The Commercial
Credit Conundrum

banking states in the country, a

surprising number of businesses

seem to have taken to heart the
adage: “Neither a borrower nor a
lender be.” So just where does that
leave banks?

Loaded, apparently. “Loan de-
mand is very soft,” says Dick
Verrone. executive vice president
of commercial loan administration
at Centura Bank. “Companies are
not making large capital expendi-
ture decisions for (1992). They’re
not building new plants. They’re
notemploying new people, so their
borrowing needs accordingly have
been reduced.”

Corporations across the state and
the nation are wary of incurring
new debt as they enter 1992. Regu-
lar borrowing by small business, as
surveyed by the National Federa-
tion of Independent Business
(NFIB), hita 19-yearlow inthe '91
fourth quarter, when only 33 per-
cent of businesses said they were
seeking to borrow money.

Banks, on the other hand, say
that they have plenty of money to lend but
that changes in the marketplace have af-
fected the conditions under which loans
will be made.

“Bankers are eager to extend credit,”
says John Medlin of Wachovia Corp. Fol-
lowing a meeting last fall between Presi-
dent Bush and business leaders, Medlin
said, “I encouraged the president to abol-
ish ‘credit crunch’ from the vocabulary of
administration officials. There is no credit
crunch.”

HughMcColl of NCNB, whichbecame
NationsBank as of Jan. 1, agreed: “It was
the lack of demand rather than interven-
tion by regulators causing a problem.”

“Itappears that the companies that banks
would like to lend to are not interested in
borrowing,” says William C. Dunkelberg,
an economist with the NFIB. Other than
in New England, which has been hardest
hit by the recession and where the NFIB
documents that money remains tight, as
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‘We’re finding most of
our customers are not
confident of a speedy
recovery to commit
themselves to a
significant capital
expenditure program.’
—Robert W. Helms
First Union,
Greensboro

of the fourth quarter only 11 percent of
small businesses surveyed were reporting
that loans were harder to get, down a
percentage point from the previous quar-
ter. Nineteen percent said they were pay-
ing lower interest rates.

“There’s still a fair amount of concern

about the economy out there, ]’ says
Robert W. Helms, executive vice
president with First Union in
Greensboro. “We're finding|most
of our customers are not confident
of a speedy recovery to commit
themselves to a significant capital
expenditure program. By the same
token, their short-term borr: wing
needs are being very well managed
on the part of corporate treasurers
or business owners.”

During the fourth quarter, the
Federal Reserve Board repprted
that banks had ceased tightening
their standards for loans, signaling
a possible easing in the gredit
crunch, at least in terms of |stan-
dards applied to borrowers.

However, the term “credit
crunch” has been used to refer more
generally to the availability of
money, and both banks and the
NFIB say a crunch doesn’t exist.

“I define credit crunch as gredit
not being available under any cir-
cumstances,” says Verrone. “Credit
is available, and we continge to
make loans in all sections of the
economy, including real estate. . .. I think
banks have tended to revisit some of|their
policies and procedures they had some
years ago and have maybe tightened them
a little bit, but not to the point of being
restrictive to the point borrowers can't get
loans.”

“We are currently looking at 4 fair
amount of credit requests,” says George
A. Snead, senior vice president for com-
mercial lending at NationsBank. Snead,
based in Raleigh, says: “Relative to the
last three or four years, we’ve made a
number of significant commitments in the
last three or four months. . . . We're
making quite a few right now. ... It’s a
significant increase from the last year and
a half.

“If you ask me about real estate]” he
adds, “I’d have to couch that a little differ-
ently. . . . Because of what’s happened in
the market, the financial community gen-
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erally is requiring more equity in a real
estate project, more pre-leasing and more
substance in the developer. Other than
that, I don’t see that the market for credit
has changed significantly.”

“Credit was so easy to get for so long,”
says Dr. Campbell R. Harvey, a professor
at Duke's Fuqua School of Business. " We
“had eight years of consecutive growth,
and then all of a sudden . . . there’s more
uncertainty and banks are less willing to
give it out, people say, ‘There’s a credit
crunch and it’s really hurting our chances
of recovery.’ Inmy opinion, it’s just more
conservative policy initiated by the higher-
risk situation. That’s the key thing for the
banks, and it’s something they’ve pain-
fully learned, that you have to assess the
risk of each loan very carefully.”

That’s what Hugh E. Carr, head of
Trion Inc. in Sanford, has encountered.
Although he’s seen a “general tightening
of credit availability,” he says, “it has not
impacted us other than there is much more
due diligence in the review process.” The
company, which manufactures air filters
for a variety of environmental applica-
tions, is borrowing money without diffi-
culty. “We’re a fairly credit-worthy com-
pany on the strength of our balance sheet,”
Carrsays. “We do have arevolving line of
credit. We have been in a loss situation (in
1991), and certainly the institutions are
much more conscious of credit-worthi-
ness and much more concerned about a
client’s ability to repay. . . . Money’s
available, but it’s got more strings on it.

“Having said that, we are equally exert-
ing a fair amount of renewed scrutiny on
credit that we extend to our customers.
The other side of borrowing is repaying,
in other words, the cash-flow side. We
have an on-going relationship with
Wachovia, and we provide them with
pretty detailed information on our fore-
casts and cash-flow projections.”

In 1991, “we have cut back . . . in the
money spent for modernization, upgrad-
ing and capacity additions,” he says.
“That’s basically stimulated more by the
economic uncertainty than it is on credit
availability. We are not replacing some
capital equipment that was in the budget,
it’s deferred. We also have cut out some
consulting contracts that were originally
in the budget.” The amount involved to-
tals about $400,000, he says. “Our normal
capital expenditures on an annualized basis
would be about $1 million, and we’ll
probably spend a half million instead of a
million.”
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Pine Hall Brick Co. Inc., based in Win-
ston-Salem, has not been borrowing
money, says Fletcher Steele, head of the
company, but the brick manufacturing
company has encountered changes in
credit availability in other ways. “There’s
a project that we’ve done on a joint ven-
ture in Richmond that it’s been very ap-
parent,” Steele says. After the apartment-
complex project was initiated a year and a
half ago, “it went along as projected, on
budget. Lease-up started in late summer
and was ahead of schedule. But when it
came to financing the project on a long-
term mortgage, as would traditionally have
been done, the financing was virtually not
available. We are seeking alternatives and
have been working with it for several
months to try to come up with a realistic
and workable alternative to what would
have been very, very easy to do a year and
a half to two years ago.

“I know from our customers’ stand-
point, our homebuilders,” he adds, “their
inability to get construction financing . . .
is making it very, very difficult for those
guys to operate. I hear that on a daily
basis.

“Even though business is down and all
the problems you hear about, you’d think
it would be dead,” Steele observes. “It’s
not dead. Construction business, particu-
larly in single-family housing, is not where
we'd like foritto be, but people finda way
to get things done. We see it coming back.
We probably bottomed out in March. . . .
They 're not coming back fast, but they are
coming back. We had the best month of
the year in October.”

Brady Trane Service in Greensboro may
not be borrowing, but it also has felt the
effects of tight money. “There’s a real
choke on the construction industry,” says
Don Brady, head of the firm that supplies
heating, ventilation and air-conditioning
equipment for industrial, commercial and
institutional uses. Companies in the busi-
ness to supply such development are in
what Brady calls the “trickle-down” por-
tion of the economy. In his case, “we’ve
been fortunate enough in that what has
been out there we’ve been able to get a
good market share.” And he sees im-
provement ahead if several public-sector
projects, including school and prison bond
issues, move ahead.

Part of what has caused these new reali-
ties incommercial creditinvolves changes
in general underwriting guidelines, says
Ed McFarland, senior vice president re-
sponsible for corporate banking at

Wachovia Corp. “We believe we are con-
tinuing to lend under the same kinds of
terms and conditions as we have fin the
past, but in general in the marke place,
there have been some changes in the be-
havior of banks with regard to ho
lend money.

“I think the credit crunch is indegd the
issue of credit availability and not whether
banks have funds available to lend,” he
adds. “We're not in a liquidity crunch;
there’snoevidence, even with the crisis in
some banks, that there is a liquidity kind
of issue, but rather borrowers are perceiv-
ing there may be a credit availability (is-
sue), which is . . . the willingness of their
banks to lend them money in ways that
they have borrowed previously.

“Bankers now tend to want more linfor-
mation than they have had in the past, so
bankers are asking more questions before
they grant credit and that would tend to
make borrowers uneasy about their banker
and about their relationship,” McFarland
says. “Intimes of crisis, particularly when
some of the old ways of lending money
haven’t worked out, bankers are going to
ask more questions. ... That doesn’tmean
that a borrower is any more unlikely to be
able to get credit from his bank; it just
means the banker is more interested in all
of the details, all of the information neces-
sary to make the loan.”

Also, the decision-making process
within banks is taking longer. ‘More
people in a bank are involved in the deci-
sion process of deciding to make a loan
during times of crisis than during normal
times,” he says. “Over the last eight years,
we’ve come to believe that normal times
are times of substantial growth and ex-
pansion, where the economy was growing
at4 or 6 percent, and now GNP is expand-
ing at a real rate of more like 2 percent.
... That means there’s more uncertainty,
and more people have to be involved in
the decision process.”

This selectivity has caused some indus-
tries, such as textiles and health care| to be
particularly appealing to bankers.| “We
have found that borrowers of truly supe-
rior kind of credit quality are finding it
easier to borrow now because more banks
are focusing their attention on the quality
end,” McFarland says. “There are compa-
nies in the textile industry in our state that
are doing well, and I think those compa-
nies are finding it very easy to attract bank
capital.”

Dennis Julian, executive vice president
of the N.C. Textile Manufacturers
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ciation, agrees that access to credit hasn’t
been a concern for most textile compa-
nies, and cites the strength of a major
equipment trade show recently completed
in Germany. “That’s typically a big time
for capital investment,” he says. “Compa-
nies place orders for future delivery. . . .
They typically have their financing in line
for when they do that.”

He adds: “I have heard of people maybe
scaling back their wish list a little bit
because of market conditions or uncer-
tainties about the economy.... (But)Ifeel
like if it involved more than just a few
companies, if it were an industry-wide
thing, I think I would have heard some-
thing about it.”

Textiles and health care aside, Verrone
says, “it’s hard to find companies in in-
dustries that have not been affected by the
recession. All of them have, some to
greater extents than others, like real estate
and commercial real estate, which has
been devastated. But it’s coming back
now, I think theyre over the worst part of
it.”

Industrial recruiters, who typically
witness a range of industrial intentions,
are “‘definitely seeing a cautiousness with
movement of industry,” says Jay Tilley,
plant coordinator for Johnston County’s
economic development office. “Financ-
ing is tight, so that’s bound to be one of the
reasons why. From our point of view,
there are certainly people who can capi-
talize their own expansion, and those that
can’t generally aren’t right now.” Some
projects have been postponed, he says,
but “Idoubtany development office in the
state hasn’t heard that story in the last six
months or so . . . that certain projects have
been looking but just decided to cool
things to see how orders are going.

“We feel like we’ve been blessed with
steady activity,” he says, with Caterpillar
and Glaxo both making major announce-
ments this year. Caterpillar is retrofitting
a former Data General plant in Clayton
that will employ 200 to 250 people by late
1993, and Glaxo announced in the fourth
quarter that it had completed a $3 million
deal to buy Bristol-Myers Squibb’s facil-
ity in Kenly. “Caterpillar is the type of
company with the resources that the credit
crunch is not going to impact it the way it
would a company that would like to sup-
ply a Caterpillar, and expand in the area in
order to do that, but would not have the
capital capabilities to do it without sub-
stantial credit,” he says. “Those are the
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companies, itappears, that thiscredit
crunch is having the impact on.”

“Experience, such as it is, teaches
me that banks will make loans when
they’re good loans,” says N.C.
Banking Commissioner William
Graham. “And what the bankers
teil us is that ‘we’re not getting that
many applications for good loans.
... We’re trying, but we’re just not
getting that many inquiries for good
loans.” Now, the other side of that
coin is that some of the banks sim-
ply have made bad loans and they
probably are not chasing marginal
loans as much as they were two
years ago.

“There isn’tany question but what
when a bank gets hit, if it’s got any
sense at all, it’s going to tighten up
some. Sure, the regulators tell them
to, but the good banks do it before
the regulators ever get there.”

With interest rates down, says
Snead of NationsBank, credit re-
quests are up. “Most rates have come
down in the past 18 months significantly,
whether it’s short-term rates or long-term
rates. We find that a number of people
who have a (fixed-rate) term-loan facility
.. . have come in to discuss refinancing
those loans, whether they had the loans
with us or with another bank.”

The lowerrates have not created a surge
innew borrowing interest, however. “The
situations we’ve seen,” Snead says, “are
more driven by dynamics of the project at
this point than the cost of money.”

McFarland adds: “What I think the Fed-
eral Reserve is finding is that moving
interest rates down does not spur eco-
nomic activity. Raising interestrates tends
to retard economic activity, but lowering
interest rates doesn’t necessarily stimu-
late economic activity. In the commercial
sectors, a lower interest rate doesn’t cre-
ate a need for the borrowing. What we’re
seeing now is (companies) still signifi-
cantly reducing debt. . . . Companies are
staying very lean on inventories, compa-
nies are not expanding capacity and com-
panies are not making debt-financed ac-
quisitions, by and large, so there justis not
the need for borrowing regardless of the
rate.”

Helms of First Union agrees: A lower
prime rate had “had very little impact, and
again, that’s driven by the stage where we
are in what is hopefully an economic
recovery. If you’re concerned about the
economy you’re headed into, (rates) are
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‘Money’s available, but
it’s got more strings on it.’
—Hugh E. Carr
Trion Inc.

not the primary motivator for increasing
borrowing.”

However, Helms does see an emerging
market for refinancing. “Over the past
five years, there’s been a substantial
amount of real estate financed on what are
traditionally referred to as mini-perms,
that is, the standard amortization of any-
where between 15 and 25 years but with a
five-year maturity. Statistically, there is a
huge amount of that debt that matures in
the next 18 months to two years, and
consequently there will be some opportu-
nities out there. That’s not something
you’ll see all at once,” he adds, “it’s more
gradual.”

Currently, First Union is finding “some
cases (where) people are shopping banks
in an effort to determine their willingness
to lend, anticipating that their mortgage
comes due next year. What we're likely to
see is that some of the banks that have
those mortgages will choose not to main-
tain their heavy concentration in real es-
tate financing, and you might find that to
be true with life insurance companies and
pension funds as well.”

“We’re inareal period of change,” says

Graham. “An awful lot of things
are moving . . . a whole ot faster
than they did 20 years agol And
banks, along with everybody else,
are going to have to adjust to that
sort of thing.”

Some of the biggest changes in
banking involve recent mergers,
which have created financial gi-
ants such as NationsBank as well
as new banking entities like
Centura.

The NCNB and C&S Spvran
merger is, “I think, going |to be
very positive for us,” says Snead.
“We've had no negative effect

had several companies comg to us
now of some size that have| said,
‘We believe NCNB is going/to be
one of the premier banking icom-
panies in the country, and we
would like to develop a relationship with
you.””

At Wachovia, which most recently ac-
quired South Carolina National. |bank
mergers do not appear to have affected
corporate customers. “Customers are con-
cerned about the strength of their bank,
about the ability of their banks to serve
their needs,” says McFarland. “I have not
seen evidence that customers are leaving
their banks because their banks arel now

Centura’s Verrone says: “If any
it’s had a positive effect on corporate
customers because the resulting combi-
nation has been a larger bank with higher
lending limits.”

One result for banks, however, will be
increased competition, although Snead of
NationsBank says: “It couldn't get any
more competitive than it already is.

“North Carolina’s already one of the
most competitive banking states in the
country, if not the most competitive,”
Verrone agrees.

“In a recessionary environment, the
companies that are borrowing, the com-
panies that are expanding, are very high-
quality companies, and therefore the com-
petition is even keener to chase those few
loans that are out there . . . which means
your.margins are going to be a whole lot
skinnier to get that business.”

Helms adds: “Consolidation in our in-
dustry is something that’s going to| stay
with us for 10 years or better.”
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