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THE IMPACT OF THE CREDIT CRUNCH ON
SMALL BUSINESS

WEDNESDAY, APRIL 16, 2008

UNITED STATES SENATE,
COMMITTEE ON SMALL BUSINESS AND
ENTREPRENEURSHIP,
Washington, DC.

The committee met, pursuant to notice, at 2:41 p.m., in room
428-A, Russell Senate Office Building, Hon. John F. Kerry, chair-
man of the committee, presiding.

Present: Senators Kerry, Cardin, Snowe, and Thune.

OPENING STATEMENT OF THE HONORABLE JOHN F. KERRY,
CHAIRMAN, SENATE COMMITTEE ON SMALL BUSINESS AND
ENTREPRENEURSHIP, AND A UNITED STATES SENATOR
FROM MASSACHUSETTS

Chairman KERRY. This hearing of the Small Business Committee
will come to order. I apologize for being a little late. We had a vote
on the floor. Senator Snowe, the Ranking Member, is introducing
a nominee at one of the other committees, but as soon as she is
done, she will join us.

I want to thank Governor Mishkin from the Federal Reserve
Board and our friend, SBA Administrator Preston, and all of our
witnesses for coming here today and taking time to share with us
their thoughts about the current situation facing small businesses
with the credit crunch.

Needless to say, the effort of this hearing is to really try to focus
on—both to learn to what degree from small businesses there is an
impact and also to draw attention to what is increasingly in the
eyes of the members of the committee a problem that we are facing
back home in all of our communities.

Yesterday, I was visiting with the members of the Real Estate
Roundtable over here in town, major hotel developers, commercial
real estate developers, home builders, others, and we will hear
from home builders in our next panel, but the evidence of the credit
crunch and its downstream implications is mounting.

Yesterday on the front page of the New York Times, right-hand
column, there was a major story about the fallout in retail in
America today, and as I talk to people and try to figure it out, it
is very, very clear that what began on Wall Street and what was
focused in many ways on sort of the bigger picture of the
securitization and the portfolios that held subprime loans has real-
ly spread way down into Main Street America in very significant
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ways, and the spillover of this impact just can’t be disregarded. It
can’t be taken lightly.

I am hearing more and more evidence of a broad-spread credit
crunch. I think the real estate folks yesterday indicated to me that
last year, there was something like $300 billion of deals that were
consummated within that entire year. So far this year, in the first
quarter, there is a total record of something like $9 billion, per-
haps, and that is being generous, and some say if you looked under
the nine, you might find it sort of questionable to what degree.
Well, obviously if you extrapolate out, you know that is $36 billion
versus $300-and-some billion on a year if it holds that way. Nobody
can—I can’t tell you whether it will or won'’t.

What I do know is that many people in business are telling me
that both the combination of the fear and the inability to gauge
risk is causing people to just pull back and has stopped
transacting, that people can’t necessarily get a price. They can’t get
a sense of what is in the value and therefore it is very hard to be
able to make those deals.

In the most recent survey of banks, the Federal Reserve found
that almost one-third of the nation’s lenders have tightened their
lending standards for small business loans, and today, the National
Small Business Association released the results of its annual sur-
vey, which showed that 55 percent of small businesses surveyed
said they face difficulty in obtaining a loan due to the credit
crunch.

The continuing decline in home values has obviously made mat-
ters worse. Approximately 30 percent of all small business owners
rely on home equity loans in order to finance their small business
operations. But as home values decline, many of those small busi-
ness entrepreneurs have to find an alternative financing source.
Some of them will use high-rate credit cards, while others will sim-
ply delay or even cancel a planned investment. So that means
missed opportunities not only for small business, but for all of the
job growth in the ailing economy, which has already shed over
230,000 jobs since January.

Theoretically, the SBA loan program ought to be one of the key
players in the effort to fill the gap left by the tightening credit mar-
ket, but evidence indicates that that may not have occurred this
time around. SBA loan activity is down program-wide. Activity in
the SBA’s 7(a) loan program, the largest single source of long-term
capital for small businesses, appears to be in a free fall. The num-
ber of 7(a) loans approved by SBA lenders has decreased by about
18 percent compared with the same period last year. In terms of
dollars, the 7(a) program is down by over $641 million, which is a
decrease of almost ten percent. That sharp decline suggests that,
whether temporary or permanent, we may want to consider some
changes that might help stimulate that lending and provide more
small businesses with financing they need.

Now, in fairness, if you are looking at the inability to measure
risk that I just talked about and you are looking at the sort of lack
of an end in sight to the devaluation and the spiraling, it is dif-
ficult. It is complicated—I am going to acknowledge that up front—
to be able to say that you have confidence in putting more money
out into something where that person may not have the returns on
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that investment that, in fact, qualify that loan. So this is a delicate
balance and it really mandates both large and small approaches.

Over the past few months, the members of this committee have
proposed several measures to try to provide stimulus to lending
programs. In January, I introduced the Small Business Stimulus
Act of 2008, which was cosponsored by Senators Levin and
Landrieu, and that bill would have boosted 7(a) loan activity by re-
ducing the lender and borrower fees charged by the SBA, and that
would provide, I think, much-needed support for the micro loan
program.

In February, I introduced a modified stimulus bill which added
provisions aimed at increasing loan activity in the 504 loan pro-
gram. I also joined my colleagues, Senators Landrieu and Coleman,
in cosponsoring a bill introduced by Ranking Member Snowe which
included changes to the tax code that would have benefitted small
businesses.

The President’s budget for next year reduces SBA funding and
raises lender fees to the maximum amount allowed, which may, in
fact, be contrary to what we need at this particular moment in time
because it could have been used to reduce the newly imposed over-
sight fees for SBA lenders.

We have a question whether or not the SBA has refused to take
appropriate action in responding to the needs of this credit crunch
and we would like to explore today sort of what the difference
might or might not be between the Fed, which has taken some
bolder moves but which obviously may have greater facility in
doing so.

We are going to hear the testimony from Governor Mishkin on
the Fed’s latest actions and how they affect the state of small busi-
ness in the country, especially the credit markets.

Our second panel of witnesses is going to share with us first-
hand accounts of the tightening market for small business loans,
and I also hope they will share with the committee the steps they
believe ought to be taken to stimulate that activity, because we
hope to draft legislation coming out of today’s hearings if, in fact,
it is warranted and can be effective.

I believe this hearing and the legislation that grows out of the
testimony we hear today have the potential to provide some addi-
tional kick at levels of our economy where it really needs it, and
I look forward to working with Ranking Member Snowe and Ad-
ministrator Preston to figure out what the best ways are we might
be able to do that. Hopefully, we can arrive at a baseline of under-
standing of what is happening and what might or might not make
that difference.

As I mentioned, Ranking Member Snowe will be joining us in a
little while, so we are going to go straight to you, Governor
Mishkin, and then to you, Administrator Preston, and we appre-
ciate both of you being here. Thank you.
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STATEMENT OF HON. FREDERIC S. MISHKIN, BOARD OF GOV-
ERNORS OF THE FEDERAL RESERVE SYSTEM, WASHINGTON,
DC

Mr. MIsSHKIN. Chairman Kerry and members of the committee, I
am pleased to appear before you on behalf of the Board of Gov-
ernors of the Federal Reserve System.

Small businesses play a critical role in the U.S. economy and ac-
cess to credit is essential for their success. My remarks today will
address the unusual stress imposed on credit markets in recent
months and how that stress appears to be affecting small busi-
nesses. So let me turn to small business access to credit in the cur-
rent financial market turmoil.

As we all know, financial and credit market conditions began to
deteriorate rapidly in August. Since that time, credit supply condi-
tions for small businesses have continued to tighten. For example,
in the Board’s most recent Senior Loan Officer Opinion Survey,
conducted in January, a net one-third of the domestic banks sur-
veyed, a larger fraction than the October survey, reported they had
tightened their lending standards on commercial loans to small
firms over the previous three months. Significant net fractions of
banks also indicated that they had tightened price terms on com-
mercial loans to small firms. Actual loan pricing data from our
quarterly survey of terms of business lending are broadly con-
sistent with the qualitative data from the Senior Loan Officer
Opinion Survey.

Despite tighter credit conditions and loan terms, growth in the
dollar amount of commercial loans at U.S. banks was quite well
maintained in the first quarter of 2008. Particularly noteworthy
from the point of view of small businesses is the fact that after
growing almost 20 percent in the first quarter of 2007, commercial
loans to small banks continued to expand at a rate of almost 12
percent in this year’s first quarter.

Another source of information about small business credit supply
conditions is the monthly survey of the National Federation of
Independent Businesses. The results of their most recent survey
suggest that credit supply conditions for small businesses have
held up fairly well over the past several months. For example, over
the past few quarters, only about three percent of survey respond-
ents have reported that financing conditions and interest rates
were the main business concern.

On a less positive note, in recent months, the net percentage of
survey respondents that reported credit was harder to obtain over
the previous three months and the net percentage that expected
credit conditions to tighten over the next three months have been
at the upper end of their ranges observed over the past few years.

Similarly, in the Duke University CFO Magazine Global Busi-
ness Outlook Survey conducted most recently in March, about one-
third of the survey’s chief financial officers of small businesses said
credit was more costly, less available, or both as a result of the
credit market turmoil. This proportion is up slightly from last Sep-
tember.

Looking forward, many small businesses use real estate assets to
secure their loans. Continuing declines in the value of their real es-
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tate assets clearly have the potential to substantially affect the
ability of those small businesses to borrow.

In addition, declines in the value of real estate assets held by
banks and other lenders could affect their willingness and ability
to supply loans, as real estate losses use up capital that could oth-
erwise be used for making new loans. Banks across all size groups,
including community banks, have recently experienced a sharp de-
terioration of credit quality, mostly within loans secured by real es-
tate. Moreover, if banks continue to place on their balance sheets
some assets they had expected instead either to place off their bal-
ance sheet or to sell to investors, such actions could crowd out
loans to some small businesses.

On a more positive note, the vast majority of U.S. banks remain
well capitalized. Going forward, this should help these banks to
maintain their lending capacity.

So let me conclude. In conclusion, since last fall, credit supply
conditions have almost surely tightened for the vast majority of
small businesses. On balance, however, credit appears to be gen-
erally available, but at a higher cost. Thank you.

[The prepared statement of Mr. Mishkin follows:]
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Chairman Kerry, Ranking Member Snowe, and members of the Committee, I am pleased
to appear before you on behalf of the Board of Governors of the Federal Reserve System to
discuss the availability of credit to small businesses.

Small businesses are critical to the health of the U.S. economy. They employ more than
half of private-sector workers, generated well over half of net new jobs annually over the past
decade, and create more than half of nonfarm business gross domestic product. Moreover, larger
firms often begin as smaller firms that prosper and grow. If small businesses are to continue to
provide major benefits to the economy, their access to credit is clearly a high priority. My
testimony today will address the unusual stress imposed on credit markets in recent months and
how that stress appears to be affecting small businesses.

Small Business Access to Credit and the Current Financial Market Turmoil

As we all know, financial market conditions began to deteriorate quite rapidly in the
middle of last August. In response to these and subsequent events, and in recognition that
growth of the U.S. economy was slowing, the Federal Reserve has, since last fall, taken a
number of strong actions aimed at both restoring the normal functioning of financial markets and
at stimulating the real economy.

Although our actions appear to have helped stabilize the situation, financial markets
remain under considerable stress. For example, many lenders have been reluctant to provide
credit to counterparties, especially leveraged investors, and have increased the amount of
collateral they require to back short-term security financing agreements. Credit availability has
also been restricted because some large financial institutions, including some large commercial
and investment banks, have reported substantial losses and asset write-downs, which reduced

their available capital. The capacity and willingness of some large banks and other financial



institutions to extend new credit has also been limited by the reduced availability of external
funding from the capital markets for originated assets. The resulting unplanned increases in their
balance sheets have strained their capital, thus reducing lending capacity. The good news is that
several of these firms have been able to raise new capital, and others are in the process of doing
so. However, market stresses are likely to continue to weigh on lending activity in the near
future.

With this general background in mind, let me now address how the financial market
turmoil of the past several months appears to have affected access to credit by small businesses.
As you may recall, in my testimony before the House Committee on Small Business in
November, I concluded that while credit conditions had no doubt tightened since mid-August,
small businesses generally seemed to have been able to retain access to credit.’ However, T
emphasized that the uncertainty surrounding that conclusion was unusually high, and it was far
too early to draw any firm conclusions. To some extent that is still the case, although we clearly
have more information to work with now in assessing the effects of financial market turmoil on
small business access to credit.

In its initial stages, the current financial market turmoil and associated problems in the
housing market were focused on markets for securitized assets and affected primarily large
financial organizations. In large part because only a small share of small business loans are
securitized and because it is the relatively smaller banks that tend to specialize in providing

“relationship finance™ to small businesses, credit supply to small businesses held up rather well.

! Frederic S. Mishkin (2007), “Availability of Credit to Small Businesses,” statement before the Comrmittee on
Small Business, U.S. House of Representatives, November 7,
www.federalreserve.gov/newsevents/testimony/mishkin20071107a.him.



Still, even in November it was clear that credit conditions had begun to tighten for small
businesses.

The trend toward tighter credit supply conditions for small businesses has continued since
last fall. For example, in the Board’s most recent Senior Loan Officer Opinion Survey,
conducted in January, a net one-third of the domestic banks surveyed--a larger net fraction than
in the October survey--reported that they had tightened their lending standards on commercial
loans to small firms over the previous three months.? Significant net fractions of banks also
indicated that they had tightened price terms on commercial loans to both small and large firms.
The net fractions of banks reporting tighter lending standards and pricing terms on commercial
loans in the January survey were relatively high by historical standards going back to 1990.

Actual loan pricing data from our quarterly Survey of Terms of Business Lending are
broadly consistent with the qualitative data from the Senior Loan Officer Opinion Survey. For
example, data from our most recent survey, taken in February, indicate that the average interest
rate on commercial loans relative to the bank’s cost of funds (the bank’s spread) rose modestly
from the corresponding survey week of three months earlier. Of particular importance for small
businesses, however, are the facts that these spreads jumped significantly both on loans
originated by smaltler U.S. banks and on smaller commercial loans--that is, those loans below
$100,000.

Despite tighter credit standards and loan terms, growth in the dollar amount of
commercial loans at U.S. banks was quite well maintained in the first quarter of 2008.

Particularly noteworthy from the point of view of small businesses is the fact that after growing

% Board of Governors of the Federal Reserve System (2008), “The January 2008 Senior Loan Officer Opinion
Survey on Bank Lending Practices” (January), www.federalreserve. gov/boarddocs/Snl.oanSurvey/200801. In
October, a net 10 percent of banks reported tightening lending standards to smailer firms. The net percent of banks
is defined as the percent tightening less the percent easing standards.
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almost 20 percent in the fourth quarter of 2007, commercial loans at small banks continued to
expand at a rate of almost 12 percent in this year’s first quarter.3 Thus, although slowing
somewhat, commercial loan growth has held up in recent months even though banks’ terms have
tightened and economic growth has slowed, the latter driving down the demand for small
business and other commercial loans. On balance, this suggests that credit is generally available,
albeit at a higher cost.

Another source of information about small business credit supply conditions is the
monthly survey of the National Federation of Independent Businesses (NFIB). The results of the
most recent NFIB survey, conducted in March, suggest that credit supply conditions for small
businesses have held up fairly well over the past several months. For example, over the past few
quarters only about 3 percent of survey respondents have reported that financing conditions and
interest rates were their main business concern, and for March that number was only 2 perce:m.4
In addition, according to the NFIB survey, the average short-term interest rate paid by borrowers
has remained at the low end of its historical range. On a less positive note, in recent months the
net percentage of NFIB survey respondents that reported credit was harder to obtain over the
previous three months and the net percentage that expected credit conditions to tighten over the
next three months have been at the upper end of their ranges observed over the past few years.
Still, these percentages have remained well below their highs reached in the early 1990s and are
below their levels from last September’s survey when they temporarily spiked up.

On the demand side, the NFIB survey’s results are quite pessimistic. For example, the

survey’s index of small business optimism has dropped to its lowest level since the monthly

3 The first quarter’s numbers have been adjusted for some statistical anomalies in February.

* These levels are far below their peaks of the early 1980s, when more than one-third of respondents reported that
financing conditions were their main concern.
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surveys began in 1986, as the net percentage of borrowers that believe it is a good time to expand
their business has fallen to the bottom of its range over the past two decades. This contrasts
sharply with survey responses last September which indicated that the NFIB’s index of small
business optimism and the fraction of firms that considered the next three months “a good time
to expand” had remained at levels similar to those seen in the first half of 2007. If demand
conditions continue to deteriorate, reduced demand for loans could lead to future declines in
small business loans even if credit supply conditions remain about the same.

A less comforting picture of small business credit supply conditions is provided by the
Duke University/CFO Magazine Global Business Outlook survey, conducted most recently in
March. About one-third of the chief financial officers (CFOs) of small businesses who
responded said credit was more costly, less available, or both as a result of the credit market
turmoil. This proportion is up slightly from last September, when that sentiment was reported by
about one-fourth of responding small business CFOs. This survey also asks respondents to rank
their top three concerns, with the (changing) options given in the survey. “Credit
markets/interest rates” was ranked as the second top concern among small business CFOs in both
the March 2008 and the September 2007 survcys.5

Perhaps one of the most important concerns about the future prospects for small business
access to credit is that many small businesses use real estate assets to secure their loans. For
example, data from our 2003 Survey of Small Business Finances (SSBF) indicate that 45 percent

of the total dollar amount of small business loans outstanding in 2003 was collateralized by some

% The top concern in March was customer demand, whereas the top concern in September was the cost of labor.
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type of real estate asset® About 37 percent was collateralized by business real estate assets, and
15 percent was secured with “personal” real estate.’” Looking forward, continuing declines in the
value of their real estate assets clearly have the potential to substantially affect the ability of
those small businesses to borrow. Indeed, anecdotal stories to this effect have already appeared
in the press.

Similarly, declines in the value of real estate assets held by banks and other lenders could
affect their willingness and ability to supply loans, as real estate losses use up capital that could
otherwise be used for making new loans. Indeed, there are reasons to believe that these forces
are currently at work not only at large banks, where the initial problems were observed, but
across the full size spectrum of banking organizations. As noted previously, more stringent loan
terms are already in place. In addition, banks across all size groups, including community banks,
have recently experienced a sharp deterioration in credit quality, mostly within loans secured by
real estate. Moreover, if banks continue to place on their balance sheets some assets that they
had expected instead to place in conduits or otherwise sell to investors, the move could crowd
out loans to small businesses and other borrowers.

On a more positive note, the vast majority of U.S, banks remain well capitalized. Going
forward, this should help these banks to maintain their lending capacity. In addition, lender
constraints on small business loans may be mitigated somewhat by loan guarantees provided by

the Small Business Administration (SBA).

S Board of Governors of the Federal Reserve System (2003), “2003 Survey of Small Business Finances,”
www.federalreserve.gov/pubs/ossfoss3/ssbf03/ssbf03home.html; Traci L. Mach and John D. Wolken (2006),
“Financial Services Used by Small Businesses: Evidence from the 2003 Survey of Small Business Finances,”
Federal Reserve Bulletin, vol. 92 (October), pp. A167-A195, www.federalreserve.gov/pubs/bulletin.

7 The two components sum to more than 45 percent because some loans are collateralized by both business and
personal real estate.
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The interdependencies between small business and household finance are among the
most interesting and least understood aspects of small business access to credit. In addition to
personal real estate assets, other household assets such as automobiles may be used as collateral
for small business loans, and personal credit cards and savings accounts are sometimes used to
help finance a small business. For example, our SSBF documents that, in 2003, almost
47 percent of small businesses used personal credit cards in the conduct of their business. At that
time, most of this use appeared to have been for convenience rather than for longer-term
borrowing. However, to the extent that small businesses become more reliant on credit cards as
a source of funding, perhaps because of a decline in their own financial condition or because of a
tightening in other aspects of credit supply, they may end up facing higher interest rates than
would otherwise be the case.

Conclusion

In conclusion, the health of the U.S. economy depends importantly on the vitality of the
small business sector, and continued access to credit on competitive terms is necessary for that
vitality. On balance, since last fall credit supply conditions have almost surely tightened for the
vast majority of small businesses. Credit appears to be generally available, but at a higher cost.
Only a small fraction of small business owners report that credit is their main business concern.
Demand for their products is much more problematic.

Looking forward, continuing declines in the value of small businesses’ real estate assets
have the potential to substantially affect the ability of those small businesses to borrow.
Similarly, declines in the value of real estate may affect the ability and willingness of banks and
other lenders to supply loans. Indeed, this is likely already occurring to some extent at some

banks across the full spectrum of bank sizes. Lastly, because of interdependencies between
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small business and household finance, declines in the financial condition of households can also
affect both the terms of those households’ small businesses loans and their ability to borrow.
For all of these reasons, the Federal Reserve will continue to monitor closely the effects
of financial market conditions on small business access to credit. More generally, I assure you
that the good health of the small business sector is an important consideration for the Federal
Reserve as we strive to fulfill the dual mandate given to us by the Congress to promote both

price stability and sustainable economic growth.
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Chairman KERRY. Thank you very much, Governor.
Mr. Administrator.

STATEMENT OF HON. STEVEN C. PRESTON, ADMINISTRATOR,
U.S. SMALL BUSINESS ADMINISTRATION, WASHINGTON, DC

Mr. PRESTON. Thank you, Chairman Kerry. Thank you also, Gov-
ernor Mishkin, for coming. I also just want to thank the members
of the second panel. You have put together a good group of people
who do a lot of good work for small businesses.

I think as we look at this situation right now, clearly over the
past several years we have seen a very strong period of economic
growth, a period of low unemployment, and a period of very good
broad economic conditions. Most recently, however, in the fourth
quarter, we saw GDP growth fall to 0.6 percent, and if you are a
small business owner, we are looking at higher prices at the pump,
higher prices in the supermarket, and home prices are down. Those
are all factors which clearly affect the cost of running a small busi-
ness and the markets for many of their products.

In June, the President signed the bipartisan economic growth
package which will inject $152 billion into the economy. The pack-
age will support not only consumer and business spending, but it
is also going to provide important tax incentives for businesses to
make investments in new equipment this year with the deprecia-
tion and expensing benefits. We hope that the boost from the stim-
ulus package will help buoy the economy in the coming months,
but also very importantly give small businesses an incentive to in-
vest back in their business because of those cash benefits.

Confidence in the economy is particularly important for small
businesses. In deciding whether to invest in expanding a business,
which may require taking on new debt, it is very important that
business owners have that confidence in the economy and that the
customers will be there to justify those investments.

I think a lot of us have seen a number of surveys out there by
NFIB and NSBA and the Chamber. All of those indicate that con-
fidence among small businesses has declined in recent months, and
I think it also shows that general concern about the economy has
increased.

In addition, what I think is real important for our group, is it
shows that small businesses’ intention to hire and intention to in-
vest back in expansion of their business has also declined. Those
are very much the kinds of decisions which drive the need for cap-
ital which our programs support. That is very consistent with what
we have heard from our lenders and our borrowers.

We have had hundreds of outreach meetings with lenders to dis-
cuss what is going on in the marketplace. Many of the lenders have
indicated they have seen this uncertainty and it has resulted in
less demand for credit in the small business community. Many
lenders have actually indicated that they are having some chal-
lenges putting good capital to work right now in the marketplace.
That is also supported by the Fed January 2008 Senior Loan Offi-
cer Opinion Survey, which shows one-fourth of both large and
small domestic banks saw weaker demand from small firms. How-
ever, demand is not the only factor, but it is an important one.
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The survey also found that some domestic institutions have
tightened their standards, as Governor Mishkin said. That is con-
sistent with what Secretary Paulson stated when he commented re-
cently that he believes the sentiment has swung to risk aversion.
It is also consistent with my own conversations with lenders.

Many of our lenders have experienced a significant increase in
credit losses in their portfolios and they have responded by tight-
ening credit standards. We see a reflection of this in our own port-
folio. Clearly, the greatest declines that we are seeing in our port-
folio are in areas where we see the greatest risk.

In addition, small businesses who are facing challenges due to
the economy or who have less collateral because their home values
have declined, no longer are able to meet the same credit standards
that they were before. So they don’t look as good on paper as they
might have a year ago when a bank is considering a credit decision.

That flow of capital between banks and small businesses is obvi-
ously critical for growth. We have been working very diligently
with lenders to ensure that capital is available to those small busi-
ness owners who want it and need it. We have held roundtables
in cities around the country, major lending centers, smaller com-
munities, as well. We have held very in-depth relationship review
meetings around the country in our field. We have had—in just the
last month, we have had over 800 meetings in our field to sit down
with lenders to talk about their strategies, to talk to them about
the quality of their portfolios, to encourage them to expand the use
of SBA product where it is appropriate, and to make sure we un-
derstand if there is anything that we need to do to support them
to expand the use of our program. Those sessions have given us a
great opportunity to both articulate the value of our guaranteed
lending and also to discuss the issues that they have that are of
concern to them.

Beyond that, I would like to emphasize that we conducted very
extensive lender outreach in late 2006 and early 2007 to make sure
we understood before any of this happened how to expand our pres-
ence in the lending community. We are addressing many of the
issues we heard from lenders where they told us—when they ex-
plained to us what was inhibiting their participation in our pro-
grams back then, and we have gotten great feedback on the
progress we have made.

We are purchasing their loans much more quickly. We had some
terrible backlogs in our guaranteed purchasing operations. We are
turning those very quickly. We are providing much better on-site
bank support for our field network. We have simplified our policies.
We have just rolled out a whole new set of policies last month. We
are moving away from paper to electronic transactions and we are
rolling out new programs, like Patriot Express and Rural Lender
Advantage.

Much of the industry, especially the small banks, were very dis-
appointed when Low-Doc was discontinued. We lost over 400 active
lenders from 2005 to 2006, most of them small lenders. Since then,
we have piloted something called Rural Lender Advantage to bring
back those lenders into the programs. Based on the pilot, we are
making some adjustments to simplify that program based on the
industry feedback. But effectively, it provides lenders with a sim-
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plified application. It is electronic. We turn around the decisions
very quickly. We provide them with a lot of customer support. We
give them the same guarantee structure as the old Low-Doc. We
actually increased the maximum from 150 to 350 thousand, but it
allows us to ensure that we have got consistent underwriting
standards so that the program is more viable than the Low-Doc
program was.

So, like you say, SBA is working very hard on a number of fronts
to support the lending community in a very hands-on way, but in
a more structural way, as well. Certainly we stand ready to handle
an increase in volume, whatever this committee and Congress a