
Evidence from the Banking Side 

In deliberations as to whether commercial bank-
ing should continue to be treated as a separate 
line of commerce, the product known as "small-
business financing" plays an important role. Lend-
ing to small businesses is one of the few—if not 
only—remaining activities of commercial banks 
for which there are considered to be very limited 
alternatives. Changes in the financial environ-
ment stemming from deregulation or market 
forces have resulted in growing competition for 
the business of most other customers of com-
mercial banks. For example, on the asset side, 
banks compete with the commercial paper and 
Eurodollar markets for larger-business loans and 
with finance companies, credit unions, and credit 
card companies for consumer loans. On the 
liability side, thrift institutions and money market 
funds have become significant factors in the 
market for savings and transactions accounts. 

A recent nationwide survey of commercial 
bank small-business lending practices sheds light 
on the questions of whether nonbank sources of 
credit are available to small businesses and, if so, 
whether they are active in small-business lending. 
The survey was conducted jointly by the Board of 
Governors of the Federal Reserve System, the 
Office of the Comptroller of the Currency, and 

the Federal Deposit Insurance Corporation as a 
part of a study on the extent to which commercial 
banks are meeting the credit needs of small 
businesses.53 

Survey Description 

The survey, conducted in September 1981, 
was a personal interview—by economists from 
the Federal Reserve District Banks and the Wash-
ington, D.C. offices of the three federal bank 
regulatory agencies—with senior loan officers 
knowledgeable about small-business lending at 
the sample banks. A sample of 224 banks was 
chosen to represent the universe of 10,309 

"Banks believe they provide 
63 percent of the total debt 

of their small business 
customer/' 
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federally insured commercial banks in the con-
tinental United States with commercial and in-
dustrial loans of at least $1 million as of December 
31, 1980.54 

The banks were selected with probabilities 
proportional to their size, in total assets. The 
sample was stratified by Federal Reserve District 
and by state branching and holding company 
law to ensure proportional representation of 
banks in the Federal Reserve Districts and of 
banks operating under various state banking 
laws. Participation in the survey was voluntary. 
Of the original 225 banks selected, five declined 
to participate; all but one of these were replaced 
in the sample with a bank with similar characteris-
tics. 

The definition of small business was of primary 
importance in designing the survey. The basic 
concept of small business was nonfarm firmsthat 
are independently owned and limited to local 
sources of financing. Banks were told to use their 
own definition if they had one in responding to 
questions. Banks without a definition, principally 
small banks whose business loans are generally 
limited to small-business loans, were given a 
definition by the interviewer: under $2.5 million 
in annual sales; or under $2.5 million in assets; or 
less than $1.0 million in loans outstanding at the 
bank. 

The survey questionnaire covered six topics: 
bank organization with respect to small business 
lending; credit availability; loan characteristics; 
pricing and profitability; government programs; 
and data availability. The questions in the section 
on credit availability are the ones relevant to the 
line of commerce issue.55 

Analysis of Data 
In the analysis of the survey data, each bank's 

responses were weighted by the inverse of the 
probability of selection of the bank. The weight 
of a bank in the sample can be interpreted as the 
number of banks in the population that it repre-
sents. For example, if a bank was selected with a 
probability of one-tenth, it can be viewed as 
representing itself plus nine other banks. Thus, 
the larger the bank, the lower the weight, since 
the larger the bank, the fewer other banks it 
represents. The data presented reflect the weighted 
responses and therefore are estimates for the 
population. It must be emphasized that the 
survey results generally apply only to businesses 

Table 1 
Of the small businesses to which you provide credit, about what 
percentage share of their total debt is supplied by your bank and by 
other commercial banks? 

Share of Small-Business Debt 
Supplied by Commercial 

Banking Sector 
(Percent) 

Average Share3 

individual All other 
Banks bank commercial banks Total 
All banks 63 (55,71) 9 (5,13) 72 

By asset size 
<$100 mil. 63 (47,79) 10 (6,14) 73 

$100 mil. 
<$1 bil. 65 (57, 73) 7 (6,8) 72 
>$1 bil. 59 (53,65) 6 (5,7) 65 

By location 
Urban 67 (53,81) 6 (4,8) 73 
Suburban 53 (39,67) 12 (2,22) 67 
Rural 65 (55,75) 10 (4,16) 75 

a — 95% confidence interval in parenthesis. 

with which the banks already had a relationship 
and that the estimates presented reflect only the 
banks' perceptions, not the perceptions of their 
competitors or their customers. 

The banks were asked a series of questions 
designed to assess the importance of the com-
mercial banking sector as a source of financing 
for small business as well as to determine what 
other sources are available and active. The first of 
these questions was the following: "O f the small 
businesses to which you provide credit, about 
what percentage share is provided by your bank?" 
On average, the banks believe they provide an 
estimated 63 percent of the total debt of their 
small-business customers. In addition, they believe 
that about 9 percent of their small-business 
customers' total debt is supplied by other com-
mercial banks. Thus, banks perceive that the 
commercial banking system provides nearly three-
quarters of the total debt of small businesses 
with which they have a relationship.56 This per-
ception does not appear to be related to size or 
primary location of the bank. (See Table 1). 

The majority of banks believe that the per-
centage share of the total debt they supply to 
their small business customers is about the 
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Table 2 
Of the small businesses to which you provide credit, is the percentage share of their total debt 
supplied by your bank higher, lower, or about the same as compared to five years ago? 

Change in Share,of Total Small-
Business Debt Supplied 

(Percent of banks) 

Share compared to five years ago3 

Banks Higher Lower About the same 
All banks 

By asset sizeb 
<$100 mil. 
$100 mil. <$1 bil. 
>$1 bil. 

31 (25,37) 

30(16,44) 
32 (18,46) 
40 (28,52) 

7 (5,9) 

8 (2,14) 
8 (0,16) 
2 (0,4) 

57 (51,63) 

57 (43,71) 
55 (41,69) 
53 (41,65) 

By location 
Urban 
Suburban 
Rural 

34(14,54) 
34(10,58) 
28 (12,44) 

9 (-3,21) 
5 (-3,13) 
8 (0,16) 

42 (24,60) 
56 (32,80) 
64 (46,82) 

a— 95% confidence interval in parenthesis, 
b — Subgroup totals may not add to 100 due to nonresponse. 

same as it was five years before the survey was 
taken. Close to a third believe their share is 
higher, while less than 10 percent believe it is 
lower. This perception does not differ signif-
icantly among subgroupings of banks based on 
size or location. (See Table 2). 

The banks were also asked what additional 
sources of credit were available, and what 
sources were active, for small-business cus-
tomers in their local areas. Not surprisingly, on 
average, more alternative sources were perceived 
by banks to be available than to be active. Also, 
differences in both availability and activity 
were apparent among subgroupings of banks 
(See Tables 3 and 4). 

All banks think other commercial banks are 
available as a source of credit for small businesses 
in their local area. W i th the exception of a small 
percentage of banks in urban areas or in the 
South, banks believe other commercial banks 
are active lenders to small businesses. Thrift 
institutions (savings and loan associations, mu-
tual savings banks, and credit unions) and 
finance companies are the two other sources 
of financing most often considered to be avail-

able and, to a lesser extent, active. Thrift 
institutions are considered to be available local 
sources of small-business credit by more than 
three-quarters of the banks. This estimate does 
not vary widely by primary location of the bank 
(urban, suburban, or rural). However, by census 
region, banks in the West appear to perceive 
greater thrift institution availability than in the 
other regions. 

Substantially fewer banks perceive thrifts to 
be active, as opposed to available, lenders to 
small business—generally less than one-quarter 
of the banks in any of the location or census 
region subgroups, except in the West where 
activity of thrifts appears greater. The dis-
crepancy between perceived availability and 
activity of thrifts in small-business lending may 
result from the changing legal and economic 
environment in which these institutions operate. 
With the passage of the Depository Institutions 
Deregulation and Monetary Control Act in 
March 1980, the lending powers of federally 
insured thrift institutions were broadened to 
permit more business lending, thus increasing 
the potential ability of these institutions to 
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Table 3 
In your local area, which of these sources of credit are available to small businesses? 

Available Small-Business Credit Sources 
(Percent of banks) 

Credit 
All 

Banks3 

By location By Census Region 

Credit 
All 

Banks3 Urban Suburban Rural Northeast South 
North 

Central West 

Other commercial banks 100 100 100 100 100 100 100 100 
Thrift institutions 79(75,83) 86(78,94) 72(56,88) 79(65,93) 62(30,94) 83(69,97) 75(59,91) 95(89,101) 
Finance companies 81(77,85) 91(83,99) 86(70,102) 76(60,92) 80(60,110) 89(79,99) 69(49,89) 100 
Brokerage houses 20(14,26) 35(15,55) 25(9,41) 12( — 2,26) 5C-1.11) 22(2,42) 11(1,21) 59(21,97) 
Loan production offices 29(23,35) 56(38,74) 37(13,61) 16(4,28) 13(1,25) 31(15,47) 23(9,37) 59(21,97) 
Insurance companies 49(43,55) 61(45,77) 45(27,63) 45(27,63) 35(5,65) 55(35,75) 40(20,60) 68(34,102) 
Small business investment 

companies 24(20,28) 45(27,63) 37(15,59) 10(2,18) 61(31,91) 31(15,47) 13(3,23) 10(2,18) 
Minority enterprise small busi-

ness investment companies 10(6,14) 36(16,56) 7(—1,15) 0 28(6,70) 12(0,24) 5(1,9) 6( —2,14) 
Noninstitutional sources 29(19,39) 36(16,56) 32(12,52) 25(9,41) 23(1,45) 24(8,40) 29(13,45) 55(19,91) 
Direct federal 50(44,56) 75(61,89) 57(33,81) 37(21,53) 80(60,100) 59(39,79) 28(14,42) 80(56,104) 
Direct state 22(16,28) 39(19,59) 8(0,16) 19(3,35) 41(9,73) 24(4,44) 14(4,24) 28(-10,66) 
a — 95% confidence interval in parenthesis. 

Table 4 
In your local area, which of these are the more active lenders? 

Active Small-Business Credit Sources 
(Percent of banks) 

Credit Source 
All 

banks3 

By location By Census region 

Credit Source 
All 

banks3 Urban Suburban Rural Northeast South 
North 

Central West 

Other commercial banks 97(95,99) 89(69,109) 100 100 100 94(84,104) 100 100 
Thrift institutions 13(9,17) 21(7,35) 19(3,35) 8(0,16) 25( —5,56) 9( — 9,19) 9(1,17) 42(2,82) 
Finance companies 23(17,29) 21(9,33) 60(40,80) 11( —3,15) 41(11,71) 26(8,44) 10(2,18) 52(14,90) 
Brokerage houses 1 (.5,1.5) 2(0,4) 2( — 2,6) 0 * 1 1 * 

Loan production offices 8(6,10) 10(0,20) 2 9(1,17) 1 4{ — 2,10) 9( —1,19) 25(-13,63) 
Insurance companies 2(1,3) 6(0,12) 1 1(-1,3) 4( —2,10) * 4( — 2,10) 1(-1,3) 
Small business in-

vestment companies 1 (.4,1.6) 5(1,9) 1 0 8(-4,20) * 2(0,4) * 

Minority enterprise small 
business investment 
companies 1( —.2,1.8) 3(-1,7) 4( —2,10) 0 2 1(-1,3) 2(0,4) 0 

Noninstitutional sources 6(0,12) 3(1,5) 14( —6,34) 5( —1,11) 3(-1,7) * 9( —1,19) 26(-10,62) 
Direct federal 6(4,8) 9( —1,19) 20( —2,42) 0 >1( —9.51) 2(0,4)̂  5(—1,11) 23(-13,59) 
Direct state * 1 0 0 1 0 0 

a — 95% confidence interval in parenthesis. 
* — Less than 0.5. 

lend to small business. However, the deterio-
rating financial condition of many of these 
institutions, which reflects the volatility of the 
financial markets in recent years, may have 
inhibited thrifts from actual expansion into this 
new activity. 

Finance companies are also generally per-
ceived to be a local source of financing for 
small business by most banks - and by all banks 
in the West. Perceived activity of finance com-
pany financing varies widely among the sub-
groups, however. Banks whose primary market 
is a suburban area believe finance companies 
are active small-business lenders significantly 

more often (an estimated 60 percent) than do 
rural banks (11 percent) or urban banks (21 
percent). Activity also appears to vary by Census 
region, with the least activity perceived in the 
North Central regions and the most perceived 
in the West. 

None of the other listed potential sources of 
small-business credit was considered to be 
available in their local area by more than half 
the banks. These sources, in order of estimated 
perceived availability, are the following: direct 
federal lending (50 percent), insurance com-
panies (49 percent), loan production offices 
(29 percent), noninstitutional sources (29 per-
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Table 5 

In recent years, has the competition among lenders in your local area for small-business loans 
increased, decreased, or remained about the same? 

Change in Competitive Environment3 
(Percent of banks) 

Direction of 
Change 

All 
banks3 

By location 
Urban Suburban 

Increase 
Decrease 
About the same 

52 (46,58) 
3(1,5) 

45 (39,51) 

71 (53,89) 
5 ( 1,11) 

24 (6,42) 

82 (70,94) 
0 

18 (6,30) 

a — 95% confidence interval in parenthesis. 

Rural 
33 (15,51) 
4 (-4,12) 
63 (45,81) 

cent), small business investment companies 
(24 percent), direct state lending (22 percent), 
brokerage houses (20 percent), and minority 
enterprise small business investment companies 
(10 percent). None of these is considered an 
active source of small-business financing by 
more than 10 percent of all banks. 

Despite the reported low levels of activity of 
non-bank small-business lenders, an estimated 
half of the banks believe competition for small-
business loans in their local areas has increased 
in recent years, while very few believe it has 
decreased, and not quite half think the level of 
competition is about the same. (See Table 5). 
Bank location appears to be an important 
factor in whether the banks perceive a change 
in competition. Significantly more urban (71 
percent) and suburban (85 percent) banks 
believe competiton has increased than do rural 
banks (33 percent), while significantly fewer 
urban (24 percent) and suburban (18 percent) 
banks believe competition is about the same 
than do rural banks (63 percent). 

Reasons given for the perceived increase in 
competition are about equally divided between 

the following: a growing perception that small-
business lending is attractive (13 percent), 
entry of nonlocal or nonbank competitors (18 
percent), increased aggressiveness of existing 
competitors (15 percent), other reasons (15 
percent). 

In sum, the estimates based on the responses 
to the survey indicate that in general banks 
perceive that there are nonbank financing 
options for small businesses in their local area. 
However, the alternative sources are generally 
not considered to be active in small-business 
lending. Nevertheless, the majority of banks 
believe competition for small-business lending 
has increased in recent years. 

The survey gives no information on whether 
the lack of activity of nonbank small-business 
lenders is due to lack of demand by small 
businesses for credit from the alternative sources, 
or lack of interest by these other sources in 
lending to small businesses. 

—Cynthia A. Glassman 
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