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Introduction

AmericaOs small businessesiangortant drivers ofhe nationaleconomy angbb creation

Small firms employ half of the UniteStates(U.S.)labor force and sice1995 small businesses
have provided approximately 65 percehhet new jobsn the American economy. Moreover,
sincethe Great Recession small busimesdgvecontributedo a significant propaion of
American job recovery (Millend McCarthy2014)



precipitousdecline inSBA loan



larger SBA loans.Consequently,isce 2007 the SBA 7(a) loan profile ftirese smaller dollar
loansdecreasetly 68 percenf



will be denied (Bates and Rold¥014). This is especially true among firms l@chin minority
neighborhoods. Table 1 displaye difference in the percent ofstiouraged &rrowers in high
minority (24.5 perceftversus lowminority (17.3percent neighborhoods. These cumulating
factors, in addition to the persistent and growing wealth, income and credit score racial
disparities, likely explain the decreasing €haf SBA loans to African AmericariMBDA,
2010)

Table 1. Credit Needs and Loe#pplication Outcomes for Urban Firmgears20082011
(annual rates)
Minority Neighborhood Firms White Neighborhood Firm:

All Small Firms

% Discourged Firms 24.5 17.3
Applicant Firms Only

% Always Approved 56.7 62.0

% Always Denied 27.3 20.4

A version ofthistablewasdisplayed in Bites and Rob{014)



Black, Hispanic and Whitewned firms'! Thus, stimulatingninority loandemandand
deploying more loans to these firrngght not be goodusinesgpractice for lendersr the SBA.

However,small business investmem®uld perhap$e less precarious if minority small
businesses are locatetemerging market areas. For instance, strategic small business
investments in minority communities gaig aggregate income (Alwitt and Don|ey997) and
experiencing escalating real estate values (Meltzer and ScR02P) might be less risky.
Certain stable, existingmallbusinesses that understand how to tap into a revitalizing
communityOs existing andanging demographics and preferences might be well suited for
investment, growth and expansifhiyra, in press. Further, evidence suggests that credit sore



Borrower Education

Additionally, the SBA shouldlarget small busisslending education effts, particularly in the
use of the 50férogram to purchase real estateeamerging market zones likely éxperiene
increasing property valueBlace basedargeted educati@h efforts through SBA District
Offices, SCORE lsaptrs, Small Busined3evelopment Center8YomenBusinesLentersand
Certified Development Companiesight help both new and longstandimgnority owned
businessebenefit from the expanding 7(a) and 504 loan volume.

Strategic Partnerships

The SBA shoulestabish strategic partnershipgth certain lenders to stimulate lendingbiack

ownedbusinessem emerging market areaBartnerships among the SBA, large volume SBA
lenders and historically black owned bafdcated inemerging market areaouldbeextremely

fruitful. While black owned bank®¥etween 2011 and 2014,



in recent studies have been defined as either greater per capital incamghar employment
rate.

Below is a review ofive seleted studis since 2007 thanvestigated the relationship between

SBA lending and indicators ¢dcal economic growthThese studies use differatdtasamples
andeconomic modsalto testvhether SBA lending increases or decreases indicators of an areaOs
economic pgormance Taken as whole results are mixed among these sjsoie® suggest that
SBA lending is positively associated wltical economic growth and employment, while other
point to negative associatiorBelow is a review of these studies in chronotagorder.

Early Studies Positive Effects

In 2007Craig, Jacksoand Thomsoii2007a)investigate if SBA lendinghad a discernable
impact on metropolitan economic growth. In their s{t8BA lending waslefined as the tal
dollar amount of SBA loans@led by total deposits in the market lagpgane year. e



Craig,Jackson and Thomsgpiollowedup on thei”007 studywith another in 2008p test
whether metrdevel incomemoderates the relationship they folretweernSBA lendingand
employment ratdUsingOLS, fixedeffects modelsthey findthat per capital SBA lending (from
1991 to 2001) was only significantly related to inceehemployment levels in loimcome
areasTheir research suggests that SBA lendimight onlypositivelyinfluence employment
levelsin low-income areas.

Together tese threstudieslead by Craigsuggest a couple of important points. Figsgater
SBA lendingin an MSA



counties. Thewlsouse period iad statdixed effect models, have pdSreat Recessn period
dataandincorporate variables into their modésit previous research has raich as an interest
rate differential variable.

It is quite possible that themregative relationship findinigetween SBA lending and per capita
incomeis relatedo the economic crisis. If more SBA loans were made in the places hit hardest
by the crisisthis mightexplain the difference between their findiragglall of the oher studies.
Another possibily might bethar assumption o$patialdependency as weheincorporation of
theirinterest rate differential variéb It is perhaps theoreticalktretch tcassume thebBA
lending in one county affects income growth in a nearby eueher, thgustification for thér
interest rate differential variabig unclear. hus, their results might, in part, stem fram
inappropriate theoretical assumption as welhaskl misspecificationwhich can lead to
incorrectresults While the fivereviewedstudieseachhavemerits and limits, taken as a whate
is clea that the results concerning timpact of SBA lending on locaconomic conditionare
inconclusive

Further Research

Further research needs to be conducted to better understand effective ways teqeitjiead
efficiencyconcerns related to the eo6BA guaranteed lending programs. While a plaased
emerging market proposal was made in this white papengee more information to better
understandf this approach will lead to sound, safedequitableending. Furthermore, the
relationship betwen SBAlending andocal economic conditions neetts be further studied.
Below arefour questions, if answered with sound reseanaight provide acleaer direction for
further SBAlendingpolicy on both the equity and efficiency fronts.

What effects does SBA lending have on employment and income in low- and moderate-income
communities?

There have been several studies that investigate the relationship between SBA lending and
indicatoss of economic growth at the cotynandMSA levels, but little researchf any, has
examinedhe impact of SBA lending asmaller geographies, such as a community,

neighborhood or census tractwibuld be informative to investigate whetheer capitsSBA

lending controlling for other factors, in lovand moderaténcome conmunities, or census

tracts, is associated with employment rates and income levels. Having this information might add
to, refine anclarify the effects of SBA lendingn economic indicatarat distinctgeographic

levels.

In what ways do SBA lending programs contribute to neighborhood redevelopment?

Several studies have investigated community development outcomes related to government
programssuch as the community development block gré@tdster, Tatian and Accordino

2006 and HOPE VI housing grangielenbach2003) but few have investigatehe

relationship between 7(and 504investments and property values near the firms that receive
these loans. An investigation that isolated the effects of SBA lending on nearby property values
couldhelpto dearly articulag the impact of thesprograms.



Are 7(a) and 504 default rates lower in redeveloping minority neighborhoods vs. non-
redeveloping minority areas?

We know that defaults rates vargiag racial and ethnic lines at the individual and neighboch
levels. But a key question is whether redeveloping minority areas are less risky than, similarly
situated, nosredeveloping minority areas. If redeveloping minority areas have lower default
rates, itwould make policy sense to create a plbesed emeing market program.

Do SBA loans advance or ““crowd out™ the conventional small business lending market in low-
and moderate-income communities?

LeeOs study suggests that SBA loans Oautdconventional loan#/hile it is plausible for

this to occuiin credit worthy areas, does tlidgnamic exist ilow- and moderatencome areas?

It seems if we are interested in equity and efficiency concamisnportant study would be to
testwhether SBA lending in lowand moderateommunities advanoar Oocowd outO
conventionabmall busineskans. The answer to this question would help policy makers better
understand whether the SBA programs are efficient initmome areas.

Conclusion

Small businesses are a vital part of the American economy. They preeideailf of the
employment opportunities in our country. Yet, they pose a challenge for lending institutions
because it can be difficult to determine their ability to repay loans. The SBA loan guaranteed
programs were designed to support small businedsigparticularly during economic
downturns anglow growth periods. As Ameridaas slowly recovered from the Great
Recession, the SBAOs 7(a) and 504 programgyhawe and supported over $13@lion in

private loans to AmericaOs small businesses. Howewring this period of SBA loan dollar
expansion, lending rates for African American firms have decreased. Furthermore, we still do not
have a full understanding of the effects of these programs on regional or local ecombisies.
white paper recommesdn emerging market program to address rémaling inequitiesnd
suggest further researcho better document the ways in which SBA lending contributes to
AmericaOs prosperity.
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