POST-FINANCIAL

Credit to Noncorporate
Businesses Remains Tight

By Juan M. Sdanchez

Firms use credit to finance production,
working capital, investment in physical
capital, and research and development. All
these activities are important for the func-
tioning of the economy. In fact, as argued in
recent research, there is a strong connection
between the development of credit markets
and that of the economy.!

On June 5, the Board of Governors of the
Federal Reserve System published the Finan-
cial Accounts of the United States for the first
quarter of 2014. This article uses data from
that publication to analyze the use of credit
by nonfinancial businesses since the financial
crisis of 2008. The main finding is that the
evolution of outstanding liabilities has been
very different for corporate and noncorporate
businesses, with a remarkable stagnation in
credit to noncorporate businesses.

Figure 1 displays the value of outstand-
ing liabilities of corporate and noncorporate
businesses. Since their previous peak (during
the financial crisis), liabilities of corporate
businesses increased about 20 percent,
while liabilities of noncorporate businesses
increased only 4 percent. These patterns may
be important to understand the strength
of the recovery if we take into account the
well-established connection between the
functioning of credit markets and that of the
aggregate economy. Recent research shows
that disturbances in financial markets may
be an important cause of business-cycle
fluctuations.?

Corporations are distinguished from
noncorporations in two critical ways: (i) the
financial sources to which they have access
(corporations can issue shares in the stock
market and can borrow and lend by issuing
bonds, while noncorporations can’t do either)
and (ii) the ownership and control structure

12 The Regional Economist | October 2014

FIGURE 1
Total Liabilities of Nonfinancial Businesses
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SOURCE: Financial Accounts of the United States, published by the Board of Governors of the Federal Reserve System.

(a corporation is owned by shareholders but
is typically run by a separate group of man-
agers, while noncorporations are typically
owned by one or two individuals who also
perform as managers).” The first element is
important to understand the differences in
the type of liabilities available for these two
groups of firms.

The main components of liabilities for both
corporate and noncorporate businesses are
credit instruments (e.g., commercial paper,
corporate bonds, depository institution loans
and mortgages). They represent about 60
percent and 70 percent of the liabilities of
corporations and noncorporations, respec-
tively. The rest are trade payables, which are
liabilities owed to suppliers for purchases or
services rendered; tax payables, which are
taxes that a company owes as of the balance
sheet date; and others.

Figure 2 displays the evolution of credit
market instruments. The difference between
corporations and noncorporations is quite
striking. Since the financial crisis, corpora-
tions increased the value of outstanding
credit market instruments by 27 percent,

while the same variable increased by only
3 percent for noncorporations.

To understand the evolution of credit mar-
ket instruments, consider their composition,
as shown in Figure 3. For noncorporate busi-
nesses, most of the debt is composed of mort-
gages (69 percent) and loans from depository
institutions (27 percent). In contrast, 68
percent of the credit market liabilities of cor-
porations are corporate bonds, which are not
available to noncorporate businesses.

The table displays the growth of loans
from depository institutions, mortgages and
corporate bonds. Recall that the first two are
the most important credit instruments used
by noncorporate businesses, while the last
one is available only for corporations. The
trend in loans from depository institutions
and in mortgages since the financial crisis
is very sluggish for both types of businesses.
Actually, for these two instruments, growth
was negative for corporate businesses and
slightly positive for noncorporate businesses.
The key difference is that noncorporate busi-
nesses rely on these instruments, while these
instruments are much less important for



FIGURE 2

Value of Outstanding Credit Market Instruments
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SOURCE: Financial Accounts of the United States, published by the Board of Governors of the Federal Reserve System.

FIGURE 3

components of Credit Market Liabilities, by Instruments, 2013
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Growth Rates of Key Credit Instruments since 2008:Q4, Annualized

Corporate Noncorporate
Depository institution loans -3.3% 1.5%
Mortgages —1.3% 0.2%
Corporate bonds 10.3% n.a.

SOURCE: Financial Accounts of the United States, published by the Board of Governors of the Federal Reserve System.

corporations, as shown in Figure 3. Actually,
the strong recovery of credit for corporations
is due to the fast growth of corporate bonds;
their growth has increased at an average
annual rate of 10 percent since 2008:Q4.
Opverall, credit to noncorporate businesses
remains tight. This phenomenon is mostly
accounted for by the sluggish recovery of
loans from depository institutions and mort-
gages, which are very important for this type
of business. Tight credit may be affecting
the day-to-day operations of noncorporate

businesses since credit is important for
growth. Future research should focus on
trying to find out the reasons for the weak
recovery of lending by banks and other
depository institutions.
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ENDNOTES

1 See, for example, Greenwood, Sinchez and Wang.

2 See Shourideh and Zetlin-Jones.

3 See Magill and Quinzii, Chapter 6, Section 31, for
a thorough discussion.
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