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Key Takeaways: The U.S. federal government’s Paycheck Protection Program (PPP)
resulted in Type I and Type II errors. Type II errors, in which those eligible for loans did not
get them, has been particularly challenging for black-owned businesses. These challenges
should have been anticipated, given historical evidence on discrimination in access to credit.
To remedy these issues, we suggest policy makers collect more data on loan applicants and
recipients, and consider how program design may have differential impact on black and underrepresented minority business owners.
Overview of Paycheck Protection Program Policy Response to Covid-19 Pandemic
Through the CARES Act, the U.S. federal government has created multiple policy interventions
in response to the Covid-19 pandemic. These include increasing amounts and expanding
eligibility for unemployment payments and loans to small businesses so they can keep employees
on their payroll. The latter, known as the Paycheck Protection Program (PPP), is administered by
the U.S. Small Business Administration (SBA). The program allocated $349 billion in its initial
round for loans to firms with 500 or fewer employees. The loans could be used for payroll,
mortgage interest or rent, utilities, and other expenses and would be forgiven provided firms retain
their employees or quickly rehire furloughed or previously layed-off workers. The SBA did not
make loans directly but rather relied on third-party SBA lenders, a group of federally insured
depository commercial banks and credit unions. Though loan recipients are not charged fees,
SBA lenders can still charge fees associated with the loans which were paid by the federal
government. Within days of opening PPP, funding had already run out. Congress acted by
allocating an additional $310 billion in funding for a second round of PPP loans.
During the initial implementation of these programs news media outlets began reporting that
publicly held companies such as Shake Shack and large non-profits such as Harvard University
were able to access PPP funding (Sobey, 2020). After administration officials made it clear that
these were not the types of organizations they had in mind when writing the regulations for the
PPP loan program, several of these entities returned the funds even though they were technically
eligible to receive them. While there are perhaps some companies that received loans that should
not have (Jeschke, 2020), speed was of the essence – it was important to get these loans out
and so making such “Type I errors” was understandable.
Other issues with these loan programs occurred when businesses that should have received them
didn’t – so called “Type II errors.” Media outlets have highlighted the difficulties small business
owners faced when attempting to access the funds (Trevizo, 2020). Reports speculate that since
lenders were able to extract more in fees from larger businesses more quickly, they were dis-
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incentivized from granting loans requested by smaller businesses (Egan, 2020). Data from the
Census Small Business Pulse Survey (SBPS) highlight the difficulties many small businesses
faced when trying to access PPP Loans. While 75% of small businesses applied for PPP loans
only 38% received them (Buffington et al, 2020). Furthermore, since the PPP was designed as a
“first-come-first-served program” (Granja et al, 2020) small businesses were at a disadvantage
given their lag time in knowledge about the program’s eligibility requirements and benefits.
Preliminary survey evidence reveals that smaller firms had less access to information about PPP
and other programs when compared with large firms, and that this information gap did not close
quickly enough over time (Humphries, Neilson, and Ulyssea, 2020).
Unique Challenges for Black-owned Businesses
Minority business owners have faced unique challenges when attempting to access PPP loans
(Flitter, 2020; Hunter & Hunter, 2020; Kurlyandchick, 2020). While the SBPS does not collect data
on firm characteristics that would allow us to identify more vulnerable populations of business
owners, a recent study finds evidence that black business owners had an even more difficult time
accessing these funds than their white counterparts. The National Community Reinvestment
Coalition, in collaboration with researchers from Utah State, Brigham Young, and Rutgers
Universities, conducted an audit study of financial institutions in Washington DC (Lederer et al,
2020). Between April 27 and May 29, 2020, they sent 63 matched pairs of black and white testers
to 32 bank branches and assessed whether the testers received equal treatment from bank
representatives. Black testers were more likely to be discouraged from applying for a loan or were
more likely to be steered towards a home equity line of credit product rather than SBA loan
products made available by the Cares Act.
This outcome was not unpredictable. Black individuals and black-owned businesses have
historically been underbanked. Historically, black households are less likely to have a bank
account as compared with white households and black business owners are less likely to be
approved for loans from commercial lending institutions (FDIC, 2018; Bates & Robb, 2013; Bates
& Robb, 2014; Blanchflower, Levine & Zimmerman, 2003; Cavalluzzo & Wolken 2005; Rob &
Robinson, 2018). Figure 1 below depicts the percent of unbanked households by race/ethnicity
and year. The percent of unbanked black and Hispanic households has decreased over time, but
still greatly outpaces the percent of unbanked white households.
Instead, black owned firms more often rely on community development financial institutions for
business loans and many of these organizations did not have access to the SBA system when
the PPP loan program was initially implemented. Furthermore, many minority neighborhoods lack
access to bank branches. Several studies find negative correlations between the proportion of
minority residences and the probability of a commercial bank branch being located there
(Wheatly, 2010; Cover, 2011; Hegerty, 2016; Hegerty, 2020). As Rachel Atkins, Provost’s
Postdoctoral Fellow at Stern, recently said in an article for Mother Jones “we’re now witnessing
the layering effect of these decisions in the midst of a crisis” (Voght, 2020).
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Figure 1: Percent of households with no checking
account
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Historical Evidence
Chatterji and Seamans (2012) study the effect of the 1977 U.S. Supreme Court’s Marquette
decision which deregulated credit cards. They find that credit cards had a positive effect on
entrepreneurship, particularly black entrepreneurship. They surmise the strong effect for black
entrepreneurs is because black entrepreneurs had a harder time accessing capital from traditional
sources such as banks, where they faced discrimination in lending. Indeed, Chatterji and
Seamans find that the effect on black entrepreneurship was even larger in areas with higher levels
of discrimination, providing suggestive evidence in favor of this explanation.
While Chatterji and Seamans provide a historical example of discrimination, there is evidence that
discrimination persists. Aside from credit cards, many entrepreneurs utilize equity in their homes
as collateral for bank loans to help finance their new ventures. Atkins (2020) examines differences
in access to this housing collateral channel between black and white households. By examining
the period between 2003 and 2014, Atkins exploits exogenous variation in home equity from the
housing bubble and subsequent financial crisis to estimate the relationship between home equity
and the probability of starting a business. Conditional on owning a home, an increase in home
equity increased the likelihood of a household starting a business. On average, the probability of
starting a firm for whites across the study period was 1.69 percent. A 10 percent increase in home
equity would increase that probability by 0.05 percentage points to 1.74 percent (or a 3 percent
increase in probability). By contrast there is no evidence that an increase in home equity increases
the likelihood of starting a business for blacks.
This outcome may reflect differences in the ability of blacks and whites to utilize their home equity
as collateral for commercial loans. This conclusion is supported by further analysis of the ways in
which changes to state level homestead exemptions altered the effect of home equity on starting
a business for white as compared with black households. In states with below median increases
in the exemption, the impact of home equity on business starts decreased while the relationship
remained steady in states with zero or above median changes. This evidence is consistent with
the existence of a housing collateral channel (Cerqueiro and Penas, 2016; Cerqueiro, Penas, and
Seamans, 2019). However, this phenomenon only materialized for whites.
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Implications for Managers and Policy Makers
This brief highlights the need to better understand and evaluate institutional barriers that prevent
similarly resourced blacks and whites from experiencing the same economic outcomes. It also
reveals that governments and organizations can create seemingly race neutral policies (some of
which are explicitly intended to aid disadvantaged minorities) that ultimately disproportionately aid
white individuals or white owned entities. In doing so they exacerbate existing racial inequality.
This is particularly salient with respect to racial differences in acquiring access to debt financing.
Lack of data on commercial lending to small businesses which include the race of the applicant
has hindered our ability to measure the impact of these institutional barriers. Section 1071 of the
Dodd-Frank legislation requires financial institutions to collect data on small business lending to
women and minority owned small businesses. Though this bill was signed into law in July of 2010
the Consumer Finance Protection Bureau has yet to issue rules necessary to implement this data
collection process. Were the reporting requirements of section 1071 in place prior to the economic
crisis brought about by Covid-19, there may have been a mechanism in place to track whether
the PPP program was adequately serving black-owned and other disadvantaged businesses.
Instead, most of the data collected on PPP loan recipients as reported by SBA are missing
information on the race of the loan recipient and there is no available data on loan applicants.
Aside from improving data collection, policy makers must also consider how program design may
exacerbate existing racial disparities as well. For example, a disproportionate number of black
owned firms do not have employees and thus were ineligible for PPP loans. Nevertheless, these
firms still must pay rent and other utilities in order to stay in business. Even among employer
firms, black-owned businesses are less likely to have established borrowing relationships with
existing SBA lender firms and thus were less likely to be approved for these loans in part due to
the PPP loan program’s design. When government programs and policies are designed in ways
that make black-owned businesses less eligible, they exacerbate racial disparities in the likelihood
of surviving during the crisis that the program was designed to help businesses weather. Rather
than black or other disadvantaged businesses being at a higher risk of closing during the Covid19 crisis solely due to pre-existing deficits in resources or endowments, poorly designed
government policies and policies established by private entities such as commercial banks may
disproportionately assist white-owned firms and inadvertently contribute to racial differences in
the likelihood of survival.
Finally, this brief uncovers an opportunity for further research by management scholars. There is
a plethora of organizational behavior research on the kinds of unconscious biases (Chugh, 2005)
that help us understand why bank representatives, like the ones in the audit study described
above, may treat black and white loan applicants differently. However, more research from
organizational theorists and strategy scholars will deepen our understanding of how racial
inequalities are produced and reproduced. For example, organizational theory research may shed
light on how organizational decision making, organizational structure, or social networks
contribute to the differential ways in which banks or other lending institutions interact with minority
owned as compared with white owned businesses. Likewise, research from the strategy field may
expand how we think about the distribution of market power and material or knowledge resources
as well as the role that institutions play in explaining why racial disparities in outcomes among
firms and business owners have persisted over time.

Managing Organizations in a Time of Crisis is a series of research briefs produced by the
Department of Management & Organizations at NYU Stern School of Business.
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