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a. Includes old loans. 
b. Survey was conducted in May 1996 for the previous three-month period. Includes commercial and industrial loans and credit lines. 
SOURCES: Federal Deposit Insurance Corporation Report on Underwriting Practices; and Federal Reserve Senior Loan Officer Survey, May 1996. 

13:lnlis face clelicate tmcle-off in 
rnzlliing loans. O n  the one hand. if 
they lencl only l o  uncleni:ll,ly safe 
ancl secure creclitors, then lentling. 
profits, anti perhaps economic 
growth n.ill suf i r .  If they relas their 
stanclarcls :lncl lencl to a hrozicler 
spectr-urn of crcclitors, then defaults 
may increase, threatening profits 
froln the other sicle. Furthermore, 
what is :~pprolxi:ite :it the clepths of 
:I recession may cliffcr from \\:hat's 
bc.st dnring ;l strong recover-!.. 

One measure of how banlis are 
responding to the challenge cornes 
from a recently released report on 
hank lencling stand;lrcls. The Federal 
Ileposit Insurance Corporation sur- 
veyecl examiners of 2,000 b:~nlis on 
loan untlerwriting practices. Most 
I2anlts reported no change in lencl- 
ing st:mtiarcls; of those that clicl note 
ch:ul~ges, nearly twice as many tight- 
enecl as eased. The numl>er of 
hanlis that saisecl their standards 
ro~ighly corresponcls to the numher 

reporting ahove-averxge risk on  
new loans. When characterizing the 
risk of their entire portfolio (includ- 
ing olcl loans), most batllts again 
noted aver-ape or belo~v-average 
risk. Some states h;ld more than the 
usual numl~er of banlts reporting 
above-average sisli. notably Califor- 
nia (jS"/o), Louisizwa (25%), and 
New York (24%). 

Another measure of bank lo:ln 
standards comes from the Federal 
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Failure lo consider Failure to verify Speculative lnlerest paid by 
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SOURCES: Federal Deposit Insurance Corporation Report on Underwriting Practices; and Federal Reserve Senior Loan Officer Survey, May 1996. 

Reserve's Senior Loan Officer Survey. 
For the I,road category of busi~less 
loans, banks reported almost 110 

change in lencling standarcls over the 
1:lst three months, with a slight bias 
towarcl tightening. 

Conlmercial real estate loans, 
which include construction ancl la11d 
clevelopment loans ancl loans se- 
cured by nonfarm, nonresidential 
land,  can be risky I~ecause such 
projects typic;illy clo not produce an 
immecliate return for the horrower. 

Banlcs mitigate this risk by modify- 
ing the terms of the loan contmct, 
but some practices that have led to 
proble~ns in the past remain com- 
mon. Of these, the most prevalent is 
banks' failure to check the quality of 
alternative repayment sources. This 
concern, ~ v l ~ i c h  showed i ~ p  111ost 
often in New England, may be the 
source of the slight tightening in 
sta~lclarcls for a nlinority of commer- 
cial real estate loans. 

The consumer lending side fol- 

lows a broaclly si~nilar pattern, nit11 
most banlis reporting little or no 
change in standards. About 10% of 
the responclent banks expressecl 
concern over collateml quality ancl 
repayment ability, but this seems not 
to have filtered down into major 
changes in behavior. Stantlartls for 
credit carcl loans are tightening, 
however. with rnore than a quarter 
of reporting hanks raising standards, 
some co~lsiclerably. 
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