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Next to owning a home, business equity is the largest source of wealth in the United States.
Small businesses are the backbone of the American economy, providing almost half of all jobs
in the U.S. and creating nearly two-thirds of all new jobs.?

Yet barriers to credit access prevent Americans from starting businesses and building
generational wealth, further widening the racial wealth gap. Congress and federal agencies are
charged with enforcing fair lending laws and ensuring equitable access to capital, but don’t
have the data they need to answer basic questions about small business lending. Further, the
COVID-19 pandemic and the uneven economic recovery have continued to impact small
business owners.

It is especially critical to avoid placing additional burdens on microbusinesses and small
businesses of color, which historically have been most vulnerable at times of economic peril. To
that end, the Center for Responsible Lending (CRL) is advocating for two measures that would
help small business owners: improving Paycheck Protection Program (PPP) loan forgiveness and
strengthening section 1071 of the Dodd-Frank Act.

Paycheck Protection Program (PPP)

The PPP was designed as a forgivable loan to help minimize business closures and limit
unemployment during the pandemic. Congress promised that funds spent properly would not
have to be repaid, and America’s small businesses owners relied on that promise to keep their
doors open and their employees paid. While the PPP’s impact was significant, rollout of the
program was chaotic. Not only did small businesses in communities of color have unequal
access to federal relief, but in part due to complex and constantly changing rules, these small
businesses continue to receive unequal access to forgiveness.
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To remedy this issue, CRL is recommending the Small Business Administration (SBA) and
Congress make the following changes, both for business owners who have not yet applied for
forgiveness and those who already have been denied full forgiveness:

e Eliminate denials of loan forgiveness due to sudden changes in rules that were imposed
without advance notice;

e Rescind and reverse the SBA’s Jan. 15, 2021, rule denying forgiveness to borrowers who
made good faith errors; and

e Alleviate unnecessary paperwork burdens for microbusinesses by implementing
automatic forgiveness for loans of $25,000 or less.

Section 1071

Section 1071 of the Dodd-
Frank Act requires the
Consumer Financial
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have been historically underrepresented and have had more barriers to lender and credit
access, resulting in less personal and family wealth on which to draw. °

The need for comprehensive data is not going away. According to the most recent available
data from the U.S. Census Bureau, African Americans represent 12 percent of the U.S. adult
population, yet own only 2 percent own employee businesses. In comparison, whites represent
60 percent of the population, but own 83 percent of employee businesses in America.® Notably,
SBA’s Office of Advocacy reports that 20 percent of white-owned employer firms obtain bank
loans to finance their business, compared to only 15 percent of minority-owned employer
firms.”

To ensure that sufficient data is collected to create greater transparency around the state of
small business lending, CRL is advocating for CFPB to work expeditiously to ensure the following
data collection and disclosure practices:

o Disaggregate race and ethnicity categories for collecting demographic data of credit
applicants;



e Ensure comprehensive coverage of the small business lending marketplace;
e Require reporting of loan pricing data points; and
e Provide for robust public disclosure of 1071 data.

The above recommendations related to PPP and Section 1071 are the minimum needed to help
ensure equity among underserved microbusinesses and businesses owned by people of color.
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