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Credit mispricing  occurs when lenders adjust 
the terms for borrowers based on factors 
unrelated to their financial risk, such as the 
race of the business owner, rather than 
economic and creditworthiness indicators. 

This research explores whether interest rate 
and collateral mispricing are evident across 
racial groups using survey data on small 
business loans.
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I. Overview
Findings

• Nationwide  Survey on  Sm all 
Business Lending

• Assessm ent of loan  te rm s—
inte rest ra tes and  colla te ra l—
for loans gran ted  to  sm all 
businesses across the  U.S. 
from  Jan  2022 to  Jun  2023. 
Sim ila r da ta  has not been  
ava ilab le  since  the  Federa l 
Rese rve’s 2003 Survey of 
Sm all Business Finances 
(SSBF). 

•Our da ta  ind ica tes 
sta tistica lly sign ifican t 
m ispricing re su lting in  
h igher in te rest pa id  by 
Asian  Am erican-, 
Black- and  Hispan ic- 
owned firm s.

Interest Rates

•Co-signa tures from  
th ird  partie s a re  
requ ired  for  Asian  
Am erican-, Black- 
Hispan ic- and  Native -
owned firm s m ore  
frequen tly than  is 
justified  by our 
econom ic ana lysis.

Collateral
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• Conducted By:
⚬ The Foster School of Business, University 

of Washington
⚬ Social & Economic Sciences Research 

Center (SESRC), Washington State 
University

• Focus Areas:
⚬ National survey on business loan and 

credit accessibility, equity, and related 
challenges

• Sponsor:
⚬ The Schultz Family Foundation

•Supplier.IO provided the authors with a nationwide list of 
over 300,000 firms, to which we sent an internet survey. 

•The firms were potential or actual government or 
business suppliers, some of which also served personal 
consumers.

 
•The survey collected firm/owner/lender information on 
non -government guaranteed borrowing by small firms 

  (< 500 employees) from January 2022 through May 2023.

•Duns credit score information was added for a subset of 
firms that completed the survey. 

•To be eligible for the survey, a business must be 
operating at the time of the survey and a for -profit firm 
with employees. 

•The firm must have borrowed during the specified period 
through a line of credit or loan. Following previous 
studies, firms in the finance industry were ineligible.

II. Background
Description of Surveys
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III. FINDINGS
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I = interest rate charged to borrowing firms
I is based on a set of controls (attributes) that gauge the lender’s risk:

𝛽𝛽₀  is the  base  in te rest ra te  charged

𝛽𝛽j (j = 1 th rough  N)  is the  coefficien t re flecting the  e ffect of a ttribu te  j on  the  in te rest 
ra te .  X j is  the  firm ’s quan tity of a ttribu te  j.

Mispricing ind ica ted  if 𝛽𝛽R  is  sta tistica lly d iffe ren t from  ze ro.

Estim ate  each  𝛽𝛽i th rough  ord inary least squares regressions. 

For Colla te ra l, change  I to  C in  the  m ode l above . C and  𝛽𝛽j  are  estim ated  using m ode l 
(1) with  Probit regressions.

I = 𝛽𝛽₀ + 𝛽𝛽₁X₁ + 𝛽𝛽₂X₂ + 𝛽𝛽₃X₃ +  …. + 𝛽𝛽NXN  +  𝛽𝛽RRace            (1)

Quantifying Impact of Race on Interest Rates and Collateral

7



Comparison
Process

Minority -Owned vs. White -Owned Firms 
in Loan Pricing

• Separa te  Com parisons:                                                                                                     
Each  m inority group  is com pared  ind ividually to  white -owned  firm s.

• Ind ica tor Variab le :  
An  ind ica tor variab le  for each  m inority group  is included , cap turing the  loan  
ra te  d iffe rence  be tween  the  m inority and  white -owned  firm s.

• Sequentia l Analysis:                                                                                                         
The  m inority-white  loan  pricing d iffe rence  is ana lyzed  by sequen tia lly add ing 
con trol variab les to  exam ine  the  im pact on  loan  ra te  d isparitie s.
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Control 
Variables
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Regressions 
Controlling for 
Different 
Characteristics

Minority vs. 
White Firms

Hisp a n ic

Bla ck

Asia n

Na t ive
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Collateral

Minority vs. 
White Firms 

Notes:
• Dependent Variable: Loan 

Collateral Requirements
• Standard errors in 

parentheses
• Significance levels:

• p < 0.10 (*)
• P < 0.05 (**)
• P < 0.01 (***)

#The survey asked the firm where it placed in six intervals of collateral relative to the amount of credit it granted: 
0, 1-50%, 51-99%, 100%, 101-150%, or great than 150%

Race

(0.1140) (0.2016) (0.2131) (0.1785)

(0.0276) (0.0385) (0.0471) (0.0358)

(0.0430) (0.0652) (0.0810) (0.0493)
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Collateral (con t .)

Minority vs. 
White Firms 

Notes:
• Dependent Variable: Loan 

Collateral Requirements
• Standard errors in parentheses
• Significance levels:

• p < 0.10 (*)
• P < 0.05 (**)
• P < 0.01 (***)

Race
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Robustness
Tests For the firm’s credit rating , we used the self -reported credit 

scores of the firm. We obtained the Duns credit scores for 
937 of the sample firms. When using the Duns credit scores 
instead of the self -reported scores, we obtain the results in 
Online Appendix. Those results are consistent with the 
findings shown on slide 12

Duns Credit Scores

We define racial groups based on a t least 50% ownership 
of that racial/ethnic group while all other racial/ethnic 
groups have less than 50% combined ownership. When 
we re -define groups based upon at least 51% ownership 
we obtain results close  to those we report in slide 12

Definition of Racial Groups
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Robustness
Tests Using 
Weights

• Our sample of 2,784 firms includes a higher 
concentration from more populated states.

• However, it does not fully mirror the U.S. distribution of 
minority and white -owned firms by state and industry.

Sample Composition

• We conducted two separately weighted analyses to 
enhance representativeness.

• In both analyses, weights were applied to reflect the 
national distribution of white -owned and minority -
owned firms across different states.

Weighted Analyses
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Using Race -
State or Race -
State -Industry 
Weights

Notes:
• Dependent Variable: 

Loan Rate and 
Requirement for 
External Party 
Signature

• Standard errors in 
parentheses

• Significance levels:
• p < 0.10 (*)
• P < 0.05 (**)
• P < 0.01 (***)

Excerpts 
from 
Weighted 
Regressions

Race
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IV. Conclusion

We find that in 2022 -2023, Hispanic -, Black- and Asian American -owned firms paid higher 
interest rates than risk comparable white owned firms. Asiedu et al. (2012), using the 
2003 SSBF (the most recent comparable data), found that only the Hispanic owned firms 
paid a higher rate than white owned firms. The 2003 SSBF did not contain a Native 
American group. 

Concerning collateral, we find that for all minority groups, co -signatures from third 
parties are required more frequently than for white owned firms. Blanchflower et al. 
(2008) find this result using the 1998 SSBF. Asiedu et al (2012) did not consider collateral 
using the 2003 SSBF. 16



Conclusion (con.)
Disparitie s in  borrowing experiences extend  beyond  econom ics, fue ling 
broader inequa litie s and  pe rpe tua ting h istorica l d iscrim ina tion . 

Addressing these  issues requires join t e fforts from  policym akers, 
regula tors, lenders, and  othe r stakeholders to  im prove  cred it access and  
reduce  d iscrim ina tion  in  lend ing. 
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