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Thank you for the opportunity to speak to you today.1  The United States has an enviable 

entrepreneurial culture and a strong track record of building new companies.  Yet, new and small 

business owners often navigate significant challenges from establishment to growth.  These 

challenges typically include limitations in accessing capital, in developing robust business and 

professional networks for peer support and opportunities, and in building the comprehensive 

skills, resources, and social connections that contribute greatly to business resiliency and 

sustainability.  Women and minority entrepreneurs may face even greater obstacles.  While 

business formation is, of course, primarily a matter for the private sector, public policy can and 

should encourage increased rates of entrepreneurship and business formation—and the capital, 

networks, and skills essential for success for all business owners.   

Today, I want to highlight the vital role that small businesses play in driving the U.S. 

economy, consider the challenges in accessing credit that some small business owners face, and 

offer some practical solutions to help small businesses thrive. 

Small Businesses and Their Role in the Economy 

Small businesses are the heart of the U.S. economy.  They produce nearly half of the 

country’s gross domestic product and employ just under half of all private sector workers.2 

Small businesses have created more than 60 percent of net new jobs since 1995, and 

business applications have remained consistently elevated at around 5 million annually since 

mid-2020.3  In recent years, women-owned businesses and minority-owned businesses were two 

of the fastest-growing segments of businesses.  The number of small businesses owned by 

 
1 The views expressed here are my own and are not necessarily those of my colleagues on the Federal Reserve 
Board or the Federal Open Market Committee. 
2 U.S. Small Business Administration Office of Advocacy, “Frequently Asked Questions About Small Business, 
2024.” July 2024, https://advocacy.sba.gov/2024/07/23/frequently-asked-questions-about-small-business-2024. 
3  Id.  See also Kennan Fikri and Daniel Newman, “Business Applications Eked Out a New Record in 2023,” 
Economic Innovation Group, January 2024, https://eig.org/2023-business-formation. 
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minorities increased by almost 60 percent and the growth rate for women-owned businesses was 

not far behind at 50 percent during this time period.4  We should all be encouraged by these 

statistics, as several studies suggest that improving business ownership and entrepreneurship 

across demographic groups would help grow our economy faster.5 

And from an individual perspective, entrepreneurship and small business ownership may 

offer meaningful economic advantages.  Research suggests that entrepreneurship often correlates 

with enhanced job satisfaction and improved economic mobility for business owners—though 

outcomes naturally vary based on multiple factors including market conditions, industry, and 

individual circumstances.6 

As we recognize the value of small businesses, it’s also important to recognize that 

surviving as a small business is not easy.  About one in six new businesses fail during their first 

year and almost 50% fail by their fifth year.7  When a small business struggles or fails, the 

repercussions often extend beyond the enterprise itself.  Entrepreneurs who have invested 

 
4 See U.S. Census Bureau, “Survey of Business Owners—Survey Results: 2012,” February 2016, 
https://www.census.gov/library/publications/2012/econ/2012-sbo.html; “Annual Business Survey: 2022,” October 
2023, https://www.census.gov/newsroom/press-releases/2023/annual-business-survey-employer-business-
characteristics.html; “Census Bureau Releases New Data on Minority-Owned, Veteran-Owned, and Women-Owned 
Businesses,” October 26, 2023, https://www.census.gov/newsroom/press-releases/2023/annual-business-survey-
employer-business-characteristics.html; and “Nonemployer Statistics by Demographics: 2021,”  
https://www.census.gov/programs-surveys/abs/data/nesd.html. 
5 McKinsey Institute for Economic Mobility, The Economic Impact of Closing the Racial Wealth Gap, August 13, 
2019, https://www.mckinsey.com/industries/public-sector/our-insights/-the-economic-impact-of-closing-the-racial-
wealth-gap.  McKinsey Institute for Economic Mobility, The Economic State of Latinos in America: the American 
Dream Deferred, December 2021, https://www.mckinsey.com/featured-insights/sustainable-inclusive-growth/the-
economic-state-of-latinos-in-america-the-american-dream-deferred. Andre M. Perry and Carl Romer, “To Expand 
the Economy, Invest in Black Businesses,” The Brookings Institution. December 31, 2020, 
https://www.brookings.edu/articles/to-expand-the-economy-invest-in-black-businesses. 
Wells Fargo, “2025 Impact of Women-Owned Businesses,” 
https://www.wippeducationinstitute.org/_files/ugd/2f8f8e_4330c836da414d2ea7c6ea93b80bd6a4.pdf. 
6  See, e.g., Levine, R., & Rubinstein, Y. (2022). “Smart and illicit: Who becomes an entrepreneur and do they earn 
more?” Quarterly Journal of Economics, 137(1), 191-241; JPMorganChase & Co and Gallup. Entrepreneurial 
Insights: Owning and Employing as a Pathway to Wealth and Well Being. April 2024, 
https://news.gallup.com/poll/643268/employing-others-linked-wealth-wellbeing.aspx. 
7  US Bureau of Labor Statistics. Survival of Private Sector Establishments by Opening Year, 
bls.gov/bdm/us_age_naics_00_table7.txt. 

https://www.census.gov/library/publications/2012/econ/2012-sbo.html
https://www.census.gov/newsroom/press-releases/2023/annual-business-survey-employer-business-characteristics.html
https://www.census.gov/newsroom/press-releases/2023/annual-business-survey-employer-business-characteristics.html
https://www.census.gov/newsroom/press-releases/2023/annual-business-survey-employer-business-characteristics.html
https://www.census.gov/newsroom/press-releases/2023/annual-business-survey-employer-business-characteristics.html
https://www.census.gov/programs-surveys/abs/data/nesd.html
https://www.mckinsey.com/industries/public-sector/our-insights/-the-economic-impact-of-closing-the-racial-wealth-gap
https://www.mckinsey.com/industries/public-sector/our-insights/-the-economic-impact-of-closing-the-racial-wealth-gap
https://www.mckinsey.com/featured-insights/sustainable-inclusive-growth/the-economic-state-of-latinos-in-america-the-american-dream-deferred
https://www.mckinsey.com/featured-insights/sustainable-inclusive-growth/the-economic-state-of-latinos-in-america-the-american-dream-deferred
https://www.brookings.edu/articles/to-expand-the-economy-invest-in-black-businesses
https://www.wippeducationinstitute.org/_files/ugd/2f8f8e_4330c836da414d2ea7c6ea93b80bd6a4.pdf
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personal savings and assets in their ventures may face significant financial strain, creating ripple 

effects that impact their families’ stability as well as the broader economic health of their 

communities. 

In light of these dynamics, it is essential to understand the fundamental challenges that 

small businesses face and develop targeted tools and policies that can effectively support 

entrepreneurs as they start and scale their businesses.  Today, let me focus on credit access and 

the need for more transparency in lending terms. 

Access to Credit for Small Businesses 

Many small businesses need credit to launch and grow their business.  Small businesses 

access financing from diverse sources, including banks of all sizes, credit unions, online lenders, 

and other nonbank financing companies.  Despite this range of sources, the Federal Reserve’s 

Small Business Credit Survey (SBCS) identified credit availability as a challenge faced by over a 

quarter of small businesses.8  In addition, many small businesses face problems with the credit 

they do obtain. 

While access to credit poses challenges for many small businesses, these hurdles can be 

even more pronounced for women and minority business owners.  Research consistently shows 

that women-owned businesses typically start with smaller amounts of initial capital compared to 

other firms, even when accounting for factors like education, experience, credit scores, and 

business characteristics such as industry and growth potential.9  Furthermore, women- and 

 
8 “2024 Report on Employer Firms: Findings from the 2023 Small Business Credit Survey,” Small Business Credit 
Survey, Federal Reserve Banks, March 2024, 
https://www.fedsmallbusiness.org//media/project/clevelandfedtenant/fsbsite/reports/2024/2024-report-on-employer-
firms.pdf.  Other financial challenges include rising costs of goods, services, and/or wages; paying operating 
expenses; uneven cash flow; weak sales; and making payments on outstanding debt. 
9 U.S. Department of Commerce, “Women Owned Business in the 21st Century,” October 2010, 
https://www.commerce.gov/sites/default/files/migrated/reports/women-owned-businesses.pdf. This report found that 
 

https://www.fedsmallbusiness.org/media/project/clevelandfedtenant/fsbsite/reports/2024/2024-report-on-employer-firms.pdf
https://www.fedsmallbusiness.org/media/project/clevelandfedtenant/fsbsite/reports/2024/2024-report-on-employer-firms.pdf
https://www.commerce.gov/sites/default/files/migrated/reports/women-owned-businesses.pdf
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minority-owned businesses often encounter distinct obstacles when seeking financing.  Minority 

business owners often have lower credit scores compared to non-minority business owners, 

which can lead to lower approval rates for loans.10 

Banks, nonbanks, and online lenders have the potential to fill these financing needs.  But 

to be effective, they need to understand consumer preferences and behavior to provide credit 

products that meet these needs in a safe and fair way. 

Addressing the Need for Financial Transparency 

A significant challenge facing small businesses is the absence of policies providing 

essential tools and protection for small business borrowers.  Despite the fact that many small 

businesses function more like households than Fortune 500 companies, they generally fall 

outside regulatory disclosure requirements intended to ensure transparency in pricing, facilitate 

comparison shopping, and protect the financial interest of borrowers. 

Consider the Truth in Lending Act (TILA), implemented in Regulation Z, which does not 

extend protection to small business borrowers.11  This exclusion stems partly from the 

assumption that small business owners possess financial sophistication or can access professional 

assistance when needed.  This regulatory gap matters because business financing offers may 

 
women start with less capital than men and are less likely to take on additional debt to expand their businesses. They 
are more likely than men to indicate that they do not need any financing to start their businesses.  
Susan Coleman and Alicia Robb, “A Comparison of New Firm Financing by Gender: Evidence from the Kauffman 
Firm Survey Data,” May 5, 2009, https://link.springer.com/article/10.1007/s11187-009-9205-7. This report found 
that, consistent with previous studies, women start their businesses with significantly lower levels of financial 
capital than men. Findings also reveal that women rely heavily on personal rather than external sources of debt and 
equity for both start-up capital and follow-on investments. 
10 Fairlie, Robert, Alicia Robb, and David T. Robinson. “Black and White: Access to Capital Among Minority-
Owned Startups.” NBER Working Paper No. 28154. November 2020. 
https://www.nber.org/system/files/working_papers/w28154/w28154.pdf. 
11 While Regulation Z sets forth requirements for consumer credit advertising – and includes provisions to state 
charges as an Annual Percentage Rate (APR) and, among other things, full repayment terms when referencing 
payments, and certain other credit terms that may apply – Regulation Z does not apply to business credit. Because of 
this, lenders offering small business credit and lending products, often have more flexibility when it comes to 
disclosures of their products’ costs and features than do lenders offering credit products for personal or household 
use. 

https://link.springer.com/article/10.1007/s11187-009-9205-7
https://www.nber.org/system/files/working_papers/w28154/w28154.pdf
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present pricing structures that differ substantially from the standardized disclosures that small 

business owners are accustomed to seeing on consumer credit disclosures. 

Research from focus groups conducted by the Federal Reserve Board and the Federal 

Reserve Bank of Cleveland revealed that many small business owners struggle with 

understanding the specialized terminology used by certain nonbank lenders.12  For instance, 

instead of providing familiar metrics like an Annual Percentage Rate (APR) or an interest rate, 

some nonbank providers present a factor rate—a fundamentally different metric that cannot be 

directly compared to an APR or interest rate.  The research identified a lender’s website that 

advertised a “factor rate of 1.15” which translated to an undisclosed estimated APR of 

approximately 70 percent.  Further complicating matters, some lenders may disclose an interest 

rate without including an APR, meaning that various fees and additional costs may not be 

reflected in the stated rate that borrowers often use to evaluate their financing options. 

While complexity sometimes serves a business purpose, in many cases, it obfuscates the 

costs and can lead to poor financial decisions by small business owners.  More broadly, product 

design by banks and nonbanks should help to counter, not lean into, biases that can lead to poor 

financial decision-making.  For instance, present bias describes our natural tendency to prioritize 

immediate benefits over long-term considerations.  This might lead business owners to focus 

more on quick access to funds or low initial payments rather than evaluating the complete long-

term cost structure.  Similarly, status quo bias suggests that once a small business borrower 

establishes a lending relationship, they may be less inclined to explore alternatives, even when 

more favorable options become available.  The perceived complexity or uncertainty of 

 
12 Barbara Lipman and Ann Marie Weirsch, “Alternative Lending through the Eyes of “Mom-and-Pop” Small-
Business Owners” (2016), https://www.clevelandfed.org/people/profiles/w/wiersch-ann-marie/sr-20150825-
alternative-lending-through-the-eyes-of-mom-and-pop-small-business-owners.   

https://www.clevelandfed.org/people/profiles/w/wiersch-ann-marie/sr-20150825-alternative-lending-through-the-eyes-of-mom-and-pop-small-business-owners
https://www.clevelandfed.org/people/profiles/w/wiersch-ann-marie/sr-20150825-alternative-lending-through-the-eyes-of-mom-and-pop-small-business-owners


- 6 - 
 

refinancing or switching lenders can reinforce this tendency to maintain existing arrangements.  

Understanding psychological factors and cognitive biases can help small business borrowers 

make more informed financial decisions by recognizing how the presentation of lending terms 

might affect their evaluation process. 

In light of these realities, banks, small business advocates, and industry stakeholders 

should support policies that help small businesses better understand risks, and to drive the market 

towards products that are designed to overcome, not exacerbate, these problems.  Potential 

policies would include enhancing transparency in loan terms, thus enabling business owners to 

make more informed financial decisions.  Additional borrower safeguards worth consideration 

include ensuring that loan products are sustainably repayable and don’t lead businesses into 

costly reborrowing cycles, as well as ensuring fair treatment both during the loan origination 

process and throughout any restructuring efforts or collection proceedings. 

Some states are moving forward with policies that protect small businesses.  California 

and New York, for example, now require many lenders to offer clear disclosure of the APR and 

estimated monthly payments.13  This requirement gives borrowers the opportunity to understand 

the financing being offered in a clear, concise manner, enabling informed comparisons across 

different product options.  Several other states passed versions of disclosure laws for small 

business financing transactions, with some variability over the range of financing transactions 

covered and the types of disclosures required.14 

 
13  California Code of Regulations, Title 10, Chapter 3, Subchapter 3, https://dfpi.ca.gov/wp-
content/uploads/sites/337/2022/06/PRO-01-18-Commercial-Financing-Disclosure-Regulation-Final-Text.pdf; New 
York State Department of Financial Services, 23 NYCRR 600, 
https://www.dfs.ny.gov/system/files/documents/2023/01/rf_finservices_23nycrr600_text.pdf.  
14  See, e.g., Virginia, Utah, and Florida.  For more details on the regulations across states, see 
https://onyxiq.com/commercial-financing-disclosure-laws/. 

https://dfpi.ca.gov/wp-content/uploads/sites/337/2022/06/PRO-01-18-Commercial-Financing-Disclosure-Regulation-Final-Text.pdf
https://dfpi.ca.gov/wp-content/uploads/sites/337/2022/06/PRO-01-18-Commercial-Financing-Disclosure-Regulation-Final-Text.pdf
https://www.dfs.ny.gov/system/files/documents/2023/01/rf_finservices_23nycrr600_text.pdf
https://onyxiq.com/commercial-financing-disclosure-laws/
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The Role of Community-Based Programs 

I want to recognize the important role that community-based programs can play in 

supporting entrepreneurs.  These programs provide accessible tools, technical assistance, and 

educational resources that help entrepreneurs reach their full potential.  Local organizations such 

as small business development centers, educational institutions, and community development 

financial institutions are connecting small business owners with personalized consulting, 

technical assistance and education, and entrepreneurial skills development. 

The most successful of these types of programs deliver practical technical assistance and 

education while fostering collaboration within local entrepreneurial ecosystems.  These include 

university- or community college-based initiatives connecting business owners with volunteer 

consultants, resource hubs offering workshops, or rural development centers providing 

specialized support.  By emphasizing both skill-building and community connections, these 

programs help small businesses and entrepreneurs overcome barriers to success. 

Conclusion 

In conclusion, small businesses are engines of innovation, job creation, and economic 

mobility in our society.  Great work has been done to understand what it takes to help small 

businesses thrive and grow, including access to sound and affordable credit, skills-building, and 

business networks.  I encourage us to build on this work by enhancing financial transparency, 

implementing supportive policies, and leveraging community-based programs to enhance 

business opportunities.  These collective efforts to support entrepreneurs and small business 

owners not only benefit individual enterprises but also contribute to a healthy and dynamic 

economy that works for all. 
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