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Introduction

As the United States continues to experience the 
worst economic downturn since the Great Depres-
sion, small businesses are seeing their sources of 
credit dry up. Normally an economic engine, they 
now face severe setbacks in their role as job cre-
ators and sustainers. Given the key role of small 
businesses in our economy, their experiences 
should be of particular concern to policymakers.
 
This report shares the findings of a survey of Or-
egon small businesses, focusing on their experi-
ences with credit and their reactions to one current 
proposal to support small business and economic 
growth: the creation of a state bank. This report 
contributes to the discussion of such a proposal by 
sharing the perspectives of Oregon’s Main Street 
small businesses.

Background

The Important Role of Small Businesses 
in the Economy

Small businesses represent a key force in the econ-
omy of the United States and in Oregon. As of Sep-
tember 2009, small businesses employed just over 
half of the country’s private sector workforce. Ser-
vices and small-scale manufacturing provided by 
small businesses have become an economic base 
on which local commerce rests, as they make up 
99.7 percent of the employer firms in the U.S.1   

Looking at 2006 pre-recession data, the National 
Community Reinvestment Coalition (NCRC) found 
that lending to small businesses increased employ-
ment on a county level.2  Looking at Community 
Reinvestment Act (CRA) funding, communities 
where small businesses had increased levels of 
CRA-based lending correlated with higher levels of 
employment. By focusing on county-level change, 
this research illustrates the strong impact of local 
lending on community employment. 
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However, small businesses continue to face chal-
lenges to spurring the economy. A U.S. Congress 
Joint Economic Committee (JEC) national study 
notes that, as we came out of the deepest levels of 
recession, large establishments increased hiring 
levels in mid-2009, while small business employ-
ment continued to decline into early 2010 and re-
mained stagnant into mid-2010.3  Because small 
businesses represent a force for economic activity 
and employment, in order to promote economic 
recovery it is vital to understand what challenges 
they face in the current economic downturn.

Key Findings

•	 More than half (54 percent) of surveyed 
small businesses expressed that they had 
felt the tightening of credit. Of these, 51 
percent said they had decided not to seek a 
bank loan because they were discouraged.

•	 Two thirds (67 percent) of small business 
owners reporting problems with access to 
credit had delayed or canceled expansion 
plans in response. 

•	 A strong majority of respondents (67 per-
cent) believe elected officials have not 
done enough to support small businesses 
and economic recovery.

•	 An even stronger majority (75 percent) 
would support the creation of an Oregon 
state bank like North Dakota’s.



The Credit Crunch Continues

Although big banks pledged in 2009 to increase 
lending to small businesses, few have come close 
to their goals and many continue to contribute to 
a climate where 41 percent of business owners feel 
they cannot get adequate credit.4  Well into the 
long climb out of recession, many small businesses 
have been left to seek alternatives or go without the 
support of credit for purchasing inventory and sup-
plies, meeting payroll and hiring new employees, 
paying for marketing and publicity, and taking ad-
vantage of opportunities to expand.

When the recession hit, lenders began tightening 
credit standards and reported continued tighten-
ing into 2009.5  Large banks state they have begun 
lending again but that limited demand exists from 
creditworthy small businesses.6  

However, many small businesses and small busi-
ness advocates also believe that the banks con-
tinue to apply overly strict standards of credit-
worthiness.7  Furthermore, the initial tightening 
of credit appears to be self-reinforcing. According 
to National Small Business Association (NSBA) 
president Todd McCracken, “banks lowered exist-
ing credit lines of many small business customers, 
which in turn lowered their credit scores because 
they were left using a higher percentage of their 
available credit.” 8  

Finally, the clampdown on credit and the deterio-
ration of credit terms may be depressing demand. 
Some portion of lowered demand is likely attrib-
utable to “discouraged borrowers” who would like 
credit but do not seek it out because they believe 
they will be denied.9  Similarly, some small busi-
nesses may be holding off from seeking loans or 
other forms of credit because credit has become 
more costly for them.10
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High Costs of the Credit Crunch

Small businesses are paying a high price for the 
credit crunch. At the same time that banks re-
stricted access to traditional loans, credit card is-
suers raised interest rates, increasing the costs of 
credit for small business owners and making that 
credit less reliable.11 Many small business own-
ers also have seen their credit card issuers change 
interest rates from fixed to variable, adding to the 
instability.12 Meanwhile, the crash of the housing 
market has limited  home refinancing as a source of 
credit.13 

These costs have a ripple effect. Across the coun-
try, small business owners have stated that the 
lack of adequate credit has prevented them from 
hiring new staff as they had planned, leaving com-
munities without needed jobs.14  Equally troubling, 
small businesses have reported that lack of avail-
able credit has damaged their ability to buy inven-
tory sufficient to meet demand 15  – suggesting that 
the credit crunch is interfering with the economic 
activity necessary for recovery.

Recent Federal Legislation to Support       
Small Businesses and Economic Recovery

In September 2010, President Barack Obama 
signed into law H.R. 5297, the Small Business Jobs 
Act of 2010.16  Among other things, this new leg-
islation will increase the availability of and fund-
ing for Small Business Administration (SBA) loans 
and provides federal financial support for small 
business lending by community banks.17  It also 
contains tax deductions and other tax-related mea-
sures to reduce business expenses. This federal 
legislation represents a step forward. At the same 
time, state policymakers are looking at ongoing 
state solutions that would support the small busi-
ness sector and economic growth in Oregon. 
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The Bank of North Dakota and the 
Proposal to Create a State Bank

One proposal is the creation of a state bank, such 
as the one now in place in North Dakota. The Bank 
of North Dakota was created in 1919 in response 
to tight credit markets that were threatening the 
viability of the state’s agricultural sector,18 a situ-
ation similar to the credit crunch now experienced 
by small business. 

Looking toward its 100th year, the bank is an im-
portant player in that state’s economy, partnering 
with more than 100 other financial institutions to 
spur economic activity.19  During the worst days of 
the recession, North Dakota was not hit as hard as 
many other states in terms of unemployment and 
other consequences of the recession, prompting 
considerable interest in the model it presents.20 

The bank receives deposits from public agencies 
and uses that money to promote local economic 
development.21  Community bankers in North Da-
kota credit the state bank with assisting local de-
velopment projects, while they have greater diffi-
culty finding support from other lenders.22 

Key among the bank’s activities is its support for 
small business lending. It engages in this lend-
ing primarily in collaboration with other financial 
institutions, supporting their loans to small busi-
nesses. This participation lending involves either 
providing funds to increase the size of loans, buying 
down interest rates, or offering loan guarantees.23  

Compared to similar states, lending has been more 
robust in North Dakota, with small- and medium-
sized banks registering more loans per capita and 
higher  loan-to-asset ratios over the past five years.24

By collaborating with other lenders, the Bank of 
North Dakota supports and helps stabilize the state’s 
banking market, which has a higher number of bank 
offices per capita and less market concentration than 
in comparable states.25  The Bank of North Dakota’s 
presence alongside local banks has been described 
as producing “a ‘crowding in’ effect – keeping [those 
banks] liquid, lending to local businesses, and fuel-
ing economic growth,”26  at a time when larger insti-
tutions have closed off to providing credit. 

The Bank of North Dakota also plays a role in rein-
vesting public funds in North Dakota. In addition to 
funding local economic development, the bank runs 
a profit and typically directs over 70 percent of its 
earnings back into the state general fund. It deliv-
ered $30 million in 2009, one of the toughest years 
on economic record.27  This contributed to North 
Dakota being one of only four states to avoid a reve-
nue shortfall in 2010 and the only state to avoid one 
in the past two years28  – a time when other state and 
local governments are slashing funding for schools, 
clinics, libraries, and other key public functions.29  



Rhonda Ealy
Strictly Organic Coffee Co.
Bend

My husband, Richard Stef-
fensen, and I opened Strictly 
Organic Coffee Company al-

most 12 years ago, with the goal of providing fresh 
sustainable coffee products in a sustainable manner. 
We wanted to enrich the lives of our customers by al-
lowing them to make environmental and socially con-
scious choices. Until the credit crunch and recession 
hit, my business was growing by leaps and bounds. 
I’d hired lots of staff and had become a national cof-
fee wholesaler. My business is still very successful, 
but we’ve had to scale back, mainly due to all the 
problems we’ve had with credit.

We’ve been hit by the credit crunch in a couple of 
ways – being  turned down for a bank loan, and 
having our American Express card spending limit 
decreased drastically, even though Strictly Organic 
was in excellent standing with Amex and had been 
paying off the balance completely every month. With 
this loss of credit, I’ve had to cut administrative staff, 
forego upgrading equipment, and halt the growth of 
my business.

Now my husband and I are doing most of the man-
aging of our two stores ourselves, which was previ-
ously the work of four people. In fact, if I were able 
to access the credit needed, instead of cutting jobs, I 
could potentially add up to five jobs in the Bend area. 
It may not be much, but that’s five more Oregonians 
earning a paycheck and putting money back into our 
economy. 

I want to continue to provide a quality product, and 
create jobs for our community, but with current lend-
ing restrictions, it might not be possible long term. 
There must be a better solution that will help free 
up credit for small businesses like mine and others 
across Oregon that are the economic engine of our 
state. In the end, I want to see our local banks pos-
sess the ability to invest back into our communities 
with Oregon money. I am urging the state legisla-
ture to look at this issue and put Main Street back on 
stable footing.
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Methodology
Between October and December 2010, the Main 
Street Alliance of Oregon and Friends of Fam-
ily Farmers conducted a survey of 116 small busi-
nesspeople and small family farmers around Or-
egon, including the following locations: Ashland, 
Aumsville, Bend, Corbett, Corvallis, Eugene, Gar-
diner, Grants Pass, Gresham, Harbor, Hillsboro, 
Independence, Jacksonville, Junction City, Keizer, 
Lyons, Medford, Mehama, Merlin, Molalla, Mon-
mouth, Newberg, Philomath, Portland, Salem, 
Stayton, Troutdale, and Woodburn. Surveyors con-
tacted respondents through door-to-door canvass-
ing of visible storefronts within business districts 
and/or emails to business owners who previously 
had expressed interest in the Main Street Alliance 
of Oregon and its activities or the activities of its 
partners.

Survey results are rounded to the nearest percent-
age point. In some cases, the combined tallies for 
a particular question may not sum to exactly 100 
percent due to this rounding.

Findings
This survey questioned Main Street small business 
owners about their experiences with credit and 
about their perspectives on a proposal to create a 
state bank. 

Respondent Information

Respondents included small employers (75 per-
cent) and self-employed business owners (25 per-
cent). Fifty-three percent of respondents employed 
one to five employees. Seven percent were farm-
ers. Other respondents represented a wide range 
of Main Street businesses, including retail shops, 
health services, restaurants, personal and pro-
fessional services, auto repair shops, and others.



Bill Allegri
Allegri Wine Shop &        
Art Gallery
Gresham

My wife Kathy and I have been operating our wine 
shop and art gallery in downtown Gresham for 10-
plus years. With our business we are committed to 
providing quality wines as well as displaying Kathy’s 
well recognized fine art. 

Fortunately, I’m not afraid my business will go under 
– we’re still strong. But we’ve found it very difficult 
to expand as we’d like to. We’d love to provide better 
products and services for the residents of Gresham 
and surrounding areas, but the economic downturn 
makes this very difficult.

Experiences with Credit

The survey asked small business owners about 
their experiences with credit. More than half (54 
percent) of survey respondents expressed that they 
had felt the tightening of credit. Of these, 51 per-
cent said they had decided not to seek a bank loan 
because they were discouraged. Forty-two percent 
saw their credit card terms deteriorate, while 41 
percent said they had been turned down for a bank 
loan. Twenty-three percent were unable to obtain 
sufficient trade credit or a vendor loan, and one out 
of five had a line of credit called in. Other reported 
experiences included seeing an increase in the re-
quirements for lines of credit, having lines of credit 
reduced, and having credit card limits reduced.
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Within the past two years, we sought a bank loan. 
Unfortunately, we were turned down. This was dis-
appointing, because it meant we had to do things 
for our business we wish we didn’t have to do. We 
refinanced our home, sold a car, and held off plans 
to expand the business. On top of all that, we also 
haven’t been able to acquire inventory we need for 
our business; we’ve experienced working capital in-
terruptions; and we’ve delayed plans to add staff.
   
Our business, like other small businesses, is part of 
the backbone of our community. We’re disappointed, 
frustrated and at times angry that elected officials 
– local, state and national – have not found ways 
to help small businesses in this economic crisis. We 
hope they decide to make small business a top prior-
ity during their next legislative sessions.

Small business owners experiencing difficulty ac-
cessing credit responded to this challenge in a va-
riety of ways. Sixty-seven percent delayed or can-
celed plans to expand their business, 39 percent 
borrowed from family and friends, and more than a 
quarter (28 percent) laid off workers. Nineteen per-
cent refinanced homes in response to credit access 
issues, while 14 percent took out a new credit card. 

I’ve been turned down for a bank loan

I’ve had a line of credit called in

0% 10% 20% 30% 40% 50% 

 44%

 22%

 51%

 25%

 46%

 10%

If your business has credit needs, have you experienced
any of the following since the recession began?

I’ve decided not to seek a bank loan because
I was discouraged

I’ve been unable to obtain sufficient credit
or a vendor loan

I’ve seen my credit terms deteriorate
(e.g., interest rate rose)

Other
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investments in their company (such as market-
ing, equipment, or other capital purchases), and 
43 percent have been unable to acquire inven-
tory as needed. More than a third (39 percent) 
reported having to lay off employees or being un-
able to hire new staff as needed, while more than 
a quarter (27 percent) reduced business hours. 
Another 18 percent were seasonal businesses 
that reported difficulty surviving sales cycles. 

I haven’t been able to acquire
inventory as needed

0% 10% 20% 30% 40% 50% 

43%

 60%

66%

 39%

 27%

 18%

How has trouble getting affordable credit 
affected your business?

I’ve had to lay off employees or been
unable to hire new staff as needed

I’ve experienced cash flow interruptions

I’ve reduced business hours

Other

60% 70% 

8%

I run a seasonal business and have had
difficulty surviving sales cycles

I haven’t been able to make
necessary investments in my company

Additional responses reported by surveyed bus-
nesses include cashing out retirement and 
other personal savings, borrowing from a per-
sonal credit card, working without pay and down-
sizing the business.

Small business owners reported a variety of effects 
from the difficulty of obtaining credit. Sixty-six 
percent have experienced cash flow interruptions, 
60 percent have been unable to make necessary

Refinanced my home

Taken out a new credit card

0% 10% 20% 30% 40% 50% 

19%

 14%

9%

 39%

 28%

 67%

If you’ve had problems with access to credit, 
how have you responded?

Given up a share of equity in my company/
sold a piece of my company

Borrowed from family and friends

Laid off workers

Other

60% 70% 80% 

19%

Delayed or canceled plans to expand
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A number of responding businesses believe they 
would have been able to create additional jobs had 
they not encountered credit problems. More than 
half of respondents (53 percent) believe they would 
have been able to hire between one and five new 
employees. An additional nine percent felt they 
would have been able to create between six and 10 
additional jobs. In total, 55 small businesses esti-
mated that they would have been able to create ad-
ditional jobs had they had access to sufficient credit.

The survey also questioned small businesses about 
their experiences with credit cards. Many partici-
pating small business owners have avoided rely-
ing on credit cards, with 41 percent of respondents 
reporting that they carried none of their business 
debt on a credit card. For those who did, the por-
tions of debt carried on a credit card ranged from 
one to five percent (20 percent of respondents) to 
more than 60 percent (five percent of respondents). 

More than 60%

0% 10% 20% 30% 40% 50% 

5%

 20%
 41%

What portion of your business’ debt 
load do you carry on a credit card?

3%
51- 60%
41- 50%
31- 40%
21- 30%
11- 20%

6- 10%
1- 5%

0%

4%

5%
4%
4%

12%

For those respondents reporting use of a credit 
card, interest rates ranged from a rate of one to 
four percent (13 percent of respondents) to a rate 
between 26 and 30 percent (three percent). The 
largest portion of those reporting credit card in-
terest rates report rates between 11 and 15 per-
cent (29 percent of respondents), followed by 
16 to 20 percent (22 percent of respondents).

Barbara McLean
The One Stop 
Sustainability Shop
Portland

My daughter and I opened 
our store about a year ago 
with a vision that manufac-
turers and consumers can 

participate in an economy that is both environmen-
tally sensitive and socially just. We try to assess the 
lifecycle of the products we sell, making sure they are 
made of renewable or recycled materials in a non-
toxic, non-polluting way and can be recycled or re-
used when worn out.

Like all new businesses, we had start-up costs. We 
went to our local bank, and we were told we needed 
to be in business for two years before they could pro-
vide us with a loan. But how can you start a small 
business without being able to get start-up funding? 
Because of this, I decided to take a risk, and use a 
home equity loan on my house. Without this money, 
I couldn’t have gotten my business off the ground. 

Because of the risks involved, I would prefer to trans-
fer my home equity loan amount to a conventional 
business loan, but that doesn’t seem possible at the 
moment.  It is frustrating that the banks are doing 
little to help small businesses.  There needs to be a 
better solution – many small, thriving businesses can 
and do have a great effect on  local economies, but 
if they don’t have enough capital they’ll be forced to 
closed their doors, which I am determined will not 
happen to my business. I think it would be much more 
beneficial to provide small businesses with modest 
amounts of money in order to keep their doors open.  

0% 5% 10% 15% 20% 25% 

3%

 13%

What is the current interest rate
on your credit card?

22%

26-30%
21-25%
16-20%
11-15%
8-10%

5-7%
1-4%

6%

18%

30% 35%

29%

9%



8

Small Business Perspectives 
on a State Bank

In addition to questioning small businesses 
about their experiences with credit, the survey 
asked respondents about their perspectives on 
government action and the state bank proposal.

When asked whether elected officials have done 
enough to support small businesses and promote 
economic recovery, 67 percent of respondents 
said no. Another 25 percent were undecided. 

Undecided
25%

Do you believe that elected officials have
done enough to support small business

and promote economic recovery?

Yes
8%

No
 67%

The survey also asked small businesses about 
their views on a state bank. Specifically, it asked:

The state of North Dakota has a state 
bank that supports small business lend-
ing by providing matching funds for loans 
to commercial banks. The state bank of 
North Dakota has been credited with 
maintaining the flow of credit to small 
businesses, as well as increasing rev-
enue for the state. Would you support 
the creation of such a bank in your state?

Three quarters of respondents said they would 
support such a bank, with 22 percent remaining 
undecided.

Small Business Owners’ 
Banking Preferences

Finally, the survey asked small business own-
ers whether they preferred banking with a large, 
national bank or a community or local bank. Al-
most three quarters of respondents (74 percent) 
preferred banking with a community bank, com-
pared to five percent that prefer banking with 
a large national bank, and approximately one 
in five (21 percent) expressing no preference. 

The survey then asked respondents the reasons for 
their preferences and asked them to compare com-
munity and large banks. Large portions of respon-
dents said that local or community banks invest 
more in the neighborhood or area where the respon-
dent’s business is located (100 percent), have bet-
ter customer service (96 percent), or provide credit 
more affordably (87 percent). Seventy-six percent 
responded that community banks have provided 
more credit for their business, compared to 24 per-
cent that responded that large national banks have 
provided more credit. When it came to offering 
more options, 56 percent said that community or 
local banks offer more options; 44 percent respond-
ed that large national banks offer more options.

Undecided
22%

Would you support the creation of 
such a bank [like North Dakota's state bank] 

in your state?

No
 3% Yes

 75%

Do you prefer banking with a large
national bank or a community or

local bank?

21%

74%

Community Bank

Large National Bank

No preference5%
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        Conclusion
Small businesses continue to suffer the effects of 
the economic downturn, undermining recovery for 
entire communities and the state as a whole. Main 
Street small business owners who participated in 
this survey are feeling the credit crunch in a va-
riety of ways that they believe have harmed their

businesses. A majority believe that elected officials 
have not yet done enough to promote small busi-
ness and economic recovery. Additionally, a strong 
majority support one proposal to increase small 
business lending: the creation of a state bank for 
Oregon.
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The Main Street Alliance of Oregon creates opportunities for 
Oregon small business owners to speak for themselves to               

advance policies that are good for small businesses and the 
communities we serve.

Alliance for a Just Society brings together
community-based and racial justice

organizations from across the country.

3518 S. Edmunds, Seattle, WA 98118
Voice: (206)568-5400
Fax: (206)568-5444

www.allianceforajustsociety.org




