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= Since the recession, banks have extended less credit to small firms
than they did pre-recession.

= Large banks have expanded their share of the small-dollar credit
market, relative to small banks.

" The dollar value of small business loans has risen slowly since the
recession, while credit card lending has risen faster.

= A variety of online alternative lenders have introduced new lending
products and services to small businesses.

Source: Brian S. Chen, Samuel G. Hanson, and Jeremy C. Stein, “The Decline of Big-Bank Lending to Small Business: Dynamic Impacts on Local Credit and Labor Markets.” Harvard Business School. 2017. http://www.frbsf.org/economic-
research/files/el2011-32.pdf; “Small Business Lending After the Financial Crisis: A New Competititve Landscape for Community Banks,” Julapa A. Jagtiani and Cathy Lemieux. Economic Perspectives, Vol. 40, No. 3, 2016., Federal Reserve Bank of Chicago.



http://www.frbsf.org/economic-research/files/el2011-32.pdf

= Gives policy makers and lenders a better understanding of the needs
of small businesses to inform incentive, protections, and lending
product development.

" Provides small businesses and technical assistance providers with
information to make informed decisions about credit strategies.

= Offers researchers more information to begin to discern what will

help these businesses grow more, grow faster, and grow the
economy.



= Small Business Credit Survey (SBCS) started in 2014.

= A small business is a firm with 500 or fewer employees.

" |t is conducted every fall beginning in September.

= Respondent pool is based on a convenience sample.

= Data is weighted by firm age, geography, industry and employment size.
= All 12 Federal Reserve Banks began participating in 2016.

= Approximately 12,455 employer and non-employer firms responded to
the 2018 survey.



Both revenue and employment growth improved from 2017.
Share of profitable firms remained the same.
Outlook for 2019 is more tempered.

While credit demand increased marginally in 2018, the share of firms receiving
credit remained essentially flat.

Startup firms and firms with high credit risk continued to have financing
shortfalls.

Online lenders saw applications increase by approximately one-third from the
prior year.

Applicants remain dissatisfied with the interest rates and terms offered by online
lenders relative to traditional lenders.

Source: Small Business Credit Survey, Federal Reserve Banks



The share of firms reporting revenue and employment growth increased from 2017,
but the share omes operating at a profit remained flat.
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EMPLOYER FIRM PERFORMANCE INDICES,** Prior 12 Months? (% of employer firms)

35% = Profitability
= Revenue Growth
= Employment Growth

)

19% \
17%
.._—
2016 Survey 2017 Survey 2018 Survey
N®=9,633-9,758 N#=7,684-7,983 N%=6,176-6,438

Percentages may not sum to 100 due to rounding.

Approximately the second half of the prior year through the second half of the surveyed year.

For revenue and employment growth, the index is the share reporting growth minus the share reporting a reduction. For profitability, it is the share profitable minus
the share at a loss.

Time series values shown here differ from the 2018 report as a result of improvements to the weighting scheme. See Methodolagy for details.

Questions were asked separately, thus the number of observations may differ slightly between questions.
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Source: Small Business Credit Survey, Federal Reserve Banks
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Employment gains were strongest among startups, firms with five or more employees,
firms with more than $fMin%annual revenues, and firms with younger decision
makers (46 year$48f age or yo : f )

SHARE OF FIRMS THAT ADDED PAYROLL EMPLOYEES,'? Prior 12 Months?® (% of employer firms)

Which firms were most
likely to add payroll jobs?
Startup Firm age
Famal 6+ years N=4,359 32%
Number of employees
E;_I";SIO;?:_I ot L 5-49 N=3372 45%
BEE T s0-a99 s o
Revenue size of firm
Larger firms, $1M or less N=-3590 m
by revenues
—[More than $1M N=2375

Firms with
younger
g_le:llz:,osn Age of firm's primary decision maker
Under 46 years nN=1341 46%
46 or older N=4419 33% *
. 4 ?

Source: Small Business Credit Survey, Federal Reserve Banks




A majority of firms (73%) saw/input costs increase in the prior 12 months.

CHANGES IN PRICES, COSTS, AND
PROFITABILITY." Prior 72 AMdonths®
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charges
MN=E 473
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3 Lamge’ refiers fo o change of 4% ar grester “Sowel refers o & noaseo change thal fs fess M 4%

e .
/ Source: Small Business Credit Survey, Federal Reserve Banks




Nearly two-thirds of firms (64%) continued to experience financial challenges,
including difficulties with mahaging operating expenses, scarcity of credit, and
challenges making@debt paym

FINANCIAL CHALLENGES," Prior 12 Months® M=6.400
% of employer fims)

36%

No financial
challenges

Other financial
challenge ) {

W —
1 Respondents cowrd select rmulfipde options. '_“—-——__.
2 Approxkmaledy the second half of 2077 throtigh the sacond hall of 2018 b
w Source: Small Business Credit Survey, Federal Reserve Banks
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Over two-thirds of these firms (69%) relied on personal finances to cover their costs,
while 45% of firmpg tookout#dditional debt.
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1 Respondents coud select mulliphe opliona.
2 Appvoximately the secood half of 2017 through the sscond hall of 2078

ACTIONS TAKEN TO ADDRESS FINANCIAL CHALLENGES," Prior 12 Months? M=3.950
{% of employer fams with financial challenges)

Used personal funds

Took out additional debt

Cut staff, hours, and/for
downsized operations
Made a late payment
or did not pay

Other action

Source: Small Business Credit Survey, Federal Reserve Banks
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Respondents showed consistent year-over-year demand for new financing, with
43% of firms.applying for new capital in 2018, similar to 40% in 2017.

SHARE THAT APPLIED FOR FINANCING,'
Prior 12 Months?® [% of employer firms)

45%
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REASONS FOR APPLYING?
{% of spplicants)

N=2032

Expand business, pursue
new opportunity, or acquire
business assels

P

Refinance

H6%

27%

IE'iE-
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Source: Small Business Credit Survey, Federal Reserve Banks 13



Nearly half of applicants (47%) received the full amount of funding they requested,
similar to the 20&survey.
a
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< TOTAL FINANCING RECEIVED "2 % of applicants)

44%
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2016 Survey
H=4,572

Q
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Source: Small Business Credit Survey, Federal Reserve Banks 14




Financing shortfalls were particularly pronounced among firms with weak credit
profiles, unprofiﬂle firms, Younger firms, and firms in urban areas.

SHARE OF FIRMS WITH FINANCING SHORTFALLS WHEN APPLYING FOR $250,000 OR LESS'?
{% of applicants that sought 5250K ar less)

Which firms most often
experienced shortfalls?
)
. . Credit risk n=1.420
Firms with
lower credit —{ igh creditrisk | - Y

s gy | esmrre
e

Profitability n=1912

Firms that Unprofitable or
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Age of firm MN=2.074
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Startup 21+ years 4%
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v ( Source: Small Business Credit Survey, Federal Reserve Banks
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Applications to online lenders/continued their growth trend with 32% of applicant
firms turning to 6ch lenderstin 2018, up from 24% in 2017, and 19% in 2016.

CREDIT SOURCES APPLIED TO" (% of loan Sine of credit and cazh sdvance applicantz)

— 3
1% . 49% Large bank
\ 44% = Credit union
= CDFI*
24% 32%
o« 19%
0% 0% 9%
4% 5% 5%
2016 Survey 20017 Survey 2018 Survey
M=3,7M H=2818 N=2379

1 Responconts could sefect midtple oo

2 Thme sanies values sfown hete differ from ite 2078 rapart Bs & result of improvements fo the weighling scherne. See Methodokgy for detalls
2 Respandents were pravided a Bsf of iange banie (Mose with af lsast 5108 in ofal deposita) oparading in their ciale

4 Onfiray dendésts” are dafined an nonbani ienders inciifing Lending Glub, OnDeck CAN Caplted, PoyPail Worklm) Capiiai Kabbage, etc.

Source: Small Business Credit Survey, Federal Reserve Banks 16



»
Applicants expected online lenders would make faster funding decisions, would be

more likely to prﬁide fﬁr‘\éﬁnﬁ, and would not require collateral.

o

TOP FACTORS INFLUENCING WHERE FIRMS APPLY"2 (% of lcan/fine of credit and cazh advance apalicants st sowre)
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Bank applicants were most dissatisfied with wait times for credit decisions. Online
lender applicantswere mosttlissatisfied with high interest rates.
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| CHALLENGES WITH LENDERS,? Select Lenders (% of loan/line of credit and cash advence soplicants &t source)

d e
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for credit decision application rate transparency repayment terms cfmlenge
or funding Process
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1  Respondents wisre provided a Vel of fefpe ek (those with ar et S700 & fohy! depoaits| operating in il stare
2 . 'Dwline fenders” are defiaed as nonbaenk fanders including Landing Cilub, SnbDeck, CAN Capdtal, PayPal Wiandng Capital, Kebibage, afc
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Source: Small Business Credit Survey, Federal Reserve Banks 18




Applicant satisfaction is consistently highest at small banks.
*—

0 ~

MET SATISFACTION OVER TIME®*S (% of spproved loan/Bne of credit and cash advance apalicants at source)
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\ = Large bank?
M=633-1,106
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Source: Small Business Credit Survey, Federal Reserve Banks 19




Full Employer Firm Sample - Partner Sample (unweighted)

Outstanding debt, at time of survey

Less than swp.-s% .2%
s1ok- 25 [ -
$25k - $50k _9% lz%

Demand for financing, past 12 months

Didn't Apply 53% 61%

Applied

Reason for not applying, percent of non-applicants

Sufficient financing

Debt averse
Discouraged
orer [
Search too difficult . 3%
Credit cost high . 20,

Reason for applying, percent of applicants

Expand business or new cperation

Meet operating expenses

2 =

Full Emplayer Firm Sample (weighted) Fartner Sample (umweighted)

Refinance or pay down debt

Other

Financing success, percent of applicants

Approved for at least seme financing

Source” 2015 Small Business Credit Survey, Federal Reserve Banks of Atlanta, New York, Boston, Cleveland, Philadelphia, Richmond, and St. Louis
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W
Checlk Out OQur Small Business Website: http://www.fedsmallbusiness.org
. — .

EM. Learn more

FED SMALL BUSINESS

Home About Survey & Reports Analysis Partnership

What's Fed Small Business?

Timely research, data and analysis on America’s Y - '®

job creators
e
¢ -~y
SMALL !
— BUSINESS e
b CREDIT © . & e
' SURVEY 0o.°
Report on Employer Firms
Small businesses reported stronger revenue and
employment growth and continued levels of
credit demand, with more firms applying to

online lenders for financing.

FINANCING THEIR FUTURE:
\eteran Entrepreneurs
and Capital Access

&

Financing Their Future: Veteran
Entrepreneurs and Capital Access

As the rate of veteran entrepreneurship drops,
60% of veteran-owned businesses reported
financing shortfalls.

En
SMALL BUSINESS
CREDIT SURVEY

Report on Nenemployer Firms

Report on Nonemployer Firms
Nonemployer firms make up 81% of all LS.
small businesses, generating $1.2 trillion in
annual sales. But are they succeeding
financially?

PUERTO RICO
SMALL BUS NESSES

AKD THE 2017 HURRICANES

o B o
L
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Puerto Rico Small Businesses and the
2017 Hurricanes
Seventy-seven percent of Puerto Rico small

businesses reported having incurred a loss
directly from hurricanes Irma and Maria.

LATINO-OWNED BUSINESSES
Shining a Light on
National Trends

Latino-Owned Businesses: Shining a Light
on National Trends

Latino-owned small businesses contribute more
than $700 billion in sales to the economy
annually. How are they faring financially?

PUERTO RICO
ShALL BUSINESS
SECTON TRENDS

& O o~
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e
Puerto Rico Small Business Sector Trends

Small businesses in Puerto Rico make up 99.7%
of all business establishments on the island.
How did they fare in 20177

21


http://www.fedsmallbusiness.org/
http://www.fedsmallbusiness.org/

Future 2019 report releases:
= Nonemployer firms
= Minority-owned firms
" Firms operating in low- and moderate-income communities
= Update to “How Do Firms Respond to Hiring Difficulties?” memo

Data collection for the 2019 round of the Small Business Credit Survey kicks off in
September.

Federal Reserve Bank of Richmond is working to expand its survey partner
recruitment in 2019.

Find out more information:
https://www.richmondfed.org/community development/resource centers/smal
| business (Small Business)



https://www.richmondfed.org/community_development/resource_centers/small_business

shannon.mckay@rich.frb.orqg

https://www.richmondfed.org/community dev
elopment



mailto:shannon.mckay@rich.frb.org
https://www.richmondfed.org/community_development
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