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Mandate for Maximum Employment

Good afternoon and welcome to the third day of the Federal Reserve’s Uneven Outcomes
in the Labor Market Conference.! It is a pleasure to join so many researchers, policymakers, and
practitioners interested in understanding the labor market and its implications for the overall

economy and the financial well-being of workers.

At the Federal Reserve, the labor market is often top of mind. As many of you are aware,
the Federal Open Market Committee (FOMC) has a mandate to effectively promote maximum
employment and price stability. My FOMC colleagues and I strive to find the balance between
these objectives, and when considering how best to promote a healthy economy, it is important

that the Fed supports a labor market that works for both employees and employers.

Today, I’d like to highlight the role of small businesses and entrepreneurship in the U.S.
labor market and, in turn, the importance of access to capital in creating and maintaining jobs in
those businesses. I’'m sure many of us know business owners who put their own personal
savings—even their homes—at risk to start or to grow their businesses. I will discuss why
external sources of capital and financial institutions that provide access to capital are vital for

both successful small businesses and a robust labor market.
There are many pathways for workers to find employment. For some, entrepreneurship
offers the opportunity to fulfill a personal goal to create a new business or to have more control

over their careers. While not all start-ups are successful, many grow into stable businesses that

! The views expressed here are my own and are not necessarily those of my colleagues on the Federal Reserve
Board.



.

employ additional workers. In fact, small businesses currently employ nearly half of America’s

private sector workers and have accounted for over 60 percent of net new jobs since 1995.2

Throughout my experience as a banker, bank commissioner, and Federal Reserve
Governor, | have been inspired by the success stories shared by entrepreneurs from across the
country. At the same time, [’ve also heard about many of the difficulties they face, particularly
in hiring and retaining employees, and sourcing capital for business operations. For example, a
bakery owner in Texas recently shared the challenges her business has faced in hiring and
retaining workers. Another small business owner in Maryland shared the difficulties he has
faced in accessing capital to open new restaurant locations. While these are just two examples
that I have heard personally, I know that it can be very difficult for many small businesses to find

qualified workers and access the capital they need to grow.

As policymakers consider making changes to existing rules and expectations that may
impact a business’s access to funding sources, we need to identify and understand any potential
unintended consequences of these new policies, especially if those policies may affect the ability

of small businesses and entrepreneurs to access capital.

Recent Trends in Small Business
While many of these challenges are typical hurdles for entrepreneurs and start-ups, the
pandemic created new complications for businesses, small and large. Firms owned by women

and minorities were particularly vulnerable due to many being newer businesses, more fragile

2 “Frequently Asked Questions,” U.S. Small Business Administration, March 2023, https://advocacy.sba.gov/wp-
content/uploads/2023/03/Frequently-Asked-Questions-About-Small-Business-March-2023-508c.pdf.
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financially, and more likely to be part of the sectors hit hardest by the pandemic, including food

services, personal services, and retail.’

Yet, while many small businesses shut their doors due to the effects of the pandemic, in
2020, the United States saw a boom in business creation, which began shortly after the initial
lockdown period. This increase has continued long after the labor market recovery. In fact, the
Census Bureau’s November 2023 analysis of business applications shows that business
formation since 2021 has remained 32 percent higher than in the previous ten years.* Many of
these new businesses were started by minority business owners.®> Increased rates of workers
voluntarily quitting their jobs and high levels of unemployment during the pandemic appear to

have encouraged some workers to become self-employed or become entrepreneurs.

This growth in start-up businesses could help to address the challenge of closing
employment gaps for workers who typically face the greatest headwinds in the labor market. For
example, start-ups are more likely to hire new workers and workers with lower levels of
educational attainment.® New businesses have also been responsible for a surprising amount of
job growth, with an average of nearly one million jobs created each quarter from early 2021
through the beginning of 2023, which is a significantly higher pace than was typical prior to the

pandemic.’

3 August Benzow and Nora Esposito, “Minority- and Women-Owned Businesses Tend to be Younger, Making them
More Vulnerable in the Coming Recession,” Economic Innovation Group, August 2020, https://eig.org/minority-
and-women-owned-businesses-vulnerable-recession.

4U.S. Census Bureau data accessed in Federal Reserve Economic Data.

3 Current Population Survey conducted by the US Census Bureau and the Bureau of Labor Statistics.

6 <2023 Report on Employer Firms: Findings from the 2022 Small Business Credit Survey,” Small Business Credit
Survey, Federal Reserve Banks, March 8, 2023, https://doi.org/10.55350/sbcs-20230308.

7 Bureau of Labor Statistics data on jobs created by new establishments averaged 976,000 per quarter from 2020:Q3
to 2023:Q1, compared with 810,000 per quarter from 2009 to 2019.
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Fed Support for Access to Capital for Small Businesses

Of course, in order to create jobs, small businesses need access to sufficient amounts of
affordable credit and capital to form, grow, and succeed. Otherwise, they may underperform, not
reaching their growth potential either in revenue or employment. The share of small businesses
reporting that they rely on personal sources for capital increased from about half in 2019 to two-
thirds in 2022, according to the Fed’s Small Business Credit Survey (or SBCS) from that year.®
This suggests a high degree of personal risk for owners and their workers. Moreover, personal
financial resources are often limited, which can constrain growth. Ideally, small businesses

should be able to access external funding, which can be a key to their growth and stability.

Most businesses that seek external financing turn to banks—community banks and larger
institutions. Community banks remain an essential resource for many small businesses to access
capital to support their businesses. These banks are focused on relationship banking, which
uniquely positions them to meet the challenge of assessing the creditworthiness of local, small
businesses. Community banks make greater investments in small business lending relative to
larger banks.® Furthermore, according to the 2022 Small Business Credit Survey, small
businesses were more likely to be satisfied with their experiences dealing with small bank

lenders than with large bank lenders or finance companies. '°

I’d like to take a moment to share some of the ways the Fed supports small businesses

through community banks. First, the Fed engages community banks through its Community

8 From the 2023 SBCS Report on Employer Firms, 56 percent of small businesses relied on personal sources for
capital in the 2019 SBCS compared to 66 percent in the 2022 SBSC.

° A Fed analysis of June 2023 call report data shows that community banks have larger shares of small-business
loans relative to their total assets than larger institutions. See Eldar Beiseitov, “Small Banks, Big Impact:
Community Banks and Their Role in Small Business Lending,” October 20, 2023,
https://www.stlouisfed.org/publications/regional-economist/2023/oct/small-banks-big-impact-community-banks-
small-business-lending.

102023 SBCS Report on Employer Firms.
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Depository Institutions Advisory Council (CDIAC), which advises the Board on matters of
public policy. CDIAC members include community bankers who provide insight and
information about the economy, lending conditions, and other issues that they see firsthand in
their communities. Second, the Federal Reserve supervises and regulates smaller banks based on
a variety of factors specific to their size, condition, risk profile, and business model to assess
their safety and soundness. One of the Federal Reserve’s unique strengths is the localized nature
of our supervision, which relies on regional Reserve Banks that understand their local markets

and community needs.

Many community banks also have a mission to serve historically underserved
populations. These include Minority Depository Institutions (MDIs), Women-Owned
Depository Institutions (WDIs), and Community Development Financial Institutions (CDFIs).
These banks are vital sources of capital to many underrepresented small businesses. For
example, the Philadelphia Fed found that community banks, including these unique banks, are
traditionally more successful than larger institutions at small business lending in times of crisis.
This finding was well supported by volume of lending conducted by these banks through the

Paycheck Protection Program (PPP) during the COVID-19 pandemic.'!

The PPP provided loans to small businesses to keep their workers employed. The
program was implemented in large part through community banks, including MDIs, WDIs and

CDFIs. The Fed supported the PPP by providing liquidity through its emergency lending

1 Allen N. Berger, Maryann P. Feldman, W. Scott Langford, and Raluca A. Roman, “‘Let Us Put Our Moneys
Together’: Minority-Owned Banks and Resilience to Crises” (Federal Reserve Bank of Philadelphia, June 2023),

https://www.philadelphiafed.org/-/media/frbp/assets/working-papers/2023/wp23-13.pdf.
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program, the Paycheck Protection Program Liquidity Facility.'? Notably, MDIs originated more

than 20,000 PPP loans to support small businesses during that time.!?

The Federal Reserve has also supported CDFIs and MDIs through their work with the
U.S. Treasury Department on the implementation of the Emergency Capital Investment Program
(ECIP). This COVID-relief program provided $9 billion in capital directly to CDFIs and MDIs.
These funds were to be used for loans, grants, and forbearance to small and minority-owned

businesses, especially in low-income and underserved communities. 4

I’d like to close with a brief note on the CDFI Fund’s recently released revisions to the
CDFI Certification Application. In addition to ECIP funding, certified CDFIs are eligible to
access other federal resources, state and local governmental funds, philanthropic support, and
private sector investment. I look forward to engaging with community banks as they and other
financial institutions begin to digest these revised application requirements. I also look forward
to learning about how these changes may affect the certification process for renewing or

obtaining a CDFI certification.
Conclusion
The Fed continues to support the growth of start-ups and small businesses as a means of

creating opportunity for all workers. This afternoon’s discussion will focus on how employer

12 See the Federal Reserve Board's website at https://www.federalreserve.gov/monetarypolicy/ppplf.htm.

13 Anthony Barr and Mac McComas, “Minority Depository Institutions: State of Knowledge, Sector Summary &
Lending Activity, and Impact, 2010-2020” (paper presented at the National Bankers Association Foundation and
Johns Hopkins 21st Century Cities Initiative, May 2023),

https://www.nationalbankers.org/ files/ugd/93bce2 97f4419fd0c140aaa28a79d4ee543fas.pdf?index=true.
Separately, the Fed supports MDIs through the Fed’s Partnership for Progress (PFP) program, which provides
technical assistance on regulatory matters, conducts research, hosts convenings, and provides examiner training to
support and promote the stability of MDIs.

14 U.S. Department of the Treasury, “Biden-Harris Administration Announces Over $8.28 Billion in Investments in
Community Development Financial Institutions and Minority Depository Institutions through the Emergency
Capital Investment Program,” press release, September 22, 2022, https://home.treasury.gov/system/files/136/ECIP-

Press-Release.pdf.
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structure and financing may affect employee wages and benefits. I am excited to see that new
research will be presented at this event, and I look forward to our ongoing discussions about

labor outcomes.



