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Ask a policymaker about minority-owned small businesses, and they will correctly
tell you there are too few, those that do exist often struggle, and COVID had a
devastating impact. But, beyond that, there isn’t a deep or shared understanding
about what the landscape looks like for minority-owned businesses today. How many
businesses are actually owned by people of color? How many employees do they have,
and how much revenue do they bring in? What sectors are they in, and where do they
market their goods and services?

Entrepreneurial success is one of the greatest drivers of wealth creation and must
be at the center of any national effort to create racial equity and expand economic
opportunity. But if we want millions more women and people of color starting new
businesses, scaling high-growth businesses, and exiting businesses to create new
economic opportunities, we must understand and break down barriers standing in
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their way throughout the entire entrepreneurial ecosystem. The Federal Reserve’s
biennial Small Business Credit Survey provides a wealth of information on minority-
owned small business performance and financing needs, as does data from the US
Census and various private sources. But this data is dispersed, often buried, and
hasn’t penetrated Capitol Hill to the degree it needs to.

In this report, we have synthesized publicly-available data to develop a Minority-
Owned Small Business Snapshot. From key demographics of these businesses to
financing and overall performance, this initial report will give policymakers an easy-
to-use guide to how minority-owned businesses are currently faring. As detailed
below, we found that:

1. AMOUNT: Only 2% of businesses with employees are Black-owned, 6%
are Hispanic-owned, 10% are Asian-owned, and 0.4% are American
Indian- and Alaska Native-owned.

2. EMPLOYEES: Over 9-in-10 minority-owned businesses employ fewer
than 20 people.

3. LOCATION: Minority-owned businesses are often more clustered in
regions than white-owned businesses.

4. INDUSTRY: One quarter of Black- and Hispanic-owned businesses are
concentrated in one industry.

5. REVENUE: Black-owned businesses were four times more likely to have
revenue under $100,000 than white-owned businesses.

6. CREDIT: Black-owned businesses are 3-5 times more likely to be labeled
a high credit risk.

7. FINANCING: White-owned businesses are 2-3 times more likely to
receive all their financing compared to Black- and Hispanic-owned
businesses.

8. COVID: During the pandemic, Black-owned businesses closed at twice
the rate of their non-minority counterparts.

9. VENTURE: Black and Hispanic female founders received less than half a
percent (0.43%) of total venture capital investment.

10. CONTRACTING: Women-owned small businesses only get 5% of federal
contracts and minority-owned only get 4-10%.

#1: Only 2% of businesses with employees are Black-
owned, 6% are Hispanic-owned, 10% are Asian-owned,
and 0.4% are American Indian- and Alaska Native-

owned.

According to the U.S. Census Bureau’s Annual Business Survey, there are
approximately 6 million employer businesses in the United States.! Separate from
sole-proprietorships where the owner works alone, employer businesses have at least
two paid employees. But while minorities make up 40% of the US population, they
own a much smaller proportion of these businesses than their white counterparts.
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Of the 6 million employer businesses, only 2% are Black-owned, 6% are Hispanic-
owned, 10% are Asian-owned, and 0.4% are American Indian- and Alaska Native-
owned.? With the exception of Asian ownership, all other minority groups are vastly
underrepresented as business owners compared to their population in the United
States. This disparity is the most pronounced among Blacks and American Indians
and Alaska Natives. Analysis of Census data revealed that if Black business creation
kept pace with its population there would be over 806,000 more Black-owned
companies in America today?

Employer Business Ownership

Race Percent of US Population Percent of Employer Business Ownership

Black 13.4% 2%

Hispanic 18.5% 6%

Asian 5.9% 10%

American Indian o o

and Alaska Native 1.3% 0-4%
Source: U.S. Census Bureau. Quick Facts. https://www.census.gov/quickfacts/fact/table/US/ AEE
RHI525219

Many of these entrepreneurs of color face far more barriers than their white
counterparts. Take Shayai Lucero who was born and raised on a Native American
reservation in New Mexico. Wanting to own her own florist business, Lucero

spent months raising funds and learning business management like many new
entrepreneurs. But she faced an additional hurdle that many Native Americans on
reservations know all too well: lack of broadband access. To compensate, Lucero often
had to work out of the local casino to have a stable internet connection.

#2: Over 9-in-10 minority-owned businesses employ
fewer than 20 people.

The majority of businesses in the United States are small businesses, but that is

even more pronounced when analyzing minority-owned firms. Ninety-four percent
of Black-owned businesses employ fewer than 20 people, and 93% of Hispanic-
owned and 90% of Asian-owned do the same’ In comparison, 84% of white-owned
businesses employ similar amounts of people. If Black businesses employed people at
similar rates as other business owners, about 1.6 million jobs would be added to the
economy, according to Census data.®

Minority-owned businesses were also 6-9 percentage points more likely to have seen
a drop in employment than white-owned businesses from mid-2019 through mid-
2020. During those 12 months, Asian-owned businesses were 54% likely to experience
declines in employment, Black-owned businesses 53% likely, and Hispanic-owned
businesses 51% likely while white-owned businesses were 45% likely’
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ofBlack-owned | of Hispanic-owned | of Asian-owned employ fewer
businesses businesses businesses than 20 people-

Source: Board of Governors of the Federal Reserve System (U.S). Small Business Credit Survey (SBCS): 2021
Report on Firms Owned by People of Color. htt rw.fedsmallbusiness.org/medialibrary/FedSmallBusi-
ness/files/2021/sbcs-report-on-firms-owned-by-people-of-color. Page 7.

For many of these small businesses, the decline wasn’t entirely due to COVID—
widespread racism was also a factor. Cam Vuong had owned a dim sum restaurant
outside of Atlanta for 26 years. At the start of the pandemic, Vuong had to lay off 10
of his 15 workers when the restaurant closed. When he reopened, sales continued to
plummet because of widespread anti-Asian racism, and his store was vandalized.®

#3: Minority-owned businesses are often more clustered

in regions than white-owned businesses.

The US Census Bureau typically divides up the country into nine geographic divisions,
and a comparison of population to business ownership in those areas shows
interesting geographic concentration.

To start, 71% of Black-owned businesses are found east of the Mississippi River, with
over a third clustered in the South Atlantic region alone.® However, that concentration
tracks closely with the actual population of Blacks in the country—74% live in the
eastern United States, and 34% live in the South East.®

Interestingly, Asian-owned and Hispanic-owned businesses were far more likely to be
on the East Coast than their population numbers would suggest. The three eastern-
most regions of the United States contain 30% of the overall Hispanic population but
4/% of Hispanic-owned businesses." The same goes for Asian-owned businesses: 33%
of the Asian population lives on the East Coast but 43% of Asian-owned businesses.'
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Minority-owned Businesses are Often Clustered in Regions
Key Demographics for Employer Firms
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Source: Board of Governors of the Federal Reserve System (11.5). Small Business Credit Survey {SBCS): 2021 Report on Firms Cwned by People of Color. AEE
https: ) fwww.fe iness.org/medialibrary flusi files2021/shcs -report-on-firms-owned-by-people-of - color. Page 9.

Kemet Coleman and his partners saw firsthand the lack of diversity when it came to
breweries in Missouri. With a background in brewing and business, the trio are set
to open the first Black-owned brewery in the state. Co-founder Elliot Ivory noted,
“Representation of Black owned businesses is important.”s

#4: One quarter of Black- and Hispanic-owned businesses

are concentrated in one industry.

The Federal Reserve Banks regularly assess the percentage of minority-owned
businesses across industry sectors. Their latest survey shows notable concentration of
among Black- and Hispanic-owned businesses.

For example, 23% of Black-owned businesses are in health care and education, up
two points from the 2019 survey.* Among Hispanic businesses, 26% are in non-
manufactured goods production and services, which includes agricultural support,
construction, and transportation businesses, among others.” While concentration
among these businesses in one sector isn’t inherently bad, it is riskier—if that one
industry is in distress, more minority-owned businesses will suffer. In fact, studies
find that 20% of businesses in immediate-risk industries are run by Asian American
or Black owners, compared to just 7% of businesses in industries at near-term risk
and 12% at long-term risk.®
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Notably, Asian-owned businesses have seen the most change over the last two
surveys. From 2019 to 2021, there was a seven-point decrease in Asian-owned
businesses in professional services and real estate (from 24% to 17%) and increases
in the number of Asian firms in non-manufactured goods production and services as
well as business support and consumer services.”

Industry Breakdown of Employer Firms

M Professional services & real estate M Business support & Healthcare & Education B Finance & Insurance
consumer services

B Non-manufacturing goods Retail M Leisure & Hospitality Manufacturing
production & associated services

Hispanic 17% 9% 1% 2%
16% v 3%
1 1

Asian

Black 6% 0% %
White 18% 15% 1% 6% 4%
|
0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%
Source: Board of Governors of the Federal Reserve System (U.S). Small Business Credit Survey (SBCS): 2021 Report on Firms Owned by People of Color. &E
https://www.fedsmallbusiness.org/medialibrary/FedSmallBusiness/files/2021/sbcs-report-on-firms-owned-by-people-of-color. Page 10.

Note: Some categories may not sum to 100 due to rounding.

In Chicago, Felton Kizer and Amanda Harth saw concentration in one particular
sector: the coffee industry. Wanting to start a coffeehouse to foster community, the
two realized that all the cafes they went into were owned by someone who was white.
Trying to break into the industry, they received initial support through a non-profit
program that supports culinary entrepreneurs and opened Monday Coffee Company in
a Black area of Chicago.®

#5: Black-owned businesses were four times more likely
to have revenue under $100,000 than white-owned

businesses.

There is a wide, and growing, disparity when it comes to revenue among various
businesses in America. Over half of Black-owned businesses have annual revenue
below $100,000, and 30% of Hispanic-owned businesses take in the same.> Compare
that to white-owned businesses where only 13% see revenue under $100,000.

Put another way, virtually the same percentage of Black-owned businesses have
revenues over S1 million (11%) as white-owned businesses have under $100,000 (13%).

And while, on average, businesses saw significant revenue change over the past 12
months due to the COVID-19 pandemic, minority-owned businesses were more likely
to see decreased revenue. Seventy-six percent of white-owned businesses experienced
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declining revenue loss from mid-2019 through mid-2020, alongside 90% of Asian-
owned, 85% of Black-owned, and 80% of Hispanic-owned businesses.>

Revenue Size of Employer Firms
B<S100K [ S100K-S1M  J>S$1M

100%
90%
80%
70%
60%
50%
40%
30%
20%

10%

o Black-owned  Hispanic-owned Asian-owned White-owned

Source: Board of Governors of the Federal Reserve System (U.S). Small Business Credit Survey (SBCS): 2021
Report on Firms Owned by People of Color. https://www fedsmallbusiness.org/medialibrary/FedSmallBusi-
ness/files/2021/sbcs-report-on-firms-owned-by-people-of-color. Page 7.

Phyllis Jones-Carter, a Black businesswoman and owner of a West Philadelphia
clothing and furniture boutique, has seen the effects of declining revenue as she
fought to stay afloat during COVID. While her business was shut down for months
due to the pandemic, Jones-Carter dipped into her retirement savings to pay rent and
utilities. As sales and revenue have started to pick back up, she has been able to bring
her employee back. And she’s now looking to launch an online store to further boost
revenue.”

#6: Black-owned businesses are 3-5 times more likely to
be labeled a high credit risk.

The Federal Reserve’s biennial Small Business Credit Survey looks at the credit risk
of employer businesses and shows large differences among minority-owned firms.
For example, while 72% of white- and Asian-owned businesses have low credit risk,
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only 49% of Hispanic-owned businesses and 33% of Black-owned businesses show
the same.?> Even more troubling, almost a quarter of Black-owned businesses have
high credit risk, while only 8% of Hispanic- and Asian-owned businesses and 5% of
white-owned businesses do.

Businesses with Low and High Credit Risk

B Low Risk [ High Risk

72% 72%

White-owned Asian-owned  Hispaniccowned Black-owned

Source: Board of Governors of the Federal Reserve System (U.S). Small Business Credit Survey (SBCS):
2021 Report on Firms Owned by People of Color. http v.fedsmallbusiness.org/medialibrary/FedS-
mallBusiness/files/2021/sbcs-report-on-firms-owned- eople-of-color. Page 8.

-p

Interestingly, Black-owned firms don’t have lower credit scores because they have
more debt. In fact, a quarter of Black-owned firms have no outstanding debt,

and 41% have less than $50,000—higher percentages than other racial groups.>
Yet, these businesses are more likely to be deemed risky investments by banking
institutions and credit rating agencies. The factors used in credit risk assessments,
including length of credit, loan conditions, collateral, and amounts owed, can be
reflective of historical bias and omit certain types of data that could prepare a more
comprehensive portrait of the borrower.

#7: White-owned businesses are 2-3 times more likely
to receive all their financing compared to Black- and

Hispanic-owned businesses.

When you look at regular financing applications outside of emergency funding (like,
for example, the Paycheck Protection Program), there are wide racial divides. Four-
in-ten white-owned businesses got all of their requested financing, while only 31% of
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Asian-owned, 20% of Hispanic-owned, and 13% of Black-owned businesses got the
same.? This divide is even more pronounced when one takes into account the amount
of money businesses sought—a quarter of Black- and Hispanic-owned firms sought
less than $25,000 and almost two-in-three requested less than $100,000.%5

Black- and Hispanic-owned businesses are also far more likely to get shut out of
financing completely. A whopping 46% of Black-owned firms and 39% of Hispanic-
owned firms received none of the non-emergency financing they requested, compared
to 24% of white-owned and 23% of Asian-owned.

Total Non-Emergency Financing Received Among Employer Firms

W Al [ Most (51-99%) Some (1-50%) [l None

Hispanic-owned

Asian-owned

White-owned 40% 16%
0% 10% 20% 30% 40% 50% 60% 70% 80% 90% 100%
Source: Board of Governors of the Federal Reserve System (U.S). Small Business Credit Survey (SBCS): 2021 Report on Firms Owned by People of Color
https://www.fedsmallbusiness.org/medialibrary/FedSmallBusiness/files/2021/sbcs-report-on-firms-owned-by-people-of-color. Page 34. AEE

Note: Some categories may not sum to 100 due to rounding.

“Black-owned firms with high credit scores were half as likely as their
white counterparts to receive all of the non-emergency financing they
sought.”- Federal Reserve’s biennial Small Business Credit Survey

UBIZ Venture Capital was established by the Urban League of Greater Cleveland
(ULGC) to bring tangible solutions to disparities in small business lending for African
Americans and other disadvantaged small businesses. After a successful pilot program
that provided $4.2 million to 29 businesses between 2016 and 2019, the UBIZ loan
program was launched. This effort provides intense pre-loan counseling and technical
assistance to minority and disadvantaged businesses that have growth potential but
are having difficulty securing much needed capital to scale their businesses. This
assistance is provided through the ULGC Entrepreneurship Center and other partner
organizations. Loan portfolio quality is directly related to the emphasis placed on
pre-loan counseling to ensure that business owners understand how to manage the
financing and have a clear and realistic strategy for sustainable business growth.
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#8: During the pandemic, Black-owned businesses closed

at twice the rate of their non-minority counterparts.

While stay-at-home orders and state-mandated lockdowns slowed down businesses
among all communities, firms owned by people of color faced higher rates of closure
and steeper declines in revenue.

Black-owned firms were hit especially hard. Data estimates show that in the first
month following the start of nationwide social distancing guidelines, the number of
active, self-employed Black business owners dropped by 41%.?¢ Hispanic and Asian
owned businesses also experienced temporary or permanent closures at outsized
rates.?’

Change in Number of Business Owners Who Worked in
Last Week, February 2020 to April 2020

100%
80%
60%
40%
20%

0%

-20%

=170,
-41%

Black Latinx Asian White

-40%

-60%

Source: Lucas Misera. “An Uphill Battle: COVID-19’s Outsized Toll on Minority-Owned Firms. The Federal
Reserve of Cleveland. Published 8 October 2020. https://www.clevelandfed.org/newsroom-and-events/-
publications/community-development-briefs/db-20201008 -misera-report.aspx. Accessed 11 October 2021.

All employers reported increased financial challenges as a result of the coronavirus,
but minority firms accounted for higher proportions of financial distress.?® Ninety
percent of Asian-owned businesses experienced a reduction in revenue from the
middle of 2019 to mid-2020, compared to 76% of white-owned firms.?° By the end of
2020, only 4% of Asian firms reported that their sales had returned to normal levels 2
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Due to an inability to obtain sufficient emergency relief funds, Black and Hispanic-
owned businesses were more likely to lay off employees and have trouble meeting
payroll, rent, and utility expenses. Ricardo Aguirre, owner of Tamales y Tacos Puebla
located in Phoenix Arizona, was forced to shut down his family-run catering business
when the stay-at-home orders first went into place. Already operating on thin
margins, he issued refunds for cancelled events and was left with nothing to keep his
family afloat. Money that was raised through crowdfunding efforts for the business
went primarily to caring for his entire household who were hospitalized due to the
coronavirus?' Aguirre joins 64% of Hispanic business owners who don’t expect sales
to return to pre-COVID levels until the end of this year or beyond*

#9: Black and Hispanic female founders received less
than half a percent (0.43%) of total venture capital
investment.

Despite a global pandemic threatening the venture industry with a major decline,
investors and founders saw record-shattering growth by the end of 2020. Annual
venture capital investment reached $164 billion last year, a 10-year high for the United
States.

Capital flowed into more companies founded by women of color as well. The historic
events of the last year ushered in unprecedented consumer, corporate, and capital
support for underrepresented founders. Between September and December 2020, Black
and Hispanic female founders nearly doubled the amount of early-stage capital they
raised in the first eight months of the year combined. And yet, this amount was still
less than half a percentage point of all VC investment made last year, a dip below
their 0.67% share of capital raised in 2019.3

Share of total VC Investment in Black and Hispanic Female Entrepreneurs

Despite arecord year of deal-making, Black and Hispanic women received just 0.43% of total venture
capitalinvestment in 2020.

$715 million Share of VC Invested in
Black & Hispanic female founders

$166 billion Total VC Investment in 2020

Source: “Still Building: Project Diane 2021 Update.” Digital Undivided. April 2021. https://www.digitalundivided.com/reports/still-building-proj-

ect-diane-2021-update. Page 8. AEE
Total U.S. VC investment in 2020. Q1 2021 PitchBook-NVCA Venture Monitor. https://pitchbook.com/news/reports/q1-2021-pitchbook-nvca-ven-
ture-monitor.

All signs point to 2021 being venture’s best year yet, with deals at the end of Q2
already surpassing 2020’s record 3 But Black and Hispanic female founders are
skeptical as to whether the gains will trend in their direction. When Yelitsa Jean-
Charles started Healthy Roots Dolls, she learned that it wasn’t just about speaking
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to investors but finding the right ones who would allow her to build her company in
her own way. Even then, she opted for grants and pitch events that were specifically
looking for Black women or young entrepreneurs instead of chasing venture capital 3
Early-stage funding is a network-based industry and, for entrepreneurs from
underrepresented communities, getting in front the right investors can be an obstacle
too high to climb.

#10: Women-owned small businesses only get 5% of

federal contracts and minority-owned only get 4-10%.

Federal and state government contracting represent a substantial source of income
for small- and medium-sized enterprises. Agencies have made it a priority to publicly
post contract opportunities and establish set asides for certain underrepresented
groups. But data on government spending shows that while women make up half of
the population in the United States and minorities make up 40%, they were awarded a
miniscule percentage of contracts.

Take the federal government—the U.S. Small Business Administration tracks prime
contractor and subcontractor spending across federal agencies. But in FY2020,
women-owned small businesses received only 4.85% of prime contracts and 5.62%

of subcontracts2® Small disadvantaged businesses, which includes those owned by
people of color, received only 10.54% of prime contracts and 4.4% of subcontracts. And
these percentages have been stagnant for years?’

Inequities are often prevalent in state and municipal contracting as well. Despite
years of policymaking aimed at making up for these disparities, state and local
governments perform substantially worse in sharing opportunities with communities
of color. In Massachusetts, state agencies spent $4.8 billion on contracts with
businesses in 2020, but awarded less than 0.5%—or $23 million—to Black- and
Hispanic-owned enterprises2® A 2014 disparity study of local spending in the greater
Cleveland area found that while minority-owned businesses represented 9% of
available firms, only 0.9% were awarded prime contracts2® Many barriers stand in
the way of women and minority businesses in gaining exposure to a larger share

of contracting and procurement opportunities, including inadequate oversight and
controls of government-run programs.

To start reversing these trends at a local level, the Contractor’s Resource Center (CRC)
was established in 2014 as an expansion of the Urban League of Louisiana’s (ULL)
work in economic development and inclusion. The CRC works to provide resources

to small minority- and women-owned contracting firms. Clients of the Center have
access to a computer training lab where contractor-specific training programs in
electronic estimating, project management, construction safety, compliance, back-
office structure, commercial licensing preparation and other related topics are
provided. In 2020, the ULL Entrepreneurship Center served 2,465 small businesses,
provided counseling to 438 clients and training to 2,185 business owners, created 108
new jobs, and helped establish 32 new businesses. Overall, it supported clients in
obtaining 21 contracts totaling $8.5 million.
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Conclusion

Entrepreneurship has outsized benefits for individual prosperity, local economic
growth, and global competitiveness which is why it is a cornerstone of nearly

every economy in the world. Yet, women and minorities in the United States fall
behind in almost every measure of the entrepreneurial ecosystem. As policymakers
consider how to rebuild a stronger and more inclusive economy in the coming years,
entrepreneurial equity must be central in their efforts. Communities of color are
still waiting for policies that understand and address their unique challenges. For
example, work will need to be done to increase a wide array of financing options
for female and minority entrepreneurs. Contracting regulations, from set-asides

to size limitations, will need to be modernized to better help minority-owned
businesses grow. Technical assistance and entrepreneurial education need to be far
more ubiquitous and accessible within communities of color. Policies must address
the chasm between the purchasing power of women in the United States and their
representation in corporate leadership as well as venture capital. And we need to
create a far better support system for at-risk businesses to weather economic shocks
and market changes.

To create new economic opportunities for women and minorities, legislation will
have to understand these problems in a new way. What obstacles keep entrepreneurs
from getting started? How is capital being deploying in all the wrong ways? Where
do businesses turn to reach new customers and markets? Why do some businesses
seem to start small and stay small? We look forward to digging into these questions
and providing solutions that will usher in a new generation of female and minority
entrepreneurs in America.
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