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Executive Summary
*
 

Small businesses have long been an engine of economic growth and job creation in 

America.  More than 99 percent of American businesses employ 500 or fewer employees, and 

together these companies employ half of the private workforce and create two out of every three 

new jobs.  If the Troubled Asset Relief Program (TARP) is to meet its Congressional mandate to 

promote growth and create jobs, then it clearly must address the needs of small businesses. 

The Secretary of the Treasury recently designated small business credit as one of the 

primary focuses of the TARP, and he pledged TARP funds “for additional efforts to facilitate 

small business lending.”  Because the Congressional Oversight Panel is mandated to review the 

Secretary‟s use of his TARP authority, oversight in this area is an important statutory role of the 

Panel. 

Credit is critical to the ability of most small businesses to purchase new equipment or 

new properties, expand their workforce, and fund their day-to-day operations.  If credit is 

unavailable, small businesses may be unable to meet current business demands or to take 

advantage of opportunities for growth, potentially choking off any incipient economic recovery. 

Unfortunately, small business credit remains severely constricted.  Data from the Federal 

Reserve shows that lending plummeted during the 2008 financial crisis and remained sharply 

restricted throughout 2009.  Although Wall Street banks had been increasing their share of small 

business lending over the last decade, between 2008 and 2009 their small business loan 

portfolios fell by 9.0 percent, more than double the 4.1 percent decline in their entire lending 

portfolios.  Some borrowers looked to community banks to pick up the slack, but smaller banks 

remain strained by their exposure to commercial real estate and other liabilities.  Unable to find 

credit, many small businesses have had to shut their doors, and some of the survivors are still 

struggling to find adequate financing. 

Treasury has launched several TARP initiatives aimed at restoring health to the financial 

system, but it is not clear that these programs have had a noticeable effect on small business 

credit availability.  The largest TARP program, the Capital Purchase Program (CPP), provided 

hundreds of billions of dollars in new capital to banks, but Treasury did not require recipients to 

use the money to improve credit access.  In fact, after receiving the money, most recipients 

decreased their lending.  The Term Asset-Backed Securities Loan Facility helped to restore 

liquidity to the securitized lending market, but because relatively few small business loans are 

securitized, the program had little impact on small business lending.  Although the Public-Private 
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Investment Partnership program remains in its early stages, it has not targeted and will likely not 

target the smaller financial institutions that often serve small businesses. 

Looking forward, Treasury has announced several new initiatives to improve credit 

access for small businesses.  Two programs, the Community Development Capital Initiative 

(CDCI) and the Small Business Administration Securities Purchase Program, are proceeding 

under Treasury‟s existing TARP authority, but their effects are likely to be limited.  The CDCI 

will serve only a limited number of very small institutions, while the Securities Purchase 

Program would affect only loans guaranteed by the Small Business Administration, which make 

up a small percentage of the small business lending market. 

The administration has also proposed a much larger and broader lending program, the 

Small Business Lending Fund (SBLF), which would provide $30 billion in low-cost capital to 

small and mid-sized banks, along with incentives to increase lending.  The SBLF‟s prospects are 

far from certain.  The program would require legislative approval, and even if it is established by 

Congress immediately, it may not be fully operational for some time.  It could arrive too late to 

contribute meaningfully to economic recovery.  Moreover, banks may shun the program for fear 

of being stigmatized by its association with the TARP, or they may wish to avoid taking on 

SBLF liabilities at a time when their existing assets, such as commercial real estate, remain in 

jeopardy.  The SBLF also raises questions about whether, in light of the CPP‟s poor performance 

in improving credit access, any capital infusion program can successfully jump-start small 

business lending.  Supply-side solutions that rely on bank balance sheets, such as the CPP and 

the SBLF, may not increase lending. 

Even if Treasury succeeds in increasing the supply of credit, its efforts may still come to 

naught if the demand for credit fails to keep pace.  In the fourth quarter of 2008, net 57.7 percent 

of the respondents to the Federal Reserve Board‟s Survey of Senior Loan Officers reported that 

demand had fallen for small business loans – a figure that rose to 63.5 percent the following 

quarter.  Even now, net 9.3 percent of the survey respondents continue to report falling demand, 

suggesting that some of the reduction in small business lending may be the result of a lack of 

demand. 

A small business loan is, at its heart, a contract between two parties: a bank that is willing 

and able to lend, and a business that is creditworthy and in need of a loan.  Due to the recession, 

relatively few small businesses now fit that description.  To the extent that contraction in small 

business lending reflects a shortfall of demand rather than of supply, any supply-side solution 

will fail to gain traction.  Treasury should be mindful of this concern and should consider 

creative solutions that engage banks, state-based lending consortia, and other market participants.  

The debate over whether small business lending is constrained by supply or demand is a 

reminder of the absence of high-quality data about current lending practices.  Such poor data 

have made it far more difficult to pinpoint the causes of today‟s problems and, as a result, to find 
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effective solutions.  Treasury should take active steps to gather more detailed and dependable 

data about small business lending, and put data-reporting requirements in place so that in the 

future policymakers will not be forced to make decisions with too little information about what is 

actually happening. 

Because small businesses play such a critical role in the American economy, there is little 

doubt that they must be a part of any sustainable recovery.  It remains unclear, however, whether 

Treasury‟s programs can or will play a major role in putting small businesses on the path to 

growth. 




