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Summary:Summary:
Who Needs Credit and Who Gets Credit?Who Needs Credit and Who Gets Credit?

This study uses data from the 2003 This study uses data from the 2003 
Survey of Small Business Finance to Survey of Small Business Finance to 
explore, among privately held small firms, explore, among privately held small firms, 
who needs credit and who gets credit.who needs credit and who gets credit.
We break the credit allocation process We break the credit allocation process 
down to three steps:down to three steps:
•• Who needs credit?Who needs credit?
•• Who applies for credit?Who applies for credit?
•• Who gets credit?Who gets credit?
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Summary:Summary:
Who needs credit?Who needs credit?

There are three groups of firms that need There are three groups of firms that need 
credit:credit:
•• Firms that apply for credit.Firms that apply for credit.

Firms that apply for and are granted credit.Firms that apply for and are granted credit.
Firms that apply for and are denied credit.Firms that apply for and are denied credit.

•• Firms that need credit but do not apply.Firms that need credit but do not apply.
Who doesnWho doesn’’t need credit?t need credit?
•• All other firms.All other firms.
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Summary:Summary:
Why is this study important?Why is this study important?

No study of which we are aware analyzes the No study of which we are aware analyzes the 
““NoNo--NeedNeed”” firms.firms.

Almost half of all small firms.Almost half of all small firms.

Many existing studies ignore Many existing studies ignore ““discourageddiscouraged”” firms firms 
that need credit but donthat need credit but don’’t apply.t apply.

““DiscouragedDiscouraged”” firms are more than twice as firms are more than twice as 
numerous as numerous as ““DeniedDenied”” firms. firms. 
To improve availability of credit, it is critically To improve availability of credit, it is critically 
important to better understand these firms.important to better understand these firms.

Many studies pool Many studies pool ““discourageddiscouraged”” firms with firms with 
““denieddenied”” firms to analyze credit allocation.firms to analyze credit allocation.

This can lead to faulty inferences if the two groups This can lead to faulty inferences if the two groups 
differ systematically.differ systematically.
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Summary:Summary:
Key FindingsKey Findings

““No NeedNo Need”” firms look a lot like firms look a lot like ““ApprovedApproved””
firms and appear to follow the Peckingfirms and appear to follow the Pecking--
Order theory of capital structure.Order theory of capital structure.
•• Firms use internal rather than external Firms use internal rather than external 

finance if they are finance if they are 
LargerLarger
More ProfitableMore Profitable
More LiquidMore Liquid
Less highly leveredLess highly levered
Higher credit quality at both firm and owner Higher credit quality at both firm and owner 
level.level.
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Summary:Summary:
Key FindingsKey Findings

““DiscouragedDiscouraged”” firms look a lot like firms look a lot like 
““DeniedDenied”” firms but show significant firms but show significant 
differences:differences:
•• SmallerSmaller
•• More liquidMore liquid
•• YoungerYounger
•• Have controlling owners who:Have controlling owners who:

are female, are female, 
Are BlackAre Black
Have less personal wealthHave less personal wealth
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Summary:Summary:
Key FindingsKey Findings

Results for Results for ““DeniedDenied”” firms vs. firms vs. ““ApprovedApproved””
firms are consistent with existing firms are consistent with existing 
literature, esp. studies using the 1993 literature, esp. studies using the 1993 
SSBF. Denied firms are more likely to be:SSBF. Denied firms are more likely to be:
•• SmallerSmaller
•• More highly leveredMore highly levered
•• Worse firm and owner credit qualityWorse firm and owner credit quality
•• Less personal wealthLess personal wealth
•• BlackBlack--ownedowned
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LiteratureLiterature

The literature in the area of credit The literature in the area of credit 
availability dates back at least the Paul availability dates back at least the Paul 
Wendt (JF 1946), who examined the postWendt (JF 1946), who examined the post--
WWII availability of credit to small firms in WWII availability of credit to small firms in 
California.California.
““Loans were typically in amounts less than Loans were typically in amounts less than 
$5,000, matured in three years and were $5,000, matured in three years and were 
made to retail, service or small made to retail, service or small 
manufacturing concerns for the purposes manufacturing concerns for the purposes 
of business purchase or establishment of of business purchase or establishment of 
new business.new business.””



Rebel A. Cole: Rebel A. Cole: 
Who Needs Credit and Who Gets Credit? Who Needs Credit and Who Gets Credit? 

LiteratureLiterature

Seminal study in this area is the 1994 JF Seminal study in this area is the 1994 JF 
article by Mitch Petersen and Ragu Rajan.article by Mitch Petersen and Ragu Rajan.
•• First published study to analyze data First published study to analyze data 

from the first (1987) SSBF.from the first (1987) SSBF.
•• That survey did not ask about approved That survey did not ask about approved 

vs. denied loans; only about terms of vs. denied loans; only about terms of 
approved loans.approved loans.

•• Consequently, PConsequently, P--R look at the loan rate R look at the loan rate 
and at trade credit paid late as proxies and at trade credit paid late as proxies 
for the availability of credit. for the availability of credit. 
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LiteratureLiterature

Next major study was by Allen Berger and Next major study was by Allen Berger and 
Greg Udell (JB 1995), which focused Greg Udell (JB 1995), which focused 
specifically on lines of credit to better specifically on lines of credit to better 
address the importance of relationships in address the importance of relationships in 
the bank loan decision.the bank loan decision.
•• Focus was on the loan rate and whether Focus was on the loan rate and whether 

or not collateral was required by the or not collateral was required by the 
lender.lender.
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LiteratureLiterature

Third major study in this area was Cole Third major study in this area was Cole 
(JBF 1998), the first published study to (JBF 1998), the first published study to 
analyze the 1993 SSBF, which added analyze the 1993 SSBF, which added 
information on the loan approval decision, information on the loan approval decision, 
allowing for the modeling of this decision.allowing for the modeling of this decision.
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LiteratureLiterature

Since 1998, scores of studies have following Since 1998, scores of studies have following 
including (among MANY others):including (among MANY others):
•• Berger, Berger, KlapperKlapper and Udell (JBF 2001) about and Udell (JBF 2001) about 

lending to opaque small firms; lending to opaque small firms; 
•• PetersenPetersen--Rajan (JF 2002) on Distance; Rajan (JF 2002) on Distance; 
•• Cole, Goldberg and White (JFQA 2004) and Cole, Goldberg and White (JFQA 2004) and 

Berger, Miller, Petersen, Rajan and Stein (JFE Berger, Miller, Petersen, Rajan and Stein (JFE 
2005) on differences in lending by large and 2005) on differences in lending by large and 
small banks; small banks; 

•• BergerBerger--Udell (JBF 2006) on lending Udell (JBF 2006) on lending 
technologies, as well as the previous paper by technologies, as well as the previous paper by 
Black and Berger 2008. Black and Berger 2008. 
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DataData

One of the contributions of this study is that it is One of the contributions of this study is that it is 
among the first to analyze the latest and last among the first to analyze the latest and last 
iteration of the SSBF: the 2003 version.iteration of the SSBF: the 2003 version.
•• Major improvements of the 1998 and 2003 Major improvements of the 1998 and 2003 

SSBFs include the addition of information on SSBFs include the addition of information on 
the wealth of the primary owner, a critical the wealth of the primary owner, a critical 
variable omitted from the 1993 survey; and variable omitted from the 1993 survey; and 
the D&B credit score for each firm.the D&B credit score for each firm.

•• In addition, the 2003 SSBF enables us to In addition, the 2003 SSBF enables us to 
separate out applications for renewals of lines separate out applications for renewals of lines 
of credit (40% of total applications but rarely of credit (40% of total applications but rarely 
turned down) from new applications for credit.turned down) from new applications for credit.
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DataData

We impose a number of restrictions on the We impose a number of restrictions on the 
4,240 firms in the 2003 SSBF to deal with 4,240 firms in the 2003 SSBF to deal with 
issues of data availability and to omit issues of data availability and to omit 
““middlemiddle--marketmarket”” firms with sales revenues firms with sales revenues 
greater than $10 million.greater than $10 million.
We end up with a sample of 3,623 firms We end up with a sample of 3,623 firms 
that are broadly representative of about 5 that are broadly representative of about 5 
million small firms operating in the U.S. as million small firms operating in the U.S. as 
of yearof year--end 2003.end 2003.
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Methodology:Methodology:
Classification of FirmsClassification of Firms

First, we classify firms into one of five First, we classify firms into one of five 
categories of categories of ““borrowerborrower”” types based upon types based upon 
their responses to three questions about their responses to three questions about 
their their ““most recent loan requestsmost recent loan requests”” during during 
the previous three years:the previous three years:
•• Did they apply?Did they apply?
•• Were they approved or rejected?Were they approved or rejected?
•• Did they need credit but not apply Did they need credit but not apply 

because they feared rejection?because they feared rejection?
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Methodology:Methodology:
Classification of FirmsClassification of Firms

If they did not apply and did not indicate they If they did not apply and did not indicate they 
needed credit but feared rejection, we classify needed credit but feared rejection, we classify 
them as them as ““nonnon--borrowers.borrowers.”” (N=1,850)(N=1,850)
If they did not apply because they feared If they did not apply because they feared 
rejection, we classify them as rejection, we classify them as ““discouraged.discouraged.””
(N=317)(N=317)
If they applied and always were rejected, we If they applied and always were rejected, we 
classify them as classify them as ““Denied.Denied.”” (N=126)(N=126)
If they applied and were sometimes denied and If they applied and were sometimes denied and 
sometimes approved, we classify them as sometimes approved, we classify them as 
““Denied&ApprovedDenied&Approved..”” (N=58)(N=58)
If they applied and always were approved, we If they applied and always were approved, we 
classify them as classify them as ““Approved.Approved.”” (N=1,272) (N=1,272) 
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Methodology:Methodology:
Three Step Selection ProcessThree Step Selection Process

Figure 1:
Who needs and who gets credit?

A sequential model
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Methodology:Methodology:
UnivariateUnivariate and Multivariate Testand Multivariate Test

Once we have classified each firm, we Once we have classified each firm, we 
calculate calculate univariateunivariate statistics for each statistics for each 
group and test for significant differences group and test for significant differences 
in means across groups.in means across groups.
We then run a sequence of three logistic We then run a sequence of three logistic 
regression models to explain each step of regression models to explain each step of 
the credit approval process: the credit approval process: 
•• 1. Need credit?1. Need credit?
•• 2. Apply for credit?2. Apply for credit?
•• 3. Get credit? (Approved or denied?)3. Get credit? (Approved or denied?)
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Results: Table 1Results: Table 1

Difference t-test
in

 Mean Std Error Mean Std Error Mean Std Error Means

Total sales ($000) 624.3 20.0 859.4 35.1 438.4 20.8 -421.0 -10.32 a
Total Assets ($000) 306.6 12.1 427.0 20.8 211.5 13.4 -215.5 -8.72 a
Total number of employees 7.0 0.2 9.1 0.4 5.4 0.2 -3.673 -8.23 a
Dummy for positive profits 0.755 0.007 0.744 0.010 0.764 0.010 0.020 1.38
Return on assets 0.764 0.019 0.623 0.025 0.875 0.028 0.252 6.72 a
Total loans to assets 0.610 0.027 0.836 0.042 0.432 0.034 -0.405 -7.50 a
Total liabilities to assets 0.845 0.032 1.130 0.051 0.619 0.040 -0.511 -7.96 a
Cash to assets 0.257 0.005 0.174 0.006 0.322 0.008 0.148 14.90 a
Tangible assets to assets 0.388 0.006 0.435 0.009 0.350 0.008 -0.085 -7.08 a
Dummy for C Corporations 0.140 0.006 0.167 0.009 0.118 0.008 -0.048 -4.14 a
Dummy for S Corporations 0.310 0.008 0.359 0.011 0.271 0.010 -0.088 -5.72 a
Dummy for partnerships 0.084 0.005 0.078 0.006 0.089 0.007 0.010 1.13
Dummy for proprietorships 0.452 0.008 0.384 0.012 0.505 0.012 0.121 7.37 a
Age of firm in years 14.190 0.181 13.198 0.245 14.975 0.261 1.778 4.96 a
Firm bankruptcy 0.010 0.002 0.016 0.003 0.004 0.001 -0.012 -3.64 a
Firm delinquent obligations 0.385 0.016 0.622 0.027 0.198 0.016 -0.424 -13.36 a
Dummy for firm delinquent 0.157 0.006 0.248 0.010 0.085 0.006 -0.163 -13.44 a
Firm judgments 0.025 0.003 0.047 0.005 0.008 0.002 -0.038 -7.05 a
Dummy for late on trade credit 0.245 0.007 0.360 0.011 0.155 0.008 -0.205 -14.46 a
D&B Credit Score 3.610 0.024 3.436 0.035 3.749 0.032 0.313 6.62 a

All Firms Need Credit Don't Need Credit

Firm Characteristics

Descriptive Statistics
Table 1:

Obs. = 3,623 Obs. = 1,773 Obs. = 1,850
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Results: Table 1 (cont.)Results: Table 1 (cont.)

Difference t-test
in

 Mean Std Error Mean Std Error Mean Std Error Means

Dummy for urban location 0.793 0.007 0.778 0.010 0.806 0.009 0.028 2.06 b
Dummy for medium Herfindahl 0.461 0.008 0.463 0.012 0.459 0.012 -0.004 -0.21
Dummy for high Herfindahl 0.479 0.008 0.477 0.012 0.481 0.012 0.004 0.24

Primary Owner Characteristics
Age of primary owner 51.506 0.190 49.584 0.259 53.026 0.270 3.441 9.21 a
Bus experience of primary owner 19.610 0.194 18.844 0.266 20.217 0.280 1.373 3.56 a
Dummy for grad education 0.208 0.007 0.178 0.009 0.232 0.010 0.054 4.05 a
Dummy for college education 0.291 0.008 0.270 0.011 0.307 0.011 0.036 2.42 b
Dummy for some college educ 0.267 0.007 0.300 0.011 0.241 0.010 -0.059 -4.02 a
Dummy for Black primary owner 0.039 0.003 0.051 0.005 0.030 0.004 -0.021 -3.16 a
Dummy for Asian primary owner 0.044 0.003 0.042 0.005 0.046 0.005 0.005 0.72
Dummy for Hispanic primary owner 0.044 0.003 0.048 0.005 0.040 0.005 -0.008 -1.22
Dummy for female primary owner 0.263 0.007 0.252 0.010 0.271 0.010 0.019 1.32
Dummy for owner bankruptcy 0.025 0.003 0.038 0.005 0.015 0.003 -0.023 -4.34 a
Owner delinquent obligations 0.286 0.014 0.448 0.024 0.158 0.015 -0.290 -10.45 a
Dummy for owner delinquent 0.121 0.005 0.190 0.009 0.066 0.006 -0.124 -11.33 a
Dummy for judgments on owner 0.023 0.002 0.042 0.005 0.008 0.002 -0.034 -6.49 a
Owner home equity ($000) 217.8 5.2 187.5 6.7 241.8 7.7 54.3 5.31 a
Owner other net worth ($000) 544.0 20.8 525.8 31.6 558.4 27.6 32.6 0.78

Don't Need Credit

Market Characteristics

All Firms Need Credit
Obs. = 3,623 Obs. = 1,773 Obs. = 1,850

Table 1: (cont.)
Descriptive Statistics
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Results: Table 3Results: Table 3

Difference t-test Difference t-test Difference t-test Difference t-test
Firm Characteristics  
Total sales -367.7 -3.84 a -49.5 -0.33 318.2 2.59 a 567.91 5.48 a
Total assets -144.1 -2.94 a 227.5 1.43 371.6 2.43 b 288.47 5.39 a
Total number of employees -3.1 -1.92 2.2 0.62 5.3 1.65 3.42 2.09 b
Profit is positive -0.04 -0.83 -0.09 -1.23 -0.05 -0.76 0.05 1.28
Return on assets 0.08 0.63 -0.34 -2.48 b -0.42 -3.61 a -0.10 -0.96
Loans to assets -0.30 -1.13 -0.59 -2.37 b -0.28 -1.97 b -0.60 -2.46 b
Liabilities to assets -0.49 -1.45 -1.04 -3.33 a -0.55 -3.21 a -0.95 -3.13 a
Cash to assets 0.09 3.19 a -0.06 -2.18 b -0.15 -6.61 a 0.02 0.80
Tangible assets to assets -0.06 -1.45 0.16 2.96 a 0.21 4.59 a 0.03 0.74
Loan size to assets   -0.26 -0.64    -0.82 -2.76 a
C-Corporation -0.08 -2.17 b -0.03 -0.45 0.05 1.11 0.03 1.00
S-Corporation -0.19 -3.70 a -0.13 -1.70 0.06 0.89 -0.06 -1.20
Partnership 0.00 0.08 -0.01 -0.22 -0.01 -0.31 0.01 0.48
Proprietorship 0.28 5.65 a 0.19 2.46 b -0.09 -1.21 0.03 0.67
Age of firm -1.82 -1.99 b 1.99 1.19 3.81 2.50 b 4.07 4.74 a
Bankruptcy of firm 0.01 0.57 0.00 0.13 -0.01 -0.26 -0.02 -1.48
Firm delinquent obligations -0.07 -0.54 -0.44 -2.37 b -0.36 -2.29 b -0.50 -4.08 a
Firm delinquent dummy -0.02 -0.32 -0.14 -1.99 b -0.12 -2.00 b -0.19 -4.17 a
Judgement against firm -0.03 -0.84 0.03 0.64 0.06 1.25 -0.07 -2.51 b
Late on trade credit -0.13 -2.45 b -0.05 -0.59 0.08 1.14 -0.09 -1.90
D&B Credit Score 0.11 0.77 -0.40 -1.77 -0.51 -2.54 b 0.95 7.24 a

Differences in Means by Borrower Status

minus Denied minus Denied minus Discouraged minus Denied
Discouraged Denied&Approved Denied&Approved Approved

Table 3
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Results: Table 3 (cont.)Results: Table 3 (cont.)

Difference t-test Difference t-test Difference t-test Difference t-test
    
    
    

Market Characteristics   
Urban area -0.04 -1.10 0.14 2.12 b -0.10 -1.60 -0.14 -4.63 a
Medium banking concentration -0.05 -0.95 0.03 0.35 0.02 0.31 -0.01 -0.25
High banking concentration 0.05 0.96 -0.08 -0.97 0.03 0.37 0.01 0.11
Primary Owner Characteristics       
Age of owner -0.74 -0.66 1.45 0.81 -0.71 -0.43 3.27 3.27 a
Business Experience -1.61 -1.47 -0.18 -0.10 1.79 1.09 3.71 3.82 a
Graduate degree 0.04 1.05 0.00 -0.05 -0.03 -0.73 0.10 3.38 a
College degree -0.03 -0.56 -0.03 -0.35 0.05 0.79 0.01 0.31
Some college -0.02 -0.30 0.03 0.45 -0.02 -0.28 -0.11 -2.39 b
Black -0.09 -2.36 b 0.07 1.34 0.02 0.40 -0.17 -4.91 a
Asian 0.00 0.18 0.01 0.21 -0.01 -0.38 0.00 -0.08
Hispanic 0.00 -0.05 0.03 0.76 -0.02 -0.84 -0.02 -0.97
Female 0.11 2.35 b 0.07 1.03 -0.18 -3.03 a -0.07 -1.79
Bankruptcy of owner 0.07 2.77 a -0.02 -0.60 -0.05 -1.29 -0.03 -1.89
Owner delinquent obligations 0.16 1.20 0.48 3.00 a -0.64 -4.74 a -0.65 -5.72 a
Owner delinquent dummy 0.05 0.99 0.16 2.37 b -0.21 -3.55 a -0.27 -6.17 a
Judgement against owner -0.02 -0.66 0.02 0.47 0.00 -0.02 -0.05 -2.05 b
Owner home equity -38.6 -2.14 b 22.38 0.84 16.2 0.69 98.49 5.51 a
Owner other wealth -110.2 -2.18 b -62.72 -0.69 172.9 1.97 b 428.15 7.18 a

minus Denied minus Denied minus Discouraged minus Denied
Discouraged Denied&Approved Denied&Approved Approved

Table 3: (cont.)
Differences in Means by Borrower Status
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Results: Table 4Results: Table 4

Non-Borrowers Discouraged Borrowers Approved Borrowers
 Marginal Marginal Marginal
Parameter Effect t-statistic Effect t-statistic Effect t-statistic

Intercept 0.0914 1.15 0.172 2.57 0.044 0.56
Characteristics of Firm
log of Sales -0.0351 -7.64 a -0.024 -6.81 a 0.008 1.98 b
Return on Assets 0.0305 4.09 a 0.011 1.76 -0.003 -0.39
Liabilities to Assets -0.0321 -7.36 a 0.002 0.58 -0.007 -2.79 a
Cash to Assets 0.2602 8.87 a 0.066 2.61 a 0.059 2.25 b
C-Corporation -0.0673 -2.61 a -0.045 -1.86 -0.037 -2.12 b
S-Corporation -0.0549 -2.82 a -0.046 -2.81 a -0.034 -2.65 a
Partnership -0.0138 -0.47 -0.061 -2.14 b -0.012 -0.64
Age of Firm 0.0014 1.33 -0.005 -4.96 a 0.000 0.22
Bankruptcy of Firm -0.1743 -1.72 0.033 0.61 -0.021 -0.48
Delinquencies of Firm -0.0467 -4.84 a 0.016 2.38 b 0.006 1.38
Judgement against Firm -0.1223 -1.92 -0.021 -0.64 -0.049 -2.83 a
D&B Credit Score 0.0130 2.24 b -0.010 -1.96 b 0.016 5.69 a

Table 4:
Logisitic Regression to Explain Non-Borrowers, Discouraged Borrowers and Approved Borrowers
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Results: Table 4 (cont.)Results: Table 4 (cont.)

Non-Borrowers Discouraged Borrowers Approved Borrowers
 Marginal Marginal Marginal
Parameter Effect t-statistic Effect t-statistic Effect t-statistic

Characteristics of Market
MSA 0.0409 1.99 b 0.075 3.93 a -0.018 -2.42 b
HHI Medium 0.0138 0.41 -0.006 -0.19 -0.022 -1.78
HHI High 0.0275 0.81 0.019 0.65 -0.028 -2.32 b
Characteristics of Primary Owner
Age of Owner 0.0046 4.93 a -0.001 -0.81 0.000 1.36
Experience of Owner -0.0007 -0.68 0.002 1.94 0.000 -0.01
Graduate Degree 0.0208 0.78 -0.015 -0.62 0.019 2.12 b
College Degree 0.0220 0.99 -0.010 -0.49 -0.001 -0.21
Some College -0.0364 -1.69 -0.002 -0.11 -0.005 -0.93
Black -0.1179 -2.91 a -0.027 -0.99 -0.053 -5.93 a
Asian 0.0118 0.32 0.024 0.74 -0.001 -0.10
Hispanic -0.0056 -0.15 -0.013 -0.43 0.005 0.51
Female -0.0252 -1.36 0.036 2.44 b 0.000 0.02
Bankruptcy of Owner -0.1717 -3.06 a 0.117 3.34 a -0.036 -2.31 b
Delinquencies of Owner -0.0368 -3.3 a 0.048 6.82 a -0.009 -3.89 a
Judgement against Owner -0.1960 -3.05 a -0.024 -0.72 0.003 0.27
Home Equity of Owner 0.0001 3.55 a -0.0001 -1.93 0.00002 2.05 b
Other Wealth of Owner -0.00001 -1.46 -0.0001 -3.34 a 0.00001 2.02 b

Table 4: (cont.)
Logisitic Regression to Explain Non-Borrowers, Discouraged Borrowers and Approved Borrowers
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Results: Table 5Results: Table 5

Relationship Characteristics
Length of relationship -0.00005 -0.58 -0.00018 -1.40
Distance from lender -0.00002 -0.64 -0.00004 -1.14
Applied in person -0.030 -1.88 -0.051 -2.07 b
Checking relationship -0.054 -2.92 a -0.071 -2.50 b
Savings relationship 0.053 1.96 b 0.111 2.49 b
Line of credit relationship 0.149 7.32 a 0.099 2.74 a
Loan relationship -0.002 -0.13 -0.007 -0.25
Fin'l Svc relationship -0.014 -0.82 -0.034 -1.30
Loan amount to assets -0.009 -2.66 a -0.018 -3.38 a
Number of sources -0.034 -7.79 a -0.050 -7.27 a

Table 5: (cont.)
Effect of Credit Line Renewals on Loan Approval Decision
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Results: Table 5Results: Table 5

When we exclude the 573 applications to renew a When we exclude the 573 applications to renew a 
line of credit (of which there are only 15 denials, line of credit (of which there are only 15 denials, 
too few to analyze), we find that, if anything, our too few to analyze), we find that, if anything, our 
results are strengthened.results are strengthened.
Each variable that is significant when the LC Each variable that is significant when the LC 
renewals are included also is significant when renewals are included also is significant when 
they are excluded, often with higher tthey are excluded, often with higher t--values.values.
Each variable that is insignificant remains Each variable that is insignificant remains 
insignificant when the LC renewals are excluded.insignificant when the LC renewals are excluded.
We conclude that the LC renewals are not driving We conclude that the LC renewals are not driving 
the results.the results.
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Summary and Conclusions:Summary and Conclusions:

In this study, we examine the availability In this study, we examine the availability 
of credit to small privately held U.S. firms of credit to small privately held U.S. firms 
using data from the 2003 SSBF.using data from the 2003 SSBF.
We make at least three important We make at least three important 
contributions to the literature.contributions to the literature.
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Summary and ConclusionsSummary and Conclusions

First, we provide the first rigorous analysis of the First, we provide the first rigorous analysis of the 
differences in our four types of firms: nondifferences in our four types of firms: non--
borrowers, discouraged borrowers, denied borrowers, discouraged borrowers, denied 
borrowers and successful borrowers. borrowers and successful borrowers. 
Our findings have important implications for Our findings have important implications for 
interpreting previous research that has combined interpreting previous research that has combined 
these groups in ways that our results suggest are these groups in ways that our results suggest are 
inappropriate, such as pooling discouraged inappropriate, such as pooling discouraged 
borrowers with denied borrowers in analyzing borrowers with denied borrowers in analyzing 
availability of credit.availability of credit.
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Summary and ConclusionsSummary and Conclusions

Second, we provide an analysis of credit Second, we provide an analysis of credit 
availability that properly accounts for the availability that properly accounts for the 
inherent selfinherent self--selection mechanisms involved in selection mechanisms involved in 
the credit application process: who needs credit, the credit application process: who needs credit, 
who applies for credit conditional upon needing who applies for credit conditional upon needing 
credit, and who receives credit, conditional upon credit, and who receives credit, conditional upon 
applying for credit. applying for credit. 
Previous researchers have pooled firms that do Previous researchers have pooled firms that do 
not need credit with those needing credit and not need credit with those needing credit and 
have pooled discouraged borrowers with denied have pooled discouraged borrowers with denied 
borrowers. Hence, our results shed new light borrowers. Hence, our results shed new light 
upon the creditupon the credit--allocation process.allocation process.
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Summary and ConclusionsSummary and Conclusions

Third, we provide the first evidence from the Third, we provide the first evidence from the 
2003 SSBF on the availability of credit to small 2003 SSBF on the availability of credit to small 
firms. This survey includes methodological firms. This survey includes methodological 
improvements on the previous SSBFs (1987, improvements on the previous SSBFs (1987, 
1993 and 1998) that enable us to better address 1993 and 1998) that enable us to better address 
the issue of availability of credit to small firms. the issue of availability of credit to small firms. 
•• One of the most important is the identification of One of the most important is the identification of 

applications to renew existing lines of credit, which applications to renew existing lines of credit, which 
enables us for the first time to differentiate the enables us for the first time to differentiate the 
availability of new credit from renewals of existing availability of new credit from renewals of existing 
credit. credit. 

•• One of the most disturbing findings from this analysis One of the most disturbing findings from this analysis 
the that Blackthe that Black--owned firms are 15 to 30 percent more owned firms are 15 to 30 percent more 
likely to be rejected than other firms, even after likely to be rejected than other firms, even after 
incorporating the extensive set of control variables incorporating the extensive set of control variables 
available from the SSBF.available from the SSBF.


