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CREATING GROWTH IN THE U.S. 
ECONOMY - FOCUS ON SMALL 

BUSINESSES



¡ S m a l l  a nd  m ed iu m  s i zed  b u s ines s  (S M E )  a r e  la r g e  d r i ve r s  o f  em p loym ent ,  G D P  a nd  t a xes
¡ E c o no m ic  g row t h  r e la ted  to  S M E  i s  c o ns t r a ined  g i ven  im p a c t s  f ro m  r e - r eg u la t io n ,  t a x  p o l i c y  a nd  m o net a r y  p o l i c y  m a n i fes t ing  in  

S M E  c r ed i t  a c c es s  b e ing  m u ted  s t i f l ing  ec o no m ic  g row t h
¡ A b s ent  s ig n i f i c a n t  c ha ng es  to  r eg u la t io n  a nd  t a x  p o l i c y,  s i t u a t io n  w i l l  no t  r eve r t  a nd  “ new  no r m a l ”  w i l l  r em a in  w i t h  a c c es s  to  

c r ed i t  fo r  S M E  r ed u c ed  a nd  l im i t ing  ec o no m ic  g row t h
¡ I nc r ea s ing  S M E  c r ed i t  w i l l  d r i ve  g row t h  a nd  c a n  b e  a c h ieved  t h ro u g h :

§ Modest changes to tax policy 
§ Modest changes to bank regulation
§ Private sector incentives for non bank credit provision

¡ P ro p o s a ls  to  in c r ea s e  S M E  c r ed i t  in c lu d e :
1. Tax amnesty for U.S. companies to repatriate offshore cash provided that they lend the tax savings benefit to SME borrowers 

(providing credit in return for the waiver)
2. Offer incentives for non banks to invest in SME credit by creating program to create investment management products to serve as 

lenders providing SME credit (stimulate non bank investment in lending to SME)
3. Increase regulatory capital for banks for SME credit if all are held on balance sheet thereby creating incentives for more SME 

credit to be originated and sold by the banks (increase bank SME credit origination with assets distributed to investors)
4. Limit tax deductions and stock buy backs for companies holding more than 10% of their cash overseas provided that they finance 

SME (supply chain financing enabled to SME)
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SITUATION SYNOPSIS - ST IFLED SME CREDIT  ACCESS
FOUR GROW TH PROPOSALS TO ADDRESS SME CREDIT  ACCESS
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STIFLED SME CREDIT ACCESS
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THERE IS  (GLOBAL)  GROSS CREDIT  EXPANSION GLOBAL DATA INCLUDING BOTH BONDS 
AND BANK LOANS SHOW TOTAL AMOUNTS INCREASING

Source: BIS International banking and 
financial market developments March 2017
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BANKING RE-REGULATION HAS HAD AND IS  HAVING AN IMPACT ON CREDIT  GROW TH AND 
ON FUNDING AS U .S .  BANKS HAVE INCREASED EQUIT Y AND REDUCED LENDING WHILE 

IMPROVING FUNDING

De-leveraging

Source: BIS
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WHILE TAXES DRIVE CASH AND DEBT BEHAVIOR,  PARTICULARLY IN  A  LOW GROW TH 
ENVIRONMENT AND FOR LARGER COMPANIES,  LOWER OFFSHORE TAXED CASH MEASURED 

AGAINST BENEFIT  OF INTEREST DEDUCTION & LEVERAGE

Source: BIS
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IMPLICATIONS OF TAX POLICY IN  ACTION FOR LARGE CORPORATIONS OFFSHORE CASH 
AND STOCK BUY BACK EXAMPLES

Source: AT&T Annual Report 2015, The Economist – Citibank article
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B ANK  RE - RE GUL AT ION ,  D E L E VE RAGING,  M ONE TARY  AND  TAX  P OL ICY  HAVE  LE AD  TO  RE CORD  
D E P OSIT  L E VE L S  AT  B ANK S AND  CE NT RAL  B ANK S L IM IT ING SM E  CRE D IT  ACCE SS  CORP ORAT E  CASH  

L E VE L S  INCLUD E  B ANK ’ S  CASH ;  E ST IM AT E S  VARY  OF  CASH OF F SHORE

Source: Treasury Strategies, January 2017Corporate cash levels include 
bank’s cash (previous data from Fed is for non financial corporates)
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NONFINANCIAL U .S .  BORROWERS WITHOUT ACCESS TO BOND MARKET HAVE BEEN LEFT  
BEHIND FROM CREDIT  EXPANSION IN  LAST DECADE U .S .  CREDIT  GROW TH HAS BEEN VIA  
BONDS WHILE LOANS DECLINED AND BOND ISSUANCE HAS GROWN FASTER THAN GDP

0.00%

5.00%

10.00%

15.00%

20.00%

25.00%

30.00%
Nonfinancial balance sheet accounts (usd millions)

Cash / Net Worth Bonds / Net Worth

Loans / Net Worth

0.00

0.10

0.20

0.30

0.40

0.50

0.60

0.70

7,000,000

9,000,000

11,000,000

13,000,000

15,000,000

17,000,000

2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015

Corporate bond issuance and GDP (usd millions)

Corporate Issuance/GDP (rha)
Corporate Issuance
GDP

0

5,000,000

10,000,000

15,000,000

20,000,000

25,000,000

0

1,000,000

2,000,000

3,000,000

4,000,000

5,000,000

6,000,000

7,000,000

20
05

Q
1

20
05

Q
3

20
06

Q
1

20
06

Q
3

20
07

Q
1

20
07

Q
3

20
08

Q
1

20
08

Q
3

20
09

Q
1

20
09

Q
3

20
10

Q
1

20
10

Q
3

20
11

Q
1

20
11

Q
3

20
12

Q
1

20
12

Q
3

20
13

Q
1

20
13

Q
3

20
14

Q
1

20
14

Q
3

20
15

Q
1

20
15

Q
3

20
16

Q
1

20
16

Q
3

Nonfinancial balance sheet accounts (usd millions)

Net Worth (rha)
Cash (asset)
Loans (liability)
Bonds (liability)

Source: Federal Reserve Z1; non financial corporate accounts; SIFMA Issuance data Excludes financial company balance sheet accounts except Corporate Issuance data



4/14/17 Proprietary & Confidential - Contact Adam Dener 203 454 6815 / adam.dener@fcm.com and 
Sergio Rodriguera 571 278 9845 sergio@thecreditjunction.com 10

BANKS,  ALONGSIDE THEIR DELEVERAGING HAVE ALSO INCREASED CASH AND TREASURY 
HOLDINGS WHILE REDUCING THEIR USE OF WHOLESALE FUNDING;  COMBINATION OF TAX 

POLICY,  BANK RE-REGULATION AND MONETARY POLICY IMPACTS 
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• Bank loan issuance limited as cost of capital made higher 
(Basel and not Dodd Frank) and de-leveraging

• Banks holding more cash and treasuries and securities 
holdings constrained given capital requirements (Basel)

• Central banks have set rates low, created money and bought 
bonds

• Re-regulation of money funds has reduced money market 
borrowing and issuance
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STOCK BUYBACKS L IMIT  GROW TH AND IS  NOT AN SME BEHAVIOR WHILE CORPORATE AND 
MONETARY POLICY INCENT BUYBACKS;  BANKS ARE LARGEST BUYBACK SECTOR
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INTEREST RATE AND BOND BUYING POLICIES HAVE IMPACTED MARKET BEHAVIOR AS FED 
HAS “CROWDED OUT”  REAL MONEY INVESTORS WHILE SUPPORTING BANKS
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CORPORATE CREDIT  GAP IS  $750 BILL ION TO $1 .5 TRILL ION AND MOSTLY A  SME ISSUE,   
L IMIT ING ECONOMIC GROW TH

1. Business credit reduced for those without access to bond 
market; bank funding / access to bond market is also 
reduced given bank and money market fund re-regulation
1. Holding more cash and high quality securities as assets
2. Deleveraging
3. Dissuaded from wholesale funding – either bank deposits 

with other banks or short duration capital markets 
funding like commercial paper increasing bank to bank 
lending further crowding out other borrowers

2. Tax policy creates incentives to: 
1. Leave money offshore to increase earnings
2. Issue debt
3. Buyback stock (banks largest re-purchasers)

3. Significant cash build up:
1. Banks need hold more liquid assets and cash
2. Low productive use of cash at Central banks
3. Corporations have trapped “tax” cash offshore
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FOUR GROWTH PROPOSALS



¡ Increasing SME credit will  drive GDP growth
¡ Modest changes to tax policy can create SME credit growth increasing GDP
¡ Modest changes to bank regulation can increase SME credit growth increasing GDP
¡ Private sector incentives for non bank credit provision to SME can increase SME credit 

increasing GDP
¡ Four Growth Proposals to increase SME credit:
¡ Proposal 1 - Tax amnesty for U.S. companies to repatriate offshore cash provided that they 

lend the tax savings benefit to SME providing credit in return for the waiver
¡ Proposal 2 - Offer incentives for non banks to invest in SME credit by creating program to 

create investment management products to serve as lenders providing SME credit
¡ Proposal 3 - Increase regulatory capital for banks for SME credit if all  are held on balance 

sheet thereby creating incentives for more SME credit to be originated and sold by the 
banks

¡ Proposal 4 - Limit tax deductions and stock buy backs for companies holding more than 
10% of their cash overseas
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SUMMARY



4/14/17 Proprietary & Confidential - Contact Adam Dener 203 454 6815 / adam.dener@fcm.com and 
Sergio Rodriguera 571 278 9845 sergio@thecreditjunction.com 16

INCREASING LENDING BY $150 BILL ION TO SME WOULD ST IMULATE GDP
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¡ Tax amnesty to bring large corporate cash onshore to lend to SME
§ Incentivize corporations to deploy the cash brought onshore as credit (lending 

capital or receivables purchase capital for SME) for multi year earn out of 
repatriation tax waiver (tiered for benefit realizations)

§ Credit loss absorption structured as part of tax waiver (i.e. annual percentage 
write off tied to lending)

§ Prevent stock buy backs and leveraging for large corporates opting to qualify for 
tax waiver program

§ Requires non government service providers
§ Asset generation (lending) requires cash and large corporates require services to 

deploy cash as credit - asset managers, fintech and bank services – and service 
providers
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PROPOSAL 1 - TAX AMNEST Y TO REPATRIATE OFFSHORE CASH PROVIDED THAT TAX 
SAVINGS ARE LENT TO SME BORROWERS



¡ Most easily distributed investor products have credit ratings
¡ Most SME credit is not rated unless SME credit is structured into securitizations to 

be rated
¡ Investor universe that can either purchase credit that is not rated or willing to 

originate credit is relatively small
¡ Investment management firms require incentives to take on the additional costs 

and responsibilities to manage un rated credit investments
¡ Establish a new program “SME Investment Management Office” that provides direct 

incentives to investment managers to set up new product offerings to acquire and 
purchase or originate and fund SME loans

§ Requires non government service providers
§ Asset generation (lending) requires cash and large corporates require services to deploy 

cash as credit - asset managers, fintech and bank services – and service providers
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PROPOSAL 2 - OFFER INCENTIVES FOR NON BANKS TO INVEST IN  SME CREDIT  BY 
CREATING PROGRAM TO CREATE INVESTMENT MANAGEMENT PRODUCTS TO SERVE AS 

LENDERS PROVIDING SME CREDIT



¡ Incentivize banks to originate and sell credit and extend new credit
§ Banks not to increase balance sheet
¡ Banks required to maintain a certain portion of each loan
§ Provided that they hold 10% of each loan the bank is able to reduce the capital charge 

on their holding by 10%
§ Requires non government service providers
§ Asset generation (lending) requires cash and large corporates require services to deploy 

cash as credit - asset managers, fintech and bank services – and service providers
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PROPOSAL 3 - INCREASE REGULATORY CAPITAL FOR BANKS FOR SME CREDIT  IF  ALL  ARE 
HELD ON BALANCE SHEET THEREBY CREATING INCENTIVES FOR MORE SME CREDIT  TO BE 

ORIGINATED AND SOLD BY THE BANKS



¡ Create incentives for companies to deploy cash by investing in their businesses:
§ Supporting lending to their U.S. SME supply chains
§ Requires non government service providers
§ Asset generation (lending) requires cash and large corporates require services to deploy 

cash as credit - asset managers, fintech and bank services – and service providers
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PROPOSAL 4 - L IMIT  TAX DEDUCTIONS AND STOCK BUY BACKS FOR COMPANIES HOLDING 
MORE THAN 10% OF THEIR CASH OVERSEAS
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