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Abstract
The number of minority-owned businesses has grown
tremendously over the last decades, consistent with
overall demographic changes and growth in the
minority population. However, even as minority
entrepreneurs have a proclivity to start a business,
a significant portion of these enterprises may be
suboptimal in size; they tend to be in service sectors,
such as restaurants and accommodation, as well as
transportation. This suggests that a disproportionate
number of these firms could be vulnerable, or affected
by demand shocks during extreme economic duress
like the COVID-19 epidemic. In addition we analyze
trends in financing sources and credit utilization for
firms, based on available data, and find that most
small businesses had to rely on personal financing.
However, gaps in traditional (bank) financing sources
remained widest among black firms, compared to
white, and these gaps were persistent over credit cycles,
and in instances, not accounted for by differences in
credit scores. The analysis suggests that policies that
increase access to resources and financial capital are
necessary to ensure the viability of the small business
sector. In addition, targeted policies and initiatives to
enhance financial inclusion for minority businesses
remain warranted.

Introduction
Entrepreneurial activity among minority individuals
has been on the rise in recent years, contributing to an
increase in jobs and economic growth (Bernard and
Slaughter, 2004). Minority-owned firms, however,
continue to face many challenges, particularly those
related to access to start-up funding and expansion

capital that undermine their longevity or survivability.
As minority entrepreneurs increase their presence in the
business sector, their success or failure reverberate even
more into the broader economy. Policymakers need
timely information in order to design effective policies
to help address the needs of firms that are viable.
We analyze trends in minority self-employment and
small business growth, as well as business start and
exit dynamics. We also analyze available data to
gauge the trends in financing and resources used by
business owners for start-up and expansion of their
ventures. The analysis is primarily descriptive, and we
rely on publically available data and previous studies
to document trends, discuss the factors behind them,
and parse their potential implications.

Trends in self-employment
To gain a broader perspective, we begin by looking at
the trends in self-employment and wage employment,
using data from the Current Population Survey (CPS)
by the Bureau of Labor Statistics.1 The trajectory of
self-employment tracks general economic growth
and decline, with a tendency of expanding during
periods of economic growth, and contracting during
recessionary periods (figure 1).2 Both wage and
self-employment took similar-sized hits during the
Great Recession. The recovery, however, has been
uneven. Wage employment surpassed the level that
preceded the economic downturn. By contrast, selfemployment declined further, and as of 2018, was 4
percent lower than its level in 2007.
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Minority self-employed is a growing share of all
self-employed. Looking at the trends in the percent
of self-employed workers with unincorporated
businesses (figure 2), since 2000, the gap has been
diminishing for Hispanics relative to whites and
Asians. Hispanics saw a 27 percent increase in
(unincorporated) self-employment between 2000
and 2015. The percent of self-employed blacks with
unincorporated businesses has been relatively steady,
hovering around 4 percent, with some slight increases
during the 2001 and 2008 recessionary periods.3

The rate of self-employment for workers with
incorporated businesses increased over time for all
the groups, although a gap remained for Hispanics
and blacks relative to Asians and whites (figure 3).
From 2000 to 2015, on average, more than 4 percent
of white and Asian workers were self-employed with
incorporated businesses, compared to about 2 percent
of Hispanic and just about 1 percent of black workers.

Figure 1. Trends in the number of wage employment and self-employment (thousands of persons)
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Figure 2. Percent of workers self-employed with
unincorporated businesses, by race/ethnicity

Figure 3. Percent of workers self-employed with
incorporated businesses, by race/ethnicity
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Trends in business ownership and
characteristics of minority businesses

Asian-owned. The total number of black-owned firms,
as well as their revenues and payroll, also increased.
Of note, however, the average black-owned firm had
lower revenues in this three-year span of data. This
could be due in part to new entries, as black-owned
firms tended to be newer. Based on the 2016 ASE, 14
percent of black-owned employer businesses had been
in existence for less than two years, compared to 9
percent of all employer firms.6

Based on data from the Survey of Business Owners
(SBO),4 minority small business formation (for both
employer and nonemployer businesses) has increased
in recent decades. Between 2002 and 2012, Asianowned businesses increased by 74 percent, while
Hispanic- and black-owned businesses more than
doubled (table 1). Over that 10-year period, in spite
of the growth, black-owned businesses remained
severely underrepresented, especially in firms with
paid employees, based on calculations of parity of
black businesses relative to that population share.5
Additional data from the Annual Survey of
Entrepreneurs (ASE) show growth in the number
of minority employer businesses, post the Great
Recession (table 2). Between 2014 and 2016, minority
employer businesses increased by 11 percent. In
addition, their receipts or revenues and the number of
workers they employed, increased. More than half of
the minority-owned firms with paid employees were

The industries with the largest number of employer
firms were the professional, scientific and technical
services, and construction sectors.7 Non-minority
firms have large concentrations in those sectors. In
contrast, among minority-owned employer firms,
the accommodation and food services, health care
and social assistance, retail trade, and transportation
sectors were the most common (see appendix for the
industry distribution of firms by minority status). At
the time of this analysis, high-frequency data show
that these are among the industries “most at risk” to
be affected by disruptions in demand, shutdowns,
and layoffs due to the COVID-19 virus.8
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Table 1. Number, growth and representation of ethnic/minority businesses

Non-minority

Asian

Hispanic

Black

2002

2007

2012

2002-2012

2012

Number

Number

Number

Growth

Parity

All

18,521,600

20,535,700

19,227,000

4%

107

Employer

4,542,230

4,423,440

4,227,400

-7%

125

Nonemployer

13,979,370

15,763,400

14,999,600

7%

103

All

1,103,590

1,549,560

1,917,900

74%

138

Employer

319,468

397,426

481,026

51%

184

Nonemployer

784,122

1,152,130

1,436,880

83%

128

All

1,573,460

2,260,270

3,305,870

110%

125

Employer

199,542

248,852

287,501

44%

58

Nonemployer

1,373,918

2,011,420

3,018,370

120%

141

All

1,197,570

1,921,860

2,584,400

116%

78

Employer

94,518

106,566

109,137

15%

17

Nonemployer

1,103,052

1,815,300

2,475,270

124%

93

Sources: Survey of Business Owner, 2002, 2007, 2012, Minority Business Development Agency (MBDA).
Notes: Parity ratio is defined as the ratio between the business performance for each racial group in a specific concept – such as number of firms,
gross receipts, and number of paid employees – relative to their adult population share. The benefit of parity ratio is that it allows a degree of
normalization for proper comparability across time and across racial groups. Under statistical parity, one would expect parity ratios to be close
to 100 percent. Parity ratios below 100 percent provide some indication that a minority group has a less than proportional representation in the
respective business metric.

Entry and exit dynamics
In this section, we examine various datasets and rely
on previous literature to assess how business entry and
survival dynamics have played for different groups.
Previous research has sounded the alarm regarding
recent trends in starts and exits for businesses in general
(e.g., Davis and Hatiwanger, 2014). Data from the
Census Bureau’s Business Dynamic Statistics (BDS)9
show that the entry rate of U.S. firms has been on a
decline over the last few decades (figure 4). During
and immediately following the Great Recession, the
exit or failure rate exceeded the entry rate for the first
time in at least two decades. The entry rate was again
higher starting in 2012. However, the gap between
the entry and the exit rates has narrowed (figure 4).10
The Census BDS data does not provide information
by minority group. However, various other data
sources allow us to gain insights into differences
in business starts by group. Analysis based on the
Kauffman Foundation’s Annual Startup Activity
Index suggests that minority business starts have been

on the rise, even as overall (white-owned) business
starts have declined, although the definition of startup is different for the two data sources. According
to the Kauffman data, as of 2015, minorities started
about 40 percent of new small businesses, which is
nearly twice the percentage compared to 20 years
ago. Hispanic entrepreneurs’ new business starts
accounted for 21 percent, up from about 10 percent
in 1996. Asian businesses’ start rate also doubled,
from 3 percent to 6 percent of all business starts. The
trend for black business starts was somewhat flat,
remaining just above 8 percent of all starts during
these years. White business starts declined from 77
percent of all new businesses in 1996 to 61 percent in
2015 (figure 5).
While we do not have current data on business exits
by race/ethnicity, an analysis of business survival
over the years points to a less-than-positive picture
for minority firms. An earlier study using data
from the 1997 Survey of Minority-Owned Business
Enterprises (SMOBE),11 a data source that has since
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Table 2. Characteristics of business and race/ethnicity of owners
Hispanic

White

Black

Asian

Minority

Non-minority

All firms

2014

298,563

4,441,550

108,473

506,595

949,318

4,141,816

5,165,806

2015

312,738

4,483,080

113,643

530,406

996,248

4,172,714

5,245,108

2016

337,533

4,534,290

121,466

555,262

1,054,575

4,197,617

5,333,444

% change 2014 - 2016

.13

.02

.12

.10

.11

.01

.03

2014

335,160,548

10,272,358,683

99,243,809

602,463,467

1,089,710,187

9,924,881,517

11,109,707,885

2015

359,509,973

10,636,612,111

99,263,737

652,430,883

1,168,470,888

10,270,106,980

11,536,757,021

2016

408,233,082

10,918,706,136

104,264,457

690,725,018

1,266,649,124

10,493,311,968

11,873,702,820

% change 2014 - 2016

.22

.06

.05

.15

.16

.06

.07

2014

2,444,079

49,404,636

1,004,081

3,802,863

7,574,718

46,941,402

55,170,196

2015

2,572,873

50,618,025

1,003,147

4,132,531

8,046,996

48,056,972

56,782,110

2016

2,787,944

52,123,706

1,132,916

4,424,656

8,716,072

49,282,591

58,735,530

% change 2014 - 2016

.14

.06

.13

.16

.15

.05

.06

2014

77,251,789

2,004,608,494

28,087,738

119,471,033

237,454,362

1,922,324,026

2,183,424,185

2015

82,473,483

2,067,661,596

28,150,530

129,807,386

254,034,686

1,982,238,103

2,260,760,688

2016

91,225,211

2,148,677,771

31,415,343

142,058,761

280,162,005

2,051,094,540

2,360,835,270

% change 2014 - 2016

.18

.07

.12

.19

.18

.07

.08

Firms

Sales ($ 000)

Employees

Payroll ($ 000)

Average sales per firm ($)
2014

1,122,579

2,312,787

914,917

1,189,241

1,147,887

2,396,263

2,150,624

2015

1,149,556

2,372,613

873,470

1,230,059

1,172,872

2,461,254

2,199,527

2016

1,209,461

2,408,030

858,384

1,243,962

1,201,099

2,499,826

2,226,273

% change 2014 - 2016

.08

.04

-.06

.05

.05

.04

.04

Average sales per employee ($)
2014

137,132

207,923

98,840

158,424

143,861

211,431

201,372

2015

139,731

210,135

98,952

157,877

145,206

213,707

203,176

2016

146,428

209,477

92,032

156,108

145,323

212,921

202,155

% change 2014 - 2016

.07

.01

-.07

-.01

.01

.01

.00

Average number paid employees
2014

8.2

11.1

9.3

7.5

8

11.3

10.7

2015

8.2

11.3

8.8

7.8

8.1

11.5

10.8

2016

8.3

11.5

9.3

8

8.3

11.7

11.0

% change 2014 - 2016

.01

.03

.01

.06

.04

.04

.03

Source: Annual Survey of Entrepreneurs.
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Figure 4. Entry and exit rates of employer firms
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Source: U.S. Census Bureau, Business Dynamics Statistics (BDS).

Figure 5. Index of startup activity, by race/ethnicity
0

10

20

30

White

40

50

60

70

80

90

been discontinued, estimated that the survival and
expansion rates for minority-owned employer firms
were 4 percentage points lower than for non-minority
employer firms (Lowrey, 2005). According to that study,
the survival rate for non-minority businesses and for
Asian businesses was 73 percent; however, for Hispanics
it was 69 percent, and for blacks it was 61 percent.
A more recent study focusing on selected cities with
relatively large representations of minority businesses
found that failure rates were slightly higher for small
businesses in low- to moderate-income (LMI) and
higher minority neighborhoods between 2012 and
2016 (figure 6). Further, differences in failure rates
were significantly correlated with smaller-sized firms
(sole proprietary/nonemployer), as well as with firms
in certain low-entry cost services industries, which
tended to be more common in LMI and minority
neighborhoods (Toussaint-Comeau, Newberger, and
O’Dell, 2019).
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Source: Kauffman Foundation.
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Figure 6. Formation and failure rates, by size of
businesses and location
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Sources: National Establishment Time Series (NETS) database, 20122016, ACS, FFIEC.
Notes: The data are for all businesses for five cities—Chicago,
Baltimore, Los Angeles, Houston, and Atlanta. LMI refers to low- to
moderate-income neighborhoods. Non-LMI refers to middle- to
upper-income neighborhoods (Toussaint-Comeau et al., 2019).

Small business credit
We turn next to an analysis of trends in the sources
of credit used by minority business owners to start
or expand their businesses, using available data.
Several publications have studied the issue of access
to credit from various perspectives (e.g., Cagetti and
De Nardi, 2006). The existing literature suggests that
access to credit has been particularly challenging
for small young firms (Lofstrom and Wang, 2009;
Freeland and Keister, 2014).12 Over the past decade,
there have also been numerous studies on minorityowned businesses and access to credit, though this
line of research remains limited due to a dearth of
relevant data. However, a common finding based
on available evidence is that the major constraint
limiting the growth, expansion, and wealth creation
of small firms – especially minority-owned businesses
– is inadequate capital (Fairlie, 2006).

To contextualize the period of analysis, we present
information on credit conditions after the Great
Recession. While small business credit returned to
normal levels after 2014, the increase was mostly in
larger commercial and industrial/business lending
(e.g., loans to larger firms to finance working capital
and capital expenditures). By contrast, small business
lending (i.e., loans $1 million or less) remained
constrained.13 One of the factors contributing to
constrained credit has been the collateral needed to
secure these loans. According to the Survey Terms of
Business Lending (STBL), 93.4 percent of the value of
loans under $100k in 2017 was secured by collateral,
compared with 85 percent for the same value of loans
in 2007.14 To the extent that minority-owned firms
have less collateral and are relatively smaller-sized
businesses, as we have seen, these conditions suggest
widened disparity between majority and minority
entrepreneurs in accessing credit during this period.

Sources of start-up capital
Respondents to the 2016 ASE indicated that the most
common type of financing used to start or acquire a
business was self-financing from personal savings; 73
percent of all businesses started using self-financing
from savings. This percentage was higher still for
minority-owned firms; 79 percent compared to 72
percent for non-minority (figure 7). Among minority
business owners (not shown in table), Asians were
the most likely to use owner self-financing, followed
closely by Hispanics, then blacks (Robb, 2018).
The difference in self-financing is likely an indication
of wealth disparities between different racial and
ethnic groups. Based on data from the Survey of
Consumer Finances (SCF), black and Hispanic
families have considerably less wealth on average than
white families. Asians have a higher net worth than
black and Hispanic families, but lower net worth
than white families (Dettling et al., 2017). According
to that same data source, the white-black and whiteHispanic gap in median net worth increased between
2013 and 2016, despite the large (proportional) gains
in the minority population. With less wealth and
assets, minority firms may lack the collateral required
for traditional financing (Fairlie and Robb, 2016).
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Traditional financing from banks was the next
most common form of capital, with 19 percent of
all businesses using this source. The overall use of
banks/financial institutions as a source of start-up
capital was lower for minority firms (15 percent) than

for non-minority firms (20 percent) (figure 7). The
Federal Reserve 2017 Small Business Credit Survey
(SBCS) found similar credit utilization differences for
minority-owned firms relative to whites.15

Figure 7. Sources of start-up financing (percent of businesses)
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Source: 2016 Annual Survey of Entrepreneurs.
Note: Numbers are recalculated to remove ‘Don’t know.’

Amount of start-up capital
used by owners
The amount of start-up capital used by a business
varies widely (McManus, 2017). According to
calculations based on the 2015 ASE, just under 60
percent of both minority and non-minority business
owners start with less than $50,000, while only about
10 percent of owners, minority and non-minority, use
$250,000 or more to start a business (figure 8).

Looking further at race/ethnicity (figure 9), Asians are
more likely to use larger amounts to start businesses.
Among all groups, Asians (52 percent) use amounts of
$50,000 or more as start-up capital, followed by whites
(34 percent). By comparison, about a third of black and
Hispanic business owners start their ventures with the
least amount of capital – $10,000 or less, while only 18
percent of Asians used this amount.
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Sources of capital for expansion

Figure 8. Percent of business owners with
start-up capital, by minority group and amount
of capital used
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Information on the common types of financing for
expansion, used by existing firms varies. For example,
the SBO (figure 10) identifies the top two sources
as self-financing and credit cards, whereas another
survey by the National Small Business Association
(NSBA) (figure 11) reports business earnings and
credit cards. Interestingly, a higher percentage of
small businesses were using more of each of these
sources in 2007 than in 2017 (figure 11).16 Analysis
by firm size from the same data source (NSBA) (not
reported in figure 11) shows differences by firm size –
large firms tended to rely on bank loans and business
earnings while smaller firms depended on credit cards
and private loans from friends and family.

Figure 10. Sources of capital used for expansion
$250,000
or more
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All classifiable firms

Non-minority

Minority
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Self-financing

Source: Annual Survey of Entrepreneurs, 2015.
Credit cards

Figure 9. Percent of business owners with
start-up capital, by ethnic/racial group and
amount of funding
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Source: Survey of Business Owners.
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Source: Annual Survey of Entrepreneurs, 2015.
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Figure 11. Top five sources of financing capital used within 12 months
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Source: National Small Business Association, Survey of Small and Mid-Sized Businesses.
Note: 2017 data was for year-end economic report, while the 2007 data was for mid-year economic report.

Across demographic groups of business owners, Asian
firms were more likely to use personal financing (as
well as bank and government financing) for business
expansion, compared to the other minority groups.
White firms were least likely to use personal financing
for expansion and most likely to use traditional bank
and government financing (figure 12).
Blacks were half as likely as whites to use traditional
financing to expand their businesses. According to
the SBO data (figure 12), the gap remained persistent
during a period of very high growth in the number
of black businesses. About 5 percent of black-owned
firms used traditional financing compared to 10
percent of white- and Asian-owned firms in 2007. In
2012, although a lower proportion of all businesses
used expansion capital, as the credit market was still

tight, the gap in traditional financing remained widest
for black relative to white and Asian businesses. About
2.5 percent of black-owned businesses used traditional
financing for expansion, compared to 5 percent
of white-owned businesses. Hispanic businesses
(7 percent) were also behind in their relative usage of
traditional financing for business expansion, relative
to whites and Asians (figure 12).
Minority employer firms have tended to be less likely
to have a banking relationship. According to the 2016
ASE data, among firms with paid employees, 77 of
non-minority firms and 75 percent of Asian firms had
a banking relationship exceeding 12 months, prior
to establishing a business account, compared to 72
percent of Hispanic and black firms (figure 13). The
lesser intensity and duration of a banking relationship
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for minority firms is consistent with findings, based
on data from the Federal Reserve Small Business
Conditions Survey (SBCS), which show further
disparities in lending relationship. According to an
analysis of the 2016 SBCS, during a period of credit
expansion, and among minority and non-minority-

owned firms with the same business credit scores,
approved for at least some financing, 40 percent
of minority-owned firms received the full amount
requested compared to 68 percent of non-minorityowned firms.17

Figure 12. Sources of capital used for expansion
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Personal Financing

Source: Survey of Business Owners.
Notes: Personal financing consists of personal savings, assets, home loan, and credit cards. Traditional financing include bank loans, government
loans, and guaranteed-government bank loans.
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Figure 13. Banking relationship (percent of firms with paid employees)
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Source: Annual Survey of Entrepreneurs, 2016.
Note: “Banking relationship” (includes checking or savings account, credit cards, loans) – duration of owners’ personal banking relationship before
having a business account with the same financial institution.

Summary and conclusion
Understanding the challenges facing ethnic/minority
firms is essential to take the relevant targeted policy
actions. This study presents a review of available data
to assess the trends in self-employment propensity as
well as business formation and growth of these firms.
We also analyze the sources of funding, both to start
and expand businesses.
The national trend in business starts in the U.S. shows
a secular decline in recent decades. The reverse is
true, however, for minority groups for whom there is
evidence of increased activity. Consistent with overall
demographic changes, we show that minority-owned
businesses are becoming an increasingly significant
segment of the small business landscape, contributing

to employment creation. Gaps remain, however, in the
representation of self-employed Hispanics and blacks
with incorporated businesses. The two groups also
lag behind in having parity in their representation in
employer businesses, signaling unrealized potential in
those larger ventures (Bahn, 2016).
In addition, even as minority entrepreneurs have a
proclivity to start businesses, lower levels of wealth
appear to affect a significant portion of these
businesses. We find minority businesses more highly
represented in industries with relatively lower entry
costs, such as food services, transportation, and
retail trade. New high-frequency data (at the time
of completing this analysis) show that these are the
industries affected most directly by low demand
and low revenue during the COVID-19 epidemic.
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We analyze data on resource utilization and find
that reliance on formal bank credit for start-up and
expansion is lower for minority groups compared to
whites. In the case of black firms, the proportion that
uses banks for start-up or expansion capital is half the
share of white-owned businesses. We also note lesser
intensity in banking/lending relationships even for
minority employer firms, which in some cases do not
appear to be explained by credit scores, according to
some evidence. These challenges have undermined
the long-term viability of minority-owned businesses.
(Bates and Robb, 2014; Holtz-Eakin et al., 1994).
The results of our analysis suggest that policies
that increase access to resources and financial
capital remain necessary to ensure the viability of
small businesses. The formal financial sector has a
comparative advantage in mobilizing large amounts
of funds. An improvement in banking relationships,
which curbs the systematically lower utilization of
bank credit by small firms, might help minorityowned businesses in particular start at sizes and
expand in ways that optimize their chances of survival
(Evans and Jovanovic, 1989; Cressy, 2008).
With various policies in place, such as the CRA
and the Equal Credit Opportunity Act, special
SBA programs that target specific demographics of
businesses, and the new CARES Act of 2020, the
formal financial market appears poised to support
many small businesses facing the deep economic
shocks affecting demand. Our analysis suggests that
promoting and enhancing inclusion to resources and
credit available for the expanded minority business
sector remain warranted.
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