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Abstract

A SWOT analysis on the Small Business Administration was prepared by the researchers, and from the findings the following recommendations were made. One, focusing on strengthening lender relationships; two, recruiting community banks to be SBA lenders; three, creating programs to educate small-business owners on how to deal with economic hardships; four, designing programs to recruit women, minorities, and Gen Y’ers; and five, considering eliminating ineffective programs.
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Introduction

The U.S. Small Business Administration (SBA) was established by Congress in 1953.  The institution was formed as a means of alleviating the economic condition known as credit rationing.  In the small business industry, credit rationing is created when the majorities of loans go to larger firms because they are seen as less risky and thus offered lower interest rates.  To prevent credit rationing, the SBA offers a guaranteed repayment of a certain percentage of each SBA loan made by banks to small businesses.  In exchange, the lender offers lower interest rates and longer re-payment periods.  This is the key feature of SBA’s most popular program, which is known as 7(a) lending.  For the first time in several years, the SBA has excess capital to lend.  This paper examines what the SBA can do to increase their capital lending.  

The banking industry as a whole does not seem to be experiencing problems with lending capital.  Most institutions report that the amount of requested loans has simply declined.  Demographically speaking, more and more women and minorities are requesting small business loans.  Baby boomers and members of Generation Y are also seeking independence in the small business arena.  
Background


The United States Small Business Administration (SBA) was founded on July 30, 1953.  It was established by the United States Congress under the Small Business Act of 1953 as a way to assist small companies, particularly those serving military interests.  The purpose of the Small Business Administration was to aid, counsel, assist and protect, insofar as is possible, the interests of small business concerns.
  Although it was formally established in 1953, the SBA can be traced to 1932, when President Herbert Hoover established the Reconstruction Finance Corporation to provide loans for small businesses during the Great Depression.  Ten years later President Franklin D. Roosevelt created the Smaller War Plants Corporation to strengthen the ability of small companies to secure military contracts during World War II.  The corporation was disbanded in 1946.  It was later reinstated as the Small Defense Plants Administration during the Korean War.  President Dwight D. Eisenhower and Congress then consolidated the Small Defense Plants Administration and the Reconstruction Finance Corporation into the SBA, which also took on responsibilities of the Office of Small Business in the Department of Commerce.  


The SBA's initial role called for keeping an inventory of businesses that could serve a military purpose in peacetime, providing disaster relief and offering loans and technical assistance.  The SBA oversaw a lending program for veterans who wanted to start or expand small businesses.  The Equal Opportunity Act of 1964 expanded the SBA's role.  The 1964 Equal Opportunity Loan Program allowed applicants living below the poverty line who had sound business proposals to meet credit and collateral requirements.  The SBA also began including programs to assist minority-owned businesses.  Members of minority races, particularly immigrants, women of all races, individuals with disabilities, and veterans have usually had more difficulty securing loans and credit to further business growth.  In response to these problems and to growing pressure from advocates of civil rights, President Richard M. Nixon added a minority set-aside program known as the Philadelphia Plan, which allocated a share of federal procurement contracts for minority-owned small businesses.


In the 1990s, the SBA assisted businesses specializing in high technology, environmental resources, and exports.  SBA’s portfolio is made up of 21.5 million companies with fewer than five hundred employees, or 99 percent of all businesses in the United States.  However, it directly serves only one percent of such businesses.  

Small businesses accounted for all of the job growth in the nation from 1987 to 1992, and they are considered the engine for the national economy.  Small businesses employ 54 percent of the workforce, and they account for half the gross national product.


The SBA has its headquarters in Washington, D.C.  It maintains ten regional offices and has field offices in most major U.S. cities.

Credit Rationing


Credit rationing is the process of making credit less easily available or subject to high interest rates.
  This phenomenon is of particular interest in the small business industry because a lot of small firms are relatively young and have little or no credit history.  Another concern is that many start-up small businesses are based on new or innovative products. Both of these characteristics increase the risk factor for investors.  Therefore, while a bank might be willing to lend to them, the interest rate may be so high that the borrower cannot afford the loan payments.  This leads to credit rationing in the small business industry because the majority of loans would then go to larger, more established companies that have greater cash flow.  The Small Business Administration helps to alleviate this problem by offering a guarantee payment for a portion of the loan if the borrower were to default.  The guarantees are for between 50 percent and 85 percent of the value of every 7(a) loan.  In exchange, the lenders offer the loans to borrowers at lower rates, and they are given a longer period of time to re-pay the loan.
SBA Programs


Financial Assistance


The SBA provides guaranteed loans to small businesses to help them finance plant construction, conversion, or expansion and acquire equipment, facilities, machinery, supplies, or materials.  It also provides them with working capital.  Since 1976 farms have been considered to be small business concerns.  The SBA also provides loan guarantees to finance residential or commercial construction.  The administration may finance small firms that manufacture, sell, install, service, or develop specific energy measures.  In an effort to reach more businesses, the SBA provides loans and grants to private, nonprofit organizations that, in turn, make small loans and provide technical assistance to small businesses.


Through its Surety Bond Guarantee Program, the SBA helps to make the contract bonding process accessible to small and emerging contractors who find bonding unavailable.  A bond is posted as a guarantee that the contracted work will be performed.  If the work is not performed, the money pledged in the bond will be used to cover the contractor's default.  The SBA program guarantees to reimburse the issuer of the bond up to ninety percent of losses incurred under bid, payment, or performance bonds issued to small contractors on contracts valued up to $1.25 million.


Disaster Assistance


The SBA lends money to help the victims of floods, riots, or other catastrophes repair or replace most disaster-damaged property.  Direct loans with subsidized interest rates are made to assist individuals, homeowners, businesses, and small agricultural cooperatives without credit elsewhere that have sustained substantial economic injury resulting from natural disasters.


Government Contracting


The SBA works closely with the purchasing agencies of the federal government and with the leading U.S. contractors in developing policies and procedures that will increase the number of contracts awarded to small businesses.  The administration has a number of services that help small firms obtain and fulfill government contracts.  It sets aside suitable government purchases for competitive award to small business concerns and provides an appeal procedure for a low-bidding small firm whose ability to perform a contract is questioned by the contracting officer.  The SBA maintains close ties with prime contractors and refers qualified small firms to them.  In addition, it works with federal agencies in setting goals for procuring prime contracts and subcontracts for small businesses, especially those owned by women and members of disadvantaged groups.


SCORE

The Service Corps of Retired Executives (SCORE) is a resource partner of the Small Business Administration that is dedicated to entrepreneur education and the formation, growth and success of small businesses nationwide.  SCORE has more than 10,500 volunteers in 374 chapters that operation in over 800 locations.  These volunteers serve as counselors and assist small businesses with business counseling and training.  SCORE also has an active online counseling program.


8(a) and SDB Business Development

The SBA administers two particular business assistance programs for small disadvantaged businesses (SDBs).  These programs are the 8(a) Business Development Program and the Small Disadvantaged Business Certification Program.  While the 8(a) Program offers a broad scope of assistance to socially and economically disadvantaged firms, SDB certification strictly pertains to benefits in federal procurement.  8(a) firms automatically qualify for SDB certification.  Sections 7(j) and 8(a) of the Small Business Act provide for the Minority Enterprise Development Program.  This program is designed to promote business ownership by socially and economically disadvantaged people.  Participation is available to small businesses that are at least fifty-one percent unconditionally owned, controlled, and managed by one or more individuals determined by the SBA to be socially and economically disadvantaged.  Program participants receive a wide variety of services, including management and technical assistance, loans, and federal contracts.


Advocacy


The Office of Advocacy was created within the U.S. Small Business Administration by Congress in 1976.  Its main goal is to protect, strengthen, and effectively represent the nation’s small businesses.  The office serves as a leading advocate within public policy councils for the more than twenty-two million small businesses in the United States.  The office is headed by the chief counsel for advocacy, and it lobbies Congress, the executive branch, and state agencies concerning the interests and needs of small business.  The office also is a leading source of information about the state of small business and the issues that affect small business success and growth.


Women's Business Ownership


The Office of Women's Business Ownership (OWBO) was developed by the SBA to provide assistance to the increasing number of female business owners.  It is essentially meant to help them avoid the common mistakes of new business owners.  This organization accomplishes that goal by acting as an advocate for female entrepreneurs in the public and private sector.  It is the only office in the federal government specifically targeted to women business owners, and it assists them through technical, financial, and management information and business training, skills counseling, and research.  The Office of Women's Business Ownership has established a women's business owner representative network in every district office, an Online Women's Business Center accessible through the Internet, and nearly seventy women's business centers in forty states.  In addition, the OWBO has established fifty-four training centers in twenty-eight states and the District of Columbia, which provide community-based training for women at every stage of their entrepreneurial careers.  The office has also created the Women's Network for Entrepreneurial Training, a one-year mentoring program linking experienced entrepreneurs with women whose businesses are poised for growth.
  


Small Business Development Centers


The Office of Small Business Development Centers (SBDC) is an entrepreneurial program developed by the U.S. Small Business Administration in order to provide counseling and training to existing and prospective small business owners.  There are 950 SBDC centers – this figure includes at least one office in every state, as well as in Puerto Rico, the U.S. Virgin Islands, and Guam.  Each center is a partner with the state government in economic development activities designed to support and assist small businesses.


Guaranteed Business Loans through Banking

The SBA does not itself grant loans (with the exception of Disaster Relief loans).  Instead, the SBA guarantees against default certain portions of business loans that are made by banks and other lenders.  The primary uses of the following programs are to make loans for longer repayment periods and with looser affordability requirements than normal commercial business loans.
· Loan Guarantee Program:  The 7(a) Loan Guarantee Programs are designed to help small entrepreneurs start or expand their businesses.  The program makes capital available to small businesses through bank and non-bank lending institutions.  The 7(a) Loan Guaranty Program assists small businesses unable to secure reasonable funding terms through normal lending channels to obtain funding through private-sector lenders on loans guaranteed by the SBA.   

· 504 Fixed Asset Financing Program:  The 504 Fixed Asset Financing Program is administered through non-profit Certified Development Companies throughout the country.  This program provides funding for purchasing land or construction.  Of the total project costs, a lender must provide 50 percent of the financing, a Certified Development Company provides up to 40 percent of the financing through a one hundred percent SBA guaranteed debenture, and the applicant provides approximately ten percent of the financing. 

· MicroLoan Program:  This program offers loans that are available for up to $35,000 through non-profit, micro-loan intermediaries, to small businesses that are considered unbankable in the traditional banking industry. 

· 8(a)-Business Development Program:  This program assists in the development of small businesses owned and operated by individuals who are socially and economically disadvantaged. 

· Patriot Express Loan Program:  The SBA Patriot Express Loan Initiative is available to veterans and members of the military community wanting to establish or expand a small business.  The Patriot Express loans are available for up to $500,000 and qualify for their maximum guaranty of up to 85 percent for loans of $150,000 or less and up to 75 percent for loans over $150,000.  The Patriot Express loan can be used for most business purposes, features SBA’s lowest interest rate, and has the fastest turnaround time for SBA loan approvals.  It is available to veterans, service-disabled veterans, active-duty service members eligible for the military’s Transition Assistance Program, Reservists and National Guard members, current spouses of any of those already listed, and the widowed spouse of a service member or veteran who died during service or of a service-connected disability.

· Rural Lender Advantage:  This test program was launched by the SBA in September 2007.  It streamlines the application process for participating banks making 7(a) loans of less than $350,000 and promises an approval turnaround time of three to five business days for routine loans, reduced financial documentation, a simplified loan questionnaire, and specialized online assistance to guide lenders.  The program was initially launched in only six states, but the SBA hopes to take it nationwide.  Although it is not limited to rural banks, it is expected to appeal to them the most.
Industry Analysis


Overall Lending

The Office of Advocacy prepares an annual study on institutional lending to small firms.  The report analyzes small business lending in the economy by all lenders in the United States.  The most recent report is for data years 2006-2007, and it examines both larger small business loans (those under $1 million) and micro business loans—loans that are under $100,000.  Some of the more significant findings are summarized below.  It is important to note that the data reported are by loan size, not by business size.

· The pace of borrowing and lending for the period 2006-2007 was much stronger than in the previous year for both areas.

· Micro business lending was increased by 13.7 percent after being relatively flat in the previous period.  Small business loans outstanding were valued at $684.6 billion for 24.5 million loans.  This compares with $643 billion from 21.3 million loans in the previous year.

· The micro business loan market was dominated by the largest lending firms (asset sizes of more than $10 billion).

· The share of the number of larger small business loans made by multi-billion-dollar lending institutions has declined since 2005 (42 percent to 32.3 percent).

· Large businesses contributed the most to total business borrowing over this period.

· Small business lending and borrowing are mostly local in nature.  This means that both the borrowers and the lending offices are located in the same community or nearby communities.

The “Small Business Optimism” report that appeared in the June 2008 issue of the NFIB’s Small Business Economic Trends offered the following findings:

· The Index of Small Business Optimism fell below the historical average of 100.2 points to 89.3 points.  This is due to the sub-par growth of the economy.

· 23 percent of business owners surveyed reported having higher average selling prices.

· 35 percent of those surveyed reported having regular borrowing activity, and there was no real evidence of cash flow problems.


Small Business/SBA Lending 

Roughly 6.9 percent of SBA-approved loans default each year.  Table 1 summarizes data that was collected by the Census Bureau in 1992 to help determine why business fail.

Table 1

	
	Inadequate cash flow

or low sales
	Lack of access

to business loans/credit
	Lack of access

to personal loans/credit
	Other reason
	Not reported

	All businesses
	71.7
	8.2
	3.3
	71.7
	1.3

	Hispanic-owned
	67.1
	8.8
	5.8
	68.3
	3.2

	Black-owned
	63.4
	15.5
	8.4
	69.3
	4.3

	Other Minority owned
	67.6
	6.1
	6.4
	75.9
	2.6

	Women-owned
	70.2
	9.3
	3.3
	75.8
	2.8


Source:  1992 Economic Census, Characteristics of Business Owners.


This data suggests that inadequate cash flow or low sales are often major contributors to businesses failing.  On the other hand, lack of access to capital seems to be only a minor contributing factor.


Table 2 summarizes demographic data given in Appendix A concerning the types of businesses that receive SBA 7(a) loans.
Table 2

	
	FY 2003
	FY 2004
	FY 2005
	FY 2006
	FY 2007 YTD

	Minority
	29
	31
	32
	37
	42

	Rural
	24
	22
	20
	21
	17

	Women
	21
	22
	25
	23
	23

	Veterans
	10
	10
	8
	8
	7


     Source:  U.S. Small Business Administration 

According to the data given above, the amount of 7(a) loans that are granted for minorities has increased over the years while those granted to veterans has actually decreased.  The percentages that were approved for women business owners have remained relatively static. 


For the next fiscal year, SBA’s budget gives it the authority to provide $28 billion of loan guarantees.  This amount is unchanged from what it was authorized to guarantee this fiscal year.

Future of Small Business


In January 2007, The Institute for the Future released the first installment of their Intuit Future of Small Business Report.  This installment focused on demographic trends within the small business industry.  The study found that the demographics of small business owners are rapidly changing.  Traditionally, small businesses have been started by “non-corporate, middle-aged, white males”, but recent studies show that aging baby boomers, Generation Y, women and minorities are all beginning to make their mark in the small business arena.


Baby boomers (defined in this report as those aged 45-64) make up over 25 percent of the population, and those aged 55 to 64 form small businesses at a higher rate than any other age group.  Many boomers are starting businesses because they have been pushed out of corporate jobs despite their not being ready to retire.  Their most viable option for employment is to start their own business.  Because they have broader job skills, greater contacts than most young people, and better access to capital, they are seen as a less risky investment to lending institutions.  


Generation Y members range in age from five years old to 25 years old, and they are seen as the most entrepreneurial generation ever.  Generation Y is often described as a generation of critical thinkers who are distrustful of government, large organizations, and the elite.  Evidence suggests that members of this group will aggressively embrace serial entrepreneurship.  The report suggests that this evidence will lead many educational institutions to create entrepreneurial programs that are customized to specific entrepreneurial needs.

The report also found that 1,600 new businesses in the United States are started by women every day, and that business ownership among women is growing at almost twice the rate as all businesses.  Women make up 46 percent of the labor force, yet they are often under-represented at the top level of organizations.  Starting their own business is a way for women to get around the “glass ceiling” that exists in corporate America.  It also allows them to combine traditional employment with motherhood. 


Today, immigrant entrepreneurs are the fastest growing segment of small business owners.  They often start businesses to help get around the traditional barriers to entry of the workplace.  Because they tend to have contacts both in their native countries and in the United States, they can often create businesses that link the markets of each area.
SWOT Analysis

Strengths
· SBA has made significant efforts to streamline its loan process by cutting its standard operating procedure manual from 1,000 pages to 400 pages.  This was done in response to many lenders complaining that the process was too time-consuming and confusing.  See Appendix B for some of the key features of the revision.
· The SBAExpress program offers less paperwork for lenders because they are allowed to use their own documents and are only required to submit a one-page application.

· Lending in the 504 Loan Program increased during the last fiscal year.

· SBA runs the website Business.gov, which just won the 2008 GCN Technology Leadership Award.  This website links potential business owners to various business resources throughout the federal government.


Weaknesses

· Many lenders have complained that it often takes months to collect on the government guarantee if a borrower defaults.
· Many bankers have stopped making SBA-approved loans because the process for filing for repayment is often time-consuming and they find the purchase demand kits to be confusing.
· Only a handful of banking companies dominate the 7(a) program.  Most of these banks are larger lending corporations.  Many smaller institutions are either unaware of the SBA guarantee program, or they do not feel that it is worth their time.  It is often the smaller banks that experience the most problems with receiving the SBA guaranteed repayment. 

Opportunities

· Steven Preston served as the Administrator of the Small Business Administration for less than two years.  During this time, he was able to implement many changes in the program and restore lenders’ confidence in allowing SBA-approved loans in their banks.  

· Preston recently implemented a new goal of repaying lenders within 45 days of request for repayment.
· Preston also introduced a rural lending program that could help make SBA lending more appealing to smaller banks.

· The SBA is hoping to implement a system that allows for online applications.  Taking this step would create a more automated process for loan authorizations and for purchase demands.
· The SBA could use existing programs (such as SCORE and the OWBO) to train small business owners on how to deal with economic downfalls.


Threats

· A recent Federal Reserve survey of senior bank loan officers found that half of the banks reported weaker demand for loans and tightening loan requirements (Soule). 

· The U.S. economy only grew 0.6 percent in the first quarter of 2008.

· Overall SBA lending is currently down 20 percent.

· President Bush recently nominated Sandy Baruah to take over as Administrator of the SBA.  Steven Preston has been a popular Administrator, and he has taken many steps to reform the reputation of the Small Business Administration.  Unfortunately, he was only there for a short time, so it falls to the new Administrator to carry out many of the plans that he helped to develop. 
· The 2008 Presidential election is impending.  So far during campaign time, the word ‘small business’ has been notably absent from the candidates’ campaign speeches.  This could imply less governmental backing for small businesses in the future.
· Banks continue to merge, and merged banks tend to cut back on their SBA lending.

· The dollar volume of 7(a) loans granted in fiscal 2007 has been below that of those granted during the last fiscal year.  This is likely because most of the loans are credit scored, and many lenders have tightened credit scores on both theirs and SBA loans.
Recommendations
· Because lending institutions are the single biggest contributor of SBA-approved loans, they should continue to focus on strengthening their lender relationships.  They have already made great strides by streamlining both the application process and their standard operating procedures.  Taking these steps showed that they genuinely cared about and were listening to their lenders.  The SBA must continually seek feedback from the banks and strive to alleviate common concerns described by lenders both now and in the future. 
· Small business owners are more apt to apply for loans through community based banks.  To expand their lending, the SBA should focus on marketing their programs to smaller banks.  Once again, they are already making strides to do this with the Rural Lender Advantage program.  However, they may also consider having the district offices of each state hold an informational conference that specifically targets community banks.
· Much of the slowness in SBA’s lending is being attributed to the downturn of the economy.  Many of the programs offered by the Small Business Administration—such as SCORE, the SBDC, and the OWBO—are supported by a staff of experienced and knowledgeable business people.  The SBA could use them as a resource for seminars that educate business owners on how to deal during times of economic hardship.
· The face of small business is changing.  While baby boomers may not need much help securing financing for their start-up businesses, the other demographic groups mentioned most likely will.  Again, SBA is already making strides toward helping both women and minority business-owners, but more could be done.  One idea would be to create a program aimed at these two groups that is modeled after the PatriotExpress program.  
· Even though many Generation Y members are expected to start their own businesses, they still plan to go to college.  The Small Business Administration should consider partnering with colleges to develop a program that will both educate them on entrepreneurship and give them the opportunity to network with potential lenders.
· Finally, the Small Business Administration may want to consider doing away with the PatriotExpress program.  While this program is geared toward veterans, they make up the smallest portion of participants in the 7(a) loan program.  Furthermore, the percentage of loans that are granted for veterans has actually declined over the years. 
Appendix B
Key Features of SBA’s Revised Loan Processing SOP 50-10

· Developed in response to lenders’ and development companies’ requests for enhanced and more user friendly SBA loan policy guidance and includes substantial discussion and input from lenders, development companies, trade groups, and SBA field staff

· Written with SBA lenders as the primary audience, which contrasts with the former SOP whose main audience was SBA staff

· Uses larger font, bullets, and other formatting to make the document more succinct and user friendly

· Updates SBA’s loan processing policy and procedures and integrates numerous policy/procedural changes that had been published as separate notices over the past decade

· Incorporates policy guidance for several new SBA programs (SBAExpress, PatriotExpress, etc.), which had previously been published as separate manuals

· Reduces what had been approximately 1,000 pages of SOP, program guides, and policy notices to just under 400 pages

· Incorporates for the first time SBA’s new centralized loan processing facilities into the SOP

· Will be available on the Web (http://www.sba.gov/tools/resourcelibrary/sops) and will include PDF format which facilitates searches for key sections/policies; SBA plans to enhance this feature with more robust search engines in the future

· Includes hyperlinks to SBA regulations as applicable

· Effective date of May 1, 2008, will follow SBA hosted training in eight cities beginning in April (including NAGGL and NADCO conferences in May) with that training augmented by additional training by local SBA district offices

· SBA will make training materials available on the Web
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