Firm:

Unable to Obtain
6%

Never
Tried
66%

Less Favorable Terms

9%

v

SRRRK XK

20200024 % %
$ERERRK
e e

Desired
Terms
17%

No
Response
3%

Credit Experience

Firms <5 Years Old

Firms 5-10 Years Old

Firms > 10 Yeal;s Old

Obtain on Terms Desired 18% 5% 20%
Obtain on Less Favorable Terms 14 16 5
Unable to Obtain 7 11 4
Never Tried to Obtain 57 48 70
B By Firm Sales Size: :

- < $500,000 in $500,000 - $1 Million >$1 Million
Credit Experience Gross Sales in Gross Sales in Gross Sales
Obtain on Terms Desired 11% 28% 38%
Obtain on Less Favorable Terms 9 12 8
Unable to Obtain 6 8 4
Never Tried to Obtain 73 52 50
B By Industry Type: ‘
Credit Experience Resource Manufacturing Trade Service Other
Obtain on Terms Desired 20% 29% 16% 14% 18%
Obtain on Less Favorable Terms - - 9 14 5
Unable to Obtain — - 3 9 18
Never Tried to Obtain 80 71 69 60 59
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B For All Firms:

W By Age of Firm:

Figuire 8.
Availability of Commercnal Mortgages to Business Respondents

Unable to Obtain

3%

Never
Tried
65%

Less Favorable Terms
9%

Desired

Terms

21%

No
Response
3%

Credit Experience

Obtain on Terms Desired

Obtain on Less Favorable Terms
Unable to Obtain

Never Tried to Obtain

B By Firm Sales Size:

Firms <6 Years Oid

18%
7
4
68

Firms 5-10 Years Old

14%
22

8
57

25%
5
1
68

Credit Experience

Obtain on Terms Desired

Obtain on Less Favorable Terms
Unable to Obtain

Never Tried to Obtain

< $500 000 m )
Gross Sales

17%
8
3
70

$500,000 - $1 Million
|n Gross Sales

24%
20

4
52

>$1 Million
in Gross Sales

42%
4

54

B By Industry Type:

Credit Experience

Obtain on Terms Desired

Obtain on Less Favorable Terms
Unable to Obtain

Never Tried to Obtain

Resource

20

80

Manufacturing

43%
14

43

Service

20%
9
3
66
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B For All Firms:

B By Age of Firm:

Figure 9.
Availability of Home Equity Loans for Business Purposes
to Business Respondents

Unable to Obtain
2%

Never
Tried
70%

Less Favorable Terms

Desired

19%

No

LR Response

- 3%

Credit Experience

Obtain on Terms Desired

Obtain on Less Favorable Terms
Unable to Obtain

Never Tried to Obtain

Firms <5 Years Old

18%
11

68

Firms 5-10 Years Old

19%

16
3

59

Firms > 10 Years Old

19%
3
2
75

B ByFirm Sales Size:

Credit Experience

Obtain on Terms Desired

Obtain on Less Favorable Terms
Unable to Obtain

Never Tried to Obtain

<$500,000 in
Gross Sales

19%
7
2
70

$500,000 - $1 Million
in Gross Sales

20%
12

4
64

>$1 Million
in Gross Sales

21%
4

75

B By Industry Type:

Credit Experience

. Obtain on Terms Desired

Obtain on Less Favorable Terms
Unable to Obtain

Never Tried to Obtain

Resource

20%

80

Manufacturing

14%
7

79

Service

23%
11

3
57
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Figure 10.

Availability: of Revolving Lines.of Credit to: Business Respondents

B For All Firms:

B By Age of Firm:

Less Favorable Terms

Unable to Obtain

6%

9%

Desired
Terms
31%

NeVer Tried

52%

No
Response
3%

Credit Experience

Obtain on Terms Desired

Obtain on Less Favorable Terms
Unable to Obtain

Never Tried to Obtain

Firms <5 Years Old

21%
11

7
57

Firms 5-10 Years Old

22%
19
11
49

Firms > 10 Years Old

38%
5
4
52

B By Firm Sales Size:

Credit Experience

Obtain on Terms Desired
Obtain on Less Favorable Terms
Unable to Obtain

~ Never Tried to Obtain

<$500,000 in
Gross Sales

24%
10

7
57

$500,000 - $1 Million
in Gross Sales

36%
8
8
48

>$1 Million
in Gross Sales

67%
4

29

B By Industry Type:

Credit Experience

Obtain on Terms Desired

Obtain on Less Favorable Terms
Unable to Obtain

Never Tried to Obtain

Resource

20%
20

60

Manufacturing

43%
7
7
43

Service

26%
17

6
49
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B For All Firms:

m By Age.of Firm:

Figure 11.
Availability of Asset Lines to Business Respondents

Never Tried 87%

No Response 3%
/

o{\\\\\\

Q

KX
2058502

D
N\

5

X
Q2
o,

%
K

R &
ot

>
Pe%e
Q2
QKR

5

(XX
R0
S

X

0
XX
XXX

Unable to Obtain 3%
Less Favorable Terms 2%
Desired Terms 5%

Credit Experience Firms <5 Years Old Firms 5-10 Years Old Firms > 10 Years Old
Obtain on Terms Desired -~ 3% 7%
Obtain on Less Favorable Terms 7 3 1
Unable to Obtain 7 3 3
Never Tried to Obtain 82 92 88
B By Firm Sales Size:

<$500,000 in $500,000 - $1 Million >$1 Million
Credit Experience Gross Sales in Gross Sales in Gross Sales
Obtain on Terms Desired A 4% 4% 12%
Obtain on Less Favorable Terms 3 - 4
Unable to Obtain 4 4 -
Never Tried to Obtain 87 92 83
@ By Industry Type: _ .
Credit Experience Resource Manufacturing Trade Service. Other
Obtain on Terms Desired - 6% 3% 9%
Obtain on Less Favorable Terms — 1 9 -
Unable to Obtain - 5 - 5
Never Tried to Obtain 100 100 84 86 86
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B For All Firms:

B By Age of Firm:

Figure 12.
Availability of Equipment;Financing:to Business:Respondents

Unable to Obtain

2%

Less Favorable Terms

9%

Desired
Terms
32%

No Response
3%

Credit Experience

Obtain on Terms Desired

Obtain on Less Favorable Terms
Unable to Obtain

Never Tried to Obtain

Firms-< 5 Years Old

- 21%
11

4

61

Firms 5-10 Years Old

27%

19
3

51

Firms > 10 Years Oid

37%
6
2
54

B By Firm Sales Size:
Credit Expérience

Obtain on Terms Desired

Obtain on Less Favorable Terms
Unable to Obtain

Never Tried to Obtain

< $500,000 in
Gross Sales

28%
11

3
56

$'500,000 - $1 Million
in Gross Sales

40%
4
4
52

>$1 Million
in Gross Sales

42%
8

50

B By Industry Type:

Credit Experience

Obtain on Terms Desired

Obtain on Less Favorable Terms
Unable to Obtain )

Never Tried to Obtain

Resource

20% 43%

80 57

Manufacturing
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Figure 13.

Availability of Public Capital to Business Respondehts

W For All Firms:

M By Age of Firm:

Never
Tried 92%

Unable to Obtain 5%

Less Favorable Terms 1%

No Response 3%
Desired Terms 1%

Credit Experience Firms <5 Years Old Firms 5-10 Years Old Firms >10 Years Old

Obtain on Terms Desired - 3% -

Obtain on Less Favorable Terms — 3 -

Unable to Obtain 4 5 5

Never Tried to Obtain 93 89 94

B By Firm Sales Size: \ .
<$500,000 in $500,000 - $1 Million >$1 Million

Credit Experience Gross Sales in Gross Sales in Gross Sales

Obtain on Terms Desired - - 4%

Obtain on Less Favorable Terms 1 - —

Unable to Obtain 4 8 4

Never Tried to Obtain a3 Q2 Q2

B By Industry Type: ,

Credit Experience ' Resource Manufacturing Trade Service Other

Obtain on Terms Desired — — 1% - —

Obtain on Less Favorable Terms - - - 3 -

Unable to Obtain - - 6 3 5

Never Tried to Obtain 100 100 90 91 95
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Figure 14.
Use of Credit Received by Business

' Expand into

New Area
20 % Expand
Operation

B For All Firms: 43 %

%
eTe e
5

4

Finance
Operation Other
52 % ] 19 %

B By Age of Firm:
Use of Credit Firms <5 Years Old Firms 5-10 Years Old Firms > 10 Years Oid

Finance Existing Operation 54% 35% 35%
Expand Existing Operation 25 35 31
Expand into New Area of Operation 14 19 14
Other 11 19 13
No Response 4 3 i

M By Firm Sales Size:

<$500,000 $500,000 - $1 Million >$1 Million
Use of Credit in Gross Sales in Gross Sales ’ in Gross Sales

Finance Existing Operation . 38% 40% 38%
Expand Existing Operation 23 60 46
Expand into New Area of Operation 15 16 12
Other 15 8 17
No Response 3 - -

H By Industry Type:
Use of Credit Resource Manufacturing Service

Finance Existing Operation 20% 36% 29%
Expand Existing Operation - 50 29
Expand Into New Area of Operation 40 21 14
Other - 7 9
No Response 40 - 20

Percents may total more than 100 since multiple responses were permitted.
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Figure 15.

Reasons Why 33% of Respondents Decided Against Business Expansion

Expansion too Risky

B For All Firms:

25%

No Economic
Reason No

12%

B By Age of Firm:

Response 2%

Credit Not
Available
14%

Limited by
Mgt.
30%

Reason Firms <5 Years Old

No Economic Reason to Expand Business 20%
Expansion Limited by Mgt. Capacities 20
Felt Credit Was Not Available in Local Mkt. 20
Felt That Expansion Was too Risky ' 40
Other -
No Response ‘ -

Firms 5-10 Years Old

17%

22
22
1
22

6

Firms > 10 Years Old

7%
41

7
30
15

W_By Firm Sales Size:

<$500,000

$500,000 - $1 Million
in Gross Sales

Reason in Gross Sales

No Economic Reason to Expand Business 17%
Expansion Limited by Mgt. Capacities 28
Felt Credit Was Not Available in Local Mkt. 17
Felt That Expansion Was too Risky 23
Other : 12
No Response 3

>$1 Million
in Gross Sales

40
20
20
20

& By Industry Type:

Reason Resource

No Economic Reason to Expand
Expansion Limited by Mgt. Capacities
Credit Was Not Available in Local Mkt.
Felt That Expansion Was too Risky
Other

No Response .,

Manufacturing

50

25
25

Service Other

15% -
23 33
15 17
15 50
23 —

8 —
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: Figure 16.
-oLbnsMost Important. Credit:Need: - - 0

B For All Firms:

B By Firm Sales Size:

<$500,000 $500,000 - $1 Million >$1 Million
Credit Need in Gross Sales in Gross Sales in Gross Sales

Commercial Mortgage 23% 24% 17%
Short-term Secured 19 o 5 13
Short-term Unsecured 23 24 22
Long-term (1-5 years) 14 10 13
Long-term (>5 years) 13 10 22
Revolving Line 14 19 22
Home Equity 10 5

Equity — —

Asset-based SEEERREES =

Equipment 10 24 22

B By Industry Type:
Credit Need Resource . Manufacturing Service Other

Commercial Mortgage 33% 23% 16% 16%
Short-term Secured 33 15 8 11
Short-term Unsecured - 15 32 11
15 _ 12 16
15 20 11
23 16 11
— : 12 11

Long-term (1-5 years)
Long-term (>5 years)
Revolving Line

Home Equity

Equity

Asset-based
Equipment

w
w

- 26

Percents may total more than 100 since multiple responses were permitted, i.e,, firm could rank more than one category as #1 credit need.
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Leasing
Operations

0
@\

Asset Based
Lending

I No Response

Mgt
Counseling

1
)

Referral to

Figure 17. ,
Availability of Business Services
Through Primary Commercial Lender

ffered

Financial
Counseling

ZZDon't Know

Management
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| Figure.18.: -
Importance of Characteristics in Choosing:a Financial Institution
and Business Rating of Own Institution

B Importance of “Personal Service or Attention to Business Needs:”

Choosing a Financia! Institution Rating of Own Institution
Excellent 33%
No Response 10%

2%
I Not Important 3% //

S

- H Importance of “Reliable and Consistent Source of Credit:”

Choosirjg a Financial Institution Rating of Own Institution

Not Important 7%
Y %

Z

' Very Important 53%

Massachusetts Business Tables




Figure 18 (continued).
Importance of Characteristics in Choosing a Financial Institution
: and Business Rating of- Own Institution

B Importance of “Knowledge of You and Your Industry:”

Choosing a Financial Institution Rating of Own Institution

Very Excellent 15%
Important 29%

important 30% No

Response 17%

No
Response 11%
Poor 11%

Somewhat

Important 13%
Important 17% P Fair 23%

B Importance of “Types of Business Services:”

Choosing a Financial Institution Rating of Own Institution

Important 17%
Good 49

Somewhat Important 12% Excellent 10%

Important 32%

No
Response 12%

Response 19%

b

\\\l\ R DX
B

R
(XX

X3S

’ Fair 17%
Important 26% Poor 4%

Massachusetts Business Tables




cial Institution

N

Figure 18 (continued).
n Choosing a Finan
iness Rating of Own Institution

racteristics i

of “Your Knowledge of Bank and Confidence in Them:”

B Importance




Financial Institutions to Solicit Loan

Business:
and Decide on Loan Applications:

Percent

B Length of Time Required to Process
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Figure 19. »
Business Respondents’ Perceptions of How the

. Local Business Credit Market has Changed Since 1984

ge Response

Available to Jud

Less  Much Less No Basis
B Frequency of Loan Denials:

Available

Products:

B Cost of Bank Services:

- W Availability of Asset-based Loan



W Flexibility in Terms Offered on Long-
term Financing From Your Bank

- Figure19 (continued).
.-Business Respondents’ Perceptions of How:the

Tailored to Your Needs:

Percent

@ Extent to Which Lending Decisions are
50
40
30
20

Local Business Credit Market has Changed Since 1984
B Personal Attention to Credit Needs:
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: . Figure 1.
. Percent of Start Up Capital From the Following Sources

Personal
Savings
39%

Other

B For All Firms: So;;ees

% Equity Received From Sources

Outside the State 6%
. o Credit
% Debt Received From Sources Family or 22 Union
Outside the State - 6% Friends 1%
18%
Thrift
Institution mmercial Bank
L 7% 28%
B By Firm Sales Size: .
: < $500,000 $500,000 - $1 Million >$1 Million
Source of Capital . in Gross Sales in Gross Sales in Gross Sales
Family or Friends 18% 7% - 26%
Commercial Bank 27 ﬁ 13 46
Thrift Institution 8 12 —
Credit Union 2 - : -
Venture Capital Company - - -
Personal Savings 40 52 29
Other 7 20 -
% Equity Capital From Sources
Outside the State - 6 - 8
% Debt Capital From Sources
Outside The State 7 - 5
W By Industry Type:
Source of Capital Resource Manufacturing Trade Service Other
Family or Friends - 19% 19% 19% 17%
Commercial Bank 14 56 25 23 38
Thrift Institution 12 - 4 : 15 18
Credit Union - - 2 - —
Venture Capital Company — - - - —
Personal Savings 33 25 38 48 35
Other 40 — 12 — -
% Equity Capital From Sources
QOutside the State 10 11 8 2 —
% Debt Capital From Sources
Outside the State 12 — 10 ' — _
Percents may not total 100 due to missing vaiues.
c-2 ' : New Hampshire Business Tables
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For All Firms:

W By Firm Sales Size:

Figure 2, -
- -=Percent of Loans-Received From the Following Sources -
During Business’s First 5 Years of Operation

Commercial
Bank 44%

Missing
Values 8%

Supplier/
Dealer Cr. 10%

Finance

Family or
Friends 20%

Credit Union 2%

Source of Capital

Family or Friends
Commercial Bank

Thrift Institution

Credit Union

Finance Company
Venture Capital Company
Supplier/Dealer Credit
Other

" <$500,000 $500,000 - $1 Million >$1 Million
in Gross Sales in Gross Sales in Gross Sales

20%
41
12

2

2
11

4

21% 20%
52 55
9

3

@ By Industry Group:

Yoo

Source of Capital

Family or Friends
Commercial Bank
Thrift Institution
Credit Union

Finance Company
Venture Capital Co.
Supplier/Dealer Credit
Other .

Resource

Manufacturing Trade * Service

- 23% 19%
42 44
11 18

4
4

Percents may not total 100 due to missing values.
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: . Figure 3.
Percent of Loans Received From the Following Sources During Period Up
' to the Present

Commercial )
Bank / " Thrift Inst.

W For All Firms: 59%

R,

OO

9%

XXX

et

XD
o

X

, Supplier/Dealer Cr.
Finance Co. Family or 7%
1% Friends 5%

B By Firm Sales Size:

: <$500,000 $500,000 - $1 Million >$1 Million -
Source of Capital _in Gross Sales in Gross Sales in Gross Sales

Family or Friends 6% 3% 5%
Commercial Bank 49 87 68
Thrift Institution 18 8 17
Credit Union - -

Finance Company 1 -

Venture Capital Company - -

Supplier/Dealer Credit 10 4

Other 3 4

B By Industry Group:
Source of Capital Resource Manufacturing Trade Service

Family or Friends - 9% 3%
Commercial Bank 78 61 46
Thrift Institution 12 15 27
Credit Union - -

Finance Company - -

Venture Capital Co. v .=
Supplier/Dealer Credit -2 8
Other _ — 4

Percents may not total 100 due to missing values.
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Avallablhty, of;Short;term Secured Loxa

ki

B For All Firms:

B By Age of Firm:

Figure.4..

R

Unable to Obtain
3%

'3§ to Business

Y%

Ti% 0. 7

s.Re spondents_. ,

Less Favorable Terms

10%

Desired
Terms
45%

. No Response 2%

Credit Experience

Obtain on.Terms Desired

Obtain on Less Favorable Terms
Unable to Obtain

Never Tried to Obtain

Firms <5 Years Old

38%
10
10
43

Firms 5-10 Years Old

42%
12

46

Firms > 10 Years Old

50%
8
o

40

B By Firm Sales Size:

Credit Exper@gnce

Obtain on-Terms Desired

Obtain on Less Favorable Terms
Unable to Obtain

Never Tried to Obtain

<$500,000 in
‘Gross Sales

43%
12

3
43

$500,000 - $1 Million
in Gross Sales

56%
6

38

>$1 Million
-~ inGross Sales

50%
9
5
36

B By Industry Type:

Credit Experience

Obtaiin:on' Terms Desired
Obtain on Less Favorable Terms
Unable to Obtain

Never Tried to Obtain

Resource

75% 33%
- 17.

25 50

Manufacturing

Service

32%
16

4
44
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: Figure 5.
Availability of Short-term Unsecured Loans to Business Respondents

‘

Unable to Obtain Less Favorable Terms
6% 7% :

W For All Firms:

B By Age of Firm:

Desired
Terms
32%

No Response

2%

Credit Experience

Obtain on Terms Desired

Obtain on Less Favorable Terms
Unable to Obtain

Never Tried to Obtain

Firms <5 Years Old

24%
5
10
62

Firms 5-10 Years Old

36%
12

50

Firms >10 Years Old

33% -
8
7

52

B By Firm Sales Size:

Credit Experience

Obtain on Terms Desired

Obtain on Less Favorable Terms
Unable to Obtain

Never Tried to Obtain

<$500,000 in
Gross Sales

31%
10

7
51

~ $500,000 - $1 Million
in Gross Sales

25%

6
69

>$1 Million
in Gross Sales

45%
5
s
45

_R By Industry Type:

Credit Experience

Obtain on Terms Desired

Obtain on Less Favorable Terms
Unable to Obtain

Never Tried to Obtain

Resource,

50%

50

Manufacturing

50%

50

Service

36%
12
12

36
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m For All Firms;

W By Age of Firm:

Unable to Obtain

Less Favorable Terms
12%

Desired
Terms'
35%

No Response 2%

Credit Experience

Obtain on Terms Desired

. Obtain on Less Favorable Terms

Unable to Obtain
Never Tried to‘Obtain

Firms <5 Years Old
CL.24% -
10
.5
;-@2

Firms 5-10 Years Old

25%
21
"4
50

Firms >10 Years Old

43%
8

B By Firm Sales Size:

Crednt Expenence

Obtain on Terms Desired

Obtain on Less Favorable Terms
Unable to Obtain

Never Tried to Obtain

<$500,000 in
B Gross Sales

$500 000 - $1 Million
m Gross Sales
44%
6

50

>$1 Million
“ in Gross Sales

55%

5

5
36

B By Industry Type:

Credit Experience Resource Manufacturing
Obtaih‘jon Terms Desired i i;'f L . 50% ’
Obtain on Less Favorable Terms 17
Unabléto Obtain .- AR ~

Never Tried to Obtain- 7! 33

New Hampshnre Busmess Tables
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B For All Firms:

B By Age of Firm:

, Figure 7.
Availability of Long-term (>5 Years) Loans to Business Respondents

Less Favorable Terms

Unable to Obtain

6% :

&

X
o
XX

Desired
Terms

27%

e tetete et
teleedete

pled

Credit Experience

Obtain on Terms Desired

Obtain on Less Favorable Terms
Unable to Obtain

Never Tried to Obtain

Firms <5 Years Old

19% 12%

5
5
4

8
8
67

Firms 5-10 Years Old

Firms > 10 Years Old

35%
7
5
53

B By Firm Sales Size:
Credit Experience o
Obtain on Terims Desired

Obtain on Less Favorable Terms

Unable to Obtain
Never Tried toObtain -

~<$500,000 in
Gross Sales

22%
4
9
65

in Gross Sales

25%
19

50

$500,000 - $1 Million

>$1 Million
in Gross Sales

45%
5
5
45

M By Industry Type:

Credit Experience

Obtain on Terms Desired

Obtain on Less Favorable Terms
Unable to Obtain

Never Tried to Obtain

Resource

Manufacturing

17%
17
67

Service -

32%
12
52

New Hampshire Business Tables
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‘Figure: 8-

Availability-of-Commercial Mottgages to‘Business:Respondents

B For All Firms:

W By Age of Firm:

Unable to Obtain Less Favorable Terms
6% 14%

Desired
Terms
30%

No Response
3%

Credit Experience

Obtain on Terms Desired

Obtain on Less Favorable Terms
Unable to Obtain

Never Tried to Obtain

. Firms <5 YearsOld - Firms.5-10 Years Old Firms -»>).10Years Oid :

19% 29% 35%
14 12 : 15

- 12 5

67 42 45

B By Firm Sales Size:

s rondinbo

feoatbnd oo
Credit Experience |

Obtain on Terms Desired

Obtain on Less.Favorable Terms
Unable to Obtain

Never Tried to Obtain-

... 1 <$500,000 in $500,000- $1 Million ______>$1 Mifiion
- < Gross Sales in Gross Sales in Gross Sales-. -

21% 38% ... .. 59%
12 19 . : 18 -
g ‘ - -
59 38 .. 23

B By Industry Type:

Credit Experience. ;. ..

Obtain.on Terms Desired

Obtain on Less Favorable Terms
Unable to Obtain

Never Tried to Obtain; -

Resource _-Manufacturing

- 125% 67%
25 -
‘50 33
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4 Figure 9.
"Avanlablllty of Home Equity Loans for:Business Purposes
: to Business Respondents

Unable to Obtain
4%

Less Favorable Terms

7%
R Desired Terms

% . 16%
B For All Firms: No -
: _ _ Response
2%

Never Tried
. 72%
B By Age of Firm: ,
Credit Experience . - ' Firms <5 Years Old Firms 5-10 Years Old Firms >10 Years Old

Obtain on Terms Desired 14% 12% 15%
Obtain on Less Favorable Terms 14 8
Unable to Obtain — 5

4
Never Tried to Obtain 71 83 72

B By Firm Sales Size:

<$500,000 in $500,000 - $1 Million >$1 Million
Credit Experience Gross Sales in Gross Sales in Gross Sales

Obtain on Terms Desired 15% _ 19% 18% -
Obtain on Less Favorable Terms 9 . 5
Unable to Obtain 6 — -
Never Tried to Obtain 71 75 77

B By Industry Type: ,
Credit Experience Resource Manufacturing Service

Obtain on Terms Desired 33% 4%
Obtain on Less Favorable Terms - . 4
Unable to Obtain - 8
Never Tried to Obtain 67 80

New Hampshire-Business Tables




Figtire:103:%
Availability:of:Revolving:Lines/6f.Credit to:Busiriess:Respondents

Less Favorable Terms

nable t A i T
Unable to Obtain 1%

E For All Firms: L

Desired
Terms
31%

Név'éfr'ﬁ'ried
' 49% No
' Response
o 2%
B ByAgeof Firm: A A e g e sl B
CreditExperience ..;.c i Firms-<5.¥ears Old  ;:Firms 5-10 Years.Old Firms >10.Years Old..

Obtain on Terms Desired 19% - 33%
Obtain on Less-Favorable Terms o 47
Unable to Obtain 10

Never Tried to Obtain a 42

[ | By Flrm Sales Slze - wppa, 0l 0l
Camdias o § ‘ zj::: 1}., 00;000:in; " $500;000:=$1 Million™ " T 53 Willion

s £,

Credit ;E.._.,’snsr ence, - iross Sal :4n;Gross Sales in Gross Sales - .. -

Obtain on Terms Desired - = 50% ~opeea. D0% s
Obtain on Less‘Favorable Terms i 19 Seowst o e

Unable to Obta‘m . 6 B
Never Tried to Obtain 25 582 e

B By Industry Type
Credit Expérience.,..« ~  Resource ~ -Manufactiring”  .Trades =~ ‘Service: ..

bR

Obtain;on Terms Desired 0125% 267% :36% R
Obtain.on Less Favorable Terms : 17 e i

Unable to Obtain i o - 12 .
Never Tried to Obtaini; 173 48 44 ..\
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@

B For All Firms:

B By Age of Firm:

Figure 11. - ‘
Availability of Asset Lines to Business Respondents

Unable to Obtain 5%

Never Tried 80%

Less Favorable Terms 4%

Desired Terms 9%

No

e
%

Response 3%

Credit Experience

Obtain on Terms Desired

Obtain on Less Favorable Terms
Unable to Obtain

Never Tried to Obtain

Firms <5 Years Old

5%

5

5
86

12%
4
4
75

Firms 5-10 Years Old

Firms > 10 Years Old

10%
3
5
82

W By Firm Sales Size:

Credit Experience

Obtain on Terms Desired

Obtain on Less Favorable Terms
Unable to Obtain '

Never Tried to Obtain

<$500,000 in
Gross Sales

4%

1

6
88

6%

12

75

$500,000 - $1 Million
- in Gross Sales

>$1 Million
in Gross Sales

' 27%
5
5
64

B By Industry Type:

Credit Experience

Obtain on Terms Desired

Obtain on Less Favorable Terms
Unable to Obtain

Never Tried to-Obtain

Resource Manufacturing

- 17%

83

_Trade

11%
4
6
78

Service . Other
15%

80
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Figure.12. ;=
-Availability. of Equipment.Financing to Business'Respondents:: .-

Unable to Obtain Less Favorable Terms
3% 1%

B For All Firms:

B By Age of Firm:

Desired
Terms
39%

No Response 2%

Credit Experience

Obtain on Terms Desired

Obtain on Less Favorable Terms
Unable to Obtain

Never Tried to Obtain

? Firms <5 Years QOld

24%
10

67

Firms 5-10 Years Old

33%
12

4
50

Firms > 10 Years Old

45%
12

3
40

B By Firm Sales Size:

Credit Egbéfighcé

Obtain on Terms Desired

Obtain on Less Favorable Terms
Unable to Obtain

Never Tried to Obtain

<$500,000 in
Gross Sales

32%
9
4
54

$500,000 - $1 Million
in Gross Sales

38%
19

44

. -
>$1 Million
in Gross Sales

64%
14

23"

[ By lndusiry Type:

Resource

Service

Credit Experience Manufacturing -
, 75% 83% | 24%
Obtain on Less Favorable Terms - - 20
Unable to Obtain - - 8
Never Tried to Obtain 25 17 44
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. , Figure 13.
- Availability of Public Capital to.Business‘Respondents

Never
Tried 93%

m For All Eirms:‘

7

.'\:’0’0"0(///// //

%
XS

N 0,0 00
\’o’o:o’o’\ 74
)

RS " Unable to Obtain 2%
o Less Favorable Terms 1%
Desired Terms 3% i
No Response 2%

M By Age of Firm: .
Credit ExperienCe , Firms <5 Years Old Firms 5-10 Years Old Firms > 10 Years Old

Obtain on Terms Desired - 5%
Obtain on Less Favorable Terms -
Unable to Obtain _ . 3
Never Tried to Obtain 92

B By Firm Sales Size:

: <$500,000 in $500,000 - $1-Million >$1 Million
Credit Experience Gross Sales _ in Gross Sales in Gross Sales

Obtain on Terms Desired 1% 9%
Obtain on Less Favorable Terms - 5
Unable to Obtain : .3 : : —
Never Tried to Obtain 96 - © 86

B By Industry Type. A
Credit Experience - ‘ Resource Manufacturing Service

Obtain on Terms Desired 17%
Obtain on Less Favorable Terms -
Unable to Obtain : -
Never Tried to Obtain’ 1 83

New Hampshire Business Tables




Figure 14.
Use of Credit Received by Business

New Area
21 %

B For All Firms: Expand
Operation

49 %

Finance
Operation
38 %

Other 24%

B By Age of Firm:
Use of Credit Firms <5 Years Old Firms 5-10 Years Old Firms > 10 Years Old

Finance Existing Operation 19% 33% 33%
Expand Existing Operation 38 50 33

~ Expand into New Area of Operation 14 21 15
Other 14 17 23
No Response - - -

B By Firm Sales Size:

< $500,000 $500,000 - $1 Million >$1 Million
Use of Credit . in Gross Sales in Gross Sales in Gross Sales

Finance Existing Operation 22% 50% - 45%
Expand Existing Operation 35 44 50
Expand into'New Area of Operation 16 19 18"
Other . ) 21 12 "23
No Response - - ' -

B By Industry Type:
Use of Credit o Resource Manufacturing Trade -Service

Finance Existing Operation - 33% 28% 24%
Expand Existing Operation 50 50 43 - 36
Expand Into New Area of Operation 50 50 15 12
Other — - 17 24
No Response — - - 4

Percents may total more than 100 since multiple responses were permitted.
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Figure 15.
Reasons Why 41% of Respondents Decided Against Business Expansion

, Expansion Credit Not '

t00 Risky ‘ 3 Available
27% 18%

XK
SRR

SR

X
0

X
%

B For All Firms:

Limited by
Mgt.
27%

No Economic Reason - No Response 4%

B By Age of Firm:

Reason Firms <5 Years Old Firms 5-10 Years Old Firms > 10 Years Old
t . :

No Economic Reason to Expand Business — - 8%

Expansion Limited by Mgt. Capacities 25 17 33

Felt Credit Was Not Available in Local Mkt. 38 25 8

Felt That Expansion Was too Risky - 12 ‘ 33 29

Other : 12 C 25 17

No Response. ' 12 - 4

B By Firm Sales Size:

. . <$500,000 $500,000 - $1 Million >$1 Million
Reason ' X in Gross Sales in Gross Sales in Gross Sales
f
No Economic Reason to Expand Business 6% - —
Expansion Limited by Mgt. Capacities 23 25 50
Felt Credit Was Not Available in Local Mkt. 16 12 33
Felt That Expansion Was too Risky 26 38 17
Other ' 26 12 —
No Response 3 ' 12 —

B By Industry Group:
Reason Resource Manufacturing Service Other

No Economic Reason to Expand 33% - 9% - i
Expansion Limited by Mgt. Capacities — X - 9 57
Credit Was Not Available in Local Mkt. — - 27 -
Felt That Expansion Was too Risky 33 50 36 14
Other ] 33 — 18 14
No Response- - 50 - 14

C-16 ' v ‘ " New Hampshire Business Tables
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Figure 16. .
. Most.Important Credit Need

B For All Firms:

B By Firm Sales Size:

<$500,000 $500,000 - $1 Million >$1 Million
Credit Need in Gross Sales in Gross Sales in Gross Sales

Commercial Mortgage 23% 38% 24%
Short-term Secured 4 15 10
Short-term Unsecured 21 38 19
Long-term (1-5 years) 30 15 14
Long-term (>5 years) 11 15 24
Revolving Line 26 31 38
Home Equity 13 8 10
Equity 2 - 5
Asset-based 9 8 10
Equipment 11 23 19

B By Industry Type:
Credit Need Resource Manufacturing Service Other

Commercial Mortgage 67%
Short-term Secured -
Short-term Unsecured 33
Long-term (1-5 years) -
Long-term (>5 years) 67
Revolving Line L =
Home Equity : —
Equity N ; - —
Asset-based 33 5
Equipment ' 33 - 32

25% 21%

N
(5]

20 37
30 37
15 5
25 16

16

ol

Percents may total more than 100 since multiple responses were permitted, i.e., firm could rank more than one category as #1 credit need.
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Figure 17. ‘
“Availability of Business Services

Through Primary Commercial Lender

Percent

N
~
1

|

Leasing
Operations

Mgt Asset Based
Counseling Lending
Il No Response

[ Jused

Referral to
Tech.
Asst.

o
o
1=
o
S
A o
O]

Financial
Counseling -

-

]

Cash
Management
ZZ Don’'t Know

~Payroll
Services.

100

[}
@

o
©

]
o
-«
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Figure.18. ..,
Importance of. Characteristics in.Ghoosing,a,Financial Institution

[k

FUAE R AT

" and Business. Rating of Own Institution

B Importance of “Personal Service.or Attention to Business Needs:”

Choosing a Financial Institution Rating of Own Institution

No Response 7% Excellent 47%

Not Important 5%
: Somewhat Important 2%

Important 25%
No

Very e Response 8%
Important 62% y .

Good 26% Paor 6%

Fair 13%

B Importance of “Reliable and Consistent Source of Credit:”

Choosing a Financial Institution Rating of Own Institution

No

Very Important 61%.
u Response 14%

Excellent 39%

Poor 7%

Fair 2%
No Response 7%

Not Important 6%
Somewhat Important 1%

important 25% Good 38%
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Figure 18 (continued).
Importance of Characteristics in.Choosing a Financial Instltutlon
. and Business Rating of Own Institution

B Importance of “Knowledge of You and Your Community:”

Choosing a Financial Institution

Rating of Own Institution

Very Important 31%

Excellent 23%
Good 34%
- No
important 41%
No Response 7% Response 14%
2

Not Important 7%

, 5
Somewhat

Poor 8%
Important 14% Fair 21%

B Importance of “Types of Business Services:”

$

Choosing a Financial Institution

Rating of Own Institution
Important 23%
: Good 46%
Y
Very
Important 13%
Somewhat Excellent .1 7%
Important 27%
8 ':ﬁ‘,,-' X No Response 7%
X3R0S
X% NO
R : 3 Response 15%
. Fair 18% X
Not Important 31% Poor 4%
c-20
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Figure 18 (coritinued).
Importance of Characteristics in Choosing a Financial Institution
and Business Rating of Own Institution

] Importanée of “Flexible Terms-and-Conditions on Loans:”

Choosing a Financial Institution Rating of Own Institution

Very Important 43%

Excellent 21%
Good 38%
: N
No Response 8% Responze 6%
Important 32% X% | Not _Important 6%
Somewhat Poor 6%
Important 10% Fair 19%
N Importance of “Your Knowledge of Bank and Confidence in Them:”
Choosing a Financial Institution Rating of Own Institution

Very important 58%

Excellent 33%

No Responsé 6%

Somewhat
Important 10%
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Financial Institutions to Solicit Loan
B Length of Time Required to Process
and Decide on Loan Applications
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Figure 19.

Business Respondents’'Perceptions of How the
 Local Business Credit Market has Changed Since 1984

B Availability of Asset-bésed Loan

Products:

B Costof Bank Services:
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Tailored to Your Needs:

N Extent to Which Lending Decisions are

Local Business Credit Market has Changed Since 1984
B Personal-Attention to Credit Needs:

. Business Respondents’ Perceptions of How the

M Flexibility in Terms Offered on Short-
term Financing From Your Bank
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B For All;Firms:

% Equity Received From Sources

Outside the State 5%

% Debt Received From Sources
Outside the State 3%

Figure 1.
Percent of Start Up Capital From the Following Sources

Personal Savings
40%

- Credit
Family or d

Friends

Institution

Commercial Bank
' 35%

B By Firm Sales Size:

Source of Capital
§
Family or Friends
Commercial Bank
Thrift Institution
Credit Union
Venture Capital Company
Personal Savings
Other
% Equity Capital From Sources
Outside the State
% Debt Capital From Sources
Outside The State

< $500,000 $500,000 - $1 Million ' >$1 Million
in Gross Sales in Gross Sales in Gross Sales

19% 3% 26%
30 85 36
4 7 '
1 —

44 5
2 —

7

4

W By Industry Type:

Source of Capital

Family or Friends

Commercial Bank

Thrift Institution

Credit Union

Venture Capital Company

Personal Savings

Other

% Equity Capital From Sources
Outside the State

% Debt Capital From Sources
Outside the State

Resource Manufacturing

38% - 33%
5 16

58 . 43
- 7

8 17

- 14

Percents may not total 100 due to missing values.
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B For All Firms:

B By Firm‘Sales’ Size:

j . o 130
Loans_.Received Fromn

PR isd Sm Y

““During Business’s Firs

i .
the Following Sources .. .,

t’5 Years of Operation

FEILY KT

Commercial Bank
 58%

Thrift Inst.
. 8% !
G2 Other
1 2%

Missing
Values
10%

Supplier/Dealer Cr.

Credit Union Finance Co. 5%
1% 1% )
Family/Friends 18%

Source of.Capital .

Family or Friends
Commercial Bank

Thrift Institution -

. Credit Union

Finance Company ..
Venture Capital Company
Supplier/Dealer Credit
Other

. in Gross Sales

~">$1 Million
in Gross Sales

<,$.5.00,000 . . . $500,000 -$1 Million
“r i’ Gross Sales

. 93% = 5%
49 - 75
g e

B By Industry Group:

Source of Capital

Family or Friends
Commercial Bank . ..
Thrift Institution

Credit Union

Finance Company

Venture Capital Co. ..
Supplier/Dealer Credit -~
Other

SN

Resource

“ Service- -~ Other

Manufacturing

20% 25% . 1% - - 9%
_.25.... .15, . b . 67
- 25

25 10

1

; . . _\,‘.‘,251:,;:??“.

Ll ~

Percents:may not total 100 due to missing values.

o
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Figure 3.

: Percent of Loans Received From the Following Sources

N For All Firms:

B By Firm Sales Size:

During Period Up to the Prese_nt

" Commercial
Bank 66%

>

03

XXX R
83900
2925255
B0

S

Missing
Values 8%

2N
o
XX
&
%a%!

2
':
X
X
oS
*°

X
o%!
>

%o

2
.

£

Finance Co. 3%

Supplier/Deal . 6%
Family or Friends 7% - . upplier/Dealer Cr. 6

Source of Capital

Family or Friends
Commercial Bank

Thrift Institution

Credit Union

Finance Company
Venture Capital Company
Supplier/Dealer Credit
Other

< $500,000
in Gross Sales

$500,000 - $1 Million
- in Gross Sales

> $1 Million

10% . 8% 1%
60 17 79

woo !l &l
|
| O I |

in Gross-Sales -

B By Industry Group:

Source of Capital

Family or Friends
Commercial Bank
Thrift Institution

Credit Union

Finance Company
Venture Capital Co.
Supplier/Dealer Credit
Other

Resource

- 2% 7% 14% -
- 39 65
~ 34 -
- 25 2
- — 8

N

Manufacturing . Trade Service Other

Percents may not total 100 due to missing values.
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Availability of Short-term Secured Loan

B For All Firms:

B By Age of Firm:

Figure 4.

Unable to Obtain

2%

s to Business Respondents. .

Less Favorable Terms

T

e te %

X

XXX

ol

el
%

2
%

5
R
52525258585¢

Desired

RRRRK

e

Terms

48%

Ret0tetetetatelededete

R

No Response 1%

Credit Experience

Obtain on Terms Desired

Obtain on Less Favorable Terms
Unable to Obtain

Never Tried to Obtain

Firms <5 Years Old

40%

60

5-10 Years Old

65%
6

24

Firms > 10 Years Oid

44%
4
4

48

B By Firm Sales Size:

© Credit Expefience

oK

Obtain on Terms Desired

Obtain on Less Favorable Terms
Unable to Obtain

Never Tried to Obtain

<$500,000 in
Gross Sales

44%
3
3
49

in Gross Sales

100%

$500,000 - $1 Million

"> $1 Million
in Grpss Sales
58%

5

M By Industry Type:

Credit Experience

Obtain on Terms ljesired
Obtain-on Less Favorable Terms
Unable to Obtain

Never Tried to Obtain

Resource

100%

Manufacturing

78%

22
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Figure 5.

_Availa'jbility of Short-ter_m Unsecured Loans to Business Respondents

B For All Firms:

B By Age of Firm:

Unable to Obtain

Never
Tried
44%

Less Favorable Terms
6%

Yo

X% .

R
8¢
5

e
%X
X

R
6¢RK
eleted
SRR
SR

X

12000 teetete%

322XRRK!
X
X
525K
1y

% 2 Desired
Terms
41%

525¢5¢%

52025252
b
o

X
XX
%

e
1o Te %

1fo%ele20%e

5252509RR

3RHR
SR

XX
ot 20000050
%

X
soote et

&3

%
%X
2 ree
)2
X

X
R
25808

X
X
%2
e
R

et

30X
X

X
RO

5

No Response 1%

Credit Experience

Obtain on Terms Desired

Obtain on Less Favorable Terms
Unable to Obtain.

Never Tried to Obtain

Firms <5 Years Oid

40%
7
53

Eirms 5-10 Years Old Firms > 10 Years Old
33% 42%
8 6
4 12

54 40

M By Firm Sales Size:

.
¢

Credit Experience

< $500,000 in
Gross Sales

$500,000 - $1 Million;
in Gross Sales °

3
i

>$1 Million
in Gross Sales

Obtain on Terms Desired 38% 100% 47%

Obtain on Less Favorable Terms 5 - 11

Unable to Obtain 11 — -

Never Tried to Obtain 46 - 42

B By Industry Type:

Credit Experience Resource Manufacturing Trade Service ©  Other
Obtain on Terms Desired 100% 35% 37% 35%
Obtain on Less Favorable Terms - 5 - 12
Unable to Obtain : - 10 11 6
Never Tried to Obtain — 47 53 47
D-6
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Figure 6. -
Availability of Long-term (1-5. Years) Loans-to Business Respondents

Unable to Obtain Less Favorable Terms
2% / 13%

B For All Firms:

plotete
XX

o
o
3

y
s

Desired
Terms
45%

X

o
X

52¢H
S

No Response 1%

B By Age of Firm: . ;
Credit Experience Firms <5 Ygars Old Firms 5-10 Years Old Firms > 10 Years Old

Obtain on Terms Desired : 47% 24% 50%
Obtain on Less Favorable Terms 13 24 10
Unable to Obtain - - 4
Never Tried to Obtain - 40 47 37.

B By Firm Sales Size:

o . : <$500,000 in . $500,000 - $1 Million ' >$1 Million
Credit Experiénce 0 Gros$iSales: in'Gross Sales in Gross Sales
Obtain on Terms Desired 43% 67% 53%
Obtain on Less Favorable Terms 11 - 21
Unable to Obtain 3 - ' -
Never Tried to Obtain 43 - 33 26

B By Industry Type: A
Credit Experience Resource Manufacturing -

ervice®

Obtain on Terms Desired — 67% 42%
Obtain-on Less Favorable Terms 50 11 11
Unableito Obtain - - -
Never Tried to Obtain 50 22 47
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Figure. 7
Avallablllty of Long-term (> 5 Years) Loans to Business Respondents

by

Unable tq Obtain Less Favorable
5%
Terms
9%
- 33325050
B For All Firms: oS :""‘%
4% 3 K 3 Desired
s 2 Terms
SXRK xS 2 ¢ x:x: 29% ’
Never S 5 5
Tried S
58% R
.
. No Response
1%
B By Age of Firm: » ,
Credit Experience Firms <§ Years Old Firms 5-10 Years Old Firms > 10 Years Old
Obtain on Terms Desired - 27% 24% o 33% |
Obtain on Less Favorable Terms 13 - 12 8.
Unable to Obtain — ' - 8
Never Tried t(? Obtain - 60 59 52
B By Firm Sales Size: t
- <$500,000in  $500,000 - $1 Million >$1 Million
Credit Experience Gross Sales in Gross Sales in Gross Sales
Obtain on Terms Desired 22% 67% a1%
Obtain on Less Favorable Terms 8 , - 16
Unable to Obtain 5 - - ' 5
Never Tried to Obtain : 65 33 32
H By Industry Type: - , ‘
Credit Experience _ - Resource ‘Manufacturing Trade Service - Other
Obtain on Terms Desired - 56% 28% | 32% 24%
Obtain on Less Favorable Terms - 50 - 10 -~ 6
Unable to Obtain - - - 7 12 .=
Never Tried to Obtain 50 44 53 52 .n
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Figure 8.

©

Avallablllty of Commerclal Mortga"g’e"s;io Busmess . Respondents

IS & PAT a'Y Al B v 3 Fare1 B

| ifor All Firms:

B By Age of Firm:

Unable to Obtain
2%

Less Favorable
Terms
13%

04

Desired

Terms

24%

No
Response
1%

Credit Experience

Obtain on Terms Desired

Obtain on Less Favorable Terms
Unable to Obtain

Never Tried to Obtain

Firms <5 Years Old

20%
13

67

Firms 5-10 Years Oid

12%
29

6
47

Firms > 10 Years.Old

31%
6
2

62

‘#l By Firm Sales Size:

Credit Expenence

Obtain or; Te:i'r'ns Desnred

Obtain on Less Favorable Terms
Unable to Obtain

Never Tried to Obtain

<$500,000 in
Gross: Sales

16%
1

3
70

$500 000 - $1 Million
in Gross Sales

67%

33

- ">$1 Million .
in Gross Sales

47%
21

32

B By Industry Type:

Credit Experience
i :
Obtain on Terms Desired
Obtain on Less Favorable Terms
Unable to Obtain

Never Tried to Obtain

'Resource

~ ‘ 33%

50 11

50 56

Manufacturing
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Figure 9.

~ Availability of Home Equity Loans for. Business Purposes
) ' to Business.Respondents

Less Favorable Terms

Desired Terms

! % o 14%
X % X ')‘: : No
: e Response
250K .u:: 1%
W For All Firms: SR
' S
’ * “
Never Tried 82%
B By Age of Firm: .
Credit Experience Firms <5 Years Old Firms 5-10 Years Old Firms >10 Years Old
Obtain on Terms Desired 13% 6% 7%
Obtain on Less Favorable Terms - 6 4
Unable to Obtain - - -
Never Tried to Obtain 87 82 79
B By Firm Sales Size: ,
<$500,000 in $500,000 - $1 Million >$1 Million

Credit Experience

Obtain on Terms Desired

Obtain on Less Favorable Terms
Unable to Obtain

Never Tried to Obtain

Gross Sales

15%
9
6
7

in Gross Sales

'33%

67

in Gfoss ‘Sales

11%
5

84

B By Industry Type:

Credit Experience

Obtain on Terms Desired

Obtain on Less Favorable Terms
Unable to Obtain

Never Tried to Obtain

Resource Manufacturing
- o 22%

100 78

Trade

12%

82

Service - Other
16% 12%
5 6

79 82
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Figure 10.. .
Availability of Revolving.Lines.of Credit to.Business.Respondents

Unable to Obtain Less Favorable Terms
2% 7%

S5

SR,

X

o
e

B For All Firms:

Desired
Terms
38%

No Response 1%

B By Age of Firm: ‘
Credit Experience Firms <5 Years Old Firms 5-10 Years Old Firms >10-Years Old

Obtain on Terms Desired 33% 41% 37%
Obtain on Less Favorable Terms - _ 6 10
Unable to Obtain - - 4
Never Tried to Obtain 67 47 50

B By Firm Sales Size:

| '<$500,000 in $500,000 - $1 Million > $1 Million -
Credit Experience "' Gross Sales in Gross Sales : in Gross Sales .

‘Obtain on Terms Desired 29% 100% 63%
Obtain on Less Favorable Terms 5 - " 16.
Unable to Obtain 3 - -
Never Tried to Obtain 63 - 21

B By Industry Type:
Credit Experience Resource Manufacturing

Loy
5.

Obtain on Terms Desired 50% 89%
Obtain on Less Favorable Terms — -
Unable to Obtain 4 - -
Never Tried to Obtain 50 11
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Figure 11.

Availability of Asset Lines'to Business Respondents

B For All Firms:

W By Age of Firm:

Unable to Obtain 2%

R
X
o
o
X
3

Less Favorable Terms 1%

Desired Terms 16%

No

Never Tried 79%

Response 1%

Credit Experience

Obtain on Terms Desired

Obtain on Less Favorable Terms
Unable to Obtain

Never Tried to Obtain

Firms <5 Years Old

.Firms 5-10 Years Old

6%
6

82

Firms > 10 Years Old

25%
4
71

B By Firm Sales Size:

Credit Experience

Obtain on Terms Desired

Obtain on Less Favorable Terms
" Unable to Obtain

Never Tried to Obtain

<$500,000 in
Gross Sales

1%

3
86

$500,000 - $1 Million
in Gross Sales

33%

67

>$1 Million
in Gross Sales

32%
5

63

B By Industry Type:

Credit Experience

Obtain on Terms Desired

Obtain on Less Favorable Terms
Unable to Obtain

Never Tried to Obtain

Resource

Manufacturing

33%

67

Service

11%
5

84
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. ... Availability of Equipment Financing to Business Respondents, -

B For All Firms:

HW_By Age of Firm:

Less Favorable Terms 9%
Unable to Obtain 1%

Never
Trled 45%

ORRY
50552585y

Desired
Terms 44%

No Response 1%

20000000 %%

Credit Experience

Firms <5 Years Old

Firms 5-10 Years Old

Firms > 10 Years Old

Obtain on Terms Desired 40% 41% 46%
Obtain on Less Favorable Terms 7 12 10
Unable to Obtain - - 2
Never Tried to Obtain 53 41 42
B By Firm Sales Size: S
: o <$500,000 in $500,000 - $1 Million >$1 Million
Credit Experience Gross Sales in Gross Sales in Gross Sales
Obtain on Terms Desired 38% 100% 58%
Obtain on Less Favorable Terms 8 — 16
Unable to Obtain 2 — -
_Never Tried to Obtain 52 - 26
BE By Industry Type:
Credit Experience Resource Manufacturing Trade Service Other
Obtain ony]\'erms Desired 50% 89% 40% T 21% 53% -
Obtain“on-Less Favorable Terms 50 — 4 16 6
Unable to Obtain - — 3 — -
Never Tried to Obtain - 11 47 63 41
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W For All Firms:

H By Age" of Firm:

Figure 13.
Availability of Public Capital to Business Respondents

Never
Tried 94%

O

odeletete

R
&S

%

o
77

XXX
(o

X
X

R
&
%

%

Unable to Obtain 1%
Desired Terms 3%

No Response 1%

Credit Experience

Obtain on Terms Desired

Obtain on Less Favorable Terms
Unable to Obtain

Never Tried to Obtain

Firms <5 Years Old

Firms 5-10 Years Old

Firms > 10 Years Old

6%
2
92

B By Firm Sales Size:

Credit Experience

Obtain on Terms Desired

Obtain on Less Favorable Terms
Unable to Obtain 4
Never Tried to Obtain

<$500,000 in
Gross Sales

2%

2
97

- $500,000 - $1 Million
in Gross Sales

.33%

67

>$1 Million
in Gross Sales -

5%

95

B By Iindustry Type:

Credit Experience

Obtain on Terms Desired

Obtain on Less Favorable Terms
Unable to Obtain "~ . .
Never Tried to Obtain

3

Resource

Manufacturing

1%

89

Service

5%

95
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B For All Firms:

B By Age of Firm:

Figure 14.
Use of Credit Received by Business

New Area
24 %

Finance
Operation
51 %

Expand
Operation
45 %

Other
12 %

Use of Credit

Finance Existing Operation

Expand Existing Operation

Expand into New Area of Operation
Other

No Response

Firms <5 Years Old

27%
33
20

Firms 5-10 Years Old Firms > 10 Years Old
41% 38%
41 35
12 19
20 6 8
6 -

B By Firm Sales Size:

Use of Credit

Finance Existing Operation

Expand Existing Operation

Expand into New Area of Operation
Other

No Response

$500,000
in Gross Sales
38%
25
17
11

>$1 Million
in Gross Sales

$500,000 - $1 Million
in Gross Sales

33% 47%
67 63
33 21

B By Industry Type:

Use of Credit

Finance Existing Operation

Expand Existing Operation

Expand Into New Area of Operation
Other

No Response

Resource

100

67%
33
22

Manufacturing

Percents may total more than 100 since multiple responses were permitted.
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Figure 15.
Reasons Why 31% of Respondents Decided Against Business Expansion

Expansion BRI
too Risky e Credit Not
41% RS Available
BRI 3 R 4%
i % 55 ¥
Ploss: EE
3B S
B For All Firms: 3 55
‘x‘x :::_:,‘: 3 3 % S: 'x!‘ 5 Limited by
s X Mgt.
RIS 22%
~ No Response
4%
Other
30%
B By Age of Firm: :
Reason Firms Firms <5 Years Firms 5-10 Years Firms > 10 Years
No Economic:Reason to Expand Business — .- -
Expansion Limited by Mgt. Capacities - 33 18
Felt Credit Was Not Available in Local Mkt.  — - 6
Felt That Expansion Was too Risky 33 - 50 41
Other . _ 67 ‘ 17 30
No Response - - 6
B By Firm Sales Size:
} <$500,000 $500,000 - $1 Million >$1 Million
Reason A in Gross Sales . in Gross Sales in Gross Sales
H : ’ .
No Economic Reason to Expand Business — - -
Expansion Limited by Mgt. Capacities 18 - ’ 40
Felt Credit Was Not Available in Local Mkt. 5 - -
Felt That Expansion Was too Risky - 45 - 20
Other ; 28 - 40
No Response 5 — -
B By Industry Group: .
Reason . Resource Manutfacturing Trade Service Other
No Economic Reason to Expand - C— - - -
Expansion Limited by Mgt. Capacities — 50 25 17 20
Credit Was Not Available in Local Mkt. — - - — 20
Felt That Expansion Was too Risky 100 50 42 50 -
Other . ’ - = - 25 17 60
No Response - - - 8 17 -
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Figure 17.
Availability of Business Services
Through Primary Commercial Lender

Percent
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©
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Cash Financial Referral to Magt. Asset Based
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Figure;18.;;s
Importance-of Characteristics.in-Choosing.a Financial Institution
and Business Rating of Own Institution

H Importance of “Personal Service or Attention to Business Needs:”

Choosing a Financial Institution Rating of Own Institution

Somewhat
Important 10%

Excellent 31%

Important 51%

W Importance of “Reliable and Consistent Source of Credit:”

Choosing a Financial Institution Rating of Own Institution

Excellent 33%
Very
Important 51%

Not Important 5%
Somewhat

. Important 22%




Figure 18 (continued).
Importance of Characteristics in Choosing a Financial Institution
: and Business Rating of Own Institution

B Importance of “Knowledge of You and Your Industry:”

Choosing a Financial Institution Rating of Own Institution
| Very - Excellent23%
Important 30%
Important 31% Good 28%
No
3 Response 20%
No 2 ‘
Response 16% K 5
Somewhat . B Not > Poors% _
Important 16% Important 7% Fair 22%
B Importance of “Types of Business. Services:”
Choosing a Financial Institution’ Rating of Own Institution
Not
Important 30%
s e X Excellent 17%
No n:. 9sseoses x&:: l:x"
Response 4% R SRR Good 37%
Very : .
Important 13% | No
Somewhat Response 22%
Important 23% X
Important 21% . Fair 15% Poor 9%
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, Figure 18 (continued).
Importance of Characteristics in Choosing a Financial Institution
and Business Rating of Own Institution

[ | Im'portance of “Flexible Terms and Conditions on Loans:”

Choosing a Financial Institution Rating of Own Institution

Excellent 20%

Important 37%

B Importance of “Your Knowledge of Bank and Confidence in Them:”

Choosing a Financial Institution Rating of Own Institution

Excellent 22%

Very

Important 48% Not Important 1%

Y...7, W

’ Important 30%




Financial Institutions to Solicit Loan

Business:

B Length of Time Required to Process
and Decide on Loan Applications

. W Frequency of Visits by Local

| Figure 19
: Business Respondents’ Perceptions of How the
- Local Business Credit Market Has Changed Since 1984

Products:

- @ Availability of Asset-based Loan

H Cost of Bank Services:



Decisions are

g

B Flexibility in Terms Offered on Long-
term Financing From Your Bank

Needs:

Figure 19 (continued).
.. Business Respondents’ Perceptions of How the

Local Business Credit Market Has Changed Since 1984

B Personal Attention to Credit Needs:

B Extent to Which Lendin
Tailored to Your
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Table 1. ,
Description of Bank’s: Small Business Lending Program

] By State H By Bank Type

Independent Branch or Holding
All Banks MA ME NH Banks - Company Banks

Definition of Small Business
for Lending Purposes:

Yes

No

Marketing Program to
Promote Lending:
Yes.
No

Visitation Program:
Yes
No

Referral of Small Business
Person to Other Sources
of Capital:

Yes

No
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Table 2.
Constraints.on. Greater Bank Lending to Small Business .

W By State B By Bank Type

o independent Branch or Holding
All'Banks MA ME ~ Banks Company Banks

Could Bank Increase Small
Business Lending?

Yes

No

Constraints:
Poor Quality Loan
Applications

Lack of Expertise in
Making Loans

Poor Business Climate

Lack of Capital/
Deposit Base

I
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Table 3.
Percent of Banks Providing the Following:Services to Business Clients

B By State H By Bank Type

Independent Branch or Holding
All Banks MA ME NH vT Banks Company Banks

Payroll  80%  80% 95%  47% 70% 85%
Cash Management Accounts 69 90 64 53 ' 30 88
Financial Counseling 75 60 73 80 90 68

Referral to Technical Asst. ’ :
Agencies 82 80" 86 87 85 80

Management Counseling = 23 50 14 20 30 20
Asset Based Lending 67 60 77 60 45 78
Equipment Financing 97 : 95.

Leasing 38 25

l'
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Table4.. v
Most Important Criteria.in Commercnal Loan Decision. Makmg

M By State e H By Bank Type

- ‘ _ Independent Branch or Holding
.. AliBanks MA  ME NH VT Banks Company Barks

Percent of Banks Ranking Each Criterion as the Most Important in
Accepting a Loan Application

Character - . 48% 50% : 45% 53%  43%
Collateral 5 10 . 7 7
Capitalization | 7.7
Management Capacity 7 21
Industry Conditions - 7

Cash Flow , 27 50

Percent of Banks'Ranking Each Criterion as the Most Important in
- Rejecting a Loan Application

Poor Quality Application 7% 20% 5% — 7% 1%
Inédequate Collateral 5 5 7 7 5
New Firm 23 13 21 A 28
Inadequate ‘Equit)" 14 _ 13 14 5
No Relationship With Bank o

Poor Earning’s Record

Manager Has Only Limited
Understanding of Business
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Table 5. |
Measures of Bank’s Capacity for Commercial Lending

H By State H By Bank Type
_ : Independent Branch or Holding
AllBanks MA ME NH VT. Banks Company Banks

Trained Commercial
Loan Officer: o

Yes : 82% 80% 82% 73% 93% 80% 83%

No 18 20 18 27 7. 20 17
Home Equity Loans: '

Yes 20 100 95 67 100 70 100

No 10 - 5 33 - 30 - .

Estimated % for Business Use 18 23 15 23 14 21 17

Use Loan Guarantee Programs: :
Yes: , 95 90 100 93 93 : 85 100
No , 5 10 - 7 7 15 -

Commercial Loan Participations:
Yes . - 53 60 27 67 64 53 54
No . ‘ 47 30 68 33 29 47 46

Sell Commercial Loans:
Yes ' : 50 40 27 67 64 53 ) 54
No ' ) 50 50 64 33 29 : 47 46

E-6
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{.k Fieii ?’5"3 5
Locatlon Slze and Indus rfg Bank S Commerclal Borrowers

v

e I - . s et "

W By State M By Bank Type

D

. Independent Branch or Holding
~AllBanks MA° ME NH vT Banks Company Banks

Location:
Wuthln Market
Outside Market
Out- of-state

Size: .
Start up
< $100,000 Sales :
$100,000 - $500,000 Sales

- $500,000 - $1 Million Sales
$1 Million - $5 Million Sales
> $5 Million Sales

Industry:
Resource Based
Manufacturing
Retail
Wholesale
Construction
Business Services
Personal Services
TCU*

"Trans’portafibh', commiunication, and other utilities.
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: o Table 7. -
" Type and Size of CommercialLoans In Bank’s Portfolio

&

H By State ‘ H By Bank Type
~ Independent Branch or Holding
- AllBanks. MA'° ME NH VT - Banks Company Banks
Type: : . , '
Asset Line ‘ 5% 3% 3% 10% 5% 6% 5%
ST, Secured 15 20 17 1 13 20 13
ST, Unsecured 12 10 15 9 11 12 1
LT (1-5 years) 22 32 22 17 21 20 23 .
LT (>5 years) 17 11 17 14 26 15 18
Revolving Line 15 12 10 - 25 13 14 .15
Equipment 13 9 14 14 13 11 14
Industrial Revenue Bonds 1 2 - - - 1 1 -
Size Outstanding:
<$10,000 11% 8% 18% 8% 10% 10% 12% -
$10,000 - $25,000 16 15 26 8 14 20 15
$25,000 - $50,000 16 21 16 12 17 17 16
$50,000 - $100,000 26 33 17 27 31 23 27
$100,000 - $500,000 23 16 20 31 23 26 - 21

> $500,000 8 4 7 14 5 5 9

A~
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Table 8.
Banker Perceptions of Local Market Conditions
at Present as Compared to 1985

W By State ’ H By Bank Type

‘ Independent' Branch or Holding
All Banks MA ME NH VT Banks Company Banks

Competition:
Much Greater
Greater
Same
Less
Much Less

Variety of Financial Products:
Much Greater
Greater
Same
Smaller
Much Smaller

Willingness'to Offer New
Commerical Loan Types:
Much Greater
Greater
Same
Less
Much Less

Alternative Sources of Financing:
Much Greater 2
Greater 45
Same 45
Smaller 8
Much Smaller -

Visits to Potential Borrowers:
Much Greater
Greater
Same
‘Less
Much Less

'(continued on next page)
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N Table 8 (continUed.) |
Banker Perceptions of Local Market Conditions
at Present as Compared to 1985

B By State " B By Bank Type

‘ ‘ o Independent Branch or Holding
- All Banks MA ME NH vT Banks Company Banks

Lending Decisions Removed From Local Office: .
Much Greater . 5% 10%.
Greater - . , 15 - 30
Same . 58 30
Less 16 -
Much Less . 5 10

Flexibility in Packaging Loans:
Much Greater
Greater
Same
Less
Much Less

Service Charges:
Much Higher
Higher
Same -

Lower
Much Lower

Ability to Tailor Loans:
Much Greater
Greater
Same
Less
Much Less ;

Lending for Economic Development:
" Much Greater 4
Greater - 36
Same 57
Lower . 4
Much Lower —

- Lending to Small Business:
* Much Greater

Greater

Same

Lower

Much Lower

Commercial Bank Tables




APPENDIX F

| »»
1.9
-
G
=
Y
K=
(qv]
as
%)
oY)
RS
f=
N




Table 1. .
Description of Savmgs Bank’s Small Busmess Lending Program By State*

Definition of Small Business for
Lending Purposes: -

Yes

No

Marketing Program to Promote Lendlng

Yes . -
No 100

Visitation Program
Yes
No

‘Referral of Small Business Person to
‘Other Sources of Capital:

" Yes 40
No 40

*Percents may noqt total 100 due to missing values.

Table 2.
Percent of Savings Banks Providing the Following Servrces
to Business Clients, by State

Payroll

Cash Management Accounts
Financial Counseling

Referral to Technical Asst. Agencies .
Management Counseling

Asset Based Lending

Equipment Financing
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Table

gxing§ Banks: Ranlﬁgﬁng Eﬁg&f\lérfiterion as.the.

Percent of S ck
: “"Accepting a Loan Application, by State*

aEn P

Character

Collateral
Capitalization -
Management Capacity
Industry Conditions
Cash Flow

*Percents may not total 100 due to missing values.

' Table4. B
Percent of Savmgs Banks Ranking Each Criterion as the Most Impgrtan in’
Rejecting a Loan Application, by §tate*

Poor Quality Application

Inadequate Collateral

New Firm

Inadequate Equity -

No Relationship With Bank

Poor Earning’s Record

Manager Has Only Limited
Understanding of Business

*Percents may not total 100 due to missing values.
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Table 5.
Measures of Savings Bank’s Capacity for Commercial Lending, by S_tate‘*

&

MA . ME ' NH VT

Trained Commercial Loan Officer:

Yes 60% 67% 67% 50%

No ‘ 20 33 ‘ 17 ‘ 50
Home Equity Loans:

Yes - 100 91 83 88

No - 9 17 , - 12

Estimated % for Business Use 17 14 18 14
Commercial Loan Participations: :

Yes . C 20 - 23 67 25

No . 60 77 17 50 .
Sell Commercial Loans:

Yes - 17 17 12

No 80 83 83 75

*Percents may not total 100 due to missing values.

f
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fowios™ pnidasy baslgnd welable 6. e 5 vioaivb A sl o eiad
Location, Size, and Industry Proflle of Savmgs Bank’
Commercial Borrowers, by State

R
Location i

- Within Market

Outside Market

Out-of-state

Size:
Startup
<$100,000 Sales
$100,000 - $500,000 Sales
$500,000 - $1 Million Sales

Industry:

Resource Based i

Manufacturing 12
Retail 28
Wholesale 5
Construction 15
Business Services 12
Personal Services 15
TCU* .5

*Transportation, communication, and other utilities. ‘. ;
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L Table 7. ‘ B
Type and Size of Commercial Loans In Savings Bank’s Portfolio, by State

Type:
Asset Line
ST, Secured
ST. Unsecured
LT (1-5 years)
LT (>5 years)
Revolving Line
Equipment
Other

Size Outstanding:
< $10,000
$10,000 - $25,000
$25,000 - $50,000
$50,000 - $100,000
$100,000 - $500,000
> $500,000

l 1
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Members of the Advi‘soryGrodpv to'the New En'g'la'nd Banking Project

Blake Brown,
Ellen Golden,
Ron Phillips*
Coastal Enterprises, Inc.

Cynthia Duncan*
Department of Sociology
University of New Hampshire

Connie Dunham
The Urban Institute

Mary Houghton
South Shore Bank and
Southern Development Bancorp

Andrew Isserman* ,
Regional Research Institute
West Virginia University

Maureen Kennedy '
Rural Economic Policy Program
The Aspen Institute

Steve McConnell
Northern Communities Investment Corp.

Mary O’'Hara*
Massachusetts Urban Reinvestment Advisory Group

Joseph Pietroski
Maine.Bankers’ Assn.

Jean Pogge
Woodstock Institute

Ron Shaffer
Department of Agricultural Economics
University of Wisconsin-Madison

William Springs
Federal Reserve Bank of Boston

Robert Stumberg
National Center for Policy Alternatives

* These members of the Advisory Group provided input during the project but did not participate in the final meeting upon which the

policy implications are based.
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UNIVERSITY OF MASSACHUSETTS Department of Resource Economics
AT AMHERST S

Draper Hali
Amherst. MA 01003

Our region’s financial markets are undergoing major changes. Some people

say that these changes will increase the supply of capital for small
businesses like yours. Others suggest that capital will be less available in.
the future. In this project, funded by the Ford Foundation, we are interested
in finding out how changes such as interstate banking have affected the supply
of capital to small businesses in rural areas. This study is designed to
understand the rural capital situation in New England and, to do that, we
would like to know more about your experience in financing your business.

Your business has been selected as part of a sample of rural small
businesses in New England. Only a few businesses have been asked to be part
of this study. Your cooperation is needed in completing this survey so that
an accurate picture of small business credit needs and experience can be
obtained. Your business's experience will represent similar businesses in the
region, 'so your participation is truly important. .

The survey takes only a few minutes to complete,

\ Please respond now and
mail the survey back in the enclosed prepaid envelope.

r‘ The information you supply will be kept strictly confidential and the
results of the study will be published in such a way that individual business
responses are not identified. (Note: The identification number on the return
envelope is for mailing purposes only. Your name will be checked off the

mailing list when your survey is returned. Your name will not be placed on
the survey.) '

If you are interested in receiving a summary of the results of this
project, please be sure to check the space at the end of the survey.

cooperation’'in this study is greatly appreciated. Thank you for your
assistance.

Your

Sincerely,

Debatr M Macklocy.

Deborah M. Markley
Adjunct Assistant Professor and
Principle Investigator

The Unmiversity ot Massachusetts 1s an Atfirmative Action/Equal Opportunity institution
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Questlons 1-9 are de51gned to prov1de lnformatlon about your firm and your
credit’ experlence g ~ :

1. What is the organizational structure of your business? (Please check
correct response.)

Sole proprletorshlp
Family owned
Partnership

Private corporatlon
Public corporation
Other (Please specify.)

2. In what year was your business started?

3. Approx1mate1y what percent of the capltal used to start your business
"came from the following sources7

__ % Family-or friends

% Commercial bank

% Thrift institution (e.g., savings and loan, savings bank)
% Credit union

% Venture capital group

% Pegsonél savings

$ Other sources (Please specify.)

4. How many employees do you have?

Questionnaires Used in Study - H-3



H-4

What were your gross sales for the year ending December 31, 19877

(Please check correct response.)

Less than $50,000

Over $5 million

Between $50,000 and $100,000
Between $100,000 and $500,000
Between $500,000 and $1 million
Between $1 and $5 million

How have your gross sales changed from 1984 to 1987? (Please check

correct response.)

More than 25% increase

10% to 25% increase

10% to 25% decrease

Less than 10% increase
Less than 10% decrease

More than 25% decrease

Please provide information on your firm’s credit experience for the past

three years in each of the following categories.

response.’)

obtain on

Short term loans (less than
one year), secured

Short term loans (less than
one year), unsecured

Long term loans (one to five
years)

Long term loans (more than
five years) ‘

Commercial mortgage

Home equity loan for business
purposes -

Revolving line of credit
Asset line
Equipment financing

Public capitai (e.g., industrial
revenue bonds)

obtain on

favorable

(Please check correct:

Never
Unable tried
to to
obtain obtain
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If .you have received credit in the past three years, for what purpose(s)
di:d-you-use:the-money2s (Pleasé’check a¥l that apply.) S

Financing existing operations
Expansion of existing business operations

Expansion of business into new areas of operation

Other (Please specify.)

In- the two time periods specified, what percent of the total dollar
amount of your loans did you received from the following sources?

First 5 years Period up to
of operation the present

Family or friends 3 %

Commercial bank % . %

Thrift institution (e.g., savings
and loan, savings bank)

Credit union

Finance companj

Venture capital company
Supplier/dealer credit

Other (Please specify.)

Have you wanted to expand your business in the past 5 years, but decided
against it? (Please check correct response.) Yes ‘No
If yes, which of the following best explains your decision against
expansion? :

___ No economic reason to expand business
Expansion limited by management capacities
Felt that credit to finance expansion was not available in
the local market

__ Felt that expansion was too risky during this period

____ Other (Please specify.)
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Questions 10-26 are designed to provide information about thé financial insti-
tution from which you receive most of your commercial credit.

10. Which institution provides most of your business credit?

Name :

11. 1Is your financial institution (or the branch with which you do most of
your business) located: '

; Within the community in which your firm is located
Within 10 miles of this community '
Within 50 miles of this community

Other (Please specify.)

12. Do you do business with more than ome branch of this institution?

Yes " No

If yes, please explain the services you receive from the different |
branches you use (e.g., commercial lending services at main branch;
deposit services at another branch.) ’

13. Has your primary lender recently merged with or been acquired by aﬁother
institution? Yes : No
If yes, would you briefly describe any changes ‘that have taken place
since the merger/acquisition in terms of your relationship with the bank
and/or the cost and availability of credit? :
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Which of the following services are offered by your institution and used
by your business? . (Please.check all that apply.)

Offered Don''t Know

Payroll services

Cash management accounts

Financial counseling (e.g., preparing
loan applications, evaluating credit
needs)

Referral to technical assistance
agencies (e.g., SBA)

Management counseling (e.g., preparing
business plans, long range planning)

Asset based lehding (commercial finance,
accounts receivable lending)

Leasing operations

Other (Please specify.) "

If another business person sought your advice on financial institutions,
would you recommend this financial institution? (Please check correct
response.) Yes No

Please explain your answer briefly.
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We recognlze that financial markets have undergone major changes in recent
years. Please check the correct response to each of the following in terms of
how your local business credit market today compares to 1984,

16. Availability of asset-based loan products, such as asset lines

Much more available
More available

Same availability
Less available

Much less available
No basis to judge

NESRN

17. Frequency of visits by local financial institutions to solicit your loan
business

Much greater now

Greater now

Same as past

Less now

Much less now

Never had a visit from a financial institution

NENRR

18. Cost of the banking services your business receives

Much higher now
Higher now

Same as past
Lower now

Much lower now
No basis to judge

NEREN

19. Length of time required for the institution to process and decide on your
loan applications ‘

Much longer now
Longer now

Same as past
Shorter now

Much shorter now
No basis to judge

NEREN

20. Frequency of loan denials

Much greater now
Greater now

Same as past
Lower now

Much lower now
No basis to. judge

RN
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attention by the loan officer to your business’s credit needs

Much greater now

Greater now '

Same as past

Less now

Much less now:

No basis to judge

22. Flexibility in the terms offered on short-term financing from your bank

Much greater now
Greater now

Same as past

Less now

Much less now

No basis to judge

23. Flexibility in the terms offered on long-term financing from your bank

Much greater now
Greater now

Same as past

Less now

Much less now

No basis to judge

‘24. Extent to which lending decisions are tailored to your individual
-situation rather than based on a standard formula

Much greater now
Greater now

Same as past

Less now

Much less now

No basis to judge

If there has been a change, how has this change affected your business’s
credit experience?

Questionnaires Used in Study
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25. How important are each of the following characteristics in your choice of
a financial institution? - (Please check correct response.)

a. Personal service or attention to your business needs

Very important
Important

Somewhat important
Not important

b. Reliable ‘and consistent source of credit

Very important
Important

Somewhat important
Not important

c. Knowledge of you and your industry

Very important
Important

Somewhat important
Not important

d. Types of business services offered (e.g., management counseling,
" financial planning) ‘

Very important
Important

Somewhat important
Not important

e. Flexible terms and conditions on loans

Very important
Important

Somewhat important
Not important

f. Your knowledge of the bank and confidence in them

Very important
Important

Somewhat important
Not important
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Based on your business’'s experience, how would you rate your own
institution in terms of the following characteristics? (Please check
correct response.)

Personal service or attention to your business needs

Excellent
Good
Fair
Poor

Reliable and consistent source of credit

Excellent
Good
Fair
Poor

Knowledge of you and your industry

Excellent
Good
Fair
Poor

of financial services useful to your business

Excellent
Good
Fair
Poor

e. Flexible terms and conditions on loans

Excellent
Good
Fair
Poor

f. Your knowledge of the bank and confidence in them

Excellent
Good
Fair
Good
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27. Rank the following types of financing in terms of the importance of your
current credit needs. (Example: 1l=most important credit need; 2=next
most . important credit need, etc.) : :

Commercial mortgage

Short term (less than one year) loans, secured
Short term (less than one year)'loans, unsecured
Long term (one to five years) loans

Long term (more than five year;) loans

Revolving lines of credit

Home equity loan for business purposes

Equity investment

Asset-based financing

Equipment financing

28. Overall, what is your perception of ‘the level of services offered by

banks now as compared to five years ago? (Please explain.)

29. 1In your opinion, have changes in financial markets affected your
business’s ability to grow, either positively or negatively?

Yes No

Please explain. your response.
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Please feel free to comment on any aspect of your commercial credit needs and
experiencerthat:havernot beenaddressed-in this survey. All comments are
welcomed.

Thank you for your cooperation in completing this survey. Your participation
is appreciated and will contribute greatly to the study. If you would like to
receive a summary of the results of this research project, please check below.
Thanks again for your help in making this project a success!

I would like to receive a summary of the results.
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Survey of Commercial Iending Behavior of Rurali New England Banks

Our region's financial markets are undergoing significant changes. Many
people are interested in finding out what is happening in rural credit markets
as a result of such changes. Your bank has been selected as part of a sample
of banks operating in rural areas of New England. Your cooperation is needed
in completing this survey so that an accurate representation of rural credit
availability can be cbtained. The information you supply will be kept
strictly confidential and the results of the study will be published in such a
way that individual bank responses are not identified. Your cooperation in
this study is greatly appreciated. :

For the purposes of this study, we define cammercial loans as business loans
not secured by real estate. Please answer the following questions with that
definition in mind.

The first set of questions (1-4) refer to your bank's lending to small

business.

1. Does the bank have a definition of a "small business" used for the
purposes of commercial lending? Yes " 'No

If yes, what is that definition?

Does your bank have a marketing program to promote lending to this class
of businesses? Yes No

If yes, does this program include visits to small businesses m your
service area? Yes No

If your bank decides not to make a loan to a small business person, do
you refer the person elsewhere? - Yes No

If yes, to what other institutions do you refer small business people?
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4. Does your bank provide any of the following services to your small
business clients? (Check all that apply.)

Payroll services

Cash management accounts
Financial counseling (e.g., preparing loan applications,
evaluating credit needs)

Referral to technical assistance agencies

Management counseling (e.g., preparing business plans, long range
planning)

Asset based lending (commercial finance, accounts receivable
lending)

Equipment financing
leasing operations
Other (Please specify.)

The following questions (5-18) refer to overall lendmg practices of your
bank. .

5. Do you or does any member of the bank actively participate in a local
economic development agency or other activities promotlng economic
development?

Yes No

If yes, briefly describe this participation.

We recognize that a number of considerations go into any loan decision.
Please rank each of the following criteria in terms of their importance
in evaluating a commercial loan application. (1=most important)

Borrower's character
Collateral pledged against the loan
Capitalization of business seeking loan
Management capacity within business
‘Industry conditions and expectations for the future
. Cash flow
Other (Please specify.)

In the past five years, has the relative importance of any of these
criteria changed? _

Y Mo

Please explain briefly.
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What is the largest loan authority given to any of your loan officers
handlmg commercial loans? $

For loans above this limit, which of the follow:mg most frequently
occurs?

Decision made by more senior officer or loan committee at this
location

Decision made at ancther location

Other (Please specify.)

If decisions are made at ancther location, is that location:

Main branch of the bank-
Headquarters of the bank holding company

Regional affiliate of the bank holding company
Other (Please specify.)

Does your bank have a commercial and industrial loan officer with
training in commercial lending other than real estate lending?
Yes | No

If yes, how many such loan officers does the bank have?

Please rank each of the following in terms of their importance in
rejecting a commercial and industrial loan? (l=most important)

Poor quality of loan application

Inadequate collateral to support loan

New firm with no earnings record

Inadequate owner's equity

Borrower had no established relatlonshlp with bank

Poor earning's record in the past

Borrower has only a limited undexstandlng of business involved
Other (Please specify.)

[RRRRRR

Does the bank provide home equity loans?
' Yes No

If yes, what percent would you estimate are used for business purposes?
Do you use any state or federal guaranteed loan programs, e. g., SBA
program?

Yes No

If yes, what percent of your loans are guaranteed through such programs?

Percent of ‘total mumber of loans
Percent of total value of loans
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12. If your bank is affiliated with a bank holding company or is a branch of
- a larger bank, what type of support do you get from the central office
for commercial and industrial lending? (Check all that apply.)

Training programs for your personnel on lending techniques
Central office professionals who provide technical assistance on
commercial lending as needed

Research and support staff to help evaluate loan applications
Other (Please specify.)

Please provide the following information on your commercial and
industrial loan borrowers.

a. Percent of borrowers located:
within service area (defined in CRA statement)
outside service area but within state
out—-of-state

b. - Percent of borrowers in the following size groups:
Start ups
Iess than $100,000 in sales
Between $100,000 and $500,000
in sales
Between $500,000 and $1 million in sales
Between $1 and $5 million in sales
Greater than $5 million in sales

c. Estimated percent of borrowers from the following industry groups:
Resource based (farming, mining,

forestry, fishing)
Manufacturing

Retail trade

Wholesale . trade

Construction

Services—business

Services—-personal :

Transportation, communications, and other utilities

We are interested in finding out about your commercial lending activities
over the past year (ending December 31, 1987). Please provide the
following information for commercial and industrial loans (those business
.loans not secured by real estate.)

. Number Dollars
‘I'otal mmber of loan applications
Total number of loans approved
Typical size of loan made
ILargest loan bank will make
Smallest loan bank will make

Total.value of commercial and industrial loans
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a. ., Does the total dollar value of. commercial and industrial loans
. include any loan participations with other banks?

Yes No

$

If yes, what was the total value of loans purchased by your bank?
$ .

Do you sell any of your ccxrlmerc1al and industrial loans‘>

If yes, what was the total value of loans originated by your bank?

Y&s ' No

If yes, what percent? __ 3

What would you say is the commercial and industrial lcan amount below
which the processing costs begin to exceed expected returns? -
$ :

If an applicant's loan request is below this minimum size, which of the
following do you do? (Check all that apply.)

Refer to another financial institution

Make a personal loan

Set up a revolving line of credlt

Make a home equity loan
Other (Please specify.)

What percent of your total value outstandlng of commerc:.al and J.rxiustnal
loans would you classify as:

Asset based line-
Short term loans (less than one year), secured
Short term loans (less than one year), unsecured
Iong term loans (one-five years)

Iong term loans (more than five years)

Revolving lines of credit

Equipment financing

Industrial revenue bonds

Other (Please specify.)

o0 o\° O° 0¥ o o o o°

o

17. What percent of your total value outstanding of commercial and industrial
loans fall into the following size groups?

Less than $10,000

_' Between $10,000 and $25,000
Between $25,000 and $50,000
Between $50,000 and $100,000
Between $100,000 and $500,000
Greater than $500, 000
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The follcwn'xg questions (18-28) refer to changes in your coxmne:'clal lending
behavior and-the lecal banking market during the past three years. Please
respond to each of the following in terms of how the situation has changed as
campared to 1985. (Example: "Greater" means greater today than in 1985.)

18. Amount of competition from financial institutions (e.g., banks, savings
and loans) in terms of commercial lending in your market

Much greater
Greater
Same

Much less

19. Variety of financial products you offer business borrowers (e.g., lines
of credit, unsecured loans, etc.)

Much greater
Greater

Same

Smaller

Much smaller

Your willingness to offer new types of commercial loans, such as
receivables fmancmg, that you. previously did not make

Much greater
. Greater-

Same

Iess

Much less

. Number of alternative sources of fmancmg (e.g., goverrment programs,
_nonprofit agencies, etc.) for businesses in your market

Much greater
Greater

Same

Smaller

Much smaller
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Frequency of visits by bank personnel to potentlal commercial and
industrial borrowers to solicit loan activity

Much greater
Greater

Same

Less

Much less

Cormtsents:

Extent to which lending dec1510ns on large loans are removed from your
local office to ancther location

Much greater
Greater

Same

Iess

Much less

Comments:

FleXJ_blllty bf loan officers to package terms and conditions on loans in
response- to individual business needs (e. g., making deferred lnte.rest
loans, seasonal loans, etc.)

Much greater
Greater

Same

less

Level of service charges associated with business lending act1v1t1es
in your bank ,

Much higher
Higher

Same

Lower

Much lower
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Extent to which lending decisions in your bank can be tailored to the
individual situation rather than limited to a standard formula

Much greater
Greater

Same

less

Much less

C_omments:

Volume of lending by your bank to support econamic development activities
initiated by a nonprofit agency or public entity (e.g., Industrial
Reverue Bonds, participation in Community Development Corporatlon

programs, etc.)

Much greater
Greater

Same

Lower

Much lower

of lending by.your bank to small businesses

Much greater
Greater

Same

ILower

Much lower

. [Comments:

nI
[
M '
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Could your bank increase its commercial lending to small business?

‘Yes No ___
If yes, what constraints do you face that limit your ability to increase
small business lending?

Poor quality of loan applications received

ILack of expertise in making small business loans

Poor business climate in your local market

Lack of capital/deposit base to support increased lending
Other (Please specify.)

If no, please explain why not.

What do you see as the important positive changes in financial markets
as a result of the passage of interstate banking legislation?

What do you see as the important negative changes in financial markets
as a result of passage of interstate banking legislation?

Please feel free to comment on- any other aspects of your bank's
commercial and small business lending behavior that have not been
addressed in this survey. All comments are welcome.
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Survez'"céf':"' ‘cémmercial Tending Behavior of Rural New England Thrifts

Our region's financial markets are undergomg 51gn1f1cant changes. Many
people’ are interested in finding out what is happening in rural credit markets
as a result of such changes, particularly thrift deregulation. Your thrift
has been selected as part of a sample of thrifts operating in rural areas of
New England. Your cooperation is needed in campleting this survey so that an
accurate representation of rural credit availability can be obtained. The
information you supply will be kept strictly confidential and the results of
the study will be published in such a way that individual thrift responses are
not identified. Your cooperation in this study is greatly appreciated. °

For the purposes of this study, a commercial loan is a business loan not
secured by real estate. In- answering the following questions, please keep
that definition in mind.

1. Does your thrift institution make commercial loans?

Yes No

(If the answer to Question 1 is "YES", fill ocut SECTION A. If the answer to
Question 1 is "NO", skip to SECTION B.)

SECTION A (To be filled cut for thrifts that make commercial loans)

what is the current dollar value of commercial and industrial loans?
$

Does this total dollar.value of commercial and industrial loans include
any loan part1c1patlons w1th other ﬂ'lrlfts or banks?

yes E »Nd__
If yes, what was the total value of loans originated by your bank?

If yes, what was the total value of loans purchased by your thrift?
$

A
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We'are interested in finding out about your
over the past year (ending December 31, 1987

camercial lending activities
). Please provide the

following information for commercial and:industrial loans.

Cammercial and industrial loans:

Total number of loan applications
Total number of loans approved
Typical size of loan made

_largest loan thrift will make
~ Smallest loan thrift will make

Number Dollars

What would you say is the commercial and industrial loan amount below
whichtheprocessingcostsbegintoexceedexpectedreturns?
$ . .

If an applicant's loan request is below this
following do you do?

minimm size, which of the

(Check all that apply). S

Refer to ancother financial institution

Make a personal loan :
Make a home equity loan

Set up a revolving line of credit
Other (Please specify).

—
—
—

as

Asset based line

Short term loans (less than one year), secured
Short term loans (less than one year), unsecured

Iong term loans (one-five years)

Iong term loans (more than five years)
Revolving lines of credit

Equipment Financing
Other (Please specif|y)

What percent of your commercial and industrial loans would you classify

o\

o\

o

op

oP

ov

o

o°

What percent of your total value outstanding
loans fall into the following size groups?

Less than $10, 000
- Between $10,000 and $25,000
Between $25,000 and $50,000
Between $50,000 and $100,000
- Between $100,000 and $500, 000
Greater than $500, 000

of commercial and industrial

o

oo

o

oe

o\°

o
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7.  DEYEU-sBIITERYISE Your Sofmistcial’and ! ifk

LB LY YeS RIS NO PR S oL PPV

'If yes, what percent? %

8. Please provide the following information on your cammercial loan
borrowers

a. Percent of borrowers located:
within service area

Outside of service area but within the state
Out-of-state

oe

|0\° oe

Please define your service area’

b. Percent of borrowers in the following size groups:

Start ups

Less than $100,000 in sales

Between $100,000 and 500,000 in sales
Between $500,000.and $1 million in sales

o0 P o° oW

c. Estimated percent of borrowers from the following industry groups:

o

'« Resource based (farm.mg mm.ng forestry, fishing)
Mamufacturing
Retail trade
Wholesale trade
Construction
Services--business - -
Services—personal
Transportation, ccmmunications, and other utilities

o\% o\® AP 0P o o°

o

9. What 1s the largest:ldoan: authorlty glven to any of your loan officers
handling commercial loans? $ -

{

For loans above this lnnJ.t Wthh of the followmg most frequently
mr-s‘?z g J",«":}Ll R tiud ¢ : :
___ Decision made by more senior officer or loan commlttee at thls
~ location ,
Decision made at another location (Please specify.

)

10. Does your thrift have a commercial loan officer with training in
commercial lending other than real estate lending?

Yes No

If yes, how many such loan officers does the thrift have?

o

Que_s‘tionpai_r,es Used in Study
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11.

12.

13.

14.

H-26

-7
i

¢ yes, for how many years have you had loan officers w1th thJ.s o
expertise? . years. .

If no, do you a:rt1c1pate adding a person. w1th such experience to your
staff in the next 3-5 years?

Yes No.

We recognize that a mumber of considerations go into any loan decision.

Please rank the following criteria in terms of their importance in
evaluating a commerc;Lal loan appllcatlon. (1=most J'anortan_t) '

Borrower's character
Collateral pledged against the loan .
Capitalization of business seeking loan

Management capacity within business

____ Industry conditions and expectations for the future
____ Cash flow

Other (Please specify).

Rank each of the following in terms of mportance in rejectlng a
conmerclal loan. (1=most mportant)

‘Poor quality of loan application

Inadequate collateral to support loan

New firmwithnoearnmgsrecordv ‘

Inadequate owner's equity

Borrower had no established relatlonshlp with thrift
Poor earnings record in the past

Other (Please specify).

If your thrift is a branch of a larger thrift, what type of support do

you get from the central office for oonmercml lending? (Check all
that apply). v .

____ Training programs for your personnel on lending techniques
__. Central office personnel who provide technical assistance on -
cammercial lending as needed

___ Research and support staff to help evaluate loans

Ot.her (Please spec1fy)

Does the thrift provide home equity loans?

Yes No

If yes, what percent would you estimate are used for business purposes?

%

Questionnaires Used.in Study

Borrower has only a limited m'xderstarxhng of busmess J.nvolved :



“eia od eanmiF o coludiieil osi2 esyolorn? Las yaleutng
15. Does the thrift have a definition of 'small busmess“ used for the
purpose of cammercial lending?
Yes No

7y If yes, what is that definition?

16. Does your thrift have a marketing program to promote lending to this. .
class of businesses?
Yes , No

If yes, does this program include visits to small businesses in your
service area? -

Yes __ ° No

f

17. _ If your thrlft decides not to make a loan to a small business person, do
you refer the person elsewhere”

Yes___w' No __

i

If yes, to what other institutions do you refer small business pecple?

18. Do you provide any of the following services to your small business
clients? (Check all that apply).

Payroll services
Cash management accounts

Financial counseling (e.g., preparing loan appllcatlons,
evaluating credit needs)

Referral to technical assistance agencies

Management counseling (e.g., preparing business plans, long
range planning)

_____ Asset based lending (cammercial finance, accounts receivable
lend.mg)

Equipment financing
Other (Please specify

l. s
o
&
‘l
Sl
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Rroioey ‘ :

SMImB'abbefmedaxtfarthnftsﬂ]atdomtmkecumermalloars)

2. If & borrower approaches the thrift for a commercial loan, which- of the
following do you do? (Check all that apply). ‘

Refer the borrower to a ccmmerc1al bank

Make a personal loan

Make a home equity loan

Refer the borrower to another lend.mg mstltutlon (Please spe01fy

)
Other (Please spec1fy A -)

" Does the thrift prov1de home equlty loans?
'If yes, what percent do you estimate are used for business purposes?
% ‘ : y '

Are you planning to expand your lending activity into commercial and
industrial loans in the next 3-5 years" :

. Yes ~ No
If yes, how will you acquire the level of expertise needed to do
commercial lending?

Hire experienced commercial loan officers

'I‘ram some of your current loan offlcers in commercial lendJ.ng
No plans for additional training

Other (Please specify.

If no, what is preventing your thrift from expanding?

Limited deposit base

No expertise in commercial lending

Thrift has all the loans it can handle currently
Commercial lending is too risky '

Other (Please specify. »

In S years, whatdoyouexpectyourcamercmlamlnﬂustrlal loanto
asset ratio to be?

[}

K
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- APPENDIX I
- Industry and Employee Size
Distribution by State




Industry and Employee Size Distribution of Firms, by State*

Employee Size Distribution:
< 20 Employees
20 - 99 Employees

industry Distribution:
Resource Based
Manufacturing
Trade
Service
Other

U.S. Department of Commerce, County Business Patterns, Maine, Massachusetts, New Hampshire, and Vermont, Washington, D.C.,
1986.

Industry and Employee Size Distribution by State




