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Abstract

S
mall businesses are pivotal to local economic development in the United States. 
Among small businesses, minority-owned enterprises (MOEs) are noteworthy 
because they create a significant share of the jobs in majority-minority neighborhoods 
nationwide. MOEs are relatively more likely to encounter constraints in obtaining 

access to capital from financial institutions. Community Development Financial Institutions 
(CDFIs) provide a means to bridge limited access to capital between financial institutions 
and MOEs. The purpose of this study is to examine the likelihood of MOEs applying for 
CDFI loans. We also aim to investigate whether MOEs are more likely to have their applica-
tion for a loan or line of credit accepted from CDFIs. Overall, we found no significant differ-
ence in application rates between Asian-, and White-owned businesses. However, in line 
with our expectations, the odds of Black- and Hispanic-owned firms applying to CDFIs were 
about 1.6 and 1.7 times greater, respectively, than that of similar White-owned businesses. 
We also found some weak evidence that the odds of Black-owned firms getting approved for 
financing at a CDFI are about half those of White-owned firms.

Introduction

Small businesses are pivotal to local economic development in the United States and to 
the U.S. economy as a whole (Porter, 2000). For instance, small businesses, defined as those 
with fewer than 500 employees, added approximately 1.4 million net new jobs in 2017, com-
pared to 600,000 net new jobs added by medium- and large-sized enterprises (Robb, Barkley, 
& de Zeeuw, 2018). And, small firms employed almost half of the U.S. workforce (48 percent) 
in 2016 (U.S. Census Bureau’s Business Dynamics Statistics, 2016). 

Among small businesses, minority-owned enterprises (MOEs) are noteworthy because 
their number has seen rapid growth in recent years, increasing by 11 percent to 1.1 million 
employer firms between 2014 and 2016, compared to just 1 percent growth among non-
MOEs during that same time period (Esposito, 2019). MOEs make up about 18 percent 
of businesses with fewer than 500 employees. They create a significant share of the jobs 
in majority-minority neighborhoods nationwide (Bates & Robb, 2014). On average, MOEs 
tend to be less profitable, smaller in terms of employees, and younger than non-minority 
owned businesses (de Zeeuw & Barkley, 2019). These firms also tend to have lower average 
value; white-owned firms have an average value of $656,000 compared to $224,530 among 
MOEs (Wiedrich et al., 2017).



Community Development INNOVATION REVIEW

FEDERAL RESERVE BANK OF SAN FRANCISCO

6

MOEs are broadly defined as firms whose owners are not non-Hispanic or Latino1 
Whites, and include businesses owned by Black, Hispanic, Asian, and other ethnic and racial 
minority groups.2 This subgroup of small firms is especially important due to demographic 
changes in the U.S. Minorities comprise a fast-growing share of the U.S. population, grow-
ing from 33.9 percent in 2007 to 39 percent in 2017 (Robb et al., 2018). Although minority 
groups encompass a substantial share and despite the fast-growing rate of MOEs, business 
ownership rates among minorities are lower than those of non-Hispanic whites. For instance, 
in 2016, minority business owners owned 18.4 percent of small employer businesses with less 
than 500 employees (U.S. Census Bureau’s Annual Survey of Entrepreneurs, 2016).

Focusing on minority small business ownership presents opportunities to expand the 
benefits of economic growth and mobility to groups of the U.S. population who, histori-
cally, were prevented from fully participating in the economy due to explicitly racist policies. 
For example, Black, Indigenous, and people of color were barred from accessing programs 
and resources that allowed White individuals to build wealth, such as VA and FHA mort-
gages, or other mortgage programs (Rothstein, 2017; Gordon, 2005).  

Increased minority-owned enterprises may alleviate existing economic disparities along 
racial lines. Research suggests there is a relationship between the race or ethnicity of a busi-
ness owner or hiring authority and employees hired (Stoll, Raphael, & Holzer, 2005). Ad-
ditionally, an analysis of 2008 Survey of Income and Program Participation shows a smaller 
discrepancy in wealth between Black- and White-business owners, compared to the overall 
population wealth gap (Association for Enterprise Opportunity, 2017). This may indicate 
that an increased share of MOEs could contribute to both narrowing the differential unem-
ployment rates, as well as wealth gaps that exist between White and minority households.

Much previous research has established positive links between (access to) capital and 
business startup rates, and business performance outcomes like greater sales, profits, employ-
ment, and higher survival rates (Black & Strahan, 2002; Evans & Jovanovic, 1989; Servon, 
Fairlie, Rastello, & Seely, 2010). However, MOEs are relatively more likely to encounter 
constraints in obtaining access to capital from financial institutions. 

Several studies have documented these constraints as well as unobservable differences, 
including structural barriers and racial discrimination. Constraints include higher interest 
rates (Blanchard, Yinger, & Zhao, 2008), lower levels of wealth among minorities, lower ac-
cess to capital among small businesses located in inner-city minority communities (Bates & 
Robb, 2016; Robb et al., 2018), as well as higher loan-application rejection rates of MOEs 
in comparison with equally creditworthy White-owned businesses, particularly at small and 
large banks (Blanchflower, Levine, & Zimmerman, 2003; de Zeeuw & Barkley, 2019; Mitchell 
& Pearce, 2011; Robb et al., 2018). Heavy concentration of Black-owned businesses in Black 
residential areas has contributed to their more limited access to bank credit (Bates, 1993; Im-
mergluck, 2004). Findings consistently indicate that MOEs (particularly Black- and Hispanic-

1  Hispanic or Latino is hereafter simplified to ‘Hispanic’. 
2  We hereafter use the same definition for the terms minority- or non-minority.
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owned enterprises) are more likely to have their application for capital rejected than White-
owned businesses with identical risk-related traits (Blanchflower, 2009; Blanchflower et al., 
2003; Cavalluzzo, Cavalluzzo, & Wolken, 2002; Cavalluzzo & Wolken, 2005).

When MOEs do receive bank financing, they receive, on average, lower loan amounts, 
pay higher interest rates, and have lower levels of satisfaction with their lenders than do their 
White counterparts (Bates & Robb, 2013; Federal Reserve Banks, 2019b). Additionally, own-
ers of Black- and Hispanic-owned firms relied more frequently on their personal credit scores 
compared to owners of White-owned businesses but had lower average personal credit scores 
(de Zeeuw, 2019); and MOEs that did not apply for capital were significantly less likely than 
White-owned business owners to indicate they did so because they already had sufficient 
capital in place (de Zeeuw and Barkley, 2019). Finally, Hispanic-owned firms in particular, 
were more likely to turn to higher cost and less transparent financing products like cash ad-
vances and factoring (Federal Reserve Banks, 2019b)

Ensuring that MOEs have adequate access to capital is thus of increasing importance to 
job creation, economic growth and opportunity, and local economic development across the 
U.S. Community Development Financial Institutions (CDFIs) are mission-oriented lenders 
that promote financial inclusion in underserved communities and provide a means to bridge 
limited access to capital between financial institutions and MOEs. They include community 
development banks, credit unions, business and microenterprise loan funds, and venture 
capital funds. CDFIs’ main social objectives include supporting job growth in low- and 
moderate-income neighborhoods and providing access to financial services for groups that 
are often excluded from entering loan contracts, such as minority-owned businesses (Affleck 
& Mellor, 2006). CDFIs aim to provide access to finance for small enterprises at affordable 
rates and thus contribute to revitalizing economic conditions in low- and moderate-income 
communities (Harger, Ross, & Stephens, 2019; Marshall, 2004) 

CDFIs offer financial products and services, including lines of credit and term loans that 
are designed to support business needs, such as working capital and investments in fixed as-
sets. In addition, many CDFIs provide pre- and post-investment technical assistance to help 
potential borrowers qualify for capital and help them prioritize projects with positive net 
present value. 

Given the need for affordable capital for MOEs and the important role of CDFIs in this 
space, our overarching two research questions are as follows:

1) Are MOEs more likely to apply for a loan from CDFIs than non-MOEs?

2) Are MOEs more likely to have their loan application accepted by CDFIs than 
non-MOEs?

We hypothesize that MOEs, predominantly comprised of Black-owned, Hispanic-owned, 
and Asian-owned businesses, will be more likely to both apply for loans and have their loan 
application approved from CDFIs due to their mission of improving access to capital for 
minority-owned businesses.
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Little quantitative research exists examining the impact of CDFIs providing access to 
capital for small minority-owned firms. One study found that in 2012, CDFIs made the 
majority of their loans to low-income or minority borrowers (Swack, Hangen, & Northrup, 
2014). This includes 58 percent of business loans and 60 percent of business loan volume, 
and 83 percent of microfinance loans and 79 percent of microfinance loan volume. Ad-
ditionally, CDFIs are much more likely to direct their business loans to economically dis-
tressed Census tracts compared to Community Reinvestment Act (CRA)-reported business 
loans, though the same study finds no difference in business loan volume to areas with a 
high concentration of minority inhabitants. However, the study does not make it clear to 
what extent minority-owned businesses are the beneficiaries of these trends, as it is limited to 
observations about the communities in which the businesses were located.

Another study that relies on data from the Federal Reserve’s Small Business Credit Survey 
indicates that Black-owned enterprises are significantly more likely to apply to a CDFI for 
loans or lines of credit than White-owned firms. No significant difference in application rates 
was found for Asian- or Hispanic-owned businesses. The study, however, does not capture 
whether Black-owned businesses are more likely to have at least part of their loan application 
approved by a CDFI, due to low observation counts (de Zeeuw & Barkley, 2019). 

Our study contributes to a better understanding of the relationship between minority-
owned firms and access to CDFI loans, by taking into account the main characteristics of 
firms that are both more likely to apply for loans at CDFIs and more likely to be approved. 
This allows for an initial assessment of CDFIs’ impact in increasing the availability of afford-
able capital for MOEs. Our study differs from the aforementioned studies by specifically 
focusing on CDFI loans rather than including other sources, such as loans from banks, credit 
unions, nonbank online lenders as well as relying on personal savings, family and friends, 
and other types of alternative financial sources.

Methods

Small Business Credit Survey (SBCS) Data
To gain a better understanding of the financing experiences of small businesses that turn 

to CDFIs, we use 2016 through 2019 data from the Federal Reserve Banks’ Small Busi-
ness Credit Survey (SBCS). Each survey samples both nonemployer and employer busi-
nesses with less than 500 full- or part-time employees and poses questions on their per-
formance and experiences in obtaining financing. One advantage of using SBCS data 
over, for instance, the transaction data from the CDFI Fund, is that it provides infor-
mation on small business applicants that did not pursue financing at a CDFI, but rath-
er turned elsewhere. This allows us to draw clearer distinctions between small businesses 
that did apply at a CDFI for a loan or line of credit and those that did not. This allows 
us to create a clearer picture of the population of small businesses that turn to CDFIs. 
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Empirical Analysis

In order to evaluate whether MOEs are more likely to both apply for and obtain a loan 
from CDFIs, we performed two separate logistic estimations through the following equations:

 

Our estimations do not use survey weights, following the discussion outlined in Solon 
and colleagues (Solon, Haider, & Wooldridge, 2013). Our main empirical specifications fo-
cus on two dichotomous dependent variables. Our first outcome variable, apply, measures 
whether a small business that applied for a loan, line of credit, or cash advance did so at a 
CDFI; it is coded as 1 if an applicant firm filed an application at a CDFI, and 0 if it did 
so at another type of financial institution,3 such as a bank, online lender, or a credit union. 
The second dependent variable, approval, indicates whether firms obtained at least part of a 
loan, line of credit, or cash advance application at a CDFI. It is coded as 1 if a small business 
received approval for at least some (more than 0 percent) of the financing amount it sought, 
and 0 if the application was rejected in its entirety. 

Explanatory Variables

The main explanatory variable of interest is race, a categorical variable for the race/ethnic-
ity of the owner of the firm. We include three categories, Black- or African- American-owned,4 
Asian-owned and Hispanic-owned businesses (White-owned firms are the base group, as 
these are most numerous, and this allows us to address the central research question). In 
addition, we separately performed logistic estimation for the White- and Black-owned firm 
categories, to examine within-group differences. We do not provide this analysis for other 
racial and ethnic groups due to an insufficient number of observations.

Consistent with previous literature, the estimated econometric models utilized several inde-
pendent variables, derived from the SBCS, that represent firm characteristics (Robb et al., 2018). 

Size is a categorical variable that measures the number of full- or part-time employees 
(this does not include contractors) that are employed by a firm. The categories were 1-4, 5-9, 
10-19, 20-49 and 50-499 employees. The models utilize observations for both nonemployer 
and businesses with employees, with nonemployers as the base group. Previous work has 
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found significant relationships between firm size and various aspects of small business bor-
rowers’ experiences and outcomes (Robb, Barkley, & de Zeeuw, 2018).

CreditRisk is a categorical variable that groups together firms based on their self-reported 
credit scores. Firms in the low credit risk category (the base group in the regression models) 
have either owners with personal FICO credit scores of 720 or above, or a business credit 
score of 80 through 100, which aligns with a methodology employed in Federal Reserve Sys-
tem Small Business Credit Survey reports. Firms in the ‘medium risk’ category have business 
credit scores of between 50 and 80, or owners’ personal scores of between 620 and 720. Firms 
in the ‘high risk’ category have business scores of between 0 and 50, or owners’ personal 
scores of below 620. Finally, this variable includes firms that did not report either credit 
score, to attempt to control for non-response bias. Credit scores are a key indicator lenders 
use in assessing the risk applicants pose to default on a loan or other debt instrument, and 
as such are crucial to include in any model that examines credit applications or approval. 
One caveat here is that some researchers have noted that after controlling for various firm 
characteristics, credit scores themselves are subject to upward racial bias (Henderson et al., 
2015), though others have found no such bias exists, or have even found a downward bias 
since expectations-based credit score models under predicted payment delinquency among 
minority-owned businesses (Robb & Robinson, 2018).

Rural is a binary variable where 1 measures a firm located in a rural zip code, and 0 
means a firm is situated in an urban zip code. This is based on a definition issued by the 
U.S. Centers for Medicare and Medicaid Services. Firms located in rural areas tend to have 
access to fewer bank branches, and such areas have seen an outsized share of bank branch 
closures, complicating access to credit for some firms (Federal Reserve Board of Governors, 
2019). Overall, however, rural firms have been found to be more stable financially than 
firms in urban locations, more likely to report not applying for financing because of enough 
financing already in place, and more frequently receive approval for the entirety of their 
requested financing; all factors that may affect their interactions with CDFIs (McKay, Terry, 
& Corcoran, 2017). 

WomenOwned is a binary variable as well, where 0 indicates a firm is male-owned, or own-
ership is equally shared, and 1 means a business is majority women-owned. A variety of fac-
tors related to the gender of a firm’s ownership might also relate to these firms’ interactions 
with CDFI lenders. For instance, women-owned firms have been found to have lower start-
up capital, lower profitability, fewer employees, lower business survival rates, and lower sales 
than businesses owned by men (Fairlie & Robb, 2009; Coleman & Robb, 2009). Addition-
ally, women-owned businesses more frequently report not receiving all of the financing they 
applied for, more frequently turn to large banks for financing, and more frequently receive 
approval for their financing application from small banks (Battisto, Gines, & Mills, 2017).

Profitability is 0 if a firm operated at break-even or at a loss at the end of the previous 
calendar year, and 1 if a firm operated at a profit at that point. Profitability might affect the 
likelihood or reasons for a firm’s financing application, as well as lenders’ judgement of 
default risk.
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FirmAge is a categorical variable that measures how long firms have been in business. 
The models use startups, or firms less than 3 years old as the base category, with older firms 
grouped as firms between 3 and 6 years, 6 and 11 years, 11 and 16 years, 16 and 21 years, and 
21 years and older. Industry consists of eight categories of firms, including non-manufacturing 
goods production and associated services (Agriculture, Forestry, Fishing, and Hunting; Min-
ing, Quarrying, and Oil and Gas Extraction; Utilities; Construction; Wholesale Trade; Trans-
portation and Warehousing), manufacturing, retail, leisure and hospitality (Arts, Entertain-
ment, and Recreation; Accommodation and Food Services), finance and insurance, healthcare 
and education, professional services and real estate (Information; Real Estate and Rental and 
Leasing; Professional, Scientific, and Technical Services; Management of Companies and En-
terprises), and business support and consumer services (which includes firms in Administra-
tive and Support and Waste Management and Remediation Services and Other Services).5

LowIncome is a binary variable that indicates whether a zip code was considered a low- or 
moderate- income area by the U.S. Centers for Medicare and Medicaid Services for the pur-
pose of Qualified Health Plan (QHP) certification. Zip code is the most granular level of geo-
graphic data accessible to analysis in the SBCS. This variable is included since, as previously 
discussed, previous research has found that CDFIs have been more likely to direct business 
loans to more economically distressed geographies (Swack, Hangen, & Northrup, 2014). 

Collateral is a 0 when a firm offered no collateral to secure debt, which is used as the base 
group. 1 indicates a firm put up business assets as collateral, and 2 means a firm put up a dif-
ferent type of collateral, such as personal assets, a personal guarantee, portions of future sales, 
or another type. Debts is a categorical variable that measures the level of outstanding debt 
a firm has, which could affect how risky lenders perceive a firm as. The base group is a firm 
with no outstanding debt, and the other categories for comparison are: $1-$25,000; $25,000-
$100,000; $100,000-$250,000; $250,000-$1 million; and more than $1 million. 

Finally, VeteranStatus is a categorical variable that measures the extent to which a firm’s 
ownership is comprised of veterans. Veterans have access to specialized small-business loan 
and grant programs, such as the Small Business Administration’s Veterans Advantage loan 
program, which can affect how veteran-owned small businesses interact with different types 
of lenders. Previous research has found that the financing experiences of small veteran-owned 
firms differ from others in some aspects, including a lower likelihood of receiving approval 
for financing, and a greater likelihood of reporting dissatisfaction with their lenders (Robb, 
Barkley, & de Zeeuw, 2018).

Results

Based on SBCS data, in 2019, about 3 percent of small employer firms that applied for fi-
nancing did so at a CDFI (see table 1). This would represent about 74,000 employer firms, 
and 215,000 non-employer firms across the U.S. While much less prevalent than the role 
played by banks, online lenders, or credit unions, this still makes CDFIs a player in the 

5  For greater clarity on these industries and their two-digit NAICS codes, please see the appendix to Small 
Business Credit Survey Employer Firm, available at reports on www.fedsmallbusiness.org.
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small-business financing landscape (Federal Reserve Banks, 2019a). This is particularly the 
case for Black-owned firms; in 2019, about 5 percent of Black non-employer firm applicants 
applied at a CDFI for financing, and about 6 percent of those with employees did so. The 
shares of Black-owned employer firms that apply at a CDFI are significantly greater than that 
among White-owned employer firms for all years that the SBCS was deployed nationally 
(2016 through 2019). The share of nonemployer firms that apply to CDFIs is slightly higher 
than that among employer firms.

Table 1: Share of Small Business Financing Applicants that 
Applied at a CDFI (by owner’s race and survey year)   

 
Employer Firms
 

      Nonemployer Firms
 

Year Overall
White-
owned

Black-
owned Overall

White-
owned

Black-
owned

2016 4.3% 3.6% 10.3% 7.1% 7.2% 12.2%

2017 5.1% 4.2% 10.9% 6.1% 5.3% 6.4%

2018 5.2% 5.2% 17.0% 6.6% 6.0% 8.9%

2019 2.7% 2.5% 6.4% 4.0% 4.1% 5.3%

 
Source: Authors’ calculations based on weighted SBCS data.

Application Rates at CDFIs

Using SBCS data, we uncover differences in CDFI application rates by firm type, owner’s 
race and ethnicity, and income of neighborhood surrounding the business.  Table 2 reports 
the four models. The first two examine differences between firm types for White-owned (N 
= 314 for CDFI applicants, 8,202 for non-CDFI applicants), and Black-owned (N = 127 for 
CDFI-applicants, and 1,227 for non-CDFI applicants) firms. The third model examines all 
firms, and includes the racial/ethnic breakdown of a firm’s ownership as an independent 
variable (N = 512 for CDFI applicants, 10,500 for non-CDFI applicants). The fourth model 
adds a binary variable that measures whether an applicant firm was located in a low-income 
zip code (N = 339 for CDFI applicants, 6,521 for non-CDFI applicants).6 

Due to the problem of small-sample bias in maximum likelihood estimation, and to 
adjust for this bias inherent in rare events, we employ penalized maximum likelihood estima-
tion, and report results as odds ratios. These indicate the relative likelihood of an outcome 
for a particular variable. Coefficients greater than 1 mean a higher relative likelihood, and 
those below 1 indicate a lower relative likelihood. The results for the models are displayed in 
table 2. All include pooled data for 2016 through 2019, and controls were added to account 
for differences over time.

6  Based on data from the Centers for Medicare and Medicaid Services (CMS).
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For the first key variable; firm size, the findings suggest that there is no significant pat-
tern of differences between small-business applicants in terms of firm size among Black-
owned firms. However, among White-owned firms, the odds of businesses with more than 
20 employees applying at a CDFI were about half that of non-employer firms. We find no 
significant differences in application rates between firms with less than 20 employees and 
non-employers. In these results, we see some evidence that CDFIs cater more to micro busi-
nesses. In line with previous research, we find that CDFIs are at least somewhat successful in 
reaching small businesses in communities that are facing economic challenges. The odds of 
businesses in low-income zip codes7 applying to a CDFI for financing were about 1.3 times 
as great as those for similar businesses located in higher-income neighborhoods.

A notable insight from the results is that among Black-owned firms, those located in rural 
areas have significantly lower odds of applying for financing at a CDFI. Their odds are just 
0.2 percent those of Black-owned firms located in urban areas. This indicates that rural Black-
owned firms could be facing particular capital access issues. Overall, rural firms are somewhat 
less likely to apply to CDFIs. The odds of rural firms applying at a CDFI are just 0.76 those 
of firms in urban areas. Indeed, this conforms with previous findings on CDFI activities in 
rural areas. For instance, 20 percent of CDFIs solely serve rural areas (Wavering Corcoran, 
2019); and CDFIs in rural geographies face lagging bank investment compared to peers in 
urban locales (Opportunity Finance Network, 2019). The results point to an opportunity for 
CDFIs to better reach businesses in rural areas, particularly rural Black-owned firms, as well 
as an opportunity for the CRA to work as a policy lever to increase the level of bank invest-
ment in rural CDFIs. 

7  The sample size drops considerably on the last column of table 2 due to missing information regarding low-
income zip codes.
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Table 2: Probability of Small Business Applicants Applying at a CDFI for a Loan, 
Line of Credit, or Cash Advance (Odds Ratios)
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Another interesting finding are the significant and positive coefficients on women-owned 
businesses. Among White-owned firms, women-owned businesses are significantly more like-
ly to apply at a CDFI. Overall, the odds of women-owned businesses applying at a CDFI are 
about 1.5 times greater than those for similar male-owned businesses. Notably, we find no 
such significant differential among women- and male-Black-owned firms.

In addition, firms that are in the middle of the risk distribution, meaning firms with 
business credit scores of between 50 and 80, or owners’ personal scores of between 620 and 
720 have significantly greater odds of turning to CDFIs for financing. We also find some 
evidence that those businesses with the most challenging credit profiles, meaning owners’ 
personal scores of below 620, or business scores of 0 to 50 have somewhat greater odds for 
applying at CDFIs. These findings provide some evidence that CDFIs are serving firms that 
may have a harder time obtaining credit at other types of financial institutions.

Overall, we found no significant difference in application rates between Asian- and 
White-owned businesses. However, in line with our expectations, the odds of Black-owned 
firms applying to CDFIs were about 1.7 times greater than that of similar White-owned 
businesses. Additionally, the odds of Hispanic-owned businesses applying to a CDFI were 
1.6 times greater than White-owned firms. This indicates that businesses’ access to financing 
through CDFIs differs by race and ethnicity, and that CDFIs with a mission to serve racial 
and ethnic minority borrowers could expand their reach among Asian business owners.

Approval Rates at CDFIs

Again using SBCS data, we then modeled CDFI approval rates by the race and ethnicity 
of a business’ ownership, as well as the income-level of the neighborhood surrounding the 
business. The first model examines approvals for White-owned businesses (N = 208 for firms 
with approval, and 50 for those rejected). The second examines only Black-owned firms (N 
= 58 for those with approval, and 36 for those rejected). The third examines all firms (N = 
311 for those with approval, and 97 for those rejected), and the final model adds a binary 
control for whether a firm’s zip code is low-income (N = 205 for firms with approval, and 67 
for those rejected). The results for these models are displayed in table 3.
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Here as well, we employ penalized maximum likelihood estimation, given the relatively 
low sample sizes, and we report results as odds ratios. We find no significant difference in 
approval rates between similar firms located in- or outside of low-income zip codes. 

Notably, we find some weak evidence that the odds of Black-owned firms getting ap-
proved for financing at a CDFI are about half those of White-owned firms, all else being 
equal. Given the mission of CDFIs, this finding is surprising and requires deeper investiga-
tion. One potential explanation might be found in the type of collateral firms offer. We find 
strongly significant relationships between firms that offer business assets as collateral and 
approval rates across almost all models, the notable exception being Black-owned businesses. 
We find that offering other types of collateral, such as personal guarantees, is not signifi-
cantly related to loan approval outcomes. Black-owned firms are significantly less likely to 
offer business assets as collateral compared to White-owned firms among both employer and 
non-employer firms. In 2018, 50 percent of White-owned employer and 74 percent of White-
owned non-employer firms with outstanding debt used business assets as collateral compared 
to just 29 and 16 percent of Black-owned firms, respectively (Federal Reserve Banks, 2019a). 
Unfortunately, the SBCS does not offer data on the size of the collateral offered, which, 
similar to the incidence, may differ between these types of firms as well. As described previ-
ously, differences in collateral may be a result of racial barriers to economic mobility and 
credit access that have contributed to a wealth gap between Whites and Blacks, on average. 
This could hamper minority entrepreneurs both directly and indirectly; in terms of more 
limited personal assets, and potentially more limited assets among the network of family and 
friends of minority-entrepreneurs, an important source of support for many small business 
startups. This requires further investigation. 

Conclusion

Although MOEs create a significant share of the jobs in majority-minority neighbor-
hoods nationwide, they are relatively more likely to encounter constraints in obtaining ac-
cess to capital from financial institutions. CDFIs can provide a means to bridge limited ac-
cess to capital between financial institutions and MOEs. CDFIs’ mission is to serve low- and 
moderate-income communities and individuals, and they aim to provide access to finance 
for small enterprises at affordable rates, and technical assistance. CDFIs are often well posi-
tioned to utilize relationships in the local community they serve, and are frequently able to 
operate more nimbly than larger financial institutions, which well-suits smaller businesses 
that need a more hands-on approach to become borrowers, or that lack application experi-
ence or networks at larger banks (Smith et al., 2008).

The purpose of this study was to examine the likelihood of MOEs applying for CDFI loans. 
We also aimed to investigate whether MOEs are more likely to have their application for a loan 
or line of credit accepted by CDFIs. Overall, we found no significant difference in applica-
tion rates between Asian- and White-owned businesses. However, in line with our expectations, 
Black- and Hispanic-owned firms were more likely to apply for CDFI loans than similar White-
owned businesses, though this relationship is reversed for Black-owned firms in rural areas. 
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However, we also found some weak evidence that Black-owned enterprises were less likely 
to get approved for a CDFI loan than similar White-owned firms. A potential explanation 
for this finding is that Black-owned firms are significantly less likely to pledge collateral guar-
antees, which may be related to aforementioned racial wealth disparities. Unfortunately, one 
of the limitations in the SBCS data is that the value of such collateral offered, or a business 
owners’ personal assets is unknown. This requires further analysis. Given this result, CDFIs 
could expand their financial and entrepreneurship coaching and technical assistance, and 
better target this at minority-entrepreneurs, and at Black-owned businesses in particular. 

Better collaboration between CDFIs and larger financial institutions or Minority Deposi-
tory Institutions (MDIs) could contribute to more extensive credit provision for MOEs. In 
low-wealth neighborhoods, business credit needs frequently exceed the capacity of CDFIs 
operating there, particularly given the greater resource demands that more extensive relation-
ship-based lending combined with technical assistance to less experienced small business 
borrowers requires. 

Large banks could develop more extensive partnerships with CDFIs, to better leverage 
their ability to act as agile and innovative lenders on the front line in low-wealth areas and ex-
pand their ability to develop more flexible loan products and programs. The CRA in particu-
lar could act as a policy lever to aid CDFIs to address apparent access gaps for Black-owned 
firms in rural areas. MDIs could be particularly well-positioned to expand the reach of MOE 
financing by CDFIs, or in general. To investigate this potential, future research could exam-
ine the experiences of minority-owned small business borrowers at such institutions.

Finally, policymakers that aim to increase the flow of financing for MOEs could further 
subsidize CDFI operations and capital pools, such as by increasing the amount of capital 
made available through the CDFI fund, and could earmark at least parts of such capital for 
programs that increase small business lending to MOEs (Smith et al., 2008).
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