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In the drought-stricken Texas Panhandle a businessman with a farm-based  
clientele will have to go to the bank to make ends meet until the rains save  
the region’s crops.  Fortunately, like his father before him, the bank has 
always understood farm conditions and he is a close friend of the banker  
and his family in their small town … 
  

On the Texas-Mexican border a small independent contractor has an  
opportunity to expand his business but has done a considerable  

amount of remodeling work over the years for cash and never had  
a business bank account, having always used his personal  

checking and credit cards … 
 

In Houston an African-American woman desires to expand her small  
restaurant as business in the surrounding area grows, but as a single  
mother she has been delinquent on her bills a few times, yet she has 
always paid her debts … 

 
 

Analysis of Small Business Lending in Texas   
 

Introduction 
 

The issue of lending to small businesses has become a major concern to the banking community, 
including the Federal Reserve, state legislatures protecting minority and women business interests, 
and the small business community itself, which makes-up approximately 90 percent of all businesses 
nationwide.  The stories above are, in many ways, real reflections of what small business owners must 
address when they consider financing alternatives.  In response, the Finance Commission of Texas 
has undertaken an in-depth study of the small business community in the State of Texas and its 
concerns and responses to lending and capital access issues.  The study was conducted in the 
summer and fall of 2001 by the Institute for Policy and Economic Development at the University of 
Texas at El Paso (IPED) on behalf of the Finance Commission.  In general, it addresses 4 issues of 
small business lending: 
 

1. Availability of Credit;  
2. Pricing and Terms of Credit; 
3. Quality of Credit; and, 
4. Lending Practices and Borrower Experiences. 

   
It does so through the results of a statistically valid survey of 1567 small businesses throughout Texas 
designed after a series of studies conducted by the Federal Reserve Bank over the past decade and a 
half.1 
 
Access to capital (debt, equity, human, and information capital), business practices that may affect 
access to capital, bank responses to loan applications, and patterns in lending across sub-groups (i.e., 
women and minorities) among small businesses in Texas are, at the same time, both complicated and 
sensitive.  Patterns are complicated because there is no silver bullet to address a myriad of needs of 
small businesses; and, sensitive, because financial records of small business are often linked to the 
wealth and equity of the owner versus a corporate or partnership arrangement. 
  
The State of Texas, at both the administrative (Finance Commission) and legislative levels, is 
committed to equal access to capital. This study thus becomes an important step in determining 
                                                 
1 Based on a response from 1567 small businesses a statistical level of analysis at the 95 percent confidence level is achieved, 
and is valid for analysis based on geography, industrial classifications, gender, and ethnicity of owners.  Statistical significance 
is generated using the Statistical Package for the Social Sciences (SPSS), which automatically determines the significance level 
based on established theory. 
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practices of both lenders and borrowers.  It continues the Commission’s efforts to examine alternatives 
to current debt financing experiences and practices, as well as policy responses aimed at increasing 
opportunities for both businesses and the financial sector.  This study has several components.  The 
first section addresses the major issues examined by the survey and potential sources of variation in 
financial services and borrowing practices.  It concludes by suggesting how to broadly understand the 
way businesses may be characterized based on their business practices and banking experiences.  
These characterizations are not intended to be all inclusive, but are focused upon major issues 
associated with small businesses.  The second section moves a step further and reports the results of 
a series of statistical analyses based on Binary Logistic Regression to ascertain the interaction among 
multiple variables at one time within the state.  In doing so it helps the reader understand how factors 
relate to each other in determining the potential to obtain a loan and demonstrates that no single factor 
can be used to generalize about small business lending in Texas. Lastly, recommendations about 
possible policies that might improve conditions for lenders and borrowers in the small business sector 
are presented. 
 
Economic Landscape of the Study Period 
 
The nation’s socio-economic environment in the second half of 2001 was undoubtedly one of the most 
unique periods in American history.  Early in the year, an economic slowdown was already well 
underway, a slowdown that was accelerated in some aspects by the terrorist attacks of September 
11th.  The previous economic expansion lasted for a record-breaking 10 years leaving many 
unprepared to drift into recession after an economic peak in March 2001.  The fact is, real Gross 
Domestic Product (GDP) only declined for the third quarter of 2001, but industrial production fell 6 
percent beginning in the fourth quarter of 2000.  At one level, many take the position that the 
slowdown was only temporary and that the events of September 11th may have only had a short-term 
impact.  Federal Reserve Chairman Alan Greenspan noted in the last week of January 2002 that the 
economy was indeed stronger than expected, and that the fourth quarter 2001 GDP figures show a 
modest increase rather than the expected decline.  Added to this, record sales of existing homes and 
automobiles, as a result of the lowest interest rates in 2 generations, suggests strength in the 
consumer economy.  Yet from another perspective, the pent-up consumer demand behind past 
economic recoveries may not exist today. 
 
Another issue is that the recession or slowdown during the study period is different than in the past, as 
three factors come to play: 
 

First, there is greater interdependency across world markets than we sometimes realize. U.S. 
purchases of goods and investment of capital are major drivers of the global economy. A U.S. 
slowdown has the potential of making a world economic recovery a prolonged process.  

 
Second, the present recession has not been caused by a collapse in demand and high inflation. 
Instead, investor’s high expectations about productivity and profits derived from the information 
technology (IT) boom, not only led to over-investment, but heavy borrowing between 1995 and 
2001. Thus, this recession is more difficult to tackle through fiscal policies, such as tax cuts, since 
firms have already borrowed and invested significantly. The problem is aggravated if we consider 
that IT systems wear out faster than most traditional manufacturing equipment, thereby requiring 
more frequent re-investment to sustain growth. 

 
Third, the positive aspect of the present recession is that for the first time since the 1970s, the 
U.S. government initially faced the recession with a budget surplus. The 2001 budget surplus, 
estimated at some $280.7 billion (2.7 percent of GDP), allowed for tax cuts and rebates to 
presumably spur the economy; but, investment-led recessions are not easily tackled with fiscal 
policies.    

 
Overall, these factors have created a condition that requires a different type of business response, 
especially among small businesses. Small businesses must realize they are more affected by 
globalization than they may have previously thought.  Moreover, pin-pointing a turn around and 
recovery may be more difficult than in the past.  Perhaps the main point for small businesses in Texas 
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is not when the recession will be over, but how long they will have to wait before economic growth 
returns, and how they will survive under lower growth rates than those of the 1990s.  Historically, a 
U.S. recession averages 11 months, which would mean that the current recession is ending as this 
study concludes.  It may also help us to realize that this study and the data collected did not occur 
under the best of times and that the data reflects a difficult time, and at least a period of concern 
among small businesses in Texas. Moreover, one must realize that the period of this study does not 
feature high-interest rates and inflation.  Instead, the opposite holds, plus a slowdown in investment, a 
cautious consumer confidence and, perhaps, an even more cautious confidence among CEOs, as well 
as a federal budget surplus that is becoming a deficit.   
 
This period provides an interesting and important backdrop to study the financial opportunities of 
Texas small businesses.  The period over which data was collected for this study (July to November 
2001) encompasses an extraordinary interval in our socio-economic lives that has been well-
documented in a variety of sources.   Although the information gathered concerns financial 
transactions occurring up to 3 years ago, the survey conducted also contains attitudinal questions that 
apply to the state and nation’s current economic conditions.  Thus, responses to these questions may 
also permit a policy assessment of the impact of these recent events on small businesses in Texas. 
 
Review of Relevant Research  
 
The issues surrounding small business’ access to capital are not new nor are they unique to Texas.  
The ability of small businesses to obtain capital is of national, state, regional and local concern and in 
many ways is rooted in a concern about a low level of financial literacy that some suggest blankets the 
entire nation (Hamilton, 2002). As a result, a wide variety of studies examining this issue have been 
conducted over the past 20 years.  These research efforts provide valuable insights into the following 
general areas: 

 
• The utilization of financial services by small firms and the major providers of these 

products; 
• The terms/conditions on credit received by small firms; 
• Key concerns of small firms with respect to their business in general and debt 

financing in particular; 
• The possibility of discrimination in lending to small businesses; 
• The impact of banking industry consolidation upon firms’ access to debt capital; 
• The options/alternatives available to small businesses seeking financing; 
• The importance of banking relationships to the availability of credit; and, 
• The appropriate methodology to be employed. 

 
Utilization and Provider Rates 
 
The National Survey of Small Business Finances conducted by the Federal Reserve and the United 
States Small Business Administration in 1987, 1993, and 1998 provide a vast array of information 
concerning the use of financial services by small firms and the providers of products (Elliehausen and 
Wolken, 1990; Cole and Wolken, 1995; Cole, Wolken and Woodbrum, 1996; Board of Governors, 
1997; Bitler, Robb and Wolken, 2001).  Specifically, these studies find that: 
 

• Over 95 percent of small businesses use at least one service offered by financial 
institutions.  A similar portion maintains a liquid asset account (i.e., checking or 
savings-type account). 

• Approximately 55 percent of firms maintain a credit line, loan, and/or capital lease. 
• One-half of small businesses use transaction services (for example: provision of 

coin/currency, processing of credit card receipts, and wire transfers), credit-related 
services (for example: letters of credit and factoring), trust and pension services, and 
brokerage services.  As one would expect, the utilization rates of these services are 
rising over time. 
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• Small firms also obtain financing via loans from their owners (30 percent) and trade 
credit (60 percent).  The use of credit cards as a source of financing is utilized by one-
third of firms via a business credit card.  In addition, roughly 45 percent of small firms 
use a personal credit card as a source of funds in their business.  These sources of 
funds have seen a slight upward trend over the period 1987-1998. 

• Depository institutions dominate in the provision of financial services to firms, 
providing at least one financial product to roughly 95 percent of small businesses.  
Most firms rely on the services that commercial banks provide (89 percent). 

• Non-depository institutions were a source of financial services for one-third of small 
firms, a slight increase over earlier surveys. 

• Nationwide, banks are losing their market share of debt financing to the small 
business sector, although the rate of decline is slight.  Commercial banks continue to 
be the major provider to firms with respect to checking accounts (85 percent), credit 
lines/loans (35 percent), and financial management services (35 percent). 

 
In a recent study of the El Paso, Texas region, the utilization and provider figures noted above from 
the Federal Reserve/SBA studies were reaffirmed (Schauer, 2000).  In addition, this study revealed 
additional insights concerning the extent to which small firms co-mingle their personal and business 
financial activities.  For example: 
 

• More than two-thirds of small firms use personal checking accounts in their business, 
a co-mingling of funds that exceeded expectations; 

• Personal credit cards are utilized by over 70 percent of firms; and, 
• Roughly 30 percent of firms’ owners have taken out personal loans to finance their 

business. 
 
Terms of Credit 
 
The Board of Governors of the Federal Reserve Bank System (2001) publishes national data on a 
quarterly basis concerning the conditions/terms of commercial lending.  Specific information includes: 
 

• Average effective loan interest rate; 
• Average loan size; 
• Average loan maturity; 
• The number of loans that are: secured by collateral, callable, subject to prepayment 

penalty, made under commitment; and, 
• The most common base-pricing rate for variable-rate commercial loans. 

 
Unfortunately the national data collected by the Federal Reserve cannot be disaggregated to specific 
Federal Reserve Districts (i.e., Dallas Fed). The data is intended to represent national trends and no 
particular region or sub-region of the country.  Moreover, it is collected under the agreement that data 
will only be used in the aggregate and must remain confidential. 
 
Key Concerns of Small Firms 
 
The FED/SBA surveys identify and rank order the most important problems facing small businesses.  
The most recent 1998 survey revealed that labor issues (for example: the cost, availability and quality 
of labor) were of greatest concern.  Competition issues from larger international firms, and perhaps an 
associated fear of globalization, as well as the rise of Internet firms and the ability of small businesses 
to attract labor were of great concern.  Other important issues included the availability of acceptable 
interest rates, government regulations, taxes, and contending with poor sales.  The key concerns of 
small firms were quite different in 1993.  At that point in time, health care and health insurance costs 
were cited most often followed by general business conditions.  Below the first two issues in 1993, 
were financing and interest rates, followed by firm performance, business sales, and taxes (Bitler, 
Robb, and Wolken, 2001). Given the robust economy during this period, sales were not high on the 
issues list. 
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The National Small Business United organization (NBSU) identified a similar collection of issues faced 
by U.S. small firms in a study reported in 1999.  Health care reform, a variety of tax inequity/reform 
issues, and the availability of capital for small businesses were the top five concerns from an initial list 
of 50 potential concerns from which study participants could choose.  
 
The survey of the El Paso region identified “Taxes” and “Sales” as the key general concerns of the 
small business sector.  “Financing and Interest Rates” were the lowest ranked out of 7 issues.  
However, approximately one-third of the respondents rated the issue of capital access as extremely 
important.  Firms were asked to rate 15 more specific issues as they began the year 2000.  “Market 
Conditions” issues dominated, especially the “outlook of demand.”  A “Regulations and Taxes” issue 
cluster came next, most notably the “state and local taxes” and “workers’ compensation costs” areas.  
The group of “Financing issues” was of least concern although roughly 20 percent viewed this area as 
extremely important (Schauer, 2000). 
 
The El Paso study also asked firms to evaluate potential barriers to accessing debt financing, as well 
as the value of various strategies for improving access to capital.  In evaluating potential barriers, lack 
of knowledge or information concerning financing alternatives and bank lending requirements were 
perceived as serious barriers by 20 percent of small firms.  Approximately 30 percent perceived lack of 
competition in the lending sector as a serious barrier.  Concerning the usefulness of possible 
strategies for improving capital access, more small business support programs, along with better 
access to information on bank lending, were ranked as the best strategies.  Responses concerning 
potential barriers, along with possible remedies to overcome barriers, strongly suggested that a lack of 
human capital (i.e., knowledge, education and information) concerning debt financing alternatives and 
the financing “process” may be a key element of any capital access problem (Schauer, 2000). 
 
Potential Discrimination in Small Business Lending 
 
Concern over this issue obviously began before 1992, but an important study by the Boston Federal 
Reserve Bank in that year was one of the first to conclude that minorities were discriminated against in 
the home mortgage market (Munnell, Browne, McEneaney and Tootell, 1992).  The key to the study 
and its findings was the significantly different loan denial rates between minority and non-minority 
home mortgage loan applicants.  The concern over possible discrimination quickly spread to the small 
business lending arena.  While different loan approval and denial rates do not necessarily imply 
discrimination, they do raise concerns and have obvious political ramifications.  It is well known that a 
number of creditworthiness and control factors must be incorporated into a sound investigation of the 
discrimination question.  Unfortunately, research to date provides mixed results and conclusions about 
this issue (M. Ferguson and S. Peters, 1995; D. Blanchflower, P. Levine and D. Zimmerman, 1998; G. 
Canner, G. Squires and S. O’Connor, 1995; D. Immergluck, 1999; and, the following: A. Yezer, D. 
Blanchflower, P. Levine, and D. Zimmerman; K. Cavlluzzo, and J. Wolken; R. Bostic and P. Lampani, 
all summarized in Lang, 1999.  Also, see Schauer and Soden, 2001). 
 
Banking Industry Consolidation and Small Business Access to Capital 
 
The steady stream of bank mergers and consolidation over the past 25 years has been well 
documented and serves as the catalyst for many stories related to banking services.  Basic economics 
argues that industry consolidation will increase market concentration that may lead to reduced 
competition, resulting, in turn, in higher prices and reduced output.  In banking, this could translate into 
higher fees, higher interest rates on loans, lower rates on deposits, as well as fewer loans and other 
services.  Given that banks continue to be an important provider of credit and other services to small 
firms, questions arise whether the consolidation trend in banking has constrained small business 
access to debt capital.  As with most economic and finance issues, the evidence on this issue is 
somewhat mixed.  While there is evidence that firms perceive there is less competition in banking 
causing capital access constraints (Schauer, 2000), empirical research generally concludes the 
opposite (Berger, et al., 1997; Ely and Robinson, 2001; Jayaratne and Wolken, 1999; Peek and 
Rosengren, 1998; and Strahan and Weston, 1998).  At one level, a consensus appears to be 
emerging with respect to this issue.  Increased concentration does not necessarily imply reduced 
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competition where a firm/bank can dictate prices.  As long as a firm has a variety of financing choices, 
and is aware of these alternatives, industry consolidation is not likely to stifle competition. 
 
Debt Financing Alternatives 
 
As noted earlier, some suggest that small firms tend to perceive that there are limited debt financing 
alternatives available to them, due in part to the consolidation of the banking sector in their region.  
Yet, research clearly indicates that small firms have a much greater array of financing alternatives 
available to them than ever before.  Viewing the number of banks in a market and their small business 
lending activities can provide a very narrow perspective of the providers of financial services, 
especially debt financing arrangements in a region (Cole and Wolken, 1995; Peterson and Rajan, 
2000; Schauer, 2000).  For example, the El Paso study revealed that, while there were six commercial 
banks active in lending, there were approximately 50 active business lenders in the region in 1998 
(Schauer, 2000).  In addition, credit unions in the area had a deposit base of $1 billion, offering a 
major debt financing alternative to many sole proprietorships and small partnership firms who co-
mingle personal financing arrangements with business needs.  Furthermore, additional research 
should examine alternatives available through e-banking given its growth as an alternative source of 
lending. 
 
Importance of Bank Relationships 
 
If there is one issue that has been resolved in the small business access to capital arena, it is that 
there are clear benefits of having an established relationship with a commercial lender.  The primary 
benefit is that the probability of obtaining financing increases.  At the same time, however, there 
appear to be minimal benefits in the form of a reduction in the price of credit.  Thus, it follows that 
having multiple relationships with a number of banks generates limited advantages (Cole, 1998; 
Peterson and Rajan, 1994). 
 
Appropriate Methodology 
 
Clearly the most comprehensive studies of small business finance practices and issues were 
conducted by the Federal Reserve Bank in conjunction with the Small Business Administration in 
1987, 1993, and 1998 (FED/SBA).  While they are not as specific or limited as regional or state-
specific studies, the methodology utilized to develop survey data on small firms by these studies can 
be regarded as the standard for surveys of this nature.  Specifically, the FED/SBA studies use a two-
stage stratified random design procedure to develop their survey database.  The most recent 1998 
study offers an excellent example as discussed by Bitler and his associates (2001). In a multi-stage 
approach, firms were contacted (or attempts were made) concerning the nature of the survey and to 
verify the eligibility of the business for the study.  Based on this information, they were identified as 
part of the target population and as willing participants in the survey.  A second stage further reduced 
the participating firms in order to obtain a representative sample.  The final result led to a response of 
9 percent of the original sample over a study period of 2 years.  In reviewing the extant literature, it is 
the approach and methodology used in the FED/SBA studies that were adopted for this study, thus 
following the highest standard in this issue area.    
 

Loans to Small Business Firms in Texas:  Analysis of Providers 
  
In order to get a better understanding of the environment within which small businesses must work to 
obtain financing, it is important to look at the role of commercial banks.  Commercial banks have 
played a critical role in providing debt financing to firms for decades, and are the focus of most of the 
discussion that occurs about capital access issues.  This has been the case especially for small 
businesses that lack access to most money and capital markets. The 1998 National Survey of Small 
Business Finances conducted by the Federal Reserve and Small Business Administration determined 
that 67 percent of small firms have their debt financing needs met by commercial banks. The data in 
Table 1 is indicative of the role of commercial banks in meeting the lending needs of small businesses 
in Texas. 
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The Community Reinvestment Act (CRA) requires that commercial banks with more than $250 million 
in total assets or that are part of a bank holding company with over $1 billion in assets provide annual 
data concerning their lending activity (number and dollar amount of loans) to small firms. This data is 
available to the public with a 6 month lag. Table 1 provides small business lending activity information 
for the 3 areas defined in this report, based on the 24 state planning regions (Figure 1) along with 
each region’s key counties for the year 2000.  Key counties were identified as those having 2.5 
percent or more of the firms located in a specific region, while small firms are defined as those with 
less than $1million in annual revenues.  
 
In summary, the data in Table 1 reveal that the total number of providers of debt financing to small 
firms (Column 1) is significantly greater than the number of commercial banks with a presence in the 
local market (Column 2). Generally, the total provider value is 3 times that of the number of banks. As 
revealed by the present and previous studies, small businesses must think “financial services industry” 
versus “commercial banks” when considering debt financing alternatives.  On a statewide level, 
commercial banks continue to play a prominent role in financing small firms (bottom of Columns 7 and 
8). Banks made over one-third (36.37 percent) of the number of loans and two-thirds (66.70 percent) 
of the dollar volume of loans to small businesses in 2000. While some caution must be taken with 
these figures since they are an “average of averages,” they are consistent with nationwide figures 
noted earlier.  Also, these values understate the role of commercial banks, since smaller banks are not 
required to report small business lending data. The Small Business Administration, Office of 
Advocacy, estimates that 25 percent-plus of total small business loans made is not reported in the 
CRA data.  Within the 24 planning regions, 12 reveal local banks making approximately 75 percent or 
more of the dollar volume of small business loans while 9 regions were roughly at the level of 60 
percent or less. With respect to the number of loans made by local banks, 9 institutions had a 50 
percent share or higher while 11 were at 35 percent or less.2  Thus, banks to play a prominent role in 
providing credit to small firms in Texas.  Regardless, there may well be additional demands that need 
to be considered.  Realization of this possibility in periods of strong or weak economic conditions and 
the concerns of the Finance Commission, in fact, prompts this study. 

 
Methodology 

 
The methodological approach of this study is considered “cross-sectional, conclusive, descriptive 
research.” This research design classification includes: 
 

1. Evaluations with specific research objectives and informational requirements;  
2. Studies that provide information for managerial or policy decision-making; and, 
3. Statistical tests that determine the degree of association between variables. 
   

For the results of any study to be generally applicable, a research design should be chosen that 
considers the validity and reliability of the collected data and provides a realistic degree of accuracy.  
In addition, these objectives must be achieved within the budgetary constraints of the project.  
Following the design established by the studies of the Federal Reserve/SBA, a mail survey was 
utilized to develop data about small business lending experiences in Texas. 
 
To achieve those goals, a standard randomized survey research methodology was selected for this 
assessment of small business finance as diagrammed in Figure 2 following the standard developed by 
the FED/SBA studies. Figure 2 illustrates that the research design entails 6 distinct stages. Stage One 
involves the development of the overall methodological approach to test the basic research questions 
addressed by the study.  Our primary goal was to determine whether the state’s financial institutions 
are adequately serving all segments of the Texas small business community, again following the 
standard developed by the FED/SBA studies.  
 

                                                 
2 The role of Credit Unions in financing small business firms (via sole proprietors/partners combining their personal loans with 
business financing needs) is not revealed in the CRA data files. As shown in the present and previous analyses, Credit Unions 
can provide a viable financing source for many small businesses. 
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Stage Two consists of two actions, the survey instrument design and sample pool selection. The 
survey device contains questions and responses that allow researchers to respond to the research 
objectives.  The obtained sample pool should reflect the socio-economic profile of the target 
population, and from this group, the sample frame is drawn and the survey device is applied (Stage 
Three).  Stage Four consists of follow-up contact with the non-responding members of sample frame. 
The survey sample is compiled in Stage Five with results and conclusions generated in Stage Six.   
 
Survey Instrument 
 
The survey instrument used to assess the finance and credit issues of Texas small businesses was 
designed to comply with the requirements of the Finance Commission’s Request for Proposals (RFP).  
The RFP specified four general areas that the survey device would address: 
  

1. Availability of Credit;  
2. Pricing and Terms of Credit; 
3. Quality of Credit; and, 
4. Lending Practices and Borrower Experiences. 
 

This amount of required information determined the nature and length of the survey.   Questions were 
included on the instrument to yield the desired information on each of these specific points, thereby 
adding questions and length to the survey.  It is important to point out the longer and more detailed 
surveys result in lower response rates than do less detailed survey instruments; an experience also 
shared in the FED/SBA studies. 
 
The survey instrument draft, once completed, was submitted to the Commission for review and 
comment.  Their additional questions and suggestions were included in the revised document.  The 
revised document was submitted to 2 focus groups (San Antonio and El Paso) for further comments 
and suggestions.  These groups assisted, as members of the business community, in insuring the 
language was suitable for the small business community and that the request for detailed answers 
would not serve as a major deterrent to participation.  
 
In this research design, a random sample was developed to mirror the target population, based on the 
U.S. Census Bureau’s County Business Patterns, using Equifax, a vendor who provides samples for 
research purposes.3  Each record contained the contact name, firm name, address, NAIC code, and 
business description of the randomly selected firms.  Introductory letters describing the nature and 
motive for the survey were sent to the preliminary sample group of 45,183 firms during the 30-day 
period July 13 through August 13, 2001.  The introductory letter served as a screening device to 
determine whether the selected firms were qualified under the guidelines established by the 
Commission, names and addresses of the contact individuals were correct, and to assess whether 
these firms were willing to participate in the survey process. Willingness to participate could be 
conveyed in 4 ways:  

 
1. By faxing the introductory letter to the toll-free number dedicated to this project;  
2. By calling the toll-free number;  
3. By sending an email; or,  
4.      By accessing the business survey website at www.iped.org/surveys/.   

 
If one of the first 3 methods was selected, a survey and self-addressed return envelope were mailed to 
the respondent.  The survey could be completed on the website if the latter method was chosen. 
 

                                                 
3 An Equifax partner (Info USA) provides the firm names to Equifax.  A two-stage process is followed for the definition of a firm. 
The initial list contains all business licenses issued by municipalities.  This does not, however, mean that the person or group 
who obtained the business license ever began operating.  Each license holder is called to verify the firm is in operation, its sales 
volume, number of employees, and contact information. The firm, thus, is defined as having a license and actually actively 
operating.   
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The second phase of the research process commenced on August 22 when IPED call center staff 
began making contact with the primary sample frame, a subset of the sample who had not yet 
responded concerning their interest in participating.  Over the next 12 weeks, 25,375 phone calls were 
made to Texas small businesses asking them to participate in the survey process.  Calls were made to 
all firms in the sample frame during traditional normal business hours.4  
 
In total, the survey process generated 15675 useable responses, 3.5 percent of the 45,183 preliminary 
sample and 6.2 percent of the 25,375 in the primary sample frame.6 The total valid responses of this 
survey (1567) permit a statistical evaluation of the basic research questions of this study. 
 

Findings 
Sample Representativeness 
 
The target population for the purposes of this study was defined by the Finance Commission as non-
agricultural, non-depository, for-profit small businesses operating in Texas with 100 or fewer 
employees.  The County Business Patterns database, constructed annually by the U.S. Census 
Bureau, provides county, state, and national level business data, including the number of 
establishments, payroll data, number of employees, and number of establishments by size for NAICS 
(North American Industrial Classification System) based on 2-digit industry groupings.7  We employ 
County Business Patterns in this study to determine the target population because these data direct 
government planning and funding decisions in much the same way as the decennial census of the 
nation’s population, and are standardized over three decades.   As such, the County Business 
Patterns will stand the test of a business definition for the federal government and its policy making 
process.  County Business Patterns exclude data on self-employed individuals who do not pay federal 

                                                 
4 395 firms in the sample frame did not meet the basic criteria established by the Commission as a Texas small business.  Most 
of these firms reported that they were wholly-owned subsidiaries of a larger corporation with more than 100 employees.  
Removing these firms from the sample yielded a total viable sample of 24,980 firms.  In addition, 1,752 (or 7.0 percent) of the 
sample frame had disconnected or out-of-service phone numbers. Of the 24,980-sample frame, 13.0 percent of the calls (or 
3,240) were not answered after two attempts.  In addition, answering machines were reached on 6,194 (or 24.8 percent) of the 
calls. In these instances, a specified explanatory statement was recorded and the staff caller requested that the business owner 
call the toll-free number dedicated to this survey.   
 
Contact was made with the business owner or manager for 59.7 percent (14,920 firms) of the sample frame.  Of this group, 
survey packets were mailed to the 8,544 firms (34.2 percent of the sample frame and 57.3 percent of those firms with whom 
contact was made) that agreed to participate in the survey process.  Forty-two percent of those firms with whom contact was 
made (25.5 percent of the sample frame) chose not to participate in the survey.  Of those who chose not to participate, 2,072 
firms (or 8.3 percent of the sample frame) indicated that they were “too busy” to complete the survey.  The largest portion (2,392 
firms or 9.6 percent of the sample frame) of those who chose not to participate cited “not interested in the topic” as the reason.  
The final group (1,912 or 7.7 percent) of those choosing not to participate stated “other reasons” for preferring not to complete 
the survey.  
 
For those firms in the sample frame that agreed to participate in the survey process, to whom survey packets were mailed but 
did not respond, a third phase of contact occurred.  After 3 weeks, call center personnel made follow-up calls to those firms that 
had not returned completed surveys.  Of the follow-up calls that were made, an additional 130 of the firm’s phones were now 
“disconnected.”  One hundred and three of the firms contacted a second time reported that they did not meet the stated 
qualifications of small business in that they employed more than 100 people.  Voice messages requesting participation in the 
survey process were left on 2,791 answering machines, and 1,570 phone calls were unanswered.  One thousand and seventy-
eight firms (15.0 percent of the follow-up calls and 4.3 percent of the sample) responded that they had received the survey but 
did not want to participate.  Of this group, 166 stated that they were “too busy” to participate; 543 indicated that they were “no 
longer interested” in the topic; and, 369 of the firms gave some “other reason.”  Nine hundred ninety-three firms indicated that 
they would participate and would like a second survey packet mailed to them.  A final group of follow-up calls yielded 504 
responses that the survey packet had been received and the manager would “mail the completed survey.”     
 
5The total survey response pool was 1621; however, 22 respondents with more than 100 employees were removed from the 
sample and 32 surveys were not completely filled out.  
 
6 We also believe that the survey length and its complexity contributed to this relatively low response rate. This result is not 
unique to the present study. The FED/SBA studies have seen a dramatic decline in official response rates from 66 to 32 percent 
in the eleven years of their studies, and only 9 percent of their total sample in their 1998 study.  
 
7  The North American Industry Classification System replaces the former Standard Industrial Classification, although the 
transition is not entirely complete.  An excellent overview, entitled 1997 Economic Census: Bridge Between NAICS and SIC, is 
available at the United States Census website at www.census.gov/epcd/ec97brdg/.  
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payroll taxes (Schedule C Tax Filers).  It also excludes employees of private households (maids, 
gardeners), railroad employees, most agriculture firms and agriculture workers, as well as government 
employees. It corrects for franchises or branches that operate under one business structure reporting 
only the headquarter firm. Because self-employed individuals do not, generally, have federal tax 
identification numbers or report payroll taxes they are excluded by the Bureau of the Census from 
County Business Patterns.8  Table 2 provides an overview of the size of the population of businesses 
establishments in Texas used in this study. 
 
Thus, working from County Business Patterns, in 1999, the most recent year of data available, 
453,872 business establishments9 in Texas met the definition established for this study and by the 
Bureau of the Census. These business establishments represent 95 percent of the 467,087 firms 
recognized by the Bureau of the Census through County Business Patterns in the state at that time.  
Between 1993 and 1999, this sector of Texas businesses grew at an average annual rate of 1.7 
percent, ahead of the national average rate of growth for this classification of firms at 1.47 percent 
over this same period.  Given the size of this business sector, there is little disagreement that the 
continued economic health of the state depends on the ability of small businesses to grow and 
prosper.   
 
Beginning with County Business Patterns we can determine the initial make-up of the state’s small 
business community in two basic ways: 1) geographic location; and, 2) industrial classification.  The 
geographic distribution of small businesses can be considered in a variety of ways in order to 
understand a number of regional characteristics that exist in a large state.  In order to manage the 
needs of the Finance Commission in the relatively short period of this study, the state was sub-divided 
into three regions:  1) urban/non-border; 2) border; and, 3) non-urban/non-border as shown in Figure 
1.  This figure also indicates how state planning regions, a previously established framework, can be 
associated with this breakdown. 
 
Table 3 provides the percentage of the state’s small business community that resides in each of the 
three regions using State Planning Regions as sub-units.  For example, 2.21 percent of the state’s 
small businesses as defined by the Commission are in the Panhandle region.  These are part of the 
non-urban/non-border geographic area that has 26.48 percent of small business firms in Texas.  
Similarly, North Central Texas (Dallas-Fort Worth) has 27.33 percent of the businesses relevant to the 
study and falls into Urban/Non Border status that includes the majority (66.11 percent) of the state’s 
small business establishments.   
 
In the third column of Table 3 the related response rates by the three geographic regions are reported.  
Because survey responses do not compare exactly to the actual rates of business establishments 
within regions, sample weighting (a proportional correction) was used to adjust the responses to reflect 
the population percentages.10.   
 
The new standard code framework to describe business entities and industries is the North America 
Industry Classification System (NAICS) to provide a consistent structure for the collection, analysis, 
and distribution of commercial and industrial statistics.  For purposes of this study, Texas small 
businesses are sub-divided by their two-digit NAICS codes as shown in Table 4.11    In the column 
"Target Population” in Table 4, we find retail trade (15.89 percent), professional and technical services 
(10.46 percent), and other services (10.52 percent) dominate the small business community of Texas, 
with almost 37 percent of the small business population. 
 
For analysis purposes, the self-reported responses of industrial classification were placed into five 
categories of: 1) Retail and Services; 2) Construction; 3) Wholesale; 4) Manufacturing; and, 5) Other, 

                                                 
8 In this regard, some differences may exist among data sources which do include these individuals, subsequently reporting 
higher numbers.   
9 We use the terms small businesses, firms and business establishments interchangeably, but for purposes of this study, 
business establishments as defined  the County Business Patterns represents the sample. 
10 Weighting is a common technique and is also employed in the FED/SBA studies. 
11 A two-digit code places the firms into categories analogous to SIC codes at the two-digit level. 
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at the request of the Finance Commission.  In Table 5, we report the results of the NAICS 
reclassifications into these categories and self-reported industry classification from the survey 
respondents.  What is important in this regard is to see if firms self-identify with industrial 
classifications in a pattern that reflects the County Business Patterns, and secondly, to determine if the 
responses reflect the actual patterns reported by the Census Bureau.  Table 5 suggests that overall 
firms responded to the survey in a pattern similar to the distribution of small firms in the state.  More 
firms placed themselves in the other category using self-identification: a fact that relates in part to how 
a business sees itself.  For example, an oil equipment sales firm may fall into service, manufacturing 
or construction depending on who filled out the survey, whereas the Census Bureau may place it into 
the construction industry category.  At the request of the Finance Commission, these self-reported 
categorizations were included in the survey.  Within the context of small business lending, the way a 
firm sees itself is also how it is likely to present itself to a lending institution when seeking financing 
alternatives.12 
  
A last consideration relating to the target population and the response pool is the size of the firm 
based on number of employees.  In Table 6, we consider the target population to the response set 
which shows that responses provide a very close match to the state overall. 
 
Non-Response Bias 
 
The statistical validity of the sample is also based, in-part, on non-response bias. While there is no 
definitive test(s) for assessing a non-response bias hypothesis, we can safely conclude that the data 
generated by the survey is representative of the small business community in Texas when weighted 
by geographic distribution. Our opinion is that if there is a bias, it would be that the 
experiences/opinions/concerns expressed by the sampled firms might somewhat over-state that of the 
entire population of firms because self-selection in choosing to fill-out a survey is generally based on 
interest, which in this case may be the experience of having a loan application denied.  However, this 
does not diminish the severity of the issue and how it impacts small businesses and economic 
development in the state.13 Using guidelines established by extant research (Armstrong and Overton, 
1977; Frey, 1989; Hui, Hall and Hedric, 2000), a host of non-response bias factors can be determined, 
none of which are definitive.14  Moreover, non-response bias impacts even the best efforts and 
remains a problem of the Census, a legally mandated survey (www.ncpa.org/pd/govern).  Kinnear and 
Taylor (1996, p. 339) point out that a low response rate does not necessarily imply a high non-
response error or bias, but only a potential difference between respondents and non-respondents on 
variables of interest.   
 
Armstrong and Overton (1977) suggest measuring the differences in responses for subsequent 
“waves” of respondents to assess the nature of the non-response error.  Thus to better understand the 
non-response bias better, we compare the first set of respondents, those who responded as part of the 
original contact, to the second set, made up of those with whom phone contact was made.  In 
comparing the two sets of respondents we wish to ascertain if there is a difference between those who 
responded to the first contact and those who responded to two or more contacts.  Statistical 
comparisons of the two samples responses indicates they are consistent, or put another way, there is 
no statistical difference between those who responded to the initial contact or those who responded as 
a result of the follow-up effort.  Subsequently, the sample represents and can serve to generalize to 
the small business community in the state. 
 
Firm Profiles15 
 
The survey asked a number of questions relating to the firm’s structure and practices.  The responses 
to these questions are provided in Figures 3 through Figure 9.  Profiles of the responding firms 
                                                 
12 Because of the closeness between the reported classifications and the overall pattern of business classifications in Texas 
reported by the County Business Patterns, no weighting was deemed necessary by industrial classification. 
13 It is also of interest to note that the FED/SBA studies do not address non-response bias in their reports. 
14 For example, Heuberlein and Baumgartner (1978) found 71 reasons for lack of responses to mail surveys, ranging from lack 
of interest to the color of the paper. 
15 Weighted responses based on geographic location in Texas are used from this point forward. 
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suggest a picture of small businesses in Texas that allows us to better understand issues associated 
with financial services and access to capital. We find that 40 percent of the businesses are sole 
proprietorships, indicative of our traditional view of small business organizations.  Approximately 35 
percent stated that their business is some form of corporate structure, with about 20 percent arranged 
as a partnership (Figure 3).   Firms with annual sales from $100,000 to $499,999 accounted for 34.8 
percent of the gross sales receipts distribution for the survey respondents.  Over 60 percent (60.4 
percent) report annual sales below $500,000.  While 25.4 percent report revenues exceeding $1 
million, smaller firms dominate the sample (Figure 4).  
 
The length of time that the responding firm has operated under the current ownership structure is, to 
some extent, a measure of business stability and, therefore, important in the acquisition of credit.  The 
survey shows that 35.9 percent of the sample had operated under the same structure for 15 years or 
more.  Over half of the sample (52.42 percent) indicated that their firms have been in business under 
the same ownership for more than 10 years, suggesting that there is a well-established small 
business sector in the state.  Only 3.2 percent of the sample had been operating under the current 
structure for less than one year (Figure 5).  
 
Approximately one-quarter (23.5 percent) of the sample are self-identified as minority-owned, 
reflecting the diversity that exists in Texas (Figure 6).  Among minority owners, 43.4 percent are 
Hispanic and 9.9 percent African American, with over one-third representing a mix of other ethnic 
groups (Figure 7). In addition, 82 percent of the sample reported that a single individual has majority 
ownership (Figure 8).  Approximately two-fifths (38 percent) of the sample are reported to be women-
owned businesses (Figure 9).  Overall, we feel this may over-represent women ownership which has 
been reported at 26 percent nationwide by the U.S. Census for 1997 and 25 percent for the State of 
Texas for the same period.  However, that rate may exceed 35 percent nationwide according to some 
sources, and undoubtedly is the fastest growing area of small business enterprises (Texas Business 
Review, 2002).  
 
Financial Services Uses and Processing Issues 
 
As a beginning step in assessing financial services usage and overall satisfaction, some basic criteria 
deemed necessary for meeting lending requirements are considered by the survey that address 
business practices.  Underscoring these conditions and practices is the degree to which the small 
business community can respond to the requirements imposed by lenders; conditions that, to a large 
degree, determine the probability of obtaining financing. 
 
Effective Demand 
 
Effective Demand is based on business legitimate needs for funds consistent with its business plan 
and operating strategy within its industry.  It includes its willingness to provide all the necessary data 
and supporting financial information to a lending institution necessary to meet the institution’s 
regulatory body’s demands.  This may include processing costs, requirements such as certified 
financial statements and business plans, as well as collateral and determinations about the financial 
security and future of the firm. 
 
Supply Conditions 
 
The providers of both traditional (commercial bank) and alternative financing (finance companies, 
lease companies, brokerage firms and credit unions), and the requirements they face, may vary by 
institution. These are requirements borrowers must meet as a result of the regulatory environment. 
 
Findings 
 
Critical to obtaining any form of credit financing from a financial institution is the requirement that the 
firm maintain adequate financial records. These accounting systems may range from rudimentary tax 
records to professionally audited financial statements.  Survey respondents were asked to describe 
the accounting system that their firm employs.  Table 7 provides responses to this question showing a 
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clear majority (56.2 percent) maintain an accounting system “that provides monthly, quarterly, and 
year-end financial statements and tax information.”  This category represents the highest level of 
financial reporting sophistication among possible responses.  Among the three other response 
options, approximately 22 percent of responding firms utilize an accounting system that generates no 
financial statements.  Lack of adequate record keeping may create problems when credit is sought at 
depository institutions because of the regulatory requirements they must follow that determine the 
supply and demand conditions.  Slightly less than 15 percent of small businesses generate only a 
year-end tax return and financial statements.  Although an improvement over the rudimentary 
accounting systems, this level of reporting may also be insufficient to meet the application 
requirements for certain types of credit.  Lastly, a quarterly system is used in less than 10 percent of 
the responses, and may serve as an adequate system for lending purposes in many instances. 
 
The questionnaire also posed 2 important questions concerning the responding firm’s level of 
outstanding liabilities.  The existing debt load and ability to service that debt can be a critical factor in a 
lending decision.  Table 8 shows that almost one-half of the sample (48.2 percent) have outstanding 
liabilities to financial institutions less than $10,000.  An additional 20 percent stated that they owed 
between $10,000 and $49,999 to banks.  Thus, approximately 70 percent (68.3 percent) of the 
respondents maintain outstanding obligations to financial institutions of less than $50,000.  All small 
businesses reporting debt in excess of $500,000 and debt over $1 million is limited to less than 3 
percent. 

 
Total liabilities to all creditors, in addition to those owed to financial institutions, are less than $10,000 
for 38.4 percent of the sample, while approximately 60 percent responded that their firm’s total 
liabilities were less than $50,000 as seen in Table 8.   Thus, the overall picture is of a debt structure 
that is not major in many regards, when one considers that a family with 2 new cars and some 
outstanding consumer credit could also have $50,000 or more of liability.  Servicing this debt can, 
however, be problematic for small businesses, especially those who may be operating with small 
margins.     
These conditions – financial record keeping, and level of liabilities – can be critical to obtaining debt 
capital.  The loan application experience may also be a function of these levels of liability and play a 
significant role in how debt capital is accessed and the experience of small businesses in the lending 
environment.
 
Loan Application Experience 
 
The loan application experience can range from quite easy and expedient to a long and detailed 
process that is difficult for many potential borrowers to understand.  The loan application experience 
also has an effect on future financing/borrowing tendencies among business owners and how they view 
their potential to work with a financial institution it is, thus, a two-way experience. The degree to which 
the borrower can feel that they are part of a business relationship, and the way in which that relationship 
plays itself out during a capital or debt request is important to both the lender and borrower.  In addition, 
small businesses also are likely to look for consistencies in requests made by their financial institution, 
in order to have or prepare the appropriate documentation.  When inconsistencies arise the borrower 
may see the process as problematic in a time when they are seeking solutions to business growth or 
sustainability.  
 
To address these issues, the survey questionnaire inquired about the firm’s recent history in applying for 
business loans.  The survey assessed the motive for the loan, the institution approached for the loan, 
the source of information about the loan, whether the loan application was approved or denied, and, if 
denied, the stated reason for the denial.  In Table 9 we address the basic issue of whether a loan 
application was made during the past 3 years for business credit.  In summary, we find that there is a 
near even distribution among those who applied for a loan (48.4 percent) and those who did not apply 
for a loan (51.6 percent) in the previous 3 years.  Thus, pursuing credit is a common practice among 
small businesses and given their numbers is a substantial part of commercial lending in Texas.  To this 
end, Table 10 shows that among those who did apply for loans, 9 times out of 10 (88.7 percent) the loan 
was with a Texas-based institution.  Thus, Texas small businesses for the most part are linked to the 
state’s lending bodies and use them as their primary lending sources over out-of-state sources. 
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An examination of the most recent loan applications in Table 11 shows that 46.9 percent were for a line 
of credit followed by working capital loans for 14.2 percent of the respondents.  Equipment loans (9.9 
percent) and vehicle loans (9 percent) were third and fourth most common, followed by land and 
building loans for 7.3 percent.  Other loan types, including refinancing under the attractive interest rates 
of the past few years all fail to occur for more than 5 percent of the cases reported.   
 
Survey respondents were also asked to indicate the institutions from which their firms made loan 
requests.  The type of institution and the relationship with an institution are possible factors in the type 
of loan that may be obtained and initially are examined in Figure 10. Over two-thirds (67.3 percent) of 
the credit requests were made at “local” financial institutions, those in close proximity to the business, 
with multi-state banks being the second most approached institutions for business loans, receiving 26.3 
percent of the credit requests.  Clearly, Texas small businesses approach local depository institutions 
more frequently than other types of institutions.  In addition, small businesses report uses of credit card 
companies in 15.9 percent of the responses.  Credit Cards have grown in use among small businesses 
in the last decade and undoubtedly have become more frequently used, especially for short term 
financing, in the past several years.  At the same time these companies are expanding their reach into 
general lending and consolidation lending that may have attraction for many small businesses. 
 
One of the avenues to obtaining financial assistance for small businesses is through guaranteed 
government loan programs.  Application for such programs is, however, relatively low among small 
businesses in Texas based on 8.4 percent of the responses to the survey reporting such applications as 
shown in Table 12.  Clearly, this is an area where opportunities may not be fully developed.  Table 13 
goes further by reporting that the Small Business Administration (SBA) is the most often utilized 
program by small businesses in Texas, although at a relatively low rate overall. 
 
The relationship that a business owner has with his bank is potentially a factor in how a loan application 
is treated and processed.  In this regard, a first question is the general relationship and borrowing 
history between the small business and its bank when applying for a loan. Table 14 addresses this 
critical issue by indicating that loan applications were submitted by new customers approximately one-
quarter of the time (23.9 percent) and by customers who had previously had a loan over 50 percent of 
the time (56.5 percent).  It would seem that having a relationship with a bank prior to loan application 
could be important, an issue to which we shall return. 
 
In applying for a loan several options exist in how to proceed.  Table 15 shows that two-thirds of the 
time (66.4 percent) the applicant makes the loan request in person and in slightly less than one-quarter 
of the cases (22.6 percent) does so by telephone.   In making applications (Table 16), two-thirds of the 
time (65.1 percent) there is only one application made, while in approximately one-fifth of the reported 
applications (18 percent) 2 applications are submitted.  Less than 10 percent of the time (9.7 percent) 3 
applications are filed, but 4 or more applications occur in less than 10 percent of the cases (7.2 
percent).  The experience of only one application in the majority of cases suggests many businesses 
are, more than likely, aware that they will qualify for lending and do not see the need to submit multiple 
applications. 
 
Firms become aware of borrowing alternatives in a variety of ways. Figure 11 shows that the primary 
sources are local bankers (47.4 percent), through business relationships (40.3) and friends or business 
acquaintances (14.6).  In all, the network of the small business operator, either formal through business 
or informal outside of business, remains the primary way of obtaining information about loan 
opportunities.   
 
The process of obtaining a loan includes a number of factors that determine the terms of the credit 
contract.  A series of questions in the survey concerned credit issues and what was required in order to 
obtain credit.  The first question addressed the type of financial records required by the lender, usually 
due to regulatory controls.  Figure 12 shows that the request for records varies.  At one extreme 27 
percent reported not needing to provide any additional documentation, a fact we associate with a 
banking relationship over time.  Nearly one-half (46.3 percent) provided the previous year’s financials, 
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also required for 3 years in one-third (33.8 percent) of the applications.  Audited financial statements 
were necessary in one-fifth of the cases (19.4 percent) and a business plan in 15.8 percent.  Consistent 
with other research that suggest small businesses are linked to the financial status of the owner, in 49.1 
percent of the cases personal financial records were requested. This confirms the results of previous 
research concerning co-mingling of business financial matters with personal ones.  
 
How the credit application is processed includes an evaluation either by a credit score (5.8 percent), a 
loan officer (33.2 percent) or both (17.8 percent) is considered in Table 17.  Surprisingly, 43.3 percent 
had no knowledge of how their credit was evaluated. Following this, Table 18 reports if the respondent 
believed the evaluation was conducted fairly which an overwhelming 84.6 percent agreed that the 
process was fair. 
 
Finally, whether the loan was approved or denied is considered by Table 19.  Of those who applied for a 
loan (709), 82 percent report they were approved, while 18 percent experienced a denial or were still 
waiting for a determination at the time of the study.  These results suggest small businesses are 
generally very successful in obtaining financing when required.  For the approximately one-fifth who 
were denied credit, 59 percent reported they discontinued credit solicitation, while 25.3 percent sought 
financing with another lender.  For those firms making subsequent loan applications, one-quarter were 
able to obtain funding and three-quarters were unsuccessful (Table 20).   
 
For those denied credit, reported in Figure 13, the major reason given for the denial was poor credit 
history (31.5 percent).  Insufficient capital and earnings, critical factors to lenders in determining the 
likelihood the loan will be repaid, were cited in 21.9 percent and 22.3 percent of the cases, respectively.  
Too much debt also was associated with the denial for 22.8 percent of the respondents, as well as the 
lack of collateral in 26 percent of the reasons cited.   
 
The processing time of a loan application was found to also vary.  Table 21 shows that loans were 
processed in less than 7 days 50.5 percent of the time and less than in 2 weeks 67.5 percent of the 
time. Lengthier periods were evidenced in one-third of the responses, undoubtedly a function of type of 
loan (i.e., real estate needing appraisals, etc.) or because of attempts to clarify credit-related issues.  
These lengthier periods probably vary on an institution-by-institution basis and are difficult to generalize 
about in this project setting. 
 
Terms of Credit 
 
Included in the survey were questions designed to determine the underlying terms of credit on small 
business loans.  Small business lending is sometimes made at a greater risk to the lender.  Overall, the 
terms of credit to small businesses are important to insure they are treated fairly and can benefit from 
their borrowing rather than be burdened by terms that do not work in their favor.  In Table 22, the issue 
of collateral is considered and indicates that over 60 percent (62.1 percent) of the loans required some 
form of collateral. Figure 14 shows that inventory and accounts receivables accounted for 44.2 percent 
of the collateral, followed by vehicles and equipment.  Business real estate contributed to 22.9 percent 
of the responses, with personal assets of cash and securities (19.7 percent), personal real estate (10.3 
percent) or other personal assets (7.2 percent) placed as collateral; again evidence to suggest co-
mingling of the personal assets of the firm’s owner with the business itself.  In addition, Table 23 shows 
that additional written agreements were required 21 percent of the time, supplementing the basic 
agreement with performance standards, additional financial covenants or call conditions. Table 24 adds 
to this condition by illustrating that 44.5 percent of the time additional protection such as a co-signer or 
insurance was required for the loan. 
 
The amount of a loan can also bear directly on the terms of credit.  Table 25 reports requested loan 
amounts with the majority of the requests being for less than $100,000 (62.4 percent). Loans between 
$100,000 and $250,000 make up 19.3 percent of the requests with larger requests dropping off as a 
percentage of the total. Loan applications with less than $1 million make-up 96.2 percent of all requests, 
with only 1 percent being over $5 million. 
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The length of payoff for a loan also plays a role in credit terms because of its relationship to the amount 
a borrower can safely pay in any period.  Table 26 examines this condition and shows a majority of 
loans are scheduled for repayment in 5 years or less, with 20.6 in 1 year or less, 21 percent in 1 to 2 
years and 32.8 percent between 2 and 5 years.  In light of the large number of line of credit, working 
capital, and vehicle/equipment loans, these are consistent findings. Longer payoff times are likely to be 
associated with other assets (i.e., land or large capital assets).  Loan payments are predominantly set 
for monthly terms in 82.9 percent of the responses. Quarterly payments are required in 3.2 percent of 
the cases. 
 
Fixed interest rates are charged in 58.6 percent of the loans obtained as seen in Table 28, while 34.8 
percent report a variable rate.  Fixed interest rates do result in constant payoff amounts, but variable 
rates do occasionally provide for loan qualification by being somewhat lower. The majority of loans are 
at a rate below 12 percent as seen in Table 29.  Less than a 6 percent rate was available in 5.2 percent 
of the cases, while 44 percent obtained a rate between 6 and 8.9, and another 35.9 percent between 9 
and 11.9.  A few borrowers reported rates in excess of 12 percent, rates relatively high in light of the 
past three years under consideration.  Refinancing has also been quite prevalent in the past few years 
as interest rates reached their lowest point in several decades.  Refinancing resulted in a lower rate for 
44.6 percent of those who undertook a loan and at the same rate for 44.8 percent as provided by Table 
30.  Over 10 percent (10.7 percent) reported a higher rate after refinancing. 
 
Over one-third (38.3 percent) reported they also incurred additional fees in order to obtain their loan, 
such as processing fees, points, etc., while 50 percent (49.5 percent) did not incur such costs as seen in 
Table 31.  Fees can vary for a variety of reasons and can take a number of forms as shown in Figure 
15.  The most common fees are loan processing (44.4 percent), administrative fees (43.5 percent), 
document preparation fees (38.6 percent) and filing fees (36.0 percent).  The costs for these fees are 
borne by the borrower and range from less than $1000 to several thousand dollars as evidenced by 
Table 32. Fees under $100 are reported 20.9 percent of the time; between $100 and $200 for 25.8 
percent. Over one-quarter of the respondents report fees in excess of $1000, no doubt including 
origination or discount points or fees where extensive documentation is required.  Over 10 percent (13.2 
percent) report no knowledge of the fees and throughout the fee question set, low knowledge levels 
about the fees is consistently over 10 percent (Tables 31 and 32). Hence, financial illiteracy may be 
present in these cases. Table 33 adds to this issue when one sees that 31.7 percent, almost one-third 
of the loan recipients, were unaware that loan fees are a true cost of borrowing. 
 

Quality of Credit and Services 
 
Information Sources and Financial Services 
 
One common complaint from those who engage in business activities is that the legalistic language 
used in credit applications and loan agreements can be difficult to understand.  The survey instrument 
included two questions addressing this issue.  Specifically, a question asked whether the marketing 
information associated with the business loan was difficult to read and understand.  The results shown 
in Table 34, suggests borrowers find marketing information easy to read (44 percent) but did not receive 
any information in 30.5 percent of the cases.  We would think disclosures might be less easy to 
understand, but a majority (59.9 percent) found them suitable.  For both marketing information and 
disclosures, over 10 percent did not find them easy to understand. 
 
Survey participants who requested and received business loans were asked their overall satisfaction 
with the terms and conditions of the agreement.  Three-quarters of the respondents were either very 
satisfied (40.2 percent) or satisfied (36.6 percent) with the credit or loan they obtained.  Table 35 also 
shows that 5 percent were dissatisfied or very dissatisfied, and approximately one-fifth were neutral 
about their satisfaction level. 
  
Another concern is the degree to which loan applicants use business support services.  Many small 
businesses may not have the “in-house” capabilities that allow them to meet all loan requirements. 
Thus, the use of outside accounting, legal and other support services can become quite important.  
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Figure 16 provides data on the firms using support services.  Accounting firms are used in over one-
third of the businesses involved in the study (35.4 percent).  However, this means that two-thirds of 
small businesses have not relied on accounting firms in developing loan applications in the last 3 years 
under consideration.  Legal firms record the second level of usage (14.6 percent) followed by less than 
10 percent use among other options.  Small businesses also rely on a host of financial products as 
shown in Figure 17.  A business checking account, not surprisingly, is the most utilized service (93.3 
percent), followed by personal credit cards (68 percent) and personal checking accounts (52.8 percent).   
The latter 2 uses further the concept that the small business owner routinely co-mingles personal and 
business funds. This is further supported by over one-quarter reporting personal loans (26.5 percent) 
being employed.  Additional services are also reported in a range of use patterns that contribute to the 
financial condition of the small business firm.   
 
Figure 18 reports use of new financial services technologies, and overall suggests low utilization of 
technology as a financial instrument.  The most common use is for automatic funds transfers (36.5 
percent) and automatic payment services (24.1 percent). The remainder of the options received 10 
percent or less use among small businesses, suggesting that this area of banking is one where 
expansion is likely to occur in the not-too-distant future.  
 
Credit Issues 
 
As earlier reported, credit reporting is critical to loan decisions.  A series of questions concerning credit 
issues were included in the survey.  In Table 36 we see that 12.8 percent of the small businesses report 
having a discrepancy in their credit record, an error which can be problematic when seeking new 
financing.  Less than 10 percent (8.3 percent) report having filed a report to correct the credit error as 
seen in Table 37, with the same number reporting that resolution of the credit error was very easy in 
Table 38. However, almost one-half (47.7 percent) report that resolving the issue was difficult or very 
difficult.  Among those who have dealt with credit discrepancies, over one-third (35.8 percent) report that 
resolving credit issues generally occurs in a timely fashion as reported by Table 39. 
 
Another credit issue relates to delinquencies.  Three-quarters of the respondents in Table 40 report they 
had been delinquent in the past to creditors.  Small businesses do not always have cash reserves or 
savings, as shown earlier. Thus when business conditions are not optimal, they are faced with the 
inability to pay all credit in a timely fashion.  The presence of these delinquencies in previous credit 
obligations can be a major obstacle to obtaining additional credit. 
 
Once a delinquency occurs, several approaches can be made by the credit granting institution.  Figure 
19 indicates that the most common procedures experienced were reminder notices in three-quarters of 
the cases (75.6 percent), phone calls over half the time (57.8 percent) and certified letters less than 20 
percent of the reported cases (17 percent).  Visits by creditors or their representatives, occurred in 8.1 
percent of the cases, with legal action and repossession used in 8.6 and 5.6 percent of the reported 
cases, respectively.  
Barriers to Obtaining Financing 
 
Obtaining credit involves a variety of issues that are both borrower-based and due to requirements 
placed on lenders by state and federal agencies.  Potential issues include perceived barriers to debt 
financing along with economic and industry conditions.  While a variety of strategies can be employed to 
work through these issues and barriers, how small businesses address them and respond can 
determine their potential to obtain credit and financing.  Figure 20 and Table 41 record small business 
responses about barriers to financing using mean scores from a 5 point scale ranging from 1 being no 
problem to 5 being a serious problem.  Rigorous lending requirements obtained the highest mean score 
(mean = 2.73) followed in order by cost of obtaining finance (mean = 2.3), the feeling that only 
conventional and SBA loans are available versus other alternatives such as factoring receivables, 
leasing of equipment, or flooring (mean = 2.66) and reporting requirements (mean = 2.6).  Issues 
relating to financial literacy, namely lack of information and lack of knowledge about loans, received 
lower mean scores.  Overall, no barrier obtained a mean score of 3 or higher suggesting that barriers in 
general are not a problem.  However, for each of the potential barriers, 20 to 30 percent of the 
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respondents gave ratings of 4 or 5.  Thus, they are indeed obstacles to a fairly large segment of the 
Texas small business community that needs to be considered in a policy context. 
 
Figure 21 and Table 42 provide insight into a number of issues that small businesses must face in the 
current economy.  Using mean scores based on a scale of 1 being unimportant to 5 being very 
important, income and property taxes received the highest mean scores, 4.0 and 3.78, respectively.  
Government regulations also weighed in with a mean score of 3.78 followed by the quality of the labor 
pool (mean = 3.69) and costs of labor (mean = 3.53).  Declining sales concerns (mean = 3.5) and 
competition from larger firms (mean = 3.3) also draw the attention of small businesses, while inflation 
(mean = 3.3) and interest rates (mean = 3.2) are ranked lower.  All the mean scores indicate concern 
and, except in the case of franchise taxes, all responses in the top two categories of importance 
exceeded 40 percent.    
 
In light of the barriers and issues that small businesses encounter, a series of strategies that can be 
employed were proposed to the respondents.  Figure 22 and Table 43 report support for these 
strategies among small businesses in Texas.  Access to more information obtained the highest mean 
score on a scale from 1 being not at all helpful to 5 being extremely helpful, with a mean of 3.14.  In 
general, support is below the mid-point of the scale for all strategies except access to more information.  
However, 19 percent or more do think each of the strategies would be helpful, indicating a market for 
them by financial services providers. 
   

Bivariate Relationships as Sources of Variation 
 
One major objective of this research is to determine whether the state’s financial services institutions 
meet the needs of the Texas small business community.  Specifically, are all subsets of the business 
community served?   
 
Each subset represents potential groups with varying concerns and issues within the small business 
environment.  Because of its size, Texas has a wide range of businesses linked to geographic regions.   
There also are a variety of businesses in Texas ranging from manufacturing and construction to retail 
and service.  The extent to which small business financial services may vary by industry may be 
important to our understanding of the issues they face.  Texas also has a large minority population 
including Hispanics in the border area and a diverse mix in the major urban areas.  Minority concerns 
about lending, along with how women increasingly play a larger role in businesses, also require full 
consideration.   
 
Highlights of Cross Tabulations 
 
The following provides the findings from cross tabulations. To achieve this objective, the small business 
community of the state was subdivided by four basic characteristics:  
 

1) geographic area; 
2) industrial classification; 
3) ownership ethnicity; and,  
4) gender of the majority owner.   

 
The data collected for this study is voluminous.  Thus we report only the statistically significant 
relationships in each category in this the text.  The following summarize the key findings from the cross 
tabulations which allow for comparisons between the basic characteristics and the survey responses for 
all questions.16 
 
Geographic Area  
   

                                                 
16 In addition, numerous ways of examining the data exists.   Data requests can be made through the Finance Commission, and 
IPED will inventory and maintain the data set for a period of one year. 
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 Minority ownership issues are prominent in the border region, consistent with the ethnic mix in 
that area;   

 The legal structure of the firm suggests sole proprietorships are more likely to occur outside the 
major urban areas of east Texas; 

 Two-thirds of all loans are applied for in urban areas, consistent with their distribution among 
firms in the state; 

 Urban respondents are more likely to be new customers and have a limited previous banking 
relationship while border and non-urban/non-border businesses have histories of longer 
relationships with banks; 

 Lines of credit requests are higher in urban areas, as is use of credit unions and multi-state 
institutions; 

 Form of initial contact is related to the manner in which business is conducted in the various 
regions, such that personal meetings with lenders are more likely in the border over other 
regions and non-urban/non-border over urban; 

 The number of institutions contacted is higher in the border and non-urban/non-border regions; 
 Non-urban/non-border applicants are more likely to need to provide collateral, while the border 

requires additional protection at a higher rate;  
 Interest rates paid appear higher in the border region and lower in the major urban areas; 
 Supplemental fees are added to loans more often in the border; 
 Co-mingling of a firm’s finances with personal banking services is higher outside the urban 

areas. 
 
Industry Classification 
  

 Small firms were more likely to be sole proprietorships in the retail or service sectors;  
 Gross revenue was likely to be lowest in retail and service sector; 
 Minority ownership is slightly higher in retail and service sector; 
 Number of employees per firm were lowest among retail and service firms; 
 One individual with majority control is more dominant among retail and service businesses; 
 Size of most recent loan is likely to be under $100,000 and more likely to be in the retail and 

service classification; 
 Gender ownership shows women are more likely to be in retail and service businesses; 
 Sophistication of accounting systems suggest the weakest systems are in retail and service 

businesses; 
 Type of credit requested is primarily a line of credit; 
 Applications for credit are more likely to be among the retail and service classification of small 

businesses a response consistent with their frequency; 
 In the retail and service sector co-mingling of funds between the business and the owner is 

higher;  
 Delinquency on a credit agreement is more prone to occur in the retail and service 

classification;  
 Additional protection is more likely to be required for a loan applicant from the retail and service 

businesses;  
 Fixed rate loans clearly dominate regardless of industry classification; 
 Amount of liabilities are lowest in retail and service sector.   

 
Minority-Owned Businesses 
  

 Minority-owned firms generate lower gross revenue than their non-minority-owned counterparts; 
 Minority-owned small businesses appear to be newer;  
 Women-owned minority firms are more prevalent than male-owned;  
 Accounting systems for minority-owned firms are less sophisticated than for non-minority firms, 

but at rates lower than reported in earlier studies;    
 Applications for credit financing occur at a higher rate among minority-owned firms; 
 Minority-owned firms also take greater advantage of guaranteed loan programs;   
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 The credit evaluation process is longer for minority firm credit applications than for non-minority 
firms;   

 Minority firms question the fairness of the loan evaluation process at a much higher rate than do 
non-minority firms, although the evaluation process appears to be the same;    

 Minority-owned firms are denied credit at a higher rate;  
 Minority-owned firms are more likely to pay higher interest rates;  
 Credit discrepancies are more frequent with minority firms;   
 Minority-owned firms are not required to provide additional credit enhancements at a higher rate 

than non-minority small businesses. 
 

Women-Owned Businesses 
 

 Women-owned firms are likely to be newer businesses;  
 Women-owned firms are smaller in terms of gross revenues but not in number of employees; 
 Women-owned firms are likely to be structured as sole proprietorships; 
 Women-owned firms are more likely to utilize a less sophisticated accounting system;  
 Women-owned businesses report having fewer outstanding liabilities;  
 Women-owned businesses also borrow smaller amounts, on average, than non-women-owned 

businesses;  
 Women-owned firms apply for government-guaranteed loans at a higher rate than the 

remainder of the small business community;   
 Women-owned businesses are no more likely to be required to provide additional written 

agreements as part of lending requirement; 
 Women-owners, however, report no substantial differences in the terms or requirements of 

credit. 
 

Assessing Small Business Lending Using Multiple Criteria 
 
Lending decisions are based upon the institution’s assessment of the applicant’s creditworthiness. 
Given this, the lender seeks to gather as much relevant financial information as possible. As discussed, 
key sources of such information include: the applicant’s financial records and the degree of 
sophistication of the record keeping; reviewing the institution’s past relationship with the prospective 
borrower, if any; and, evaluating the firm’s (and its owner’s) credit history, especially with respect to past 
delinquencies. Such factors, of course, vary from firm to firm. Collectively, evaluation of these factors 
leads to approval/denial of the request for credit. Figure 23 offers a scale ranging from “best” to “worst” 
case of these 3 considerations. 

 
Figure 23 

Scale of Multiple Loan Criteria 
 

Best Conditions --------------------------------------------------------------------------Worst Conditions 
 

Monthly Accounting------Quarterly Accounting--------------- Year-End Financial----------------- Year- End
                   Statement and Taxes                Taxes Only 

 
No Delinquencies------------------------------------------------------------------------- Delinquencies 

 
Present Customer with ---------------- Present Customer  --------------------- New Customer 

Previous Credit Relationship           No Credit Relationship  No Credit Relationship 
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Using this scale, we can develop an index that reflects on 3 key issues discussed. In Table 44 we have 
examined loan denial rates based on an index of the accounting system, delinquency, and customer 
status assuming the extant literature in this regard is correct and these 3 factors have a significant 
bearing on a loan decision. The index ranges from 1 to 3, where 1 equals having a year-end only 
financial record keeping system, a history of having been delinquent, and being a new customer with no 
previous relationship with a bank through previous loans.  A score of 3 represents having monthly 
accounting systems in place, no reported delinquencies, and a history with an institution as a customer 
and previous borrower.  A score of 2 represents a mix of these conditions.  As Table 44 represents, we 
were able to develop index scores for 682 respondents who sought loans.  One-fourth of those 
respondents appear to have the worst set of conditions confronting them in the loan process, while 
approximately one-third would conceivably be in the best position.  Further consideration in Table 45 
indicates that among those with an index score of 1, approximately one-sixth (15.4 percent) were still 
able to obtain financing regardless of the conditions they faced.  Those who had the higher scores, and 
thus, we would argue, the better chance of obtaining financing, were funded at a significantly higher 
rate.  A score of 2 also shows that even with a mixed record, funding is likely to occur 6 out of 7 times.  
Overall, it appears that small firms, if the combination of the 3 factors noted sum to an index score of 2 
or higher, have a good chance of obtaining funding and can overcome potential obstacles related to 
their past experiences and practices. We keep these criteria in mind as we proceed to a more technical 
level of analysis based on multivariate statistical techniques. 
 

Multivariate Analysis of Factors Influencing Loan Approval 
 
The purpose of this section is to provide a more comprehensive statistical analysis with respect to the 
factors which influence or “predict” the approval or denial of a business firm’s loan application.  The 
multivariate statistical analysis technique, binary logistic regression (BLR), is utilized to identify the 
individual and collective roles of a host of variables concerning their influence on loan approval/denial 
rates, as described below. 
  
The principles of economics and finance, along with the wide variety of lending regulations, suggest a 
number of factors that would influence the accept/reject commercial lending decision. Of these, a critical 
factor is that the institution has access to financial information concerning the present and prospective 
performance of the applicant. 
 
The present study provides data which can be analyzed to assess the role of financial information 
availability in the lending decision.  In addition, as described below, a variety of other variables can be 
considered.  Specifically, we examine those who applied for a loan during the past 3 years.  The 
following research considerations are suggested by the previous research in the field and the findings 
reported to this point. 
 

-Banking relationship: The traditional banking relationship that existed in many small 
communities has been supplanted by mega-banks and a re-structuring of the financial industry.  
However, contact with a banker has not disappeared and reports suggest that personal banking 
relationships and favorable loan approval outcomes may be a function of a previous relationship 
between the lender and borrower. 
 
-Delinquency record: Firms with a poor credit history cannot anticipate having the same 
probability of receiving loan approval as firms with a “clean” record. 
 
-Type of financial record keeping system:  Firms employing a basic, year-end compilation 
accounting method for tax purposes and basic financial statements can only provide limited 
financial information to a prospective lender.  One would anticipate that utilization of this 
accounting method would have a negative effect upon the probability of gaining loan approval. 

 
-Size of firm by revenues:  A larger firm, as measured by sales revenues or number of 
employees, may be generating significant cash flows.  This fact would enhance the chances of 
loan approval.  On the other hand, the current and prospective performance of a large business 
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is not always bright.  Therefore, one cannot hypothesize a direct (that is, positive) or an indirect 
(that is, negative) impact of this variable on the probability of receiving a loan. 

 
-Size of firm by number of employees:  The existence of a larger number of employees relates 
to the ability to generate more revenues.  If revenues relate to employees, it may serve as a 
further indicator of ability to pay.  However, a firm may also be over-staffed and not operating 
efficiently. 
 
-Age of firm:  An older firm, in terms of years since inception or years under current owner, has 
demonstrated its ability to be successful in its market over time.  However, long-term staying 
power does not automatically insure strong cash flows at present and/or an optimistic future 
outlook.  Thus, the directional effect of this variable upon the loan acceptance probability cannot 
be assessed a priori. 

 
-Legal form of business:  The legal structure of a firm, that is, whether it is a sole proprietorship, 
partnership, corporation, or sub-chapter S corporation, should have no significant impact by 
itself, upon the accept/reject lending decision. 

 
-Type of business:  The nature of a firm’s business, for example retail/service, wholesale, 
manufacturing, or construction, could influence the probability of loan approval depending upon 
the type of loan requested and present/anticipated economic conditions for the industry in 
question.  The effect could be positive or negative. 

 
-Geographical location:  The physical location of a firm, as a separate factor, should have no 
impact upon loan approval/denial rates. That is, the census tract or zip code of a firm’s 
operation should not be a predictor of loan approval. Such a practice, termed red-lining, is 
discriminatory and is in violation of banking regulations. If the geographic area is defined in 
much broader terms, as we do here, pockets of the state that may require more in-depth study 
can be determined. 

 
-Gender of owner:  Whether the majority owner of a firm is male or female should not affect the 
chances of obtaining debt financing.  As above, this would be an act of discrimination. 

 
-Minority ownership status: The race or ethnicity of a business owner, by law, cannot play a role 
in the lending decision process of a bank. 
 

These comments also introduce a key point.  Conceptually, multivariate analysis will separate out the 
effects that each of the variables has upon the probability by loan approval. However, if the “predictor” 
variables are highly correlated with each other, it becomes difficult (although not necessarily impossible) 
to disentangle these interrelationships. This is a point to which we shall return, but, in part, have already 
addressed in the cross-tabulations discussed earlier.  The previously reported data suggests that 
certain sub-groups of respondents have varying experiences with respect to loan application approval 
rates. The assessment of the potential role of these variables, collectively and individually, in 
determining the chances or probability of gaining loan approval from a local bank is the justification for 
the Binary Logistic Regression (BLR) reported here.   
 
The BLR method (see Hasmer and Lemeshaw, 1989; Norusis, 1997; Field, 2000) allows the researcher 
to directly estimate the probability of an event occurring; in this case whether a business loan 
application will be approved or denied.  When the variable one seeks to predict or explain is binary in 
nature; that is yes/no, life/death, approved/denied, or 1/0, traditional regression analysis and its 
hypotheses testing methods are invalid.  The same is true when some or all of the independent or 
predictor variables are of a binary nature, as in the present case:  for example, basic compilation 
accounting system or sophisticated method, small/large firm, young/old firm, minority owned versus 
other ownerships of firm.  The BLR procedure is designed to deal with such cases. 
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The BLR method was employed to estimate 17 equations that provide insight to the role of the variables 
noted above in determining the probability of loan approval.  Specifically, the first 16 equations follow a 
so-called “forward selection” approach.  That is, potentially key variables are analyzed with respect to 
their effects on the odds of loan approval/denial.  In the present study, the relationship the firm has with 
the lending institution, the firm’s delinquency record, and the type of financial record keeping method 
(that is, “accounting system”) are believed to be critical predictors of loan approval.  The first equation 
estimates the role of these variables along with a value of the “constant” term.17   
 
Given this, the next step is to include an additional potentially important predictor to the analysis.  For 
example, previous discussion has indicated that the size of firms could have an impact upon the odds of 
a loan application being accepted.  Therefore, the second equation adds this variable to the “constant” 
and “financial” factors.  The BLR technique and its diagnostic statistics allow us to assess the relevance 
or significance of the new predictor in explaining loan approval/denial probabilities. 
 
Multivariate Findings 
 
Our first equation estimates the predictive powers of the 3 financial information variables we considered 
in the previous section in association with a loan application and the “constant” term with respect to the 
probability of loan approval.  Overall, these 4 factors predict or correctly classify loan approval rates 
81.7 percent of the time.  And, we can be highly confident concerning the overall equation and its 
parameter estimates.  The significance of the applicant’s relationship with its lending institution and the 
firm’s delinquency record is very strong.  This result holds for each of the 17 equations considered.  The 
significance of the firm’s accounting system in influencing the probability of obtaining credit is also 
strong; being significant at the 10 percent level or higher in 15 of the 17 estimated equations.  These 
results strongly support the findings of previous research and our hypothesis that financial information 
factors used in the loan decision process play a critical role in determining the probability of obtaining a 
loan. 
  
The next 15 equations introduce one additional, potential predictor to the original factors (the constant 
and the 3 financial factors) in equation 1 in a systematic fashion.  This allows one to assess the 
incremental impact of each variable on the overall predictive power by the BLR analysis via the 
predicted percentage correct (PPC). Further, the marginal impact of the new factor upon the probability 
of loan approval can be estimated. 
 
Overall, the results of this process indicate that the predictive power of the simple BLR model in 
equation 1 cannot be improved.  Specifically, the PPC values remain essentially the same over entire 
range of equations.  This implies that the addition of an incremental predictor to equation 1 is of little 
value.  A review of the marginal effects of these variables supports this conclusion in general.  However, 
the results did call for additional analysis concerning the roles played by a firm’s size (as measured by 
sales revenue), age, minority owner status, and a border location in determining loan/approval or denial 
likelihood. 
 
The BLR technique can employ a “backward elimination” approach to conduct this type of analysis.  
This approach includes all hypothesized relevant predictors in the BLR model.  The backward 
elimination algorithm estimates this equation with coefficient estimates and reports their significance 
levels.  Using these estimates, the program eliminates the least significant variable (the one that 
explains the least) and re-estimates the relationship.  It then re-runs the program and eliminates the 
least significant predictor again, and does so until the best set of predictor variables is obtained.  During 
this process the researcher cannot force the results and the true statistical values emerge. 
 
Ultimately, at a statewide level, there are 5 predictors that emerge through the backwards elimination 
process.  As a group, these provide the best general model/equation for calculating the probability of 
loan approval.  The factors are: 

                                                 
17 The constant encompasses the effects of all other factors not included in the equation. 
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o The firm’s relationship with its lending institution. 
o The firm’s delinquency record. 
o The size of the firm. 
o The fact that the firm is located on the border. 
o And, the constant that incorporates all others factors not explicitly considered 

by the equation. 
 
In summary, the BLR technique was implemented to estimate a total of 17 equations evaluating the 
predictors noted above.  Key findings were as follows: 
 

 Three financial predictors: previous relationship with lender, delinquency record, and 
accounting system play a significant role in determining the probability of loan application 
approval. 

 
 The status of minority ownership does not impact the probability of loan approval. 

 
 The gender of a firm’s majority owner has no statistically significant impact upon loan 

acceptance/denial rates. 
 

 The nature of a firm’s business (for example, retail/service or manufacturing) has no significant 
effect upon approval or denial odds. 

 
 The legal form of the firm (sole proprietorship, corporation, partnership) plays no role in 

determining loan approval rates. 
 

 The age of the firm is not a significant predictor of loan approval or denial rates. 
 

 Larger firms gain an advantage with respect to credit obtainment relative to small businesses 
based on revenues.  This may reflect the fact that a firm’s size and a more sophisticated 
accounting system are highly correlated.  The BLR was not entirely successful in separating 
these two variables and their relationship to each other. 

 
 There is evidence that border-based firms are faced with lower loan approval rates after 

allowing for the role of financial variables and firm size.  Before any formal conclusions can be 
drawn, focused research into narrowly defined areas should be undertaken. 

 
 The “constant” coefficient in the BLR equations has a significant impact upon the lending 

decision and the associated probabilities.  This factor represents a composite of all other 
considerations in a variety of combinations that may be relevant to the loan approval/denial 
process in varying degrees; those which were not analyzed explicitly in the BLR analysis. 

 
The BLR analysis presented in this report assesses the impact, individually and collectively, of a 
considerable number of factors which are potentially important in determining success in obtaining debt 
financing.  The estimated equations, however, are not intended to be interpreted as credit scoring 
decision models but provide an overview of the research that needs to be done and areas where policy 
concerns might be focused in the future.  
 

General Conclusions 
 
In a study of this size, it is important to consider that general conclusions are representative at the 
statewide level and within regions, and that exceptions to every finding no doubt exist.  The data 
collected clearly indicate that financial institutions treat certain subsets of Texas small businesses 
differently than others in terms of: 
 

1. Availability of Credit;  
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2. Pricing and Terms of Credit; 
3. Quality of Credit; and, 
4. Lending Practices and Borrower Experiences. 

 
Many differences in the lending process are easily attributed to issues associated with the loan 
applicant’s bank relationship, the credit history of the firm and its owner and the ability to support debt 
service in light of a newer firm, lack of a business plan or general lack of revenues.  Some differences 
are related to type of loan application (land and buildings or vehicle and equipment loans) where 
collateral can be used to secure the debt.  The access to debt lending can also change if the borrower 
looks to non-traditional sources such as credit card companies and is willing to accept higher rates in 
lieu of meeting all bank conditions of credit supply. 
 
The preponderance of small businesses in Texas view themselves as retail and service oriented, 
generating revenues less than $500,000, and are likely to have small payrolls of less than ten 
employees under a sole proprietorship structure.  We find that the border area of Texas has more 
issues that are likely to work against access to debt finance.  This condition, however, cannot be 
assessed without understanding the border more generally.  Specific areas of the border each face 
different problems and the border region has been identified by the State of Texas as an area in need of 
specific policy considerations.  Additional assessment of the conditions in the border is called for as one 
conclusion of this study. 
 
Women, especially minority women, are growing in the small business sector. The data suggest 
problems related to availability of credit, but more closely to the way these businesses maintain records 
and approach the overall credit picture.  Women-owned firms in the sample do not report practices by 
lending institutions that suggest they are treated differently than non-women owned firms.  Women and 
minorities are also the most receptive of alternative strategies to improve their knowledge of financing 
and loan processes. 
 

Policy Considerations 
 
Clearly small business lending is an area of tremendous complexity that results when a myriad of 
factors are brought into the business and lending process. Overall, the current economic condition at 
the beginning of 2002 is unclear, resulting in a period of greater risk for small businesses.  Potential 
policy options do emerge from this study. 
 

1. Regionally there appear to be some noticeable differences and statewide policies must take into 
account regional patterns. 

 
2. State support of regional capital access centers that serve as focal points for training of 

business owners and provide concentrated access to small businesses for lenders can assist in 
tailoring to regional-specific needs. 

 
3. Underlying many business practices are educational needs that have not been met.  Programs 

that train and advance business knowledge, especially those related to lending and the 
regulations that are imposed on lenders, need to expand and new methods of outreach (on-line 
certification) should be encouraged. 

 
4. Building on the above, “Financial Literacy” for small businesses in Texas should be a goal of 

civic and public economic development institutions. 
 

5. Lending practices still involve considerable face-to-face effort by lenders and borrowers.  Even 
in light of rapid banking mergers, personal contacts may remain the primary method for 
assisting small business borrowers. 

 
6. Minority-owned businesses are prevalent in Texas and policies must take into account the 

emerging majority-minority conditions. 
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7. Minority and women-owned businesses are open to alternative strategies to assist them in 

pursuit of finance options and should be provided access to the greatest range of services and 
strategies possible. 

 
8. Commercial banks dominate debt financing.  Alternatives ranging from Internet banking to a 

variety of finance companies are emerging but are not a significant source of financing for the 
vast majority of small businesses in Texas.  Overall, commercial banks remain the primary 
conduit for meeting the financial needs of small businesses.  

 
9. With the growth in alternative financing mechanisms (i.e., Internet banks, credit card lending, 

lease/financing) regulators must examine practices to insure that protection of small businesses 
is extended into these new areas. 

 
10. Small businesses remain subject to greater risk in many cases and, to the extent possible, 

lending programs that share or can transfer risk for lending institutions through guaranteed loan 
programs or risk sharing should be considered among alternatives. 

 
11. Non-bank credit providers should also be more fully explained to small business borrowers who 

may be faced with greater costs than traditional banking opportunities. 
 

12. The critical nature of the issue of small business access to capital must also take into account 
the risk of small business ventures and the reality that some businesses will not survive 
regardless of debt leniency. 

 
13. The development of new policies to provide greater assistance to small businesses must also 

take into account the rights of bank-owners and shareholders who have invested based on an 
expected return that may not involve expanded higher risk small business lending.   Protection 
of shareholder rights must be considered as part of the process of providing new opportunities 
to small businesses in Texas. 
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Figure 3 

Legal Structure of Firm 
 

 
 

Figure 4 
Annual Gross Revenues 
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Figure 5 

Years in Business with Current Owner 
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Figure 6 
Minority Ownership 
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Figure 7 
Type of Minority Ownership 
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Figure 8 
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Figure 9 
Woman Ownership 
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Figure 10 
Types of Institutions at which Loan Requests Were Made 
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Figure 11 
Source of Knowledge About Credit Product 
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Figure 12 
Financial Records Required for Loan Application* 
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Figure 13 
Reasons for Loan Denial 
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Figure 14 
Type of Collateral 
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Figure 15 
Frequency of Fee Types 
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Figure 16 

Use of Business Support Services 

0

5

10

15

20

25

30

35

40

Percent 35.4 7.1 2.6 9.5 14.6 2.3 2.5 7.9 4.3

Accounting 
Firm

Chamber of 
Commerce

College 
Programs

Financial 
Consultant Legal Firms

Local 
Development 

Company
SCORE SBA SBDC

 



 F-11

 
Figure 17 

Use of Financial Services 
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Figure 18 

Use of Technology Based Financial Services  
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Figure 19 
Delinquency Actions by Creditors 
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Figure 20 

Barriers to Obtaining Financing 
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Figure 21 
Issues Facing Small Business 
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Figure 22  
Strategies to Enhance Access to Capital 
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Table 1
Small Business Lending in Texas: Analysis of Providers

FOOTNOTES:  
1.     CRA Small Business Lending Data
        2000 CRA MSA Aggregate Report - Table 1-1A
        Loans By County
        http://www.ffiec.gov/webcraad/ProcessRetrieveAggr.htm
        Chosen for each specific county

 
2.     FDIC/OTS Summary of Deposits  
        2000 Data for Institution and Branch Selection  
        Institution By County  
        http://www2.fdic.gov/sod/sodInstBranchRpt.asp?rState=Texas&rCounty=El+Paso     (for El Paso County)  
        Chosen for each specific county  

 
3.     CRA Small Business Lending Data   
        2000 CRA MSA Aggregate Report - Table 1-1A  
        Loans By County  
        http://www.ffiec.gov/webcraad/ProcessRetrieveAggr.htm  
        Chosen for each specific county  

 
4.     CRA Small Business Lending Data  
        2000 CRA MSA Aggregate Report - Table 1-1A  
        Loans By County  
        http://www.ffiec.gov/webcraad/ProcessRetrieveAggr.htm
        Chosen for each specific county  

5.     Number of Local Banks determined from #4
        2000 CRA MSA Aggregate Report - Table 1-1A
        Loans By County
        http://www.ffiec.gov/webcraad/ProcessRetrieveAggr.htm
        Chosen for each specific county

6.     Number of Local Banks determined from #4
        2000 CRA MSA Aggregate Report - Table 1-1A
        Loans By County
        http://www.ffiec.gov/webcraad/ProcessRetrieveAggr.htm
        Chosen for each specific county

7.     Weights with respect to # of loans computed from Column 3. Weights with respect to $ amount of loans
        computed from Column 4.

8.     Weights based upon distribution of business firms in state.
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Table 2 
Population of Texas Business 

 
Category       Source 
 
Total Number of Firms   467,087  County Business Patterns, 1999 
 
Commercial Banks and Credit Unions 1   (1400)   Statistical Abstract of the 
        United States, 2001. 
 
Sub-total    465,687 
 
Firms with more than 100 employees (11,204)   
 
 
Sub-total    454,483 
 
Agriculture-Related Firms2         (611) 
         
         

 
County Business Pattern firms 
meeting study parameters  453,872  County Business Patterns, 1999 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

                                                      
1 Excluded by study parameters. 
2 Excluded by study parameters. 
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Table 3 
Geographic Distribution of Texas Small Businesses 

Geographic Area 

State Planning Regions 

Target 

Population* 

Response 
Percentage 
(Frequency) 

Weighted  
Response 
Frequency 

Urban/Non-Border 66.11% 42.6% (668) 
1037 

Gulf Coast 23.43%   
Capital 7.18%   
Alamo 8.17% 
North Central Texas 27.33% 

Non-Urban/Non-Border 26.48% 45.1% (706) 
414 

Panhandle 2.21%   
South Plains 2.02%   
Permian Basin 2.19%   
Concho Valley 0.81%   
West Central Texas 1.74%   
North Texas 1.19%   
Southeast Texas 1.75%   
Deep East Texas 1.39%   
East Texas 3.59%   
North East Texas 1.31%   
Heart of Texas 1.34%   
Central Texas 1.31%   
Brazos 1.29%   
Texoma 0.84% 
Coastal Bend 2.57%   
Golden Crescent 0.93%   

Border 7.41% 12.3% (193) 
116 

Upper Rio Grande 2.78% 
Middle Rio Grande 0.59% 
South Texas 1.01% 
Lower Rio Grande 3.03% 
Total Values 100.00% 100.00%  (1567) 1567 

       * Source:  County Business Patterns, 1999. 
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Table 4 
Number of Establishments by Employment-size Class 

NAICS NAICS Description 

Number of 
firms with100 

or fewer 
employees* 

Target 
Percent 

  Total 453,872 100.00% 
11---- Forestry, fishing, hunting and agriculture** 11 0.0% 
21---- Mining 5,845 1.29% 
22---- Utilities 1,930 0.43% 
23---- Construction 37,250 8.21% 
31---- Manufacturing 19,800 4.36% 
42---- Wholesale trade 32,401 7.14% 
44---- Retail trade 72,110 15.89% 
48---- Transportation & warehousing 13,493 2.97% 
51---- Information 7,801 1.72% 
52---- Finance and insurance 29,381 6.47% 
53---- Real estate, rental & leasing 21,339 4.7% 
54---- Professional & technical services 47,496 10.46% 
55---- Management of companies 3,363 0.74% 
56---- Administrative, support, waste mgt 20,898 4.6% 
61---- Educational services 3,962 0.87% 
62---- Health care  42,535 9.37% 
71---- Arts, entertainment & recreation 4,935 1.09% 
72---- Accommodation & food 33,739 7.43% 
81---- Other services 47,743 10.52% 
95---- Auxiliaries 1,201 0.26% 
99---- Unclassified  6,639 1.46% 

* Source: County Business Patterns, 1999. 
**  Agriculture firms were deleted from the list under the study parameters leaving 11 firms to 
participate in the study. 
 

 
Table 5 

Target to Survey Responses for Industry Type 
 

Industry Type               Target Percent  Survey Responses Percent 
Retail and services 61.2%* 56.1% 
Construction 8.21% 9.3% 
Wholesale** 11.83% 5.3% 
Manufacturing 4.36% 7.0% 
Other 14.3% 22.3% 
Total 100% 100% 
* Retail = 23.8% and Services = 37.4% 
** Includes transportation and warehousing (4.8%). 
X2 = 161.3761  p = .0005 3 
                                                      
3 The statistical test chi-square is represented by X2 and represents association between two categorical measurements.  
Its probability is represented by “p” which represents the probability that the same results would be obtained by chance or 
randomly. 
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Table 6 
Target to Survey Responses for Number of Employees 

Number of Employees        Target Percent   Survey Responses Percent 
1 to 4 54.5% 57.4% 
5 to 9 20.0% 19.3% 
10 to 19 13.0% 11.1% 
20 to 49 9.3% 8.6% 
50 to 99 3.2% 3.5% 
Total 100% 100% 
X2 = 8.537772  p = .1 

Table 7 
Accounting Method 

Accounting method Frequency Percent 
Year-end tax compilation 333 21.7 
Year-end tax and financial 
statements 

221 14.4 

System that generates quarterly 
along with an annual statement 

119 7.7 

A system that utilizes and 
provides monthly records 

865 56.2 

Total 1538 100.0 
 

Table 8 
Liabilities  

                                             Financial Institutions                    All Liabilities 
Amount  Frequency Percent Frequency Percent 
$9,999 or less 704 48.2 570 38.4 
$10,000 to $49,999 293 20.1 345 23.3 
$50,000 to $99,999 160 11.0 172 11.6 
$100,000 to $249,999 146 10.0 189 12.8 
$250, 000 to $499,999 79 5.4 100 6.8 
$500,000 to $999,999 43 3.0 54 3.7 
$1,000,000 to $4,999,999 27 1.8 42 2.9 
$5,000,000 or more 8 .6 10 .7 
Total 1462 100.0 1484 100.0 

 
Table 9 

Applied for a Bank Loan 
  Frequency Percent 

Yes 741 48.4 
No 789 51.6 
Total 1530 100.0 
 

Table 10 
Loan Request with Texas Lender 

 Frequency Percent 
Yes 653 88.7 
No 83 11.3 
Total 736 100.0 
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Table 11 

Type of Credit 
  Frequency Percent 

Line of credit 351 46.9 
Vehicle loan 67 9.0 
Equipment loan 74 9.9 
Working capital 107 14.2 
Land and building 54 7.3 
Refinancing of existing loan 24 3.3 
Business start-up 24 3.2 
Business acquisition 15 2.0 
Other type of loan 33 4.3 
Total 749 100.0 
 

Table 12 
Use of Government Sponsored Lending Programs 

Response  Frequency Percent 
Yes 63 8.4 
No 680 91.6 
Total 743 100.0 
 

Table 13 
Type of Government Sponsored Lending Program 

Program  Frequency Percent 
State of Texas (CAF, TX link, IDB) 8 11.0 
Other TX program 8 10.4 
SBA 53 72.8 
Other federal program 1 .8 
Other sponsored or guaranteed 
program 

4 5.1 

Total 73 100.0 
 

 
Table 14 

Relationship with Lender 
Response  Frequency Percent 
New customer 175 23.9 
Current customer, but no prior loan 144 19.6 
Current customer with prior loan 
within last 3 yrs 

414 56.5 

Total 733 100.0 
 

Table 15 
Type of Contact 

  Frequency Percent 
Personal meeting 494 66.4 
Telephone 168 22.6 
Email 7 1.0 
USPS 56 7.5 
Internet 7 .9 
Other 12 1.6 
Total 745 100.0 
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Table 16 
Number of Applications Made 

  Frequency Percent 
One 483 65.1 
Two 134 18.0 
Three 72 9.7 
Four 28 3.7 
Five or more 26 3.5 
Total 742 100.0 
 

Table 17 
Credit Evaluation Method 

Method  Frequency Percent 
Computerized credit scoring 42 5.8 
Loan officer consideration 243 33.2 
Both computerized and loan officer 130 17.8 
Not sure 318 43.3 
Total 734 100.0 
 

Table 18 
Was Evaluation Fair? 

Response  Frequency Percent 
Yes 610 84.6 
No 111 15.4 
Total 720 100.0 
 

Table 19 
Loan Approval or Denied 

Status  Frequency Percent 
Denied or pending* 128 18.0 
Funded 581 82.0 
Total 709 100.0 
* Pending loans account for 2.7 percent 
 

Table 20 
Alternatives to Denied Loan Application 

Response  Frequency Percent 
Apply for & received  loan from another 
institution 

9 7.1 

Apply for and did not receive from 
another institution 

24 18.2 

Seek & acquire from some other source 19 14.2 
Discontinue credit solicitation 78 59.0 
2 & 3 1 .9 
2, 3 & 4 1 .5 
Total 132 100.0 
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Table 21 
Time of Loan Processing 

Time  Frequency Percent 
Less than 7 days 342 50.5 
7 - 13 days 115 17.0 
14 - 20 days 86 12.7 
21 - 27 days 49 7.2 
more than 28 days 85 12.6 
Total 677 100.0 

 
Table 22 

Collateral Required for Loan 
Response  Frequency Percent 
Yes 410 62.1 
No 223 33.8 
Don't know 27 4.1 
Total 660 100.0 
 

Table 23 
Required Written Agreements 

Response  Frequency Percent 
Yes 137 21.0 
No 387 59.5 
Don't know 127 19.5 
Total 651 100.0 
 

Table 24 
Additional Protection Requirements 

Response  Frequency Percent 
Yes 290 44.5 
No 313 48.0 
Don't know 49 7.5 
Total 652 100.0 

 
Table 25 

Loan Amount Requested 
Amount  Frequency Percent 
$99,000 or less 409 62.4 
$100,000 - $249,999 126 19.3 
$250, 000 to $499,999 53 8.1 
$500,000 to $749,999 30 4.6 
$750,000 to $999,999 12 1.8 
$1,000,000 to $1,999,999 12 1.8 
$2,000,000 to $2,999,999 3 .5 
$3,000,000 to $4,999,999 4 .6 
$5,000,000 6 .9 
Total 655 100.0 
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Table 26 
Length of Loan 

Time Period  Frequency Percent 
Less than 12 months 130 20.6 
From 12 to  23 months 132 21.0 
24 to 59 months 207 32.8 
60 to 83 months 85 13.5 
84 to 119 months 24 3.9 
More than 120 months 51 8.1 
Total 629 100.0 

 
Table 27 

Repayment Schedule 
Time Period  Frequency Valid Percent 
Monthly 509 82.9 
Bi-monthly 4 .7 
Quarterly 19 3.2 
Semi-annually 10 1.6 
Annually 31 5.0 
Other 40 6.5 
Total 614 100.0 

 
Table 28 

Fixed or variable % Rate 
Rate  Frequency Percent 
Fixed 379 58.6 
Variable 225 34.8 
Don't know 43 6.6 
Total 647 100.0 
 

Table 29 
Current % Rate Paid 

Rate  Frequency Percent 
Less than 6 percent 34 5.2 
6 to 8.99 percent 281 44.0 
9 to 11.99 percent 230 35.9 
12 to 14.99 percent 29 4.6 
15 to 17.99 percent 9 1.4 
18 and above 7 1.1 
Unsure 49 7.7 
Total 639 100.0 
 

Table 30 
Rate for Refinancing a Loan 

Rate  Frequency Valid Percent 
Same as interest rate on previous loan 100 44.6 
Lower than interest rate of previous 
loan 

101 44.8 

Higher that interest rate on previous 
loan 

24 10.7 

Total 225 100.0 
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Table 31 
Additional Fees or Charges. 

Response  Frequency Valid Percent 
Yes 237 38.3 
No 306 49.5 
Don't know 76 12.3 
Total 620 100.0 

 
Table 32 

Amount of Additional Fees or Charges 
Fees  Frequency Percent 
Less than $99 55 20.9 
$100 to $299 67 25.8 
$300 to $499 16 6.1 
$500 to $999 15 5.6 
$1000 to $1,999 38 14.4 
$2,000 to $4,999 20 7.5 
$5,000 or more 17 6.4 
Unsure how much 35 13.2 
Total 261 100.0 
 

Table 33 
Charges as a Function of Borrowing Costs 

Response  Frequency  Percent 
Yes 421 68.3 
No 195 31.7 
Total 616 100.0 
 

Table 34 
Ease of Use of Marketing and Disclosure Information 

Response  Frequency Percent 
Marketing Information   
Yes 261 44.0 
No 63 10.6 
Don't know 89 14.9 
Did not receive 181 30.5 
Total 593 100.0 
   
Closing disclosures 

       

Yes 354 59.9 
No 86 14.5 
Don’t know 80 13.5 
Did not receive 72 12.2 
Total 592 100.0 

 
Table 35 

Satisfaction with Loan or Credit Product 
Satisfaction Level  Frequency Percent 
Very satisfied 247 40.2 
Satisfied 225 36.6 
Neutral 113 18.3 
Dissatisfied 22 3.6 
Very dissatisfied 8 1.4 
Total 616 100.0 
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Table 36 
Discrepancy in Credit 

Response  Frequency Percent 
Yes 174 12.8 
No 1193 87.2 
Total 1367 100.0 
 

Table 37 
Filed Credit Dispute 

Response  Frequency Valid Percent 
Yes 124 8.3 
No 1307 87.1 
Don't know 69 4.6 
Total 1501 100.0 
 

Table 38 
Ease of Resolving Dispute 

Response  Frequency Percent 
Very easy 19 8.3 
Easy 29 12.9 
Neutral 69 31.1 
Difficult 54 24.4 
Quite difficult 52 23.3 
Total 222 100.0 
 

Table 39 
Dispute Resolved Timely 

Response  Frequency Percent 
Yes 71 35.8 
No 104 52.3 
Still pending 23 11.8 
Total 198 100.0 

 
Table 40 

Delinquent with Payments 
Response Frequency Percent 
No 357 25.0 
Yes 1069 75.0 
Total 1426 100.0 
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Table 41 
                Barriers to Obtaining Financing 

Potential Barriers 

No 
Problem 

1 2 3 4 

Serious 
Problem 

5 
Rigorous loan requirements. 28.80% 16.00% 23.80% 16.60% 14.80% 
Cost of financing 31.00% 14.60% 23.20% 17.30% 13.80% 
Only conventional and SBA loans available 34.30% 13.50% 20.70% 15.50% 16.10% 
Reporting requirements  33.40% 14.50% 22.80% 16.80% 12.40% 
Non-competitive lending environment 34.80% 14.90% 23.10% 15.50% 11.70% 
No central source of information 35.00% 13.60% 27.10% 13.80% 10.50% 
Little understanding of loan requirements 39.50% 19.20% 21.80% 11.10% 8.20% 
Lack of time with lender  41.60% 16.90% 23.10% 10.10% 8.40% 

 
Table 42 

Issues Facing Small Business 

Business Issues 
Unimportant

1 2 3 4 

Very 
Important 

5 
Taxes – Income 9.90% 5.30% 14.00% 18.50% 52.40% 
Taxes – Property 12.40% 8.20% 16.50% 20.20% 42.60% 
Government regulations  11.00% 10.60% 17.00% 21.30% 40.20% 
Quality of labor pool 13.70% 9.60% 16.40% 20.00% 40.40% 
Cost of labor 12.50% 11.60% 20.00% 22.20% 33.70% 
Declining or poor sales 15.10% 10.70% 19.50% 17.60% 37.10% 
Competition from larger firms 17.00% 13.60% 21.50% 17.00% 30.80% 
Inflation 13.30% 15.10% 27.60% 19.10% 24.90% 
Financing and interest rates 17.30% 14.80% 22.60% 17.60% 27.60% 
Taxes – franchise 35.40% 9.70% 16.10% 11.80% 27.00% 

 
Table 43 

Strategies to Enhance Access to Capital 

Strategies 

Not at all 
helpful 

1 2 3 4 

Extremely 
Helpful 

5 
Access to more information 19.00% 13.00% 24.90% 23.30% 19.80% 
Training 22.90% 16.50% 25.20% 18.00% 17.40% 
Small business support programs 27.50% 15.90% 22.20% 15.90% 18.50% 
Outside evaluation 26.60% 16.50% 25.10% 16.00% 15.80% 
Educational outreach efforts 27.20% 17.90% 26.80% 14.50% 13.60% 
Conveniently located banks 33.70% 17.10% 27.80% 10.70% 10.70% 
Greater sensitivity to women and minorities 42.10% 14.00% 18.70% 10.00% 15.10% 
Knowledge of consultants 38.50% 21.30% 22 10.30% 7.90% 
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Table 44 
Index Scores for Potential Loan Criteria 

   Index Score  Frequency Valid Percent 
   1.00 170 25.0 
   2.00 298 43.7 
   3.00 214 31.3 
   Total 682 100.0 

 
Table 45 

Index Score by Loan Approval and Denial Rates* 
 

Index Score 
   Status of loan request  1 2 3 Total 
   Denied 58 41 8 107 
  % of Total 9.0% 6.4% 1.2% 16.6% 
   Funded  99 240 197 536 
  % of Total 15.4% 37.3% 30.6% 83.4% 
   Total    157 281 205 643 

% of Total 24.4% 43.7% 31.9% 100.0% 
* Missing cases not included. 
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Select the best answer to each of the following questions by marking or filling in the bracketed letter of the correct 
response.  All responses will be completely confidential and reported only in the aggregate. 
 1. What is the legal form of your firm?  (Please select only one.) 

[1]  Sole Proprietorship    [2]  Partnership    [3]  Subchapter S     [4]  Other Corporation     [5]  Don’t Know 
 
 2. Estimate your firm’s Gross Sales Receipts (Revenues) for 2000 or the most recent fiscal year.   
 [1]  $49,999 or less  [4]  $500,000 to $999,999   [7]  $5,000,000 to $7,499,999 
 [2]  $50,000 to  $99,999 [5]  $1,000,000 to $2,499,999 [8]  $7,500,000 to $9,999,999 
 [3]  $100,000 to $499,999 [6]  $2,500,000 to $4,999,999 [9]  $10,000,000 or more 
 
 3. What type industry is your business associated with? 
  [1]  Retail and Service   [2]  Construction   [3]  Wholesale   [4]  Manufacturing   [5]  Other 
 
 4. Approximately how many paid employees (working twenty or more hours per week) does your firm currently have? 
  [1]  4 or less   [3]  10 to 19  [5]   50 to 74  [7] More than 100 
  [2]  5 to 9  [4]  20 to 49  [6]   75 to 100  
 
 5 How long has your business operated in Texas under the present form of ownership?   
  [1]  less than one year  [3]  4 to 6 years  [5]  10 to15 years 
  [2]  1 to 3 years   [4]  7 to 9 years  [6]  more than 15 years 
 
 6. Is your firm classified as a minority-owned business (that is, fifty percent or more minority owned)? 
    [1]  Yes  [2]  No 
 
 7. If you answered “Yes” above, what is the key minority ownership category? 
  [1]   Hispanic   [3]   Native American   [5]  Other __________ 
  [2]   African American  [4]   Asian/Pacific Islander  
 
 8. Is there one individual owning fifty percent or more of your firm?  [1]  Yes  [2]  No  
 
 9. Does a female own fifty percent or more of your firm? [1]  Yes  [2]  No  
 
10. Please check the financial/accounting system that most nearly describes the system used by your firm.   
 [1] Keep expense and revenue receipts/documents that are compiled at the end of the year for tax purposes. 

[2] Maintain records that can provide information to generate an income statement and balance sheet along  
 with tax information at the end of the year. 
[3] Have a system that generates quarterly along with year-end financial statements and tax information. 
[4] Utilize a system that provides monthly, quarterly and year-end financial statements and tax information for  
 the year. 

 
11. Has your firm requested/applied for a business loan or credit product in the past three years? [1]  Yes     [2]  No 
 

If  you have not applied for a business loan or credit product in the last three years, skip to question 43. 
 
12. Was the party from whom you requested the loan or credit product located within Texas? [1]  Yes     [2]  No 
 
13. What type of business loan or credit product was your firm’s most recent request? 
 [1]  Line of Credit  [4]  Working Capital  [7]  Business Start-up  
 [2]  Vehicle Loan  [5]  Land and Building  [8]  Business Acquisition 
  [3]  Equipment Loan [6]  Refinancing of Existing Loan     [9]  Other type of loan  
 
14. Describe your relationship with whom you received the loan or credit product. 
  [1]  New customer (no prior business relationship with entity within last three years) 
  [2]  Current customer, but no prior loan or credit relationship 
  [3]  Current customer with prior loan or credit relationship within last three years   
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15. From which of the following types of institutions did you make your loan request?  (Mark all that apply.) 

[1] Credit card company    [ 6]  Leasing company 
 [2] Credit union     [ 7]  Local, state, or federal government agency 
 [3] Factoring company    [ 8]  Local bank, savings, or thrift institution 
 [4] Family, relatives or friends   [ 9]  Multi-state bank, savings or thrift institution  
 [5] Finance company     [10]  Other ___________________________ 
 
16. Was your request associated with a government sponsored or guaranteed program?  [1] Yes   [2] No 
 If yes, which government entity: 
 [1] State of Texas (Capital Access Fund, Texas Linked Deposit Program, or Industrial Development Bond) 
 [2] Other State of Texas Program 
 [3] U.S. Small Business Administration (7a Loan Program, LowDoc, Express, CDC-504, or other SBA program) 
 [4] Other Federal Government Program 
 [5] Other sponsored or guaranteed program 
 
17. In what manner was your request initially submitted? 
  [1]   Personal meeting   [3]   Email  [5]  Internet  
  [2]   Telephone   [4]   U.S. Mail  [6]  Other   _____________ 
 
18. Approximately how many entities/financial institutions did you contact in shopping for this loan? 
 [1]   1  [2]   2  [3]   3  [4]   4  [5]   5 or more 
 
19. How did you learn of the institution offering the loan of credit product? (Mark all that apply.) 
 [1] Local banker     [5]  Business support services 
 [2] Media advertising    [6]  Current or prior business relationship 
 [3] Friends or business acquaintances   [7]  Internet  
 [4] Representative from another financial institution [8]  Other _________________________ 
 
20. Which of the following financial records were required as part of your credit application (either filed in conjunction 

with your credit application or previously supplied concerning another business matter)?  (Mark all that apply.) 
  [1]   No additional records 
  [2]   Previous year’s financial documents (e.g. Tax Return, Balance Sheet and/or  Income Statement) 
  [3]   Last three years’ financial documents (e.g. Tax Returns, Balance Sheets and/or Income Statements) 
  [4]   Professionally compiled or audited financial statements 
  [5]   Current personal financial statement of business owner(s) 
  [6]   Business Plan 
 
21. How was the credit evaluation process conducted by the institution? 
 [1]  Computerized credit scoring  [3]  Both computerized credit scoring and loan officer consideration 
 [2] Loan officer consideration   [4]  Not sure 
 
22. Do you believe that your credit evaluation was conducted in a fair manner?    [1]  Yes [2]  No 
 
23. Was your request approved, denied or is still pending?     [1]  Funded        [2]  Denied        [3]  Pending 

 
 

If No. 23 is “Funded” or “Pending” skip to question 26. 
 
24. If your request was denied, did you: 
  [1]  Apply for and receive a loan or credit product at another institution. 
  [2]  Apply for and did not receive a loan or credit product from another institution. 
  [3]  Seek and acquire funds from some other source. 
  [4]  Discontinue funding or credit solicitation. 
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25. If your request was denied, what was the stated reason for the denial of your application?  (Mark all that apply.) 
 [1]  Lack of or poor credit history    [ 6 ]  Too much outstanding debt 
 [2]   Bankruptcy within last 7 years    [ 7 ]  High-risk business environment 
 [3]   Insufficient equity capital     [ 8 ]  Insufficient financial support 
 [4]  Insufficient earnings compared to current obligations  [ 9 ]  Insufficient collateral 
 [5]  Lack of business/management experience or    [10]  Other _____________________ 
        time in this business 
 
26. How much time passed between the submission of your most recent application and the approval or denial?   
  [1]  Less than 7 days [3]  14 to 20 days  [5]  more than 28 days 
  [2]  7 to 13 days  [4]  21 to 27 days 
 
   If your loan was not funded, please skip to question 43. 
 
27. Was any type of collateral required to secure this most recent business loan or credit product?  
   [1]  Yes    [2]  No    [3]  Don’t Know 
 
28. If yes, was the collateral: (Mark all that apply.) 
 [1]  Inventory or accounts receivable [5]  Personal assets – cash deposits or securities 
 [2]  Equipment or vehicles   [6]  Personal assets – real estate 
 [3]  Business securities or deposits  [7]  Personal assets - other 
 [4]  Business real estate    [8]  Other ______________________ 
 
29. Did the institution require a written agreement that specified items such as: financial covenants, collateral margins, or 

performance levels?   [1]  Yes  [2]  No  [3]  Don’t Know 
 
30. Did the institution(s) that you requested a loan or credit product from require additional protection in the form of 

personal guaranties of interested parties, letters of credit, or other credit enhancements?   
     [1]  Yes  [2]  No  [3]  Don’t Know 
 
31. What was the total dollar amount of the most recent business loan  or credit product that the firm requested? 
 [1]  $99,999 or less   [4]  $500,000 to $749,999  [7]  $2,000,000 to $2,999,999 
 [2]  $100,000 to  $249,999  [5]  $750,000 to $999,999  [8]  $3,000,000 to $4,999,999 
 [3]  $250,000 to $499,999  [6]   $1,000,000 to $1,999,999 [9]   $5,000,000 or more 
 
32. What was the original term of the most recent business loan or credit product? 

  [1]  Less than 12 months  [3]  From 24 to 59 months  [5]  From 84 months to 119 months 
  [2]  From 12 to 23 months  [4]  From 60 to 83 months  [6]  More than 120 months 

 
33. If a loan, what is the contracted frequency of repayment?  
  [1]   Monthly  [3]   Quarterly  [5]   Annually 
  [2]   Bimonthly  [4]   Semi-annually [6]   Other ____________________ 
 
34. Concerning your most recent business loan or credit product, was the interest rate fixed or variable? 
   [1]  Fixed       [2] Variable       [3]   Don’t Know 
 
35. What interest rate is currently being charged on your most recent business loan? 
 [1]  Under 6%  [3]    9% to 11.99% [5]  15% to 17.99% [7]  Unsure 
 [2]  6% to 8.99%  [4]  12% to 14.99% [6]  18% and over 
 
36 If your most recent business loan or credit product was a refinancing of existing debt, describe the interest rate on the 

new refinancing agreement. 
    [1]  The same as the interest rate on the previous loan 
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    [2]  Lower than the interest rate on the previous loan 
    [3]  Higher than the interest rate of the previous loan 
 
37. Were additional financing fees or charges (such as loan processing fees, administrative fees, etc.) incurred with the 

acquisition of this loan or credit product? 
    [1]   Yes  [2]   No  [3]   Don’t Know 
 
 If yes, what types of fees?  (Mark all that apply.) 
 [1]  Administrative [4]  Document preparation  [7]  Discount point(s) 
 [2]  Appraisal [5]  Document filing   [8]  Origination point[s] 
 [3]  Attorney  [6]  Loan processing  [9]  Other 
 
38. If additional financing fees or charges were incurred with your most recent business loan or credit product, what was 

the approximate dollar cost of these additional charges? 
  [1]   Less than $99  [5]   $1,000 to $1,999 
  [2]   $100 to $299   [6]   $2,000 to $4,999 
  [3]   $300 to $499   [7]   $5,000 or more 
  [4]   $500 to $999   [8]   I know there were additional changes but unsure how much. 
 
39. Are you aware that additional charges (such as processing fees, administrative fees, etc.) increase your firm’s effective 

cost of borrowing?  [1]   Yes  [2]   No 
 
40. In what year was your most recent business loan or credit product approved? 

  [1]  1998 [2]   1999 [3]   2000 [4]   2001 
 
41. Were the following materials associated with your most recent loan or credit product easy to read and understand? 
  Marketing information about [1]  Yes        [2]  No        [3]  Don’t Know        [4] Did Not Receive 
  Disclosures at closing   [1]  Yes        [2]  No        [3]  Don’t Know        [4] Did Not Receive 
 
42. How satisfied are you with the terms and conditions of your most recent business loan or credit product? 
 [1]  Very satisfied [2]  Satisfied [3]  Neutral [4]  Dissatisfied      [5]   Very dissatisfied 
 
43. Please indicate whether your firm has used each of the following business support services in applying for business 

loans or credit products within the last three years?   
       Use Do Not Use 

  Accounting Firm      [ U]      [ N] 
  Chamber of Commerce     [ U]      [ N] 
  College Programs      [ U]      [ N] 
  Financial Consultant     [ U]      [ N] 
  Legal Firms      [ U]      [ N] 
  Local Development Company    [ U]      [ N] 
  Service Corps of Retired Executives (SCORE)  [ U]      [ N] 
  Small Business Administration    [ U]      [ N] 
  Small Business Development Center (SBDC)  [ U]      [ N] 
 
44. At the present time, what is the total amount of your firm’s liabilities to financial institutions? 
  [1] $9,999 or less   [5] $250,000 to $499,999 

 [2] $10,000 to $49,999  [6] $500,000 to $999,999 
  [3] $50,000 to $99,999  [7] $1,000,000 to $4,999,999 
  [4] $100,000 to $249,999  [8] $5,000,000 or more 
 
45. At the present time, what is the total amount of your firm’s liabilities to all creditors? 
  [1] $9,999 or less   [5] $250,000 to $499,999 

 [2] $10,000 to $49,999  [6] $500,000 to $999,999 
  [3] $50,000 to $99,999  [7] $1,000,000 to $4,999,999 
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  [4] $100,000 to $249,999  [8] $5,000,000 or more 
 
46. Have you ever noticed a discrepancy in your firm’s credit reporting history?         [1]   Yes [2]  No 
 
47. Have you ever filed a credit reporting dispute claim in regard to an inappropriate entry in your firm’s credit history?

  [1]   Yes  [2]  No  [3]   Don’t Know 
 
48. If your firm has experienced a credit-reporting dispute, describe the relative ease with which the credit-reporting 

dispute claim was resolved. 
 [1]  Very easy [2]  Easy [3]   Neutral [4]   Difficult [5]   Quite difficult 
 
49. Was the dispute resolved in a timely manner? [1]   Yes         [2]   No         [3]   Still Pending 
 
50. Has your firm ever been delinquent on a financial obligation? [1]   Yes        [2]   No 
 
51. If your firm has been delinquent on a financial obligation, which of the following describes the collection procedures 

that the institution used in their collection practice.  (Mark all that apply.) 
  [1]   Reminder notice    [4]   Certified or registered letter 
  [2]   Phone call     [5]   Repossession of property 
  [3]   Visit by a representative of the institution [6]   Legal action 
 
52. If your firm has been delinquent on a financial obligation, how would you describe the institution’s collection 

practices? 
 [1]   Too lenient [2]  Lenient [3]   Appropriate  [4]   Severe [5]   Extremely severe 
 
53. Please indicate if your firm uses the following financial services at the present time? 

        Use Do Not Use  
 Personal Checking Account (for business purposes)  [ U]       [ N] 

Personal Credit Card (for business purposes)   [ U]       [ N] 
Business Checking Account    [ U]       [ N] 
Savings Account      [ U]       [ N] 
Certificates of Deposit     [ U]       [ N] 

 Personal Loans      [ U]       [ N] 
 Commercial Real Estate Loan    [ U]       [ N] 
 Short-term Business Loan     [ U]       [ N] 
 Line of Credit      [ U]       [ N] 
 Inventory Floor Plan     [ U]       [ N] 
 Home Equity Loan (for business purposes)   [ U]       [ N] 
 Equipment Loan      [ U]       [ N] 
 Vehicle Loan      [ U]       [ N] 
 Equipment/Vehicle Leasing    [ U]       [ N] 
 Lease/Purchase Agreement    [ U]       [ N] 
 Factoring of Receivables     [ U]       [ N] 
 Trade Credit      [ U]       [ N] 
 
54. Please indicate if your firm has ever used the following internet- or web-based financial services?  
         Use Do Not Use 
  Electronic Funds Transfer     [ U]      [ N] 
  Automatic Payment Services    [ U]      [ N] 
  Payroll Direct Deposit     [ U]      [ N] 
  On-line Loan Application       [ U]      [ N] 
  On-line Loan Comparisons    [ U]      [ N] 
  Credit Verification Services    [ U]      [ N] 
 On-line Account Consolidation    [ U]      [ N] 
 On-line Loan Bidding     [ U]      [ N] 
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 On-line Accounting Services    [ U]      [ N] 
 Insurance Quotes and Coverage    [ U]      [ N] 
 
 
 
 
55. Please rank the relative importance of each of the following possible “barriers” to obtaining financing from 

institutional sources.  Given your experience, use the five point scale ranging from 1 = “No problem” to 5 = “Serious 
Problem” to rate these issues.  Please review the entire list before assigning your ratings.  (Mark your ratings.) 

       No Problem         Serious Problem 
 Rigorous lending requirements          [ 1]  [ 2] [ 3] [ 4]  [5] 
 Little or no understanding of lending requirements     [ 1]  [ 2] [ 3] [ 4]  [5] 
 Lack of competitive lending environment              [ 1]  [ 2] [ 3] [ 4]  [5] 
 No central source of financing information        [ 1]  [ 2] [ 3] [ 4]  [5] 
 Lack of sufficient time with lending party         [ 1]  [ 2] [ 3] [ 4]  [5] 
 Only conventional and SBA loans available 
     to small businesses        [ 1]  [ 2] [ 3] [ 4]  [5] 
 Cost of obtaining financing          [ 1]  [ 2] [ 3] [ 4]  [5] 
 Reporting requirements required by lenders         [ 1]  [ 2] [ 3] [ 4]  [5] 

 
 

56. Please rate the impact of each of the following issues to your firm at the present time.  Given your experience, use the 
five point scale ranging from 1 = “Unimportant” to 5 = “Very Important” to rate these issues.  Please review the entire 
list before assigning your ratings.  (Mark your ratings) 

        Unimportant     Very Important 
Taxes - Franchise          [ 1]       [ 2]        [ 3]        [ 4]     [ 5] 
Taxes - Income          [ 1]       [ 2]        [ 3]        [ 4]     [ 5] 
Taxes - Property          [ 1]       [ 2]        [ 3]        [ 4]     [ 5] 
Inflation           [ 1]       [ 2]        [ 3]        [ 4]     [ 5] 
Declining or poor sales        [ 1]       [ 2]        [ 3]        [ 4]     [ 5] 
Financing and interest rates       [ 1]       [ 2]        [ 3]        [ 4]     [ 5] 
Cost of labor         [ 1]       [ 2]        [ 3]        [ 4]     [ 5] 
Quality of labor pool (education & experience)     [ 1]       [ 2]        [ 3]        [ 4]     [ 5] 
Government regulations and red tape      [ 1]       [ 2]        [ 3]        [ 4]     [ 5] 
Competition from larger firms       [ 1]       [ 2]        [ 3]        [ 4]     [ 5] 

 
57. The items listed below are possible strategies to improve small business access to capital.  Given your experience, use 

the five point scale ranging from 1 = “not at all helpful” to 5 = “extremely helpful” to rate the value of these strategies 
to your business.  Please review the entire list before assigning your ratings.  (Mark your ratings.) 

        Not at all helpful               Extremely Helpful 
 Educational outreach efforts by banking/financial industry        [ 1]  [ 2] [ 3] [ 4]  [5] 

Greater sensitivity to minority/women-owned lending needs     [ 1]  [ 2] [ 3] [ 4]  [5] 
Small business support programs (e.g., business  

planning, start-up counseling)         [ 1]  [ 2] [ 3] [ 4]  [5] 
Access to information on bank lending criteria          [ 1]  [ 2] [ 3] [ 4]  [5] 
More conveniently located financial institutions          [ 1]  [ 2] [ 3] [ 4]  [5] 
Outside evaluation of my business for potential 

 access to alternative capital sources         [ 1]  [ 2] [ 3] [ 4]  [5] 
Knowledge of paid consultants in my area          [ 1]  [ 2] [ 3] [ 4]  [5] 
Training for myself and key employees about capital access      [ 1]  [ 2] [ 3] [ 4]  [5] 
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